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June 20, 2003

TO:

Members of the Subcommittee on Human Rights and Wellness



House Committee on Government Reform

FROM:
Dan Burton, Chairman

SUBJECT:
Subcommittee Hearing, entitled “The Economics of the Pharmaceutical Industry in the United States”

The Subcommittee on Human Rights and Wellness will hold an oversight hearing on Wednesday, June 25, 2003, in Room 2247 of the Rayburn House Office Building at 2:00p.m.

BACKGROUND 

This is the third in a series of hearings being conducted by the Subcommittee to examine both the problems involved in allowing re-importation of prescription pharmaceuticals from Canada, and potential solutions to those problems.  

On April 3, 2003, and again on June 12, 2003, the Subcommittee heard testimony from several witnesses regarding the high price of prescription drugs here in the United States, and the increasing number of Americans turning to Canada for low-cost drugs.

With an aging population and 108 million Americans managing at least one chronic health condition - such as heart disease, diabetes, asthma, or high blood pressure 

- dependence on prescription drugs has risen dramatically.  Seventy-five percent of Americans age 50 to 64 are on at least one prescription drug, and fourteen percent of women aged sixty-five are on five prescription drugs in any given week.  Despite the growing need and demand for prescription drugs, the price of pharmaceuticals are higher in the United States than in any other country in the world.  In fact, drug costs have been the fastest growing component of healthcare expenditures for the last several years, climbing more than 17 percent annually from 1998 to 2001.  That is twice the growth rate of health costs in general, and 5 times the growth rate of inflation.  

Tragically, however, more than 1 in 5 American adults cannot take their drugs as prescribed because of the high financial burden.  This figure is as high as 40 percent for some groups, including many retired, disabled, minority, and low-income Americans.

The savings realized by Americans buying prescription drugs on the Canadian market can be substantial:

Drug
 

Illness/Condition      US price
     Canadian price  

(In US $)

Zocor (5mg, 60)

cholesterol
          106.84
     
         43.97

Ticlid (250mg, 60)

stroke

          112.92

         52.35

Prilosec (20mg, 30)

ulcer

          105.50

         53.51

Relafen (500mg, 100)

arthritis
       
          110.99

         59.55

Procardia XL (30mg, 100)
heart

          110.90

         72.82

Zoloft (50mg, 100)

depression
          195.07

       124.41

Vasotec (10mg, 100)

heart

            94.31

         73.42

Norvasc (5mg, 90)

blood pressure
          109.24

         87.71

Fosamax (10mg, 100)

osteoporosis
          169.73

         45.01

Cardizem CD (240mg, 90)
heart

          162.22

       142.70

The FDA estimates that over 2 million shipments of prescription drugs will cross the border from Canada to the U.S. this year alone. 
  Some estimates suggest that nearly 1 Million American consumers now purchase between $500 Million and $1 Billion dollars worth of prescription drugs from Canadian pharmacies annually.  

The Congressional Budget Office (CBO) estimates that the American taxpayers’ bill for prescription drugs at the current prices over a 10-year projected period of 2003 through 2012 would be roughly $1.8 Trillion.2  That is over and above the costs that people who are under the Medicare age would pay for their own drugs through their insurance premiums and direct out-of-pocket expenditures.  

Many pharmaceutical industry representatives contend that Americans should pay more for prescription drugs because the U.S. profits support the Research and Development programs of the industry.  Explanations are lacking as to why U. S. patients, and only U.S. patients, should bear that research and development cost burden for the entire world, while patients in other developed countries enjoy bargain prices by comparison.

 According to the pharmaceutical industry, it costs between $500 Million and $800 Million to bring new drugs to the market. That figure, however, fails to take into account the multiple subsidies the industry receives from the Federal government, including massive research help from the National Institutes of Health and other tax supported health agencies, tax deductions for the cost of doing business, and research tax credits. 

A recent GAO report on the prescription drug Taxol illustrates how the U.S. government does the legwork and foots the bill, while the drug companies collect enormous profits.  The NIH spent $484 Million to research Taxol, which rendered a net 

profit of $9 Billion for Bristol-Myers Squibb; the company contracted By NIH to market the drug.  The U.S., however, recouped ONLY $35 Million in royalties.  Whereas, the taxpayers spent an additional $687 Million to buy the drug back from Bristol-Myers for the Medicare program.  That figure is triple what other Federal programs like Medicaid, the Department of Defense and the Department of Veterans Affairs paid for other widely used cancer drugs.

Paying the world’s highest prices simply constitutes a fourth subsidy provided by the American people to an industry that is perhaps one of the world’s most profitable.  Even during the recent economic downturn, the top 10 drug companies reported a 33 percent increase in profits, going from $28 Billion in 2001 to $37.3 Billion in 2002.  On average the drug industry spent 12.5-percent of that income on R&D (Research & Development), collected 18.5-percent as pure profit and spent 32-percent on advertising.  The numbers do not lie. It is evident that the exorbitantly higher prices American consumers are being charged are not being used to supplement or fund R&D efforts, as purported by the pharmaceutical industry.

The Subcommittee’s June 25th hearing will focus on the retail prices of prescription drugs in the United States, as well as explore the reasons why Americans pay remarkably higher prices than residents do the citizens of Canada and Europe.  Additionally, the subcommittee will also hear testimony on cost containment remedies other than price controls.

PANEL ONE WITNESS:
The Honorable Gil Gutknecht (R-MN-1)

U.S. House of Representatives 

Washington, DC

PANEL TWO WITNESSES:
Mr. James Love

Economist, Consumer Project on Technology 

Washington, DC

Dr. Stephen Schondelmeyer 

Professor of Pharmaceutical Economics, University of Minnesota

Minneapolis, MN

Mr. William Vaughan 

Director, Government Affairs, Families USA 

Washington, DC

Mr. Stephen Moore 

Senior Economic Fellow, CATO Institute 

Washington, DC

STAFF CONTACTS:

· John Rowe, Professional Staff Member – (202) 225-6427; john.rowe@mail.house.gov

· Brian Fauls, Professional Staff Member – (202) 225-6427; brian.fauls@mail.house.gov

· Mindi Walker, Professional Staff Member/Subcommittee Clerk – (202) 225-6427; mindi.walker@mail.house.gov

� Testimony of William K. Hubbard before Subcommittee on Oversight and Investigations, Energy and Commerce Committee, June 7, 2001.


2 CBO Testimony, Statement of Dan Crippen before the Committee on Finance, United States Senate, March 7, 2003, page 12.
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