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CHAPTER &

STATRMENT OF DHE FROBLEMN

Introduetion

The drug industry, becsuse of the cle&@ reletionshlp

between Lts product and the heslth ol the congumer, repre-

sente o very lmportant ares of manufacturdng. It ls hardly

an exsggeration to 3ay}thgt drug menufacturers and dls-
tribvutors are desling ln matters of life and death.
Therefore, slthough the industry cannot be expected to
operate wlthout the expectation of proflit, there ls s
lepitimnte ares of econcern suprrounding the prices of the
products and the possible effeots upon these prices of

pparetls

"‘ﬂ

¢ withln the landustry.
The drug Industry ls seld by Llts critics to enjoy
gulte high profite. In recent yeers p&rticul&fly; high

profliie have derlved from the fact thet the Industry as a

#

whole hes had s number of succeseful lanpveilons, whilch tend

to be profiteble in eny industry. The appsrently high level

of profite, the seemlngly hlgh prices of medlelnes, the
inflexibllity of prices snd the econsmle

Indugtyy heve attracted the attentlon of investlpotors.

The industry represents the fourth of o series of lodustries

studled by the Subcommittee on Antltrust and Monopoly, a




| 2
suboomnitiee of the Committee on the Judiclary (the Kefsuver
Committee) with respect to prices which some members of the
subdommlitiee thought g&va evidence of belng "adminlstratively
set and malntalned,” therefore lnsensitive t@ éh*ﬂ&és in
tho marketa™ |

W:ay are twa iﬁgartaaﬁ foctors the Befsuver Commitiee

Cmade note vie  An Senator K@famver polnted outs the buyser.
of é product offered %y the arug;maﬁuf&aﬁurﬁg L &:naﬁgﬁiv&a
consuneyrs He may not lepally buy the Qra&w&ﬁvwitﬁﬁut B
préaari@%i@n@ Onee a doctor's pr@seriﬁtian7ié wfitteﬂ, he
muet buy ouly that product or g0 wlthout the medicine he
needs« Moreovery he who S&}&Gﬁ%yth@rﬁrﬁﬁﬁct does not buy
1ty he who %mﬁ& 1t 4id not a@léat ii»g the ﬁéagmd factor

ul5u¢J§c wee according to the commitiee’s ?hﬁﬂﬁt is that
the drug industry is'chaymcﬁﬁriﬁ@d by an inclestlc denand
for lts preoducts and therefore it la umreaaangivc to chanbeﬁ
in pricess ?r@smmagly there may be a few asnﬁum@re who, 1f
ey @?a unable ég:ﬁuy high«@rice@ ArUuEs, 60 1 tzaut then

Bt they aye mreinaﬁv-in the winorltys The smounts demanded

L., senate, PT&H bmnﬁraga, let Desplon, “asdominls-

tered Prlces, Druge,” HReport of ﬁhe “'pmitmﬁe g the Judl-

alarys United stetes Senate mude by lt@ beonnitice on
Al %ruﬁt Tand %aﬁa“31v Sprsuant ta B Hege b “{weeningbon:

Uitia uaverzmaﬁ@'vriat ing Office, lﬁél), D+ 54 heveluafter
referred to as "Eefouver Reporte” ’

®Tbide, De I
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of the drug industyry would not in any ocasey be very regpons-
Blve to price peductionss This mesns that one check on
high priceg which exlste in many sther lndustrles, a reduc«
tlon in qal@ﬁ volume, lg absent in the drug industrys These
gallent aspscts of the grie@ wrablcm wlih yespect to druaﬁ
put B rath@r different couplexlion on the 1wwma than uauld
be the gase with respect to some ordinary asaaumﬁr 1t@ms

~the lmportance of the problem and tna wag nltude of
the Industyy may be indicated by the &ramaﬁié ax&&uﬁian of
the drug Lndustry especlally in the last generstion. Houghly
thirty'yes e a0, ﬁﬁﬁ totel money spent for m@&iain@g in the
United States wes about %715,QODQQGQ*§ Todays ennual sales
o the ladustry respresent $2+5 billiam‘ﬁ In less than two
degades, woreover, total expenditures Ior preseription drugs
in the Unlted States incressed ninefold, ln iﬂﬁa, ali eable
mated $14800,000 was spent on thems The aversge price per
pr@ﬁarﬂﬁtlaﬂ *ump@a frem &1 ,@l in 1947-1949 to ‘g,uﬁ in

1956, a sov&mty»three perosnt inere#s& darling a perlod ln

30, Rufus Rorew snd Robert Pe Flschelis, The Costs
””&§eim@%, The Henufacture end Distribution T Drugs
diclnes in the Unlted Stutee and the perviges of
lha:{ﬂmﬁ_g“ in Medlosnl Cores Jub}, ilaatinn of the Commithee nn
the Cosbp of Medicel Care: MNoe L (Jzi‘@&a*_ Unlversity
of Chlcago Pressy LU00), D 4

Ao o .
‘Kefauver Keport, De Le




whioh the cost of living went up only elghiteeh @@r@@ﬂﬁiﬁ
Thip would seem 4o indicate partioularly great infletion in
the eogt of druges. Butb the resder must keep In mind that
the druge we are uslng today arve frecuently not only new
and difTerent but very mueh lmproved and this peealngly dls-
U?00ﬁ£ilﬁﬂli@4£i ¢ i not necesBarily genilnes

| with the disproportionete rlge in ﬁruu oymcma have
ammé'aa”n“*m owi@ieism&_whiaﬁ weve not previously made
sgalnst the Lodustrys 14 generatlion g0, ot o tlme when ..
there were frequent proteste agalnst doctors' fees and
ha soltal billa, there were few compleints aboubt drug pricess
Ther@ wos some osoncern wlth cueallty sad therepoutlic clalun.
Bt the only stitack made at that tlue spalonst the Industry
and its prlces vhlch eppreximates the charges belng wmade ab
the preseat tlne was the ;rateét that docetors wrole pres-
seriptlions for well-known proprletary medlicines whlch eould
have been purenasg od more chesply over the esuﬁt@?gé guch &
protest wes not wholly unllke the present controverslsl dlg-
cugslon of the sdvantages and disedvantepges ol presoription
by brend nomes and uPtuQ?ABuﬁﬁﬁ by generic namnes,; Lligs,
aceording to the chemlceal compositlon of the Gedicines  ut

the issue of Migh price »f drugs as such was not & prominent

Bt o oo e e . .
A “Uihe High Coet of Rx Drugs," Sonsumer Reporis,
Kovember; 1958, ps 597« '

Rorem snd Flschells,; ops olles Do 5




one at that times

4 la argued by weny thet the present secwlngly high
evet of drugs ls at least partly abttributsble to the cost
of technologlonl ihnovablons and vesearchs Since the devel-
ppment of the so-called "wonder drugs,” antiblotles smong
theiny research and innovation in the érmg ladustry have
undouitedly wade veluable and sppreclable gonbritutions. to
the heslih of the ﬁétiﬁﬂi 1t m&y be sugperbed ﬁm&t,iﬁ iﬁr
innovatlon and its @fféo% ol competition among dr&a W~
faoturers, together with related problems nf’pat@nis and

licenping, whlch have sent the prices of druge up sharply

and out ol proportlion to tﬁafg@neral @fié@iﬁiﬁgg Qﬁnm@@tsﬁ'
beothis provlem 1s the need for extenslve and grpensive
sromotlional §raeadur@é by whlch ench manufasbirer must put
Lte new Q?Qﬁ&Qt pelore ﬁh@,phyéiai&ms@

The speolfic lasue of cﬁliuaiva pricing and violas
tiong of the Shewman Antitrust Law BIDEG when An 1853 the
Federal Trede Q&mmiésiam began to show an interest in the
drug lndustry and suthorlized an lnoulry into the manufa@*
ture and pricing of &ntibimﬁie&a The lnguiry 414 not get
under way un%ii 1956 and iun the next year o 36l-puge ?aﬁért
was lagued eénﬁainiﬁg data which formed the basls of o 1958
eomplalint of the Federsl Trade Commlssion apainet six manu~
faeturers of aubibloblcds ‘Th@‘ﬁric@a of these ltoms remalned

unchanged while the prlees for penlelllin went down steadily,

IS
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although the process of wnanufzeture was cuite almilar§7 It
was olge charged that the dyup lodustry wes toking unfelr
gdvantage of the publle and the govermment iﬂ the Salk
vacolne programe Bids recelved by the United States fublic
Heelth Service from Lilly, Pitman-ioore, Wyeth, Sharp and
Dolwae (or ﬂ&?%ﬁjﬁﬁ%§&ﬁy) snd Perke-Lavie were ldentlcals
Pria&»fixiﬂg was charged and ﬁ&é_ﬁ@&&rﬁm@nﬁ éfvﬁmsﬁige ook
astlon in Hays 1968, uu@@r;ﬁ@cﬁiﬁﬁs 1 and 3 of the Shorman
Low, the charge b@iﬂ@vfixiﬁg prices by agrééﬁéﬁ%@g

In 1961, two major smtltrust lndletments were brought
againgt the industry, sue agalust a.yﬁarm&aéutiaal agspola~ .
tion and the other azalnst %hrae drug coupanless BHoth were
erimingl lndiotments. The former resulted in trlal and
convictlon. The latter indlctment w&ﬁ dropped for lack

of supparbing evidéences
Boope of thls study

The Toous of this thesls will be the &ile@@d $xaasw”v
give serket power or shuse of market power by firxms In the .
drug Lodustrye« To thls end, 1% will be neepseary to discues
such espects of the ludustry as prices and prollts, palenting

and lloenslng, Lmovetlon, promotlen and gencric versus

Tiine High Cost of Rx Drugs," ps 597+

gﬁﬁ%@‘f e 5984
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brand amme oyeseripblons ot since 1t is espentlel to Limiid
the area of lovestipatlon, these conglderstlons will be
entered inte ooly es they relate to the maln focus of the
study, The drug products under diseusslon will be "ethiesl®
producte. These are products regulring preseriptions wrlte
ten by & deoctor, snd without which the ﬁuy@r e&ﬁma% purchase
the drug, as contrasted with proprietary medicines, such as
applrin, wilch con &@ bought over the vounters

The speclile questiong to whilch &nswef@ will be

are as FTollowsi

1, Assuming adniniestered prioes, found yherever
pure competition doss not prevall, are these prices spelally
eviLi _

In o this connsetlon, we aye concerned not with wvhether
there ile pr i not sufficleunt éviﬁ&nca n{ prige-fixing
asrrengenents for o convietion, but vhether the degres of
market power 1B harmful to the economys In other words,

£

how much compstltlon ls soclelly and economleslly useful?

2% Are the oplees in the dpug iaﬁuaﬁrg oo high in
terns of aﬁWarraﬁt@ﬁ profits sund the consldersbions of hunane
1ty reloted to the sele of wedlolneat

Herey, wo shall be concerned wi%ﬁ possible solutlions.
If pricer avre toov high, what speclilenlly ceuses this sltua~

tion?  whaet changes c¢ould be made to put prilees within reach




of the ordinary eaﬁsum@r»ﬁithmut dameging the profit posle
tion 6f compsnles? Vhat bearing does the posslbility of
pregeription by generle namea'haV@‘sﬂ'%his sltuation?

In the course of ansvering these questlons, ar
atbenpt will be mode to drew some definite conclusions on.
thess highly ﬁﬁﬂﬁfﬁ?@rﬁiﬁl'iﬁﬁ&éﬁé Propasels snd recome

mendotions for further study will be presonteds




CHARTER 21X

PATENTING 4N LICENSING IN DHE DESG INDUSTRY

Grokesmen for the droag iﬁﬁﬁﬁ%fﬁ gtate that there ave
over 1300 flpms In the whole industyy. Whether thls ls
preclasly tme or not, there are at any rete only 22 such
'ﬁﬁu& companles 1&?@atigaﬁﬁa-%y the Eefsauver Gomumlitee; ﬁh@%@»
are the mojor componles in the Unlted Dlatos. ﬁiff@?iﬁ@
degreas of economle concentretlon were revesled by these
vgﬂVQﬂﬁigﬁﬁiﬁmﬁg.ﬁﬁﬁﬂ?ﬂiﬁﬁ~ﬂﬂ vhether goncentvatlon of proe
duetion or concentyetlien of ssles (L.oe, "eontrel of the
market™) was the polnt ab lesue. ﬁhaﬁg miﬁ@_grimeigal

hergone producte are produced by ouly 7 of the 20 Largest

Swsy e Mip it de e s ean vyweeedins ssenet Ty . %
GEGE HABRDEULE LTULH APQ DrOauoly oy E; ol the

20 Llorgont, end trenguilizers by 6 There are B producers
pf sulfaos, six producers ol viteming, elpht of antiblotles
ovher then penlellling and seven of penlelllin fma&i-manﬁé
fagburers are o relabtlvely unluportsnt footor in the ebhloel
dpug industrye For insbenice, lo three of the four lending
gborokd homsones, small ueluesses (any fien pther then the

22 wompanier lnvestipeted) have no part ot all.™

The week posltion of the smell companles lo determined

Mgera ppe 69=724
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not by the ampunt of caplisl needed o sopage n produstlon,
but rether by the pabent restrletlons exleting in the induge
trys  The Unlted Stetes, eontyary to the prectloe of most
sountriosg, does prend patents anjpharma@@aﬁi@&& produete .
Pabents o the prgﬁéaﬁﬁﬁ pf produolng dougs are lso granted
by the Uniied Stetes gﬁ&;mmaﬁ other couniyrles. In thig dige
vusslon, wilh sone @xa@@timmﬁ;_mﬁw@V%r, ﬁﬁf@?&ﬂﬂ@ o gaﬁ@mt
protection weans patonts on the drug products thenselven «
in dyuge, s in m&ngcﬂh@mieal industrien, prooess patents
gre not a atrong form of protectlon heocsuse by o slight
chonpe iﬁ.tm@ prma@éﬁ & patent von be evaded.

| the Limltstion of patent protectlon for phorspceut-

teal products iz hisptoricelly releted $o sociol thought of

ind:

the nincteenth sentury durineg the seriad of thoe fndusisls
LRO DANGLOeSnN gentury GUMDS e persdd 93 g JNauatiriael

revolutlons, It wee belleved then that 1P the loventor of
ghemienle oy drug products vere Linlted 4o hls zrogess
pbhers would be stlmuleted to Ilnd new and luproved processcs

which would make the preduct more ovellable In giester cuans

' f" ‘n“ i £ s . . P
titien end ot lower prices.™ Bt patenlte spe sopoareutly not
shaglutely necessary Ilor the stlmulation of research, scoorde

ing o one suthoritetive peport on expanslon of research

5 R P
| “Leonsrd J« Hobbine, "Phamaceuticnl Petonts ln
Forelen Countries,” Journsl pi the Pgtent 0ffice Soelety
Vole 57y 1950, : : )




L1
fagllitiss in the drvug indusbry in Burepesn countries which.
.ﬁﬂ.ﬂﬁﬁ prent tﬂ@ﬁ&ﬁ.J

- Patents potentlelly amay, according to one thesry,
become an . lmportent Leetor in ?ﬁﬁﬁfiﬂﬁiﬁ% competliion, reathep
than stimulating 1t, sod this in gplie of the lepal 1lmita~
vione whdoh the Sherman Anti~brust sob placen on the way in
wiieh ﬁh& patent holder nay use his pa %aau to conbrol the
markets A patent holder who Llicenecs &%ﬂﬁﬁﬂ oy noty ag s
eondition to reeslving hlg liseuse, reguire the lLiocensee o
observe Dis prloes. le ney esslen torrltorles ln which the
Licouseos nay sell, but 1f there 18 o reclprocal &rf&ﬁg%m&mt
gmong: eoupeting pebent helders, luplemented by orosg-llconses,
st thet gompetlitlon betwesn then ls elffectlvely restrlatedy
the Act may e vieolateds In the drug Induptyy, se in others,
the luventor who worke in the large covporete loboratory 1s
on enployee of that corparation, and must cpyee in wrlting
o asplan all bhlg foture imvén tlons bg the sumoloyers The
patent becomes, therefore, an offective inastrument of marked
contrnl s "

fhe slnplest Sm?ﬂ of market eontrol ea&ytca by weans

af oatents ig ﬁ?@“&ﬁ?ﬁi&ﬂ of the vhole usrkeb by tha DWIGLe

2l ﬁ@ﬂ@arehgﬁ

rug aad

ﬁ@fauver hama&%, s lﬂ@
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when no other se¢ller is lLicensed, the pabtent owner oan

chnppe yhatever he wlahes wlthout hindrance by subltrast
Lowe or other steltutess . If he llicenses no one and retelosg
sontyol of the whole uarket, he sey rebaln prloe control
pver the peoduet for ab lenst seventesn yesrss The lav
Limltes the exeluslve grant to 17 years, bul thle stetutory
limitetlon ie no longer very effectives Fatent dominion

can bo. extonded by mesns of spacing luprovencnt pabtente
over the yeors oy making chenges in the moleenlaor sbructure
gf the products For lastance, the Unlversity of Toronto
held the basgic patent Loy lusulin Yor 20 years; but by mesns
of & serles ol luprovensni potenite aﬁﬁviié@&aimg srreke-

wente with Denleh Tlrpme on new types of lneully, the inters-

nabional struoture il }Q&LQ:_?} G SemMG. in

thie oountry, LILLy wes the fifﬁt Licensee wnd fop s tine
the orly one, and lte garkeb control over lansullin hes besn
held unssoelilably Loy 40 y%ar&;ﬁ
& prominent execmple of plngle«company pabent monopoly
i the enrly brosd-spectrum antlbletles introduced st the
begloming of the lest decsdes Because penicillin wes first
developed in England, noe product poitent could be secured mn

)

it here, It wos aleo sugpested by some that boosuse the

product was ylelded by & mold, and was & product of nslure,

Sibide, pe 1404
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it wes por so. uapstentebles Dot wheh e

BRE BB
Bebeers discovered streptomyeln in the wld<1940%, o patent
wag govght on the srounds that @vau WOt wes gznauuﬁ of
aebure, 1% was only trensitory spd bhod not been lsolated
and 1ts thepepeutlc . use hed been unknowns The Ualted Bhelesn
Potent Offlee sceepted this view snd thus opened the way for
lseuvanoe ol patonte Tor new mold productes os they wepre .
founds .
vhen fmeviesn Oysnenld lotyoduced the Firet broad~

spoostrum antiblotlo, coloprtetracycline (furevmyeln) in 1948,

sl ley wos to Llcense no other compenies in order to

retoin complete sonopoly over the product. Farke bevies dld

ol

e gome Top bﬁ}ﬁ?ﬂﬁ“éu%iﬂ and Pflzer Lfor Terremycin. She.
some pltuetion helds In the dasne of i

g Forel

1 company cranting an exclusive llcenpe o en Anerie-
can ecompeny for sale. Undep sueh Llcenning mgﬁ&@mantﬁ‘aé
exlst, for loshance, %@%w&@miﬁmithg.ﬁline ¥l Er@nahglexeluw
sive imerlcesn llaevsee nf Rhone~Poulene in ¥Frence, for
Thorezine &ﬁ&,ﬁampm ine, royalty charges very from four %a
ten pervcent. Srith, Kline and French would be entlitled to a
reduced royelty rate 1§ o compeblior entered the Mmerlean
maprket 93&@&{ substential cquantlities of the products, somes

o whish hos not yet h&py%ﬁ&ﬂaé

M dnteresting veristlon of this sprrangement ie that




. . 14
betweon Upjohn, the Amerloan fir&{ and Hoechety the Qrigiﬁaw

tor, in the cesc ol the new orel, uﬁksdimhéaxﬁ drug, tolbute

s

o

auiaag 31@ undeyr Lhe @?riﬁ)ﬁﬁé@ Orinase. Under thise aﬁ?&@*
menl, Upjohm recelved wo excluslve, 1 103%?&ﬁ$f@ zile Llcense
to moke, use sod pell 1% in ameries, 1te bterritories; sud
possessions, whloh weons ﬁﬁ 4. even t%@ ariglnator of the

produet ie berred from enterlog the mmw f&c Thato exclusive

ayponsenent continwes V“until the @xpiﬁa%19ﬁ sf the lapt to

nf any petents lancluded at»&ﬁy_@ima‘wi%%im the
Licenne patent vights, including lmprovement yatartgyf

A duopnly exiate when s potent holder finds 1% advans

wasug to Lleenpge another fipra, Loy one ressoll op sanothers

Spmetines o guld pre gue errengement le desired and the

patent owner reeelves s lLleense on a different grise Sones=

times the ervenzesent le motivabted by the &@aiw% %gtyrafit

from soles made by o Piws hoving o bloper. %yf‘yihbtlan DL e
izatlone When Certer r@e@ivéﬁlﬁ patent %o wanufociure
meorebonate, %vﬁ 8448 not have fosillties to produce Lt, tha
pompany arranged wlth several other eompanlos to supply %n@
ik fiﬁiﬁﬁ@ﬁ ﬁ?ﬁﬁﬁﬁ%&m Tﬁ&% wers ?aquiﬁaﬁ to pell exolus
glvsly. bo Certer, and any §QV£mt§Q$“ Gy imm“av mwmi% in the

praduet whileh they might m&k@ muyt b uw1a§m mv»y o L&rt$r

on o royelty~fres basls. Thle dx @ag £ tyan

iLks @y, WS

T1blde, Dy 1454
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thon lntroduced under the nawe of "Elltown® and bad an
SUNIIONE HUCCEsE . ‘

Although Garter Is s leadlng seller of oyer-thes
gonpter dpusg, i% 14 not hove gnough men W pronste the
é%hi&al‘&?&@ gy ﬁner@fwra enbered Ints o Licenslis agyegw
ment with Aserlebn Hous Products Corpoveblon; glving the.

letter the right to sell; tal nod to memuleoture; Bepro~

s

2l ey

bamate In thHe United States nnd mosd countrien of the wordkds

ot wes llnited o neprobanote ep o slugle drugs nod
in conbinotion with any olherss Later; coubluations were
pernitied lu conneotlion with drugs foy whlch smerdcsn Home
Produats held the exclusive prighte in exploliing, bt snerls

ean Home Froductes sgreed to meke ne sale ol the Bulk powder

& & Ty g o s g i 8 ) T N Tt L T Arngveid ey fivvepes B 4
LD 205 Duael CoUDENAEEs SR OHBGUENTLYy AREYrLonn upHeg Frods

uete brought out "Houanils" anpther ﬁ?&ﬁq&i&igﬁw, and ite
soles oxcceded those of Hii%QWﬂi Garter weo vollesting
vorveltles on Lovendl and alpo osking profits on the sales of
the bulk powder to 1te Liceasec. Uarter slso entered o
dupnoly of sopts v salep in torelyn warkets, owlng to Lis
lock of an estebllehed dlstributlion organizabion. Sluee
most Tovelgn eountrles do not grant patents oo pPharpsceutl-
cols, Gorter could not sontyel ﬁh@-whal% sunpdy, but did
have o property in the trade nawes - It therefore gave Lo

2t

fmerdosn Uyananld o contract glving that cowpnny exclusive




L6
right bo gell the produet sbroed under the brand neue

llbown.  amerioen Home Products wag aleo selling the prod-

giﬁmil*g

i

uet abroad, ss well sn ab bhose, under ite own nsme,

fnong other weays and posalile elrcumslences, ol Lgop=

oo

gly ay conme Ilnto belng when peversel loppe conponles malke

rement yegording respeotlive ¢lalme sbout on Inventlon
whleh all waede ot sbout the same timg, bubt for whilch only

gne can sbteln the patents Instesd of lebiing the Latbent

which one will vecelve 1t, and the sthors withdray thely

spplicatliong. In

the ceompony wnlceh recelves the patent, hly orocess is C

N RS | NV ST AR AL © S S e o pren R on B sy g oo o 4
gallad Tarbloratlon” in the tredes The best example of

gllgopely resultling from such a process lg the case
tetracyellne, namlagtured by thres couponiesn and sold by

Tives The giory of this drug g sonevhal comlexs Plliger

:

Med & potent applleation lu 19584 fmerdosn Uysnauld

4

P

applled in March, 195%, end Heydeun Chomlesl, o sugll conpaty,

P W
AR A

b ]

53 sleos 4 few weoeke after Heyden filed the gopllca«

-2
P

%

o

sion, dbe entliblotlesn divialon was boughlt out by Oyanaglds
In Jamuary, 19%4, Pflzer sud Awerlcasn Jyaranid wade en
sgreonont determlnlng priorlty so thet the winnlng company

yould Llcense the other enes . In the meantlne, however,

‘@ﬁ?ifﬁ;’-} P LA,
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Briptol $£lled & patent epplication on one Lo of &mtrg»
eyoline, tebraeyellue 313@:«3@&1 opides In Hapol, 1054, tbe
Fabent 0fFice declored naovbhier. Minteprferenne” on telros

eyceline, luvelving £liser, Cyenemld,; and Brlstol. Oyenemld

-
4
&
e

Ched elvesdy flled formsl concession yleldlung lis ﬁri&rﬁty
Lhnaps ﬁpiﬁ%@l ;»rm&amwu Fliner fopr s lia@ﬂga but was
turned downs I Aprll, 1954, Brd stol entered the nerket
with Lte own belracyclines 4 wunber of cowpoules trled o
Wy bhe bull wmelerisd frew Drisitol, which selected Upjohn
and Soulbb to sell ite product. in additlon tm Ltadlls
PLlaer hed alresdy won the patent from Gyansmld, but
oould not sot becsuse the patent had not yet been lspueds
Uyoanamid then btonk soblon sgalnst Bristol, declering that
the latter infringed on Cysr-enidte sureomyeln ﬁ&ﬁ&ﬁﬁﬁ In
Gotober, 1954, the Patent uf;iem exoniner stoted that belrae
eycline had been produced in &1@ natuiaeture 0f fureomyeing
tﬁ@rafuw@ the product was an pld one and wes unpatentables
Priner Rept on submlitlog alildavits, however, Lo overcome
this relectlon. It declared, suong pther thlngs, that tner@
was ne Indleation of the presence ol betreoyellne ln furcos
myelin and seoured o negetlve result by the use of certaln
Lypes af "Low potency” Lo bl anﬁ Yogmmercisl testss" The
patent W&% then gw&m%a& o ?figar éﬁﬂ iﬁfriﬁgﬁm@ni &étibﬁﬂ:

vere instliuted by Fliger apainast Bfigt@&, Upjolm, and ﬁ@uiﬁ%;'
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Cyanesid's sotlion sgelnet Bristel was seltled when
Uyanenid llcensed Irletol 1o maﬁafaaﬁa%ﬁ tetracyeline.
Bristol agroesd to pay royeltlies on the sele of tetrsaycllinegs .
Uristol then moved Lo abandon. its pstent application, still
pending, on the grounds thet 1% wee unpestentelle. Efiser
pressed seblon agalnst Er&ﬁﬁﬂls Upjobn, and Sauldbb, which
wede counterclaluge  In Hapeh, L9856, the siz loweults wér@
privately é%ﬁ%lﬁ&m Soudibl and Upjobn wore Lioensed by
Fllger to sell, Wt not to menulscture, tetrocyceling.
Bristol yeoelved o llcense frowm PFfizer to nooufscture and
sell bebracyoline with payment of royalitles. PfAgzer wee

granted wcoess Yo eny of Bristel's patents in the £1eld and,

A

£ i exerclsed the sptlon, was to poy royeltleos to Bristol.
Taug, by o private scbtlement; “orderly snd contyolled®
marketing of tetroeyolline was finally acmgm@liﬁhade

A lmportsnt cousglderetlon lu this form of compromise,
according to Senstor Kefauver, ls the faot thet the Fatent
Offiee virtuelly glves up ite sbetutory funehtlon of declding
who le entliled to the swoard of o govermment grent of unonop=
oly for seventeon yearzs, In the oplnlon of Senutor Kefauver,
guoh privete &F?ﬁﬂ&@m@ﬁtﬁ represent restrelotlions of conpetie
tion ond work o herdshlp on th@ small eompenles. For thls

reoson, anong othera, the Lelauver-leller BILL (B« 1882,

ﬁ&%ﬁ vy Pie L4GeT,
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He He 6245) was Inbroduesd to provide vorboln snmondments o

auﬁi%fuﬁtg @ﬁﬁamﬁg and food and drpug stetutens The proposed

bl would peduce Yo three yeare the period ol exclusive uge
of o drug potonts It would regulre sb lnvenior 4o lLicense
any oundifled spplilcent anywhere 1y the wordd. aftepr throee
yoors and pould pegulre the potentec bo glve wlta the Llcense
oll the “hnoy-how" needed B0 wmanufneture the luventlon; and

B ' o T & 3 N‘,,» by i I SN N ) e kel P F ']
1L problbld privete sottleoment of patont %iﬁ@&ﬁ@ﬁg“g

There Lp o conslderalle exprepsslon of spinlon agolnet
this shond, howevers It i contended, for lustonce, thet

apudh o gtop would effectively Lnhibit o o fyow opreate

lug sny . oaey druges glace L would meke it luposgible to geb
baol the Wnltlal investment during the briel period in which
the pobont holder would bhave exclusive upe ol hls patents

It would deter o oogpony from atbenpting to belng out lis

ExY: 1

pun forogia or podificetion of on exlating deug and thus

oventually would tond o slow down B otuliify drug
devalopnente A

e phopmaseuticsl compenles end the Plurmaceutlosl

Agpociation descrlbo the LILYL ap unfalyy freankly dlserlnin-

atory leploletblon, one yhloh would dnvelldoboe dyug patents,

£ 1”&&@9&%1&%& ﬁ&rbaﬁu@ﬂr& fspociotion, "Will
Legl ﬁia@a Bettor E@mas 4 briefl analy %&ﬁ of the Kefs uv@r :
Coupulaory Licensing lig“ (Waphingioni no do g pﬁmwhiah)»

Ll aiﬁ Fishbein, "Kefouver's Drug RALLsY Medicold

World Howsms Moy 26, 1061, ps 404
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dlseriainste sgpinet luvee Qmﬁpﬁﬂiﬁﬁg inetliute ﬁ@ﬁ@#@l.
lie@mgiﬂg;mﬁ a regulrement for deing busiuessy mulllly the.
value ol bradenarke, gﬁﬂ &ﬁmi&ﬁh ﬁr&&a practlces whileh . ape
legel In sther Lﬂﬁh&%?&wﬂdg“ ?huﬁg For instonce, Fraucls
drowns bosd of Scherlng bofwufatlun Geolares

The & ﬁlj i gbﬁ)&&lliu hﬂmv« he part that potents
pley in 0‘4n;&nw poelentific dl&uav&vﬁ into 3ﬁ&u&£ri ik
mcvuiﬁwmemt; fost poeople do not Buow that Slr slexen~ .
doy Fleming's Lindlings ou weniamllimmwmﬁﬁ ﬁ&%@ﬁ%&ﬁ and
i?@w to qumm&my dormant for o decado. Then wertlue

eods ond slmost unlimited government subsldy. stimu-
la%gu Ladugtry Lo develop graducuiaﬁ mebhods whlchs
after the war, finelly brought this repnorkable drug
into the ahanu@l%.ni prdvate commerses  lHad penlceillin |
been patented, iﬂ&ugtzy might hove besn provided with
Lba Ineeutive Lo invest risk cupltsl ln expensive |

axuloratory 1@0%%1(&6@ ?@Q&i?éﬁ for its dovelopment at
a muol earller dateeks

e whole guestlon of patent lews Lo adalbtedly
eomplex. Secretary Qf ﬂ@al£h, wingatlion and welfsre Abyrsham
Rbleoity alibough cnﬂq& 'E ﬁ& of hefauver's key proposals;
thet the Fsed and Drug Mthorlity be amﬁhﬁriméﬁ to Bee ﬁh&t
manulacturers prove & aew &r@gfia effective g well as sale

Y

belore 1t le relessed to physlolensg; and alithouph huypsr%iﬁg

more gitrlagent procedures to clear zvtwi piles and pther

dyuge,; hes beon reluctant to eommit himeell on the

. 12phprancentiosnl hmnuiwa%&raya dssociatlon, “The
Lefeuver Compulenry Licensing Lill, {Woashingtony i&sfia%)q

Dgpancin s ﬁrawﬂ “ﬁwafﬂiﬁ and the ’htuva The
@&gc for lusliness @t te&manﬁh&g,“ {pelivered b@fﬁr@ ﬁalas
Bxeoutives Club of Northern New Jergey, "Presidents' Day,'
&mmﬁgﬁﬁ«,mmn.%aimh}LmeM%,p&l).




v e o | 4
sontroverslial proposal ﬁa.svarh&ul the patent 1$m$a3.

The president of the fhar%meoxiiﬂal vonufaoturers !
'@gﬁﬁ@iatigm, brve ;=uailnga wdbh, dedlores: P iIncentive. @““ﬁrt»
among, the 15,000 y&s%wra&&?ﬁ in the @ﬂﬁfmmaéuﬁiaal,imﬁusﬁry
eould bo atlilede«as move sitention ile turned So fthe prlolng

i @Yibuau‘ medlelnen thgw to, the ﬁvvo&g;$ﬁﬁﬁ of new drugs
*vﬁé

i

for sloknessess
Kefsuver's arcunent is thet suoh Jngiﬁlw lon would

| peducs the ooet af‘méﬁiaiﬁ@, ga_w@ll as prevent patenbing

apre sens b e prong Jrivata fizra ?Qtar@rﬁ Ly ﬁ?ﬁﬁ%&%lﬁﬁ ke

Rabent Qfﬁi@@i _ﬁdﬁ.hiﬂ sugpentisne relative Lo the part

plaved by resenroh snd moysltles in ﬁ@ﬁﬂifiﬁ companles have

been countered and contradloled by repres &mapt% eg of the

‘ o Y P S £ o q * B A T L T Ty
sogppanies thomselvess Lgiaﬁvéy g ghtatenent et o larye

part of the income of sbbott ﬁam@ Tyowm wwvaitiag on drugs
has been wet by the npsertlon of Dre kroest He Mglwilar,

dlrector ol reseaveh oy Abboli Laborstories thatis "We

eould not corey on our resesreh progrumn oh the income we
regelve fron royolitles, or any Qﬁ&%i&@?&h&@ ghapre of @h@mq“
&viéﬁneﬁ hes alep b@an bwga§ht sut to suggest thet eliﬂiaai
experience whileh notuelly determines the vilue of s drug

COBGE efter spolicsilon iur o petenbs Dre Volwiler has

14 Lende Suppors to ' Kefuuver Heapure,

bieddon;
world Hewe, September 29, 1951, p. 17 o

15 matin ¢ Gmithy Heley “”mmaﬁu%mg to Talnk about,”
Today's Heslth, ﬁa§u$L; L1961, e 21
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asinteined that the development and patenting of & nurber ol
sompounde, even 1 they have almmﬁﬁ tihe pane wrmnerﬁﬂﬁﬁ,
Qwamu%@a competition rothep tﬁrv Qﬁ&QKWAﬁﬁgié e Theadoye
Buwmpp,  president of h;vtbrﬁmxh&bnra%ari@ag-m&imﬁain@ﬁ that
a'agwaga;-%tmég of hle Qamsrns had proven thet research
represented thirtéeen pereent of sales, and that there wan
wore incentlive to regesrch undsy Lhe Imerlesn pobent ay atwm
than in any a@mﬁtrﬁ‘iﬁ,ﬁh& wﬁrl@x&? 1 :

Smith,; Kline end ¥Freneh lsboretorles contend that
pre-patent &gr@@ﬁéﬂ%m aye nob only the u&aalgyﬂn@ perfectly
1cb,i, mathod of sattlim patent disputes, Wit thalt they sre

wvaamﬂ~ od by the Fatend Glflees ?n&% the sefsuver-deller

BILL should malke 1% 1ilegel for dyug companies o ervive at

iy gV g s o smsieode o DY K ey anvy . ,x .1 " o e
Bl SR 00BN vE e WA BUIBIRN y iRE A & &3 8 WUUJAJ, bi}U; b,!, WIS

@Q@@gﬁi@@ o fiekt sach othey %u?&&”h the Pe tent Offloe o
court procesdingss Thia-aauid rosult in lnportsnd @%u@ﬁ.
being kKept off the wmarket, since no aamt‘ sband in an ntepe
fercuee sult would warket the drug untll the osse had been
settlod, ond such osees con drag on for yearss b an e
ple, he ci%ﬁ&,gr&ﬁﬂiﬁaﬂﬁ, used in the btrestuent of arthritls

and other rheumatlo dleespess Had the Hefsuver-deller B1l1

" 3ﬁ”h&rm&cautia@1 et ﬁufﬁﬁtu?@rﬂsx&ﬁﬁﬁifﬁiﬁn, buﬁﬁlﬁm&ﬁt
Lo &4 Hewsletbery hmgulvmﬁmt o Vols ﬁ, Now £80y pecewber 1&
1,3{-3 L3 }32)' l"d.- .

3‘.?3"@3,5},- s Dw B




bosy o lay in 1985, ke stated, 1t wlght not yet be on the

nartet, wheress 1t hee bYeen manufactured snd nerkebed undey

reopenty slnee ﬁ&ﬁb date by ;@vaygi,ssmgmﬁi@aalg;

léﬁ@ﬂﬁiﬂé B
"Kéfaﬁ?@y*ﬁ contention that %o Lorbld drug companles
o nsle Buoh gré*@at@mtin@ @gyéﬁmﬁﬁﬁﬁfwmulé_waaﬁﬁy@zfa@@
compotlition e debsted by spokesmen for the ¥wduuawyg
Sanith, hﬁiﬂé and Erﬁn&h deglares tha t J&Qi & ?131 &ﬁ&Ld

orly dlseriuinsbe sgoinst swmall ﬁﬁ&@&ﬁiﬁﬁﬁ for lLavper oome

o

pailen oon betber weather such Llghin %nfzjgmaii mﬁﬂﬁ»; The
gysp@ﬁmi would in%@rf%fﬁ;wi%h w@&@aﬁah h@%ﬁ&%é there: 1s ne
way of knowing, Hﬁ%Li an app liawuiaﬁ Aot Lijbdg whether any

othoy Llym hag Leen worklng in the gnue areﬁs fhe ouly sefe

riudle would be Lo sbay oub ol reseereh that competltops wnlght

ooy ¥, & sy o Y

e R TP SRR & o s .
ins  ‘Phis coupany polints out, too, tho

possibil ity thet LT such a bill were passed, o slwllaey pro~
hibition on pre-patent sgreements would probably epresd te

2

siher resesrehe-orionted industrlies such as electronles and

"b

ehonlealas  Indlostione thet sueh other industrles are cons
gerped and do beske smuch the gome view has corne fyom soversl
BOUPCEE :

fobert Seuple, chelrman of the boapd, Hanulecturliag
Cheulets Assoclotlon, polnted oud that definitlon of drugs

in the Helasuver Qil& would bring a,w&&e @&ﬁﬁ@ g3 chemlosls

;vsmiﬁh, Kline and French, “bamﬁmnﬁsrﬁ« Proe=-Eatent
agpeenente, U {(Philedelphles  processed }@mgdlat, o B




2
vnder the controls of the bills "sctuslly, many chemicals

developed for verlous ludustrial Qa&ﬁ alen fiﬁﬁ-&p@&&fi@-
ﬁ@@&mﬁ@ﬁ&ﬁﬁ oo drug components, snd such use ﬁ&'w éru& Garl
e &_ﬁexy small portlion of the totald u*aa“ij Qimilaz&yg
ehotyman of the Aerospace lnﬂuatri@avgssaai&%iaﬁ‘?&téﬂt
commitles, hag sgpoken aa@tﬁ@ﬁ the patent proposale of the
Kefauvey ﬁii& for somevhal The seme reesons, |
it le cloar that the Qﬁﬁﬁﬂﬁ ﬁnﬂ‘iia@ﬁgé,mrnviaiamal
of the Hefauver BILL would heve wid@ ramiiicuﬁ¢mna bajond
applicatlion ﬁa‘ﬁh@,phgrm&g&utigal Induniry« The whole probe
lem of poatents and Jioenses ln the drupg industry nust be
relpuagg wﬁweavef; to the lssue pf pricing and to the costs
of lmmovatlon and resesrceh ln the luduslry. Ihese, and.the_
reloted problen of penerle versus trede neues, elso brought
v A the Befsuver-Geller Lill, will be discusped in sub-

seguent chapbers.

. 1J9ﬂm@l&ﬁ€ﬁt to Vole 2y Ho's JQ, En&?maﬁemtle:
MHenufacturers Asepclation, Decenber 12, 1061
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LOVATION AND 5O ;;mm BN Ui DRIG TNDUSTRY

Chere ls a glose imt@&?@l&tiﬁmﬁhiﬂ between patentas
teshuolosical lunovetlon and the . degroe. of pongentretion in
the dx ﬁmdwgiry, It 1o weloyvant here bo clito some pf
Sohumpeterts observations concernlng lunovebion which would
poen o be partlouloviy applicoaliie to the arig indue by s
Belumpetor nmtea thet oapltalism s an ﬁﬁﬁlﬁﬁiaﬂﬁ?ﬁ‘yrbﬂ@ﬂﬁg
rather thon belng of o ptoetle or stotlonery condlitlons
fuperticlel obpervetlon of an ollgopollet lndiatry, observes
%g;n viiioh concontrates ouly on upves mnﬁ ﬂ@ﬁiﬁﬁmﬂﬁVLﬁ whthe
An the Industery whioh seam $o be slulng of only hilgh prices
aud y@ﬁ%@ié%ﬁ&mg af output, are baosed on the hypothesls {hat
there s o peyrennial 1ull o coepliislisne 9he polat, sccords
Ing 4o fohumpeter, is not how ﬂ&@li&liﬁw sduninisters exiatling
phructures but how Lt ereates and destyoye bBhors "Cresitive
destruction® lo the exprepslon. Hebumpeter uecs to denpte o
procoss of dndusterlal muteblon which econetantly vevelutlon-
lzen the egdnonlo atructure Lrom within@l Grountive destruc-
tion to coplisliente grest and dynamic compebibion, ovep-
shadowing in lmpoptance the elossicsl price competltion

resving on oﬁizciunag @ompe R iaz

Langeph ﬁahuﬂgﬁt@r§ fapitall
{(iow Yorks Horpop and Brote, 57

2003
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Aluest any iﬂvmatm@ﬁ%,,he.yaiﬁiﬁ outy necoepalitates
gome &ﬁﬁivity to spfepuard Lt .&ﬁﬂg%ﬁéﬂg& invﬁgtimﬁ undey
rapldly changlng ﬁ&ﬂﬁi%isﬁﬁﬁ‘&Eﬁﬁﬁiﬁllé&wnﬁ@? the lmpaet of
new commudltles snd techunologies, ?@uuixg protective

ﬁ@vieﬁ@, sueh ag petents, or. t@maavayv a@ﬁ%&ﬁy gl progespen,

e laaa~rwn e eontreaote.  VWhat the sv&wwﬂ . agent may

aanaié&r'ﬁ?iﬂ@uaa ot prlee policlieg wniaa«zr@ ouly gr@ﬁ&&ﬁry

or of pestrlotions of sutputb tha%.%éﬁm b 1N0ly loss of

productive oppoartunlitleos are pite

rn expanslonery wrmac%a ol G’QEﬁ@l&ﬁﬁav fhi@, h@ ﬁﬁb&&; ig
\\,\ !

pnrt;uﬁlwrig Lrue ai indugtries or a@agarg ﬁﬁ,

vhich the lupset of techuology 1 3 aua&i&g§g

There hos been an enoprmous &hpﬁﬂ%L&? in reoe nt yeare

in the 's expenecs for w&awawa@,&mﬁ develop~
mertta million yap spent on reseosreh and

develop mam%, A 1959, 4190 milziﬂn; and ln 1960, {200 wiln

1lons® ¥l cever may . be the 1malie%%ismg for restriction of

frade: iu wmmagaﬁ&y sl avmyaliatﬁe or sl?gaaailﬁt;a ﬁ?aﬂ%ibw%
relating to patents, there iz at the sone aime 8 high ﬁ@gr@&
ol the type of competlilveness waieh lg partloularly signif-
lesnt 1o Industries mﬁ&eptmgima resenroh and development.,
ihie type of ﬁamg&tlthgmegw Lu perhaps nopre gigndlficant

than prics &am@ctiﬁiam, gince 1% vtr;Kaﬂ, aB Sehunpeter

- g&&ar&wa Ius ilb@ﬁmﬁn, "brugmx The Feoe Is Gelilng
Furlous," Portune, May, 1960, ps 130,




pays, not at marging of prof&tﬁ and putputs ut at the
foundation of the busliness organlzatlong thengelves.
-ﬁrz'Frad@?imk He Meyers, ﬁﬁ$ﬁﬁi&%ﬁ‘ﬂfﬂf@ﬁ&ﬂw’éfa;
Fhaymacology at the Unlversity of Celiforolsy hes remerked
In thls commectisn that wﬁ@n‘m o fvoturers try for o share
of the parket th@y.ﬁﬁ,maﬁ-“aﬁaaﬁé o use price ampatitiﬁn¢“
zn&t@aﬁ; they use whatever method will @8 gablisﬂ,hheir erdﬁ
nang in. the mind of the doctors Althoungh promotion and:
sdvertising sre aspeats of the drug iﬁﬂuﬁﬁry,whiah‘will be
disoussed more fuily ala@wﬁer@;ia,thiagﬁhmsiag;it‘i%}r$L$Vﬁnﬁ
to wémtioﬁthWﬁ~tés+way in which &ﬁﬁﬂ?&%i%ﬂfﬁﬂd promotion
are olosaly interrelateds When a aamgaﬁy.iﬁ,aﬁgut ready Lo

relense & new compound; 1t goos ln For whet is called "gpeeds

B oo, I 'i . o gn " oy & s o &
inge desding' le o way vag%tténa the drug used in.a

medlcsl senter before 1t le gan@rally reloased and gettlng
a 11@1@@@ number of phdﬂ&bi&ﬂs tm enploy 1t ag & part ol a

aliﬂ}un$ trlal ;j

The polot t& be. vade merw ie that, whether
oy not the company is engeglng im o slneerve effoxt to have
the dyvug evalusted or merely  in sn sffort to get @mhliaiﬁy
for the drug, inngvation is Intlmately rele sted to promotions
The technloue sf "3@@@&&&" anﬁ aﬁh&r_ﬁramgtiaﬁai devices and
soblviticos are fmporbant to t%@ drug &@mneﬁy wihich wishes La

Ldentify lts own product in the mind of the doctorss

&

Ji@zauvw? u@m_rt, ppe LT6=T ¢
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gince. regesrch and pronstlion aye imtim&t@ly relatedy
it is not surprising thot en enslyels of Linanclal data for
the years 1949 to 1958 supplied by 5O drug Gaﬁﬁﬁﬁiﬁﬁ to. the
soeounting firn of Artbur Andersen and Company yovesls bhat
rescarch expenditures have been a primery Iactor in detep-
mining & compeny's futuré ghare of Industry saless. When
avgyy~firm'ia using regearch bto luprove the narkety ineress=
Ing resenveh spending ocesses to e the degislvely %ffea%ivé
woapon In competition it onee was aﬁﬁ,markﬁting'b@eamas

. &
nore @@gﬂixma&mﬁ.’v

Regesreh in the drug industry, theng can potenilally

serve & number of purpesesy Dome redeareh ls carrled on in

the Interveats of maxlmum growth; ln this csse; vesesrceh ls

s v S i o B dpgry sy g, B - DAy am gy W guws B A 3 g £ 2 v e 4 A,
an offenslye streteny. Glher ¢ompanles in defensive

regeayen of & type which ¢an:help then pgreserve exlistling.
mariketss In wogt of the postwar perlody Tor lastence,

sbbott Lobopstories and Parke Devie engeged in defensive

repearch, epejiding about four percent of gales on researche

Gompanios with offensive &@F&%&ﬁi@%g gueh og Merok and
Lederleos spent about elght to ten percent of polos on
yesenrehe. - in 1945 %@ﬁnr& researeh wes 80 exbonslively engoped
in, Lederle was spending &@V&Q'&ﬁégﬁmﬁﬂhﬁif‘ﬁ%?@ﬁﬁ% of soles

or research. Lbe ssles rose from sbout V32 aillion in 1945

Cdpns | _ L
ﬁ %l;‘?:}.«ibé}"r&lgxls, ous glbe, pe 178,
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to more then $160 milllon Inr 1959 This company also ongsges
in sepressive nayketings  In 1048, when Lt wes promoting snd
intyoducing the first broad-spectrun anbibletic, Lederle

shipped ten carlonds of pamples to sboub 142,000 doctovs ab

an esbluoted copt for Phet product slone of sbout §2 i1 Lote?
fhere La a difference hetween bagle resesrel and
product devolopment, and a &ifﬁﬂr@ﬁﬂﬁm&&ah hog eomo signii-
Leance for the whole yw@%&@mfﬁf egononlc concentration ond |
mongpoly in the industey. Ggg.ﬁ@aﬁsn; for Ingtonce, fox
the "high! prices of ﬁﬁﬂ%a'ié poid to be the sost of resesrohs
Bat 5ﬁm@*§§ﬁ@rVﬁré cluin thab &u&ha:if’ﬁﬁ%-&ﬁﬂgﬁily nost,
of the resesych undertaken by the dyug ﬁaﬁg&ﬂi@ﬁ in Bt

Y

Py 0o e e Sy ‘
baslse repesral

1, I the genge that 1t Lo almed ol reslly new

¥ I £y e DRT R SRTEINGE: PUVECSF N B RCTUDI S RROPRERPPNP. CRIPY L, SRR, ST T B L.
Pindings, but sepre product development and virtually sieonlings

. ;ngmeﬁ aiﬁff@}{?’&n%i‘»'&ti zﬁ”ﬁ Aesording Lo CORG BOUPOeS,
post of the slgniflosnt &énﬁ%iwutiﬂﬁe i the Am%ﬁiaaﬁ'@ﬁﬁﬁf
im&@ﬁﬁﬁﬁg hose for yhich i%:iﬁ most nobed, astuslly were
made In tho late 1940%s m@-ﬁﬁr&y 19507 s slthough uewer
corbleogterolds have nede thaly a&&@&éama& noere recently,
cortioone wes diseovered in 1948 pod ACTH Lu 1980, Chere
lo some question in the wmindes of suthoritles vhether the
never cortlenstoroids represent muich of an lmprovement over

the older sterolide. Wewer drugs ere seld to be more potent,




30
a0 thot smoller quantilies may be aduinigtered to achieve
tho game therspeutic effects. Mt thie le not necesperily

an adventege go for se therepy is concerneds One gpeclullat .

L BETIY,

sbical products, Doy Louis L

in teoting of oh
hend of the divislon of o¢linleal phag wasey ot Jobss Hephklas,

&

hasg glven as hlg spinlon bﬁ; ore the Defeuver Commlites heaprs

loce that sdecuste conbralled oomparisons ol ige are
sa;{w.x,ﬁ; Imposplble bo {104 o eny cases  Malor cuelltetive:

eltie advania gre royely sobileved; ho

minoy woletular soddilentlions ol an

4 vorbaln amount of reseereh underdoaken by drug oome

2 - * £

panles in Jdlrected st preclsely thils “?Zii?)li&ﬁ&l&&};‘ mondpud g

tion” wiileh enobles o company to obtaln o patentsble deplve-

s Ry g

) s 2 . A Wy i iy T
daleh s elther aob patented or on

%

dalch thoe patent s held by sowiher conpauys Jolm holeo,

presifent of Pfiger, spesking of losking fop ninor molecular.

5

wedillcotlonn, stated over bei yeoys appi

shelilin ao
*tmn af *i;?:

- thet neltler pe
nen Y ma:l. i;mim

« o« kb L8 pDa :&w
shpeptonyel n fuprni
0L hl i:-‘i«)»l‘« ’f} Y i,:»&-l ] ¥
“"2')?' t views 4 sl L{“‘ ﬂi&&d 3.‘6;,%, ,fp{;tﬁ {3 solatd

s x*-i end ts*”c.i.uaﬁlvef

ohilon le in the development of
anbillotic gpeclaltless Thige aip-
cogtly gw, ‘_,,‘f.'*z:*ﬂ»azzn gl bernative;
the gyenue ol sppyosch being ::zm:"‘
by certaln antlibletice houses boday
snoroael belng i i:»:?.‘i, pwod by 2§ f'*ﬁam

6‘ fonver F 59?%, P ﬁﬁﬁu

T4 antibloblos and Prizer & Cos” Ay
Jowingds - Vole XXX (sprdl, 1950}, Nos 8, m
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Hevertheless, 1t would seem thal even the so-called
molecule menlpulatlon appesrs Lo serve s ugefui‘y&r@aﬁ@‘
other then that of by-pessling a pabtent held by suother flrm.
One auéa purpose g o olimlpete ¢erisln uubowerd pide~.
effects which may be encountered in o particular drug and
perhaps eliminated by gu@@ varistlion of 1. OF partioculer
&ntér@ﬁﬁ, oo, ig the varlation in the way dliferent personsg
react Lo thﬁ'aamg drugzs  he preseribing physiclan often
tries one alter suothey varlety of o speclilc drug &@fn?@
he Tinde one &mi%&b&@ for & y&rtiﬁular~paﬁi@ﬂtg as in the
GuHe ﬁf‘&ﬁti*hiﬁﬁémiﬁéﬁ which induce drouwelness in sowe
iﬁ&iviﬁwals aud not in others, or trenaullizers, some of
whiloh merely stimulebe lnstesd of tranouillsing sowe persongs

Thet, tgﬂﬁimglaﬁazgy modificatione ofton lecd to new
discoverlies which were not antlelpated in ﬁhﬁ playts  Brnest
Volyiler, ocongultent to Abbott Laboratories gud foymer |
diveator of regeaprel, has pointed osud that Abbotd cveated
o5y érmg golled trimethadlione; which was flret tested for Lts
ansleesic properties. Later, Abbett learned thet 1t had
anbl-convulpant aﬁ&:aﬁti~$§ii$ﬁti@ velues  After the drug
was marketed, Abbobt r@aﬁﬁfchays éafaéned 2,000 more com=
pounds In this fleld. One of thew, paremethadione,
moleoular nmodlfication of trimw%ﬁ&é&aﬁ&, wan found vseful
to treat patlents whp wera;nat &ﬁ@gﬂ&%&ly contrplled by the

eaxlior produete The compeny eventuolly marketsd these two
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products and s uamher of other agents thet dlffered frowm

then in chenlosl ﬁtyaatur@uﬁv

It may e troey e soue obpeyvers olalmg thal a good

denl of researoh underteken by the drug ilvdustry ls wls- .

direched, somethling whick iz undoubltedly tmue ol resesrciy .

la o number of obhey avesgs Thusy Ures 4 Dale Uongole,

Tarmorly m@u&@al dlipector ol Soulbd, clalms whst r@ﬁb*r&u
tolent, tiné and P@&Q@ﬂﬂem ayre wapted on deviglng sud may-
keting druge which have too Litlls or no value, wheress
moye signiflcant Qrsgyﬁa@ gould be made in othor sreass
Hle vontends, too, that unlike other ilndustries the diug

indugtey is sble to merket many of 1t fallures, f.e.p daups

whioh are presented as n@w‘@raﬁaaﬁﬁ when they aye really not
new but useless nodifications of cld onegs. Thers ls oo

mueh dependence on novelty

mobion whloh le

niataken Lor progresss

dyugs and ropld pbepolesgenge ip

a slgn of Maalust

this viow, 1t ls contended by other suthoprities that both

besie and spplled reseapeh are neocsgsary n dpums.  Ure Ghess

ter Unvelllto, director of reseerch for Irwin, Neleler and

Qompany, & relotlvely suoll drug house shat engsges 1n e

zood denl of repearch, eaﬁaxd@rs haﬁh types ol lnvestigation
both necessary and usefuls Dre Vannevap Busb, bosrd chaly-

man of Werck, one drug house which is particularly sald to

s

Jsﬁﬂrm@aﬂutibﬁl Yomufacturers Asgocl
Newslettor, December T, L36L, p« G4

atvhony Supplenen
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engape Lo molecule manipulstion, stebes that under the.
ngéﬁnﬁ patent systen phepssceutlcel houses afa gncoursged
to improve on present drupgss When Merck developed Diurll,
for ingitence, the competliiors ol the compesuy hod o try to
flad loprovements of thelr own, whlch they dlds

Mugh pf the debate conocerning the relative merite of
bagle resenrch and applied research now revolves spound the
provision of the Kefeuvepr~Celler BIll which would Limit
patent proteation to thrés yeers and compel o drug house Lo
lleense prescripbion drug patents to other companies alter
that tlmes ep well as provide technleal knowledge applicable.
to the patents One objectlve of thle proviglon is o bring
down prives ol drugs and encourage competlilion by drawling
vther producers Into the markst abt o woslmum eight percent
royoltys Johy T Connoy, president of Merch, polntes out,
noweveor, thalt an increase in the nm&ber el produceyrs and the

resulting frosmentotlon of the market could bring sbout a

P

souecaling of prolllt margling, slnes the economy ol lavpe-
pasle productlon and dlstribution would be ellminsted and
copte of dlstrlbutlon snd produoction would rlege for every-
body +7

Uonner's observetions in this connecblon sesuw to bear

put Schumpeter's theoreticel formulatlions. Without the

PIbidey Ds S




protection of a patent system, Connoy polnts out, vapitsl
could not be attracted far growth, and presearch would tend
to be devoted to lmproving exlsting procsespes. Yoney speub
pn regearch would inerespingly tend to go Intso promotion.
goouor also makes the polut that wiﬁhaat‘t&& protectlion of
patents secrsey would be the pules

bugene Ve Roslow, Dean of the Law School ol Yale
Universlty, member of the graduste Taoulty of economlcs et
Yole and member of the 1955 natlonsl commltice to study the
antltrust Lavs, éhs@rvaﬁ that wost of the provisione ol the
kefauver-Geller Bill would actually weaken the exletling
Torces of competition ln the drug indusiry. sostow malo~

balng that there sre o relatlvely laorpe nunber of lmportent

F8 R apeery g E - Y g T aiva oy pnn % N T 2 . e . .
Tirmg in the drug Industyy and thet updue opuncentratlon

doep not existe  The Indusitry le chavecterized, he states,

by “explesive dynawles" and o pabtern of redloal shifting

z

pf market leaﬁ@fﬁhiQ;lQ Th&t,thé pattern in the drug indug-
by does ast conforn o one of pure and perfect eompetlilon
should not come as much of e surprlse, he poluts outs

i dhls ocommeetlon, we should pamark thet Schuspeter
sbaorves that perflect aampétiﬁiaﬁ e &nd slweys has been
%@myﬁr&fily guspended when anything new is belag latroduced

even under oihorwlse porfegtly competitive condlitlions. e

3"{}3:?3134 s P Ta

Rl )
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suggests thé% the wntroduetion of new methods of production
sud new commoditles ls not eouncelvable with perfect and
prompt competition; because perfest competition implies
free entry into every induvetry. ind free entry into 8 new

field wnleht make Lt luposaible to enter 1t at all.

Pl

A perfectly oompetitive vopromy is coumparatively free

Teom Wﬁ%ﬁ@sll Zehumpeter hes poluted outy too, el progress

E:

entalls destruetlion of tepltel velues in the sirets with
wiich new commpdities or methode of production competeo.
wWhere thwe lmpact of lnnovatlon le slgonilicant lao the economy,
vestrictions of sutput ere Frequently umﬁvaiﬂabi@ incldentse
in the long-yun procesps af‘@xpanﬁiaﬁ;lﬁ |
Ap hes been sugpested ln the previeus chapter, an
-ﬂliggpély sltuatlion does appareuntly repul b Lyom o patent
awnrd to a perilevler cvmpany Lor a produety Loy yaleh the

gompany Hheén enganes lo erosg-llicensing procedures wiith

other companlies. It i1g & fact thal there ave s relatively
few large droducers and s high degree of specisllization in
Cpartioulor producte asong the major $ime of the drug indus-
trys Bat 1t lg an open guestion whether this ollsopolistic
hold can be weakened, op phould be ﬁ&@ﬁr&y@ﬁ,if it were

poselble, by the type of leglslatlon propoeed by Senatop

Hgohumpeter, gpe glbes pps LOA=S,

1210134, ppv 86-B94
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Kevauvers The investment regulred by researth and lnnpvas
tiont ig g0 great that withoul patent protestion there would
geemingly Be 1ittle incentlve for any compauy to engage ab
extensively as ab present in the loug process elther to
develop wholly new products or to medify exlstlng ones
It a@gé&wﬁ, too, that without patent protection secrecy
would b@vﬂ@G&Sﬁ&rﬁ &8 o protective &@Vi@@; Ly a8 Hehumpeter
sugpents, perfeoct gamp@ﬁitlan ia.inesmy&tibl& with techno-
logleal Inmovatlon, would Liberallzatlon of the patent laws
An the direction and to the depgree proposged by the Befauvepe
Celler P11l inoresse ocompetition?

We mugt aleo gonslder th@.@xt@m% to which prowotion

and digtributlion sre sallied to innovatlon. kerely to permlit

produdcts by obtaining a liﬂcmse Lrom the oripinel developeyr
after a poriod of three yoors mleht mesn that the product
enuld not be prounoted and.aiatribut@ﬁ by the patent holder
compenys  Would there not, perhapng ﬁevelap_a pituation in
vitleh so many compenies potentlielly could develop & drug
thatl no one company would have any incentive to lnvest the
amount of money regulred to produce At¥ Would not, pexhieps,
the resul ting fragmentetlon of the industry work spelnet

oy orderly procedure fLor §f9ﬁua£iﬁnf distribution and map~

keting? Ig It possible that lmperfect cowpetlitlon end a
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deproe of concentretlon are to be preferved to Inflexible
application of antitrust provislions, espocially in thls

unicue aren?
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Avertlsing and @rsmatiaﬁ of ethiesl druge Alffep
agnei&arably Trom such soblvity lu the QWWKatimﬁ of wmosd.
othey products. It Le, sfter all, the proseriblng phyﬁiéianﬁ
not the ultimate buyer, who must be "solds® Hlnee new drugs
are beluy developed with grest rapiﬁi%yg‘&ﬁﬁ gignlficant
chavges. aye belog nads in pedleine and pheymacologys the
phyelelon mast be Kﬁg% congtandly and correctly informed .
in srdey o be able to dlspense new drugs with effleacy and

sefety.  Even the most well-luformed and well-intentloned

physiclan finde 1t dlfficult te A@@g upe with these develops-
9 Ay & P SR v T e F Ty g s . - B e i o 36D g P
ments snd it Is for thils presson that prownotional technlgues

in the drug industry toake thelr unigue Loxd.

Yhere sre four asln wayse of Cprowmoting drugse vieltls
by detellmen, nelling of brociures and sauplos, advertlsing
.ia‘masiaal Journels &ﬂﬁ,“thrgw avay” Journals (l.ce, thﬁé@
eircaulated without &vbmurixtiaﬂ eoet), and exhibite at

medianl meetin@ﬁal Al though there &ﬁ obvipualy nothling

ormen ¢ uawkin&, “%h@ setellman and Preference
Behavior," Southwes sborn § coelal Selence suorterly, Vole 40
(Uéécﬁwijﬁﬁs l,}_} ) ] Léa F J’ sz} & 31})@.”‘”\# ¥
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weong with prompilon and advertlsing as such, there have been
griticisms directed apalngt the landustry on the grounds that
thely promotion lg excessive, adding slgnificantly to the
cost of drapse - I% lg el held thet the mapgnitude of pro~
motlonel and advertlslng epets ls related Lo the prollfera-
tion ol 3§W9>§ﬂ@ not always necensary, modiflcatlions of
drupe, modlileatlons which ape wltizetely made in order to
gvade patente held by other firngs . There 1a_al@arlyv%mmﬁ‘
volidity in this olelms Ve have slresdy suggepted lu the.
previous chapter ﬁhﬁﬁ;@amgamiﬁs;waien @ﬁﬁaﬁé\iﬁ gxtenslive
regonreh alae"@ngég@ in ageresslve markeblng pollolesy for
rather obvlous ressgons. This has been true especlally of

Lederle, as noted previsusly.s

hand with extenslive linnovation, whether in bosle resesrch
oy ln patent-evading modlificetionss & good case In point
ig the exporience of Fllgzers Thie eompany whloh has been

g lesder in fermentation technolopys was called uvpon by the
government during World ter IT to help wass-produce penle
elllin. At the end of that tlae, ﬁﬁiaéw wap the world's
laveent producer. of yen&eillim, tornlng out ity percent
of Mmepricsn outputs This postwsr prosperity did not last,
howeveyr, bedgosuge the company h&ﬁ no marketing ovgenizstion
of lts oun, but csuld only sell to drup manufaeﬁur@rﬁ.wﬂa

then resold the product under thelr own nemess By mid=-1949,
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hovever,; some of the most lmportant of Ffizer's pharmeceutl-
cal customeres were bullding thelr own plents and cancellug

v blaes .

thelr conbrache, sometdnee without even glving
Friner, %héfeupﬂng,éhamg@ﬂ ite taotlion and hﬁi&%Lﬁp..
Lte swn.mayg@tiﬁg:&m& ﬁalas orgeniaatlon, enjeplng In spgree-
3&?@ polan @Bli@iﬁﬁsu ﬁa&iﬂglﬁﬁﬁgﬁliah@ﬁ o gﬁﬁﬁ norketing ”
arﬁamizaﬁign,.yfiﬁ@v.%ag mhle to engepe in moleonls maﬂigu~
Latlinge It ié g conpany whiahcéaa.nﬁw develop &,@gmy@ﬁitiV3.
product wiﬁhinvg‘mat%eﬁ'afvmaﬁtnﬁ;,aa& a&m'rﬁiy oni 4t mers .
keting methods to establish the ?réﬁmata among the two or
%hr%@'Varianﬁg af‘th@ drugs slready . on. the neriets One
of thelr speoleltlies 1 ﬁe?&ig§iﬁ$ newy ﬁaé&g@s‘af & drug
pr comblulny o new ﬁrugiwi%h;an old vne. Shese gew pollioles.
heve ensbled the con

1947 end 1960 more th&nvgix*f@ié, from §59 milllisn %o
§354 milllons Profite arve not ﬁf@@artiamatﬁly hilghy tiow-
avery sinee 1t opets nope ta:prcm@t@ & varlotion of a drug
thon e firvet of lte Kind in the f&@&ﬁ;ﬁ

I6 lg txue. thet dmug compenles %Q%ﬁé & Eéﬂﬁ\ﬁ@&l‘ﬁf
money on gr&mﬂtign and sdvertisings Duving the investlge=
tlon undertaken by the Kefauver Committes, for Instance,
twenty«tuwo drug companies subnitbed data o expenditures

for =1l thely promotlonal activity, direet mell snd

2gilbernan, pps ¢iles D 240,
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advertising in medlesl journnle, coste of detallmen, iree
gamples, snd so. foprth, For the year 120G, romobionsl
gxpenses of these fwenty-tuwp cowmpanies smounted to about
1500 mi1lon. |

The dots subnltted by these drug tzmag?z:»;.n;z,m; showed .
that sbout twenty-four pereent ol thele recelpts wes spent
on prowotions  HBelling. expenges constltuted the lergest
giﬁﬁi@:iﬁ@m\iﬁr these eompunles, oiten belug even larger
than cost of goode solds On the average, cost oi goods
sold wes o 21ttle above selling expensos, with s figure of
thipty-two percents Iy compariseon with thepe flgures,
repgnreh end develepment aceounted for siz peroent, general

and adulinlstretlyve oxpensen, oleven percent, bedes,; thirteen

pareent, snd net proflt after btaxes, thirteen peprgents

Twenty ol the companles subplled [lgures for compeusabtlon

and expenses ol palesmen and debtallmen. Inls &aéﬁunﬁeﬂ fopr
000 milllon out of the btotel of U5TY wmillions The twenty=~
two Llargest drug compenies sleo spont, in addliion, o guariep

of o billlon dollers on sdvertlsemente in medicel Journals,
4

&

direct mall ade, sanples and migeellancous Llenes
One officlal of o swelley drug company guoted on.

advertleing director of Bmith, Kline and French as an

“Eefouver Report, ope 1896~Ts

“Ihige, pps 157-B.
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sutbwority for n @sﬁimaﬁ%ﬁ agﬁt,gfrb&%w@am %ﬁ“@ﬁﬁ $10 fov
goch physiclan vieldt made by o detelilnane.. Blnce there 1s
o tabal of about 150,000 physlelans 1n the Qéﬁﬂt?“g Pate
comes to o ooeh of aboubt. {15 nlllien Yor o slngie detell
eell on every dootor in the ﬁsumtwy;

Ploures aleo: ghow &Hut the, detollnen buﬂdtﬁtﬂﬁe &y
sales ;n“£ ablolv deovery lerge in propurtion fo tha tatal
pmployees Qf?ﬁh@%ﬁﬁwuwny*g - The megnliude ol rn$ selling
affort nede by bhe drig opmpanles. mey » o be Moo
gr@&t}“ Bt there le Little doubt thaty even LI ﬁﬁm@fﬁf*ﬁha
effor t ape éx&@ggivm§:mmah~ﬁf:iﬁ ip pecessory snd physiclang
veppoid 40 1%, even though they may be eritical of itié
- $he quostion of whethor @hﬁﬁa @xyéﬁﬁ@ﬁ aye Yexoes=

sive" le, of courge; a wood po i t Whet

‘m
b
L

Ay

aiva” advertiolog mn& @rﬂnﬁtiJnaﬁ Qaﬁﬁﬂ@ith“*ﬁ? one erlitloy
e &ﬁuiﬁ L¢ﬁm&ﬂﬁg hesd of the mvﬁaiwﬁ,oi alzaiezi gharmmey

of Johng Hopking; related. these ao~calloed Yoxvesses" to the

- #ihe a@au;haaaa pf detelling hae been ovelved almaat
w;ally singe 1940, ond ig gefined ia u&& Ueihs Department of
Labory dictionary of Qooupabtlon Pitles (vecond edltiong
W wiu uamg §~9491§%9} as Solloves e latroduces now

; 3 QQ thedy m%bﬁu@% of use o physl-
ol pblio~hesd th offiolels,
\”auuut rather then oelling 1t
1,thﬁrﬁ*”h fﬁmili ity with tﬂ& ¢gpliaﬂtsan ,
whlons sad o L@ﬁérﬁl‘aﬂa%gu e oi nedicsd

¥ ‘.&‘(« %} &QF‘ § B . )
' Qymorﬁe n Kodlesl Ass 9@&&%&5 Y*Rffaai3VQu@@a of

fvam%%iﬁ L Rodlond k“nru%im@ &rﬁv * Jovensl of bthe Aperlis
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enn Jond Lty 19568 alpo, Laaauavf u@jl%% anG dsnﬁ

M?ﬁf?i?ﬁﬂiﬁ& L%@ selection oI Phapnnogus

J4¢vym@3§
vasl of &grt@ﬁln”, Vel 29 LLO54 ),

fhoad ﬁfﬁaumﬁ

[

[IR81 ¥
PEXeht »maw




4%
budltein obeolepsence of aruges. He pupgents thed each yeoor
the advertloing apencles must Laﬁl Lo b a@&ﬁﬂui professlon

wl

r

o Mol bushoel booketful of s$Wﬁ* GO > fdlE pupness

The Q@ygia.aa mepely becomes ownPused by thle plethore of

Ledngs  and esoh Yesy thero are peoduct follupes,
vhoat de, drugs xg@@ﬁ prove o be pomethlng leps thaon the
wirecles they e sald to e at ?h@.gh&vﬁg nobher *nﬂ
slollor atioe 1 e Induatry has been iﬁmﬁsﬁ%ﬁ by Dre Dale
6&%&&&@5 forner nedlicul direcboy of He ﬁw‘ﬁquinh, @r&&éﬁ@ly
in privete Q?ﬁﬁﬁiﬁ@g who hag pointed cut thet sluce ﬁh@,
ineidence of dipoase aéﬂﬁa% be m&miﬁulmﬁ@&? Ingrossed golos

yolune I debos nust depend on the vee of drvee uarelated to

23 >

thelyr actusl need or veelfulnese, He referg to the carcfully.

plomned and skiliful ﬁxaaaﬁiﬁm of "exololtetion® wyhleh cons

stltutes one ol the eeste of drups ‘wﬁaim;

should be meapured not only In dollars at

Loh the drug fodustey boo mede inbs the whole
(’.‘
styuoture of nedloline o ﬁ.,e&iawé Gares

the Invoods wh

=,

Yle would geen to be something of gn pvor-statenent.
It ig o faoty of %ﬁﬁ?ﬁﬁQ that eompotitlon in the drup induss
by @ximtﬂ %@ﬁw@@m.ﬁwaﬁ@ nunes o kﬁ brf%ﬁf pomethlng whioh
g teue of aﬁewﬁ all pthey ﬂm@wiawu Induptrliens ‘@haw&far@

oronotlon of all Yypoes is of vitai goniesrn HO the companiess

?m@%puva Hepovts De 1704

{3{;3}13; 0 b s e LTl
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We should alsou remember thet drugs dlifer gpprecliably from
many other commodlitles in thet 1t requires a speclifilc
degree of kvowledge and ghkill %o dlspense them safely. A8
gugrested above, even. the bheste-guslifled physiclan rarely .
has the time 1o Reep up wlth rspld developments in pharme-

ealmgvag It is detallmen who inform them about the gual-

Lties and attributes. of newly developed drug products.

Bk

ﬁeﬁailm@ﬁ muist be Knowledgeable in the cualltles of the .
drugs they sre ﬁrommtimg; They musgd have asn undersgtanding
of dosapges, possible side @ffectﬁ, contreindlcetions, and
go forth. It follows that the copst to the company wust be
high, eince such ssleswmen are perforning o unlque type of
gelling effort. It ls an effort wiieh lg dependent on

pergonnl contacts with physiclans. Thl

7.0 I} g 18 o tlme-consuming

service, In lteelf, walting om'phyaiciama, meking frultless
calls In some instencee, yeturnlng for rencwed efforte to
make the cgm%&ct.lg

fdded to the cost of detalluwen ls, of course, the
eogl of free semples whilceh the drug cpmpanles dlepenss to

physiclangs, Thls ls another aree in which sellling and

x

Yiterbert Henzel and hlilhw Ketz, "Boclal Reletlong and
Innovation ln the Medlesl Urofession: The bpldemiology of
o New Drug," Fublle Qoinicn fuerterly, Vol. 19, Winter,
L955/56, ppe Z37-3524

Practitioner,

L0 snonymous, "selling Druge to Loctore,”
Vol e« 179, Hovember, 1957.
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promolting o new drup obviously differs from the same efloprt
made 1o regard o most other comepdlbies. {(Lut we should
remenber that free ssmples of such Lleme 8% BOBY, tooti-

poste ead other ltems are constently belng plven away Dby
pthey memufscturere.) One difference here ls that free
savples cannot diregtly be glven to the c¢onsumer. The phy-
slelan is the indlvidusl who deeldes to dispenge poe ust, and
Lo whon the ssmple of the new drug muet e glvens e fre-
guently dispenses these somples to petlents who ere unsble

/s EoR

to pay for such expenslve new medlelnes. fhen enougin, the

physlcelon regorts bfck to the drup companles, via the.
. . . N 1
detallmen, hls clinlcel sxperiences wlth the drugs.

Ag bD execesplive expendlture oun adveprtlsements and

Mgt nmel solhomse attrvitntsd to Avas wmorng Faontureen . wes.
PP R UL N W A ARl B N n e bra Vs 30 U W R L e MRS BF WS WA Whs A Eh MIAKAMAMA & LA WAR A L e W

may note, for the purposes of comparison, that en lnvestl-

goblon Into sdminlestered prices in the antomoblle Lodustry

0 atbock on sdvertislng practices lu b at gector
of the econony. And sdveprtlelng for care 1s the type whloh
may proiitsbly be directed st the m@ga market and towsrd the
whole adult popsulation whileh are; potentlally atb least,
buyers of cors. Where drugs sire gongerned, advertlsling

muet be channeled through very swveclsalized medla ﬁoubtlésa

ll‘ arles G+ Habe, “ine Lootor Hesgures the Deball-
mang " M(ﬁleﬁl Yarketlog, Vol.1l (February, 1952}, pps 19-25.
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the ‘promotion coets of unew wmedlelnes. could be ocut drastloal-
Ly ¥f. dyug companles could explold the usual REgE medlea .
Thig, of courss, lg impossible.

But thig le nobt to soy thel perheps, ln aose lnsténces,
oro wntiuMwl aoppte wlsoht not be ocul dawnztw.aaﬁ@/@xten%; it |
mdght bﬁiiﬁi 1o suggeet (the elimipestion pr reduced use pf
the more eluborate an&7@xpeﬁgiVﬁ=VthﬁQWv&w&?si%fﬁﬁhurﬁsgﬁf”

& - o K» ':3 ‘ 3 . -3 bre)
gau?ma¢s3$e Actuelly e omore serlous ecrlitlcligm of advertlelng

indugtyy le that lounehed grelnsl the cuslity.

end intezrity of drug advertising. - The.sugs o beern

=

m%&@; fm? imgtam0é,vthaﬁ-&r&§ aévértisimg ﬁ% ﬁ&ﬁﬁ&s to
deterlorate %iﬁ@@fth@‘@ﬂ%g@ti%iﬁﬁ,haﬁ.b&@ﬁm@ gm'fi@fc@,vi.e;,
that 1t hes become some wh&%vmiﬁl@aﬁing and sﬁm@%im&s L=
torts important facts qbadt»ogsai ble harnful slde effectss
Therd may be velldlty In spone mfzth@ﬁ@ sritliclems, elthough ..
epoh of these clalme would neve to be eveluasibed exreiully,\
o8 %9:$ dl:G inber dretmui§n a§ &&verhiaiﬂ@ metter,; and 50
fortas

There can be 11 ,tle dgubt - that the @¢Lu cust. ot Q@Or

mobtlon and a‘vcx SEEY

33

i does tend  to ralee Lau srice of druges

But thls lp true of any ltenm or commodlty whleh must be.

3

advertised, and le s normel feature ol our econonys The .

ueﬁori from the Medlcal »iclu,’ Harve rd ﬂzw&na&“ ;uview,
Volé 30 {Naw~“w60~a 19J

1"Q@ﬂﬂﬂrb u“glou, mﬁrxat At uuuﬁ i 4 Wesearch "
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humaniterlen conslderstions relating to the sale of drugs
repregent snother fector, altogether. But I the drug
Induatyry is to remain & part df the fr@aw&ﬂﬁ@wpriﬁetaﬁatem
a8 o whole, aaverﬁi sing and promotlion must necessarlly Ql¢y
g glendlicant role In the selling effort, ﬁﬁﬁaubteﬂlg,
too, the competlition belween brands sets nif the. yfﬁu@ilﬂﬁ&l
roce between companles end this, in turn, s an in@vitabi@
festure of lnnovstion lu drug manuincture: Unece money has
been spent on reseayochy an iﬂvw%ﬁaeﬁ t has beon nsde wilon
mugt Be recoupeds It iz slso s fact thet some part of ell
regesyeh efforts fall to produce warketable drug yﬁéﬁuatw,
80 thaﬁ the selling and promoibiscaal @ffart sut uoon the

products that are marketeble may compensabe, In some messure,

A et ansne "‘n*i B by wrgaaa o
a4 W3 \J‘M\JM’M 3 A aSe A5

At eny rotes oo long &$ §r@ﬁari§timﬂ.i& by brend

e, 6o long as the present pstent and lleensling reystem
remeing in effect--and these sre both elements of our free-
enterprise economlie gystem-~a pood degl of the cost of
advortisling and promotlon 1z uot lllely to be ellnlusted.
It 1s true thet theve h&?& been geverel promoblonasl schemes
pf come drup companien whilch have met serious sbjectimnﬁ on
the pert of physlelang (one sueh wae the cocktall party for
the press to lsouneh o new drug, whileh brought ahmut preaature
release of infﬁrm&tinn abamt the drug and put unwarrented

pressure on &aatnrﬁ to prescy sibe 1t at o polal when in WaB
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too early to dlspense 1t to the public)s Theee have been
disovoued by at leest one of the compantes critiaié&ﬁ for
the schemes  But wmoet of the gramﬁ%isnﬂlvﬁffﬂrtg;af the drug
companles do not seem to be oul of line wlth slumilar efforts
made In other gectors of our economy; the wost cow rnol
va;euﬂ phjectlon ln the case of drugs relates to ﬁhéacharge
thet the doige are tﬂen‘pric&ﬁ!ﬁﬁﬂa high |

There 1g alegog of ewuraw,va.fairlyqﬁiﬁeaﬁ,ccnm@cﬁian
between the degres of eeonomle eoncenptratioa in the drug
Induateyy the ns gurc of the ollgopolistic or duspolistic
fele¥c) }tsmy of vawiaaﬁ»firmﬁ,-ané-th@ magnltude of the promos
tlonel effovts For exsmple, 1T prlce competliitlion between

" y

varioug brends of s sinller drup were mores of o Faclop - ,

b Loy oy A LD ¢ oY , 4 - . Y Fa
then 1t ls, the cost of ;FQWJtiLﬂ-Eﬂ&Au ggenlngly heve Lo

be reduced, in order %o lower the cost of the druge, or o
keep then competitive with one angthers Slnes compelition.

lg heavily based on product differentinstlion, end brand-nome

EXH]

Y

e vitel lu prowmotlonsl effort, sdvertlslap le trenendously

importents 4t the pome tlue, as sebed In the previous

chepter, the very role of lonovaltlon thvouph resesroh Lbseld

a3
L
bl

Laost precludes price competltlon ol thils sorts izmavzuion
apd resesroen are eostly ond technloues wmugt e feund to

protect the lnvestments of the companles e

Without sowe sssurencs that the costes wlll be pépald;

research lteell might well be stlfled.
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promotional cost mlght
of promobional effort svolded

essure on phyelelansg, 1t

cubblng down savertising expends

is g polut below whileh this would

sgoron s o e @ﬂ@ﬂ&fa&@dg




CHAFTLH V

GRULRIC VERSUD BRAND NAWkS

AﬂDLﬂCP method by which soonoule control is gaaste
Ly crtn;v iifm& in the drug %méuﬁﬁry ls the use of trwaa
names r&ﬁm@w than gaﬁerié names ln prescrliptlon. Tﬁéré_iﬁ
2} ﬁr@méﬂﬁmus vari@tyzaf ﬂw&gnn&més in exlstbetiosy wha éﬁe&é

lcal nume of o perticulsy drug indicetes ite chemlosl come

paszJ one  The genérlc name may abbreviste the chomiocal
awne ﬁmf, in suy oese, 18 the name used to ldentify the
& Ua in am1mu1wzi»m sad in te cpiﬁh. Ugually o dyup hes

3

anly oue gen@rlc ﬂame, but there are cases imiﬁhich itiméy‘
hové ﬁwolﬁy ﬁﬁﬁ@@? A &vag élsm has a oumber of incividu 333
tfade names glyen to it Ly the .several © ‘$NgﬁﬂLe” grammﬁing
its  Somoetlmes ﬁné anarie name of o drug i callea,itg non-
proprietoary nemes« In édﬁitiﬂn,fﬁh@‘ﬁm@riean'%@dieai ﬁséaéi~
ation hes coilned the expfeséidn,“cwunﬁ@ﬁpaft,“ to Llndicate
géﬁ@ﬁic nemes  The trade name of a drug may be colled lte
Df&éﬁ ﬁamé oy propriletery nam@.l |

?or ex”%qlc, the chemicsl neme for ﬂvntnutic Quui*
eillin i alphe-phenoxyethyl penlclllin potassiums Thia»ié‘
eleo used as o generle names DBub there are two obher generle

nomes, potessium penlelllin 152 sand phefothiclllin potassium.

dRersuver heport, ps 223
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There are six sellers of this product wnd each maerkets the
product under his own trede neme, l.c., ﬁyneillin; Darcll
Alpen, Chemipen, Dromelllln<d snd Maxlipens

Physlelsne in the couprse of thelr meéi@alitrainin@
aye teupght o ldentifly drugs by generlc names, so that they
learn the nature of the drupg sud its relablonshlp with slme
ilar compoundg. Promotional and edvertlising material ig
direate@ by each compeny to induce the physlclan to pre-
scyib@vthe pafﬁicular drug by the brand neme or trede-~wark
0i the cémgany. |

ALY @tmlc«1 dyuge, however, wu&chaf marketed by

generlc or trade nsme,; must meet @a@ minlmum gtendards of
the United Btotes Eharmaeapw@ia or the Natlonal Formulaorys
If o drug differe from the stendard of strength, cusllty or

purtty as d@termine& by the teéta lald down by these agene
oles, 4t is consldered sdulterated., The ¥oud, Lrug end.
Gosmetle Act pf 1906 made the United phates Fharnscopoels
vamueﬂﬁlum of drups the cfﬁiclll compendiun fopr the enforce-~
ment of the mct. The united Gtetes Pharaucopoele algo
gorves the same purpose for slmiler leglelatlion ot the gtate
levels Authorlity for thiles progrem remalnsg in the hands af

a privaete, nouproflt organlzetlon, the Unlted stetes FPharmas-
copoelzl Conventlon, Incorporsted, whlch npeete resulsrly
every ten years snd ln whose membershlp are representstlves

of colleges of wedlclne, call@ﬁﬁa of phernacy, sgeancles ol
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the Federel Government, snd siate and natlonsl medleal and
pharmaceutical arganizatiana;ﬁ This sgeney asets high stand~
ards but wlth certeln permis@ibl@'teleyanGQSg Hurifieatiaﬂ
beyond the linmlte set are unnecespary snd, in fa0t, mesnings
lesg. |

It Le on some such grounds that the fefsuver-Celler
BL1L enplls for.a generic neme presa?iyiiaﬁ sypbem, that lg,
onn the grounds that brand nemes do not necessarlly ensure .
nlgh cvallty of druges eslnce quallties and potency are seb.
by sovernment sgencles aud muet be met by pll mamufacturers.
gonaklys Al present, the procedure for establishlng the
generle nsme for o newly found drug ls for the Gém§any which
develops the drug to submlt proposals for the names to the
Gouncil on Lrugs of the American Medilesl ssepelstlon. Thie
nome le reviewed by o jolut nomenclature commltlee ol the
United Stotes Phermacop®els snd the fmerlosn Hedlesl Associae
tione There Ls a nomencleture review boerd 4o review indi-
vidual nepetistionsg when neededs Frovisions oi the
ﬁ@fn&verwﬁeiie? Bl11 would fevor prescpiptlon by generic
nape Dy ?rﬁvidina‘that>th@ offielel neme of the drup wmust
appear on the label In type as prominent ag the trade-marks .

There sre iu exlstence st the present time both pri-

vate and government agencles which do buy thelr drugs in

o ; ‘
= ibid vy Do D23



53
lorge cuantitles by peneric nemes MHany hosplials purchose
thelr drupgs by g@neria names - under what ig cslled the hos~
pltal foxmulery system. When hosplizls purchese by generlce
names,; competlitive prleling ean‘frequ@ﬁtly-b@.mbtain@d for .
npnpatented drugss  HDven gpert from patented drups, on which
Tt le almost lmpossible Lo get competlitive prices, important
gevings can We effected on totel drug purchoses thle way.
wogtors usling these hoppltel feellitles etate In wrlilng

1

thelr wllllogress to haeve such drugs. used on thely pstlents,

even when the dootors' own prescriptions gg@cifg trade names.,
Huspitel phermecliets have been in the hablt of meking such
substitutions, . The system was ordiglnelly sdooted st .z time
wien trede nomes wer@ialmsﬁt,umkﬁawns aind the hogplials were .
Interested 1n ins@ring retionesl drup therspys Over the yesrs,
the fsetor of economy hes @mt@f@@ lato the pleture, howevers
Blosilerly, the Militery Medleal Supply Agency of the

United fStetes Government buye between 50 and (40 mlilien

worth of drups & yesr specliying that blds fé? Buel proguras
ment wugt ke by pgeneric nate ln the laterest ol achleviog
economliess One offlclal hes steted thaet cbout twenty major
suppliere snd elghty smeller ones have been Lavolved in
these purcheses. HNeny of the lerper hospitals in the counw
try buy thelr drugs in thie way, awardlng the busliness to
the coupeny with the lowest prlee, Federal, Btote and local

governuents also. purchase for instlitutlonsl vse sccording
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to this prachices
COf Late, Lt has been avn lneresslog yrgati@e faf WeL= -
fare departments of the varlous stete sud local governmente
to reculre that prescripblons fopr welfere patlents be weli~
ten dn zeneric nemes.  The Mmerlican Medloal Asessclatlon

lete In L3060 recommended the use of generic name prescribin

&

Tor welfare patlente in the intereste of reduclng drug

goatae” . Iun some sress, tne vse ol the gensrle name 1z 1lime

5-»\&

1ted teo o speclile group of the wmore lmportent dyuge in
curyent use where there ls o wide differsnce in pride
betveen lorge and small oompanles.

Irnoen effort to sten thls trend, the Natlonesl Pher-

ggoesutlicsl Oounoll wee forwmed in the drug Industey In 1953

>, wmong other things, of providioag

.

for whnt le called s new counoept of "substitutions' & gen-

erstlon gzo, eubstitution mesnt dispensing o wrong chewleal

et

oy drug, one dliferent {rom. that preseribeds.  The Hatlonal

7y

eharmacentlienl Councll aow peeks leglglation, however, to

]

intf@&uéﬁ'a new coneept of gubstitutlon, one wihlch wmu1d .
make 1t criminel for o pharmeelst to digpenpe medloatlon
of = aliferent brend from that celled for on the presopip-.
tlon, even when-the docltor wmay hove QWVCU Llonket suthoyl-

-

atlon Tor dlspenslog by generle nsme. Thlo group has slso

2

3ibide, ppe 2UT=0.
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engaged in & compelgn to eliminate the hospliel Lormulary
sysbem. Its caﬁé@y% of substliiution, for instance,; would.
make i1t eriminel for the hoeslitael pharmsclist to substitute
any other brandy €.gey, the brand §ufeh&a@§ under 1te vwn
formilary syntem, for the brand specified %y the physlolan.

This hilghly ammtiav@ﬁﬁial lesue of penerle vepysus
breand nane Is ususlly debated on the basle of purlty, cusl-
1ty rellability of well-known brend and so forths  On the
pue hand, it ls clelmed Dy those who ave opposed to pre-
serliption by generic neme that it 1s iwya?ﬁ&m% for the
purehaser to be c@rﬁain pf the lusured potency of the prod-
uct he ig buyling. Yhe lmpllestion ls wade thal products of
small op lesser koown companles aye inferior to those of the

Lo spufacturerss It ls elaim@@

v
ot
=
F
-
bt
=
&
>
LS
Fle
3
3
o
)
&
o

govermment control over menufacturing and labeling, althoupgh
gupposedly risld, is not able to assure proper guallty snd.

velld identity of any drug erticle. It is supgested that

ia splite of the fact that ell dyuges must wmest governmeunt
gpeciiications there lg a gresit dlifference 1n the cuallity

o

of pharmsceuticnl 9?9&&@%%;@
Gome monmulacturers, Loy instance, toke odvantege of
tolerance allowanees snd meshke up theler products o meet the

minloun reguirenente. Records of bthe Biste and Federsl Food

Apdwerd S Spady, “Only Drugs of Highest nelltyse,"

The Frescrlotisnlet, June, 1954,
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‘

and” Urug epencles show thel selzures of drug producls and

;—.«

prosecutlong of manufscturers hove taken @L s on the gymguﬁﬁ

&"\.

0f adulteration end misbranding of druge found to be below

strength, There are also verisilons in ﬁiﬂi2%tariﬁiﬁﬁ,iim@'

g £2 55

wivloh may. ‘léf Tdaantly axhec% the therespeutle effentivencss
of the produgt. Hogt ol these varlatlong derlve from inad-
uaeles Lo productlion control, adelittedly an exmeﬁvivﬁ;
procedure and sue of the firet to be abandoned by the ocut~
rave maﬁ&faaﬁur@ﬁ wiw g Inteprssted ahlefly in marketing
nia ywnﬁugb at lov pri btb*5

In thls sonnectiou, Geprge Po Lavrlcel, Commlseloner

x

pi Foud and imuge, hes stated thet the anthorlty of the Food

snd Dyug ablon bo lugpeot menufecturers of dyuge
woe veptrlioted considerabhly when Oonervessg oageed the Faoclopy
8 SR I Rl W el e NT RS Dk PV e WTa W B N W ey ’i TR i R e »—t*p:‘:f' e et R Bor "u,x,-%w [ R VY b e N AN WP W W g J

lugpection amendment of 1983,  3@ & rosult of this ?Lﬁﬁfld“
tlon meny x'ﬁ&LdO%U?“F&, lerge and smell, do not verslt
Inspectors of the Food end Drug Adelnlstration to ingpect
Imgortent phases 0f thely drug Qg@ratmanﬁ. Mmd bescavae
gontyols are not alwaye exerted metlculously by o drug flpm
ab every stoge of o product's @rap&ratﬁﬂﬁ, it is someblues

necesgary for the Food and rug Adwinistration Lo regsll

ke

products from the warket snd lnpose penslticr on the




m&ﬁufaaﬁur@rs.g

In the gsee of lerge-ecale purchseses of drugs by
generlc nane, the problem ol salety ls nouexistent because
inspectlon of drugs le undertakens  The Willtery kedleal
Bupply Ageney, the world's lesrpest buyer of drugs, laspects
plants and thelr operatlons beisre the cowpanles can even -
gualify ss bldders. After the contract ls awearded and the
naterisl delivered, 1t ls submitied to tests, Blmllarly,.
gsowe ol the Llarge hospltels in the country do a ceriain
smount of checkleg on thely own and they have t@ﬂiin@
faciliti@ﬂ'iﬂ-0&$é thwere le any doubt of purlity op potency.
Thie Lle, of course, a wiolly dliferent ﬁiﬁuétlwm from that
of the lndlvidual physlelan who is not lu a poslition elther
to koow for ﬁsr%aiﬁ pr to test the qual ity of sny drug whieh
he pregerlbes foy a palblent.. |

The problen of peneric versup hrgnd n&meé hes atﬁer
tmplicatione, apart from thﬁ.iﬁﬁuﬁﬁ of gusllty and potency,
shout which there lg conslderable dlfference of oplolsa.
The propossl of the Refswver-feller BLLL %o deny so "offle
elel nome® to sy cowbination of twe or morde druge would be
ﬁifﬁiault to put inte effect. To deny a recpunlsed nsme to

such & preperatlon would mesn that the neme of every

5@@@?&@ 2+ Lorrick, "Heport from the Food snd Drug

sdrinietration,” to Drug end Mllied Froduets Guild (mimeo-
sraphed speech, no date}.
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ingredlent in the formule for o comblnatlion of drugs would
have to he Llated on the lgbel. The preseat law recopnlzmes
the Unlted Stetes Pheruscopoels and Natlonsl Fopmulary
UHRGE 4 gian@aiﬁﬁ and tests, and 1Is b&&@ﬁ on the councept
thet such compendls are integral parte oi the practice of
- medlelne and phapssey. Under hi~ mJWg when an mffici&l
title le used on g -drug label, or when one offlclal synémym
is used, cither wlth or withaﬁt 25 afficia& gompendlun degw
lgnatlon, the product muset conform to the @fficial wonoEraph
or be consldered ﬁiabr&nﬁedw Uging the offliclal title
synonys lp gongidered the peme as printing the officlal
monogreph on the product’s labels ©Che physloian would know
the oifflelsl preparastions of thc Hatlonal Forwulery 1f he
were to use the simple prescriptien form and prescribe a
preperatlion hevling s comblunation of seversl diugs In 1%«?

i sny case, there are in most states no lawe or
rales which Linlt the uee of generlce nenes 17 dootors, hose-
piteles or Federsl aopencles want %o use tmam.ﬁ T make manw
datery the printing of the generlc neme ln type as large as
the brand nane would be to slugle put the dyrus ladustry oy

an unwerranted atteck on trade-mark and brand name, even

Mo the Witness Stsend...4Pha's seerebap bestifies
al drug heariuge," | tppendlees to statement, “uam@uula%ura

Jouyrnal of the amerlesn Fhorusceul

ool Aesgcletliol
Nos L, danuury, l§6a, D 5

iy VOl e ;.éu?,

.

-y

SFQE&QVGT x$3ﬁ,t,,g.
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apart from the more redicel supgestlon thet vowe Indlvidusle
have put forth that prescpriptlion by generlis name actuelly
e wmandatorys It ls tru@‘%hat the drug iadustry lg lo gulte
o diiferent cetegory from some other loduetries, eo far as
Cbhe luportence of 1te products o the consumer le concerned.
But 1t heydly seeme necessary bto go so far lu sricr to pre-
vent prices from pileing too high.

Gome observers preﬁicﬁ that, should 211 drug products
be purchesed under & generlc neme, sll drug standerds would
lmpedintely drop to the lowest tolerante lu the vnlted Ltates
Fuarmescopoela, and any attempt 1o exceed such stendards would
e useless, glace there would be no revward fop those who
make the extrsz effort to do 50.9 sut it cen be velldly held
thet even I thal were to happen, Lt would not materlially
matter, slnce expert oplrlon hee set the Limits of guality
within which druge mey be maﬁufact&v@&. And the same exﬁ&rﬁs
have testifled that tuere ig 0o sdventope what@v&r,in‘exceéém
log the highest stendards. FPresumaebly, then, even 1 the
worst should heppen, and manufaotufers dropped thelr stand~
ards to the lowest liwlite get by . the Fhermacopoels, no grest
hars would be done, since the dltfference ﬁ@tw&@m highest snd
lowest le nelther very greal nopr vepry signlflcanis

Wit there ils s practicel cuestlon iavelved. Yo apply

| - Pinority Analyels of Malority's Cherges," Kefsuver
Heports P 360, : -




the concept of pre&é?igti@n by Q@meric neme rather than
braad nane invélvﬁﬁ.patenta, copyrilaghts, trade-usrike. and
&dverti&ing. I drug sanufecturers vere Lo be depriveu of
the rlght to explolt fhelyr own brand names as other manie~
fgeturers In our eeonony 4o, thspe would e less inceative
for thew to undertaike researcn and proustionsl agtivitiess
sbbacks on brand usues. have been made st verlous tlmes lu
our history, once during World War II whnen it wes felt that
the eliminetion of brand nemes mlzht serve as a device to
facllitete price controls. JYhere ave glways lndlvidusls
snd groups which are lunelined to eriticlge the brand name
goncept of ldentliicatlon of products, pertly oun the bespls
of the aseumpltion thaet exploltation of brend nswes leads to

This mway or wmay not be valld. Lut brand

names are a bagle aspect of Amerlean esovaomy and {ree enter-
prise. Lt would be unlalyr to discrimlnete spaingi one lnduse«

s

try 1o this respect without laportant and vslld reasons.

=3

It m

ipit slso be unwlse to do su slnee, s we heve noted

garller, prosotlon end lunovatlon go hend Lo hend.
e

It le undoubtedly true tihat lanovetlon, promotion and
the exploltetion of brend nswes in the drup Llaodustyy do
intensify control of the drug wmapkel by the large companles,
becauee guch coupsnles have more saea@&& in gettlng thelr
own brands prescrib@d by dootore. Whether the drugs are

patented oy nol, the small menufacturers asre kept out of a
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large shere of the market. ¥Frloe esmyatiti%ﬁ is not mueh of
g feotor Iln the drug lndustry. A8 we have seen above, Lt is
eompebition in innovetion which plays o wore imp@rﬁaat rai&.

v

Obviously, snything thet causes s dootor Lo prescrlbe Ly

&

brend name snd to have azoy Alffilculty or relucbsnce in
pva soribing by generlc nasme s Kﬁlﬂﬁ o magnlily contyrol by
the lapriey companies wuiﬁn do wore researcih and gpend Hore
money oun advertisling and promotlng th@ir products |
§6111, thie gltuation is ot ver ry differcent from thot
in other gectoyrs ai the smericen economy, iu the sense that
the Leorper the company the moyre 1t czn gpend on gdvertlslng
snd promoting lts own brand name.s In sowme pespecte, thils
mey b@»ag undesireble situatlon so far as empbasizing ten=
dencles towerd wonopoly, duspely oy ollgopoly in the drug
industyy ls concernsd, In athér respecte, 1t may be thst
the neiture and degree of competition iun the drug industxﬁ
perve the loteprests of the publlc so long as resespceh and
tanovation ore eltimulated sid new productes are developed
gonstently. Ulearly, where drugs end mediclnee sre concerned
it ig vitel thet the procsse of yesesyreh continves. what le
gsometines refevred to se "mesnlngless product dlfferentia~
tlon® in other iundustries cen scarcely be spplled ss & con-
sept Lo the drug lndustry, @ven Lnauxa g certeln gmount of
molecule manipulatlon wey not yleld slgnificantly new

Q\iiﬁj "1\ u,
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Ify therefore, o trend toward prescplotlion by generle
neme were to undermine the explolitation. of hroad veme and.
thuse to decrense research and lonovetion, . this would be a -
heavy priece to pay for inereased cowpebition in the ares
of pricing. It would seen; hovever, that where generlc
preseyibing dose effect @mﬁa@&efabl@ ggonomles, ag in
institutional sgency buylog referred Lo sbove, it should
sonblnve, laopofay ge prescyiption welting by indlvidual
doctors for thelr ususl patlents lg goncernsdy 1se., not .
welfere petients who 4ust sleo econovmlse, thére does not
geen bo be sufficlently velld ressou to elier the system

of prescription by braud neme. boclors sre free o pre~

seribe by generde neme 1f they wish to. It would, perhaps,
be deglrable 1P certein eflfects of brand-newe prescription
eould be nminimized, however, especlally the intensification
of economle control by the larger manufseturers. Yile |
seeme to De related to the @fférts of suach ﬁ&ﬁ?ﬁﬂi@ﬁ tﬂ}
promote and sdvertise thelr producte whlch, s sugsested

in the previsus chapter, alep lead, 1l sone d&gfee; Lo

over-prlalng.




CHAPTER VI

PRICEE AHD PROFIVE

‘

Grie of the nost controverslal aspects af the drug
industry e thet roloted to priees and pr&fits¢, Industry .
prlees are usuelly evalusted by such yerdsitlcke as unly
production costs, érlcas ¥ e) Var&uuavmaf%eﬁa, and yranh%a.
Jult dlreet or productlon coets, ap dlscussed here ln repard
1o eertaln pharmaceutlesls, inelude costs of msterliels,
labor, assay snd guallity control, and allocable plant over-
hesd« These are th@ processee whlch tuprn out the finlshed
dpup, poackaged for shipment to wholessler or relsaller.

The manufseturer has othery expenses, ol course, such
as ,Qilﬁﬂg and promotionsl coste, research coste sud genersl
aduinistrative GRPENBEB . Tzeymfarc the Alfference between
production cost of & product mnd lte selllng price ls not
the seme as nel secounting profits. But In order tou traece
the relatlonehlp between produdtion cost snd prices of

gpeclile drugs, Lt is eg sentlal to dleveg: nere the indlreet

gogte, adnlnlstrative expences and. uin&r axpensaes which must.
speclflically be sllovsted to certaln praﬁuctﬂg Dlrect

A4

costs represent lunescapable coste of manufoaturing & glven:

smpunt of o product, apart from expenses lu othey sress

¥

whleh arlee partly ag s result of mensperisl declislons, and

gome of winloh esre more varlsble than sthers.




G4
The difference between direct cosbts and selllog price

le marglng It s ooty L0 thers sre sther coebs, net proflt.

ney be referred to as “percentage ma

“o@roemtﬂx > mari-up.l  Ib csn be messured elther in terme
ﬁf-cpsts_af pricesy, If .the base or den@miaatar.uﬂ the dlvie
gion is prlee asnd the numerstoy the mergl t;e %u&uit e

i & ii ne P

m%?@lﬂ;lﬁ‘ﬁﬁrm& of price or “pe reentege nergin.”  ID the
brge le coet,, then the relotive extent o which price is
Lavgey thon direct coste le belup detervmined n teywme of
epste, and le cslled "percentage mark-up relative Lo costa )
For Instance,. let ue coenslilder one of the cortlcosier-
nlde, reloted 1o prednlsolone, sold. by Scheriug under the
bread name, "Hetloortelsne"y the computed dlrect or produce-
tlon coet (in the nsture of a maximum scilmete) ls given as

L +57 pep 100 tablets. Schering selle this bottle of LOD

o
oot

tablete to the retall drupslet for yL7.90 and the drugglet

gells Lt to the consunmer for $29.8%. fTule ssie product is
sold under a varlebty ol obaer braund azmes by Uplohi, Herck,
#fizer snd Parbe Lovis, 2ll at the same winlepale end retall
prices supsested by cach nenufscturer, execept that Farke

Pavie' product carries s sugsested retall prlce one cent

above the 20.8% of its competltors.
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Computed production gost, except melllap and Gletrlbutlon
eoste, Lo $513%.6) per thoueands The price to wholesslers is
{136 per thousand, to drugglets §170.00 pey %ﬁauﬂand and

the List price to consumer would be LE53.53 gar thousend
Thie is & worpln of ninety percent of price o wholesalers
for the manuzaaﬁur&r for é@lliﬁgg gdminlstrativey and obher
nmﬁpraﬁﬁatiau eﬁstég,amd pﬁﬂfit.g

In the cage of ceftaiﬁ trancuilizere, & somewhet

-

ﬁimilﬁ“.fﬁl‘iLﬁﬁﬁhlj betweon prices end product coste ig

For instonce, CGarter Products owae the patent

o megﬁsﬁaﬁat@a G&ﬁﬁ@?»&@llﬁ e finlshed drug ﬁn@er
the trede-mark "Eiltown," and»haé liaen&eﬁ oneG §irm,f&m@riean
dome Sroducte Govporatlion,; by gell the Linlshed product in
the ﬁﬁi@@&'ﬁtzte*e Carter Lteelf does not mamufaétur@’m@graw.
bamete; he w@?mr‘ but aabaahﬁv&étﬂ bulk prﬁﬂmc%iém o a adme
ber of other flims, none of ‘then iia@ng@ﬁ o pell tﬁe.dr&g.

iﬁ finlehed fwrm? Carter hes licensed two &0m@@ni@@, Lmexl -
gan iowme Froducte snd Aneriocan. ujaﬁsﬁia, Lo sell the product
thrpughout Lu@ world, fmerlesn Home Froducts oifers this
product for ssle through 1lts %yeth divislion uuder the tradew

Maauendl *et% s role ls confined only to finlehing

nark
and packagling, siaa@ Wyetﬂ buye the alk from Carter, as

mueh as Usrter ls willlng 40 sell, and any edditlonal amountsg

- f : . |
“inlt Q‘gg B 164
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from sources approved by Carter.

Unit ox&eagt o1l CRste, lnciud i i ell the coste ol
maklng the bulk powder, finlshing, botltling and packeplig
for shipment, bul exeluding selling and dlstribution costs,
sre LT+58 per thoussnd fop wawter’ﬂ Tiltown! and (15,00
For Wyeth's "Housnils' Tﬂa reas v Lo the priee dliferentlal
Ls that Garter buye: from subcoutractors who camuot @nt@r %he.
finishod product naykety acculrivg ite own ﬂ$d?ﬁb&dwt@'&ﬁ‘

ANl averagse

cost {December, 1958) of 4435 a pounds  Wyeth,
compelled to buy the bulk powder from Lie only domesile
gompetitor Lo the '111 hed product merket, had 4o pey Car~
ter's nydee of 410 a ?ﬂmﬂda For both brands, bhe prlces

to wholeselers are £52 per thousand, Lo the drugelst, 54 &

thougand, to the consumer, L0840 per thougend (B2 fop

+

In tihe cese of the oral antidiabeble dpug, "Orinsee,”
tolbutonide, the product muet be bought Lrow the Gormamn
firm, Hoecheb. Upjohn secures the active drug in Wlk form

from an fmerlesn subeldiary of Useehet, and

C)

peyioyms only
ﬁ&bl&ﬁiﬁﬁﬁ;?&ﬁk&ﬁiﬁ% sad merketing funetions. Upjohun's
total production costs, lse., cost ol materlsl, tableting,
gud royaliy to Hoechet, 1s y13.00 per thoussnd. It is s0ld

to the wholeselor and o drusplsts buylop divect {rom Upjohn

\}I

‘L%\}.&dls D@ 3»‘&3#
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at (83440 por thousend and to the conesumer at (139.00 per
s S A S &
thousand (§6.495 for FALty) "

Telbraoysline; one of the brosd-gpectram sutlblotlos,

s produced in the Unlted States Ly thies flrme, Dristol,

smerienn Oyensmid (Lederle Divislon), and Bfizers Squibb
and Upjohn are licensged bg Fletol to sell the finlshed
products mede from bulk powder purchased from Piiser. The
copt Lo Upjohn to manufsoture tetrocyeline {asotuslly, tetra-
‘gycline phosphate complex capsules) le §9.50 per hundred,.
including royelty. ‘The coat to Dristol is {H.0) per hun- -
drede EBristol ﬂ&ilﬁ the product to. the wholessley ot §24.22

&

and Unjohn at £30,60¢ Pobh sell to the yeteller for §30.60

3

o W " & Bl e P Vomx g ey AL s o 2 15
per hundred and vo the copnsumer fop §HL«U0 per nundred e

EX £ roay gy ER e 2E - o £y o N .
It is cleay from these speclfllie insbances end alsoe

from other dete spplylog to the scluel producer:of the bulk
drug ond the namifoctuvrer's average reallned prlee, . or price
to vholeselers, that %he.gayain,i ver dlyead costs) bto prloesg
ig quite hlgh.. I8 varies from 80 percent to 88.8 percent,

it must be suphaslaed herye thel this Ly wot to be

thovpiht of as profits ¥For out ol ﬁhiﬂ'ma?ﬁiﬁ'mw%i gome
s = e

resoarch expenses, tn@‘@xt@ﬁt\af wivkoh i &

slong sdanlnistrative ﬁvqﬁﬂS@E; distribution and promptlion

#ibide, oa 20

wi
""?

Pibides P 244
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axpensesy taxes and any other costs ol the buslnesss bLHut
there ig & reason to dlstlngulsh between inherent ﬁéstg
below whlclh the drup compauy caunot £o when producing phay-
maceuticele and other expenses which are determined ag
matbers of polioys Tn = sertalun extent, of course,; .cosis
ol edninistretion and overheasd sye inherent in the ¢xpenses
of dolung business but they differ from the unit dlreet or
producstion gost in belngy susceptlible 1o variation. Tnis is
worth nentloning because In the esmtrJVurﬂy pver lover drug
enste, major producers frequently poial outv with some valldle

1t would be possible to lower overhead .

eosta, LU would not be pertleulerly deglroble, 14 thils

in overhead ecoste resulted In lnedeguate cualltly

¥ dellberste cholees and pollcles of

0f ﬁf&gﬁ rere Loveyr and the mergins

wope lover thers would obviouely be less mouey for mane

to gpend in certazin other srsss of production. VWhgther

be doeglrable or not, is another nabier.

dlffloult, wmoreover, o coupare the

nothe drup ladustry with thet in other indus a@iaa,

beeeuse unlt coet dats ere avelleble fopr only two industries,

sutomnobliles and bread, bolh of

x

were iuvestlgated by

..—\-

wiie
the Lengte Dubcohmlttee on Anbltrust and donopolys avallsble

A 4 l. ~ ot 2] i " " o e Y Iy -
stebleties of this type from other lndusiries are
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But in the four larpest bresd-baklns companies, the margln

between unlt direct cost and menufsoburers! average reslized

price wes 2948 percents In autowobiles, the wargln for ong,
Generel Motors Gox@svatimm, was thirty-nine peroent oxr less
then helf that of moet i the drug px%uﬁ;@ﬁ&;é

when comperisons are made on the basis of coupany.

arnalyein lostesd of individual prsducts anglysls, even wlder

i"!'

comparisong can be mades  Anong Tifteen ﬁfug gomnanles on.
Lable date for 1953, grsse mergln esbove productlion costs

reuged from 58.6 perceat tw T84 percents Oy comparlson

amony ity dilfferent industry groups, each ocompany a leader

in lis dndustry; 1t is found that the lawasﬁ prose mergln of

w Al P P s - A e % G b g o " & " f TR, . "
Tifteen drus companles wey blghey then any In gthexr lundus-
[ S ] 'y S TR e & o R A Ton e s i <t g .
trless Uoea-Cole had a grogs margln of 5750, wheress the

lawﬁﬁﬁ.ggéeﬁ gaurgin of Difteen companles w&&vfiftywmiﬂé
pereent s .Xn iz oubt of tae fifteen companles, the gr@&&b
morsis was moye thao geventy percent of sales, @1¢ sas in
forty~one of anondrus companlies th BEEln wvas hQEQthﬁixtya
fiVﬁ-Q@?ﬁGﬁﬁiT | |
ihe ﬂiff@réﬁﬂﬁ between tﬁ@ Ereaﬁdawn of seles dollars
of drup produecers snd that in other industrice ie reveoling

In other srecs. Although few lndustries la the American

{ij’tu; e 264
{i'bl.(.;hﬁ ag)-_‘, 2}9,




geonomy spend

wroduge

elther on ot

for laogtane

a8 o peveen

b2
indun \u":,:’ ‘.f"’g .

I
&d

an

mejor drgg
ladloave tis

tishing, of

dullers

whe

Bince

g0 gnsll
popds they

eaych and

e, the rese
ool salew

eoiile braea

e pr
t melll g

c@urg&) iw

o0

e

'Lw }3

a

gell, fe¢w Industprles

jianV&tionfar_ﬁn,prsmﬁtigns

ayeh

4

Rédown of the

£ 8%

P 3

aponted In

{which in

by fer o the laroes

le densnd for druss

proporiion af

expendliures ol

el ey

Fuble L.

sales

A

cludes prone

3 R A
G LGE

b &z sy Wy w Fenwr g o e qede & g A gty e PN . M 2 -
pueil, 110 eny, by sdvertislog and promotionsl
s g & A TP R P k] P :
ing costs are not releted very dirvoctly g
sumer;. but, in the dlscuselon o

are releted closely bo the need

ments o

BLES

D)

vetweon gol

gntirely ce

ceet o positive correlet

Ling expens
réalin whlen

thie - companl
HESUTE

seourlag

£ ’ “
wfharmac@utical

Llong,

groflte

g

The 4o

4 frogyess

o

atn shown

Loty

X -, .. 2 U T
1s esuae. and whdch
B are opupe
l’} &

for the €ira o

He

nuf?cturcr&
£

S F) Wl

BADNE

ghingto

1n Tabl

many o

titive, not in the e

cresteory use ol the drug

2o i
nregver

Associail
19 €1

b

.41.’.

dollay

Thiene

(522%

e

0

recelptes to .

- ppend so mueh.

the drupg Industry

gbout threc tlmes those ol all

i seversal

Fioures

wm in the ssles
ot e Lncressed

GRLEY 56l -

IBEE,

elllog

the cops

a
& AN T O T e
TOAnngvat Lof ,

e L pean bo

i the Dipme,

siid regeartiy ultﬂﬂmLW 1t .18, avt

iteats SHales

2

ense

in gueg~

Wk

shave of totel

, 11 5 ;&m ‘»1?;;:.1.23“
£
$ Jn

&
% d
) 7.




EAKDOTE OF SALES D

LR FOR 3_.5 IRIG CONPANTES (Em,.g gperations Only)

fmprican American Bristol Carter Civa Eii Herek
Cyaosnid  Home i#bs.  Products »il%y
{lederle} (Weyih}

15.8 a7 P9 205 12.7 3343 12,9
1&*‘2 1§né / ’gcﬁ 23#1%.‘ 12.? 13:@ ’ 3-20—3

m«? 3&%&&? Eﬁ.ﬁ 5;5 ? 0& 333*§ 3';}4-2
Gels 3.2 137 2.9 13.9 8.8 m
28,2 203 19,6 1942 . 19.2 3% 38

1090.0

10,0 100.0 100,80 . 1000 190.0 9943 :ww

ggz"{m, Schoring ﬁgﬁ, Hpjobn Lbboths Tﬁ@ﬁw il Horwich
Savis R Ialioche
and Fre
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214" ‘2 33.? Bk - 1?&5 2’3{9 2&.& },? ,15 w‘g
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4.5 8.2 849 8.5 5.6 549 e

3249 ) 25{? 2‘%«5 %;3:@ 32303 ] 2?;_5; ) 2&,3
13040 99.9 1000 500

99.9 999 9.9
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on a8 g whaole, the gross mergzin of {the drug lndus-
vy as represented by the twenly-two repreésentatlive coupanles.

*

ined by the Refauver Uommititee ceme to 679 percent of.

geles, when drug operations elouve sre covsldered. Jhree-
cuarters of the mereln went 4o promgte ssleg or lnto profites

gdvertising sud selllug

Frafite before lpecome Lexes

£,
i

)
P

expenses were sbout the ssme Lo slze. Froiits amounted to
258 percent of sslew; sdvertlsolng and pelllug to 24.8

_ 1 S, . o , .
percents sroflits alter tsxes, of course, are conslderably

cosperlison with otoer lndustrles ave certelnly

Ly sxcegslve. Ls fregncls Lrown, the

hend pi nolated outs

Y eiema 3 ey amb s " -
LI CROSULEN BOLWeGn e LER 2N

o~
LAt
oo

& ¥ = k i R 3

g 0 coet and percentsase
& the seles dnllar, @ 18
bﬂd e never get more than

LLL bﬁ&@ oi pr
150 vercent. -In tua case . ol markup in oy We less
then 100 percent or thoussnde pf sereents, dependlng

D

o the noture of the product.

A Table ¥ ghowg, nel profite 1ln the drug Industey varys

Ledische In 1950 reported o neb profilt of 8.7 persent,

wheress Uarter sroducts reported a proflt of 20 percent.

“hefauver hepork, ps 50

ERGTI T IION : 54 ae Ty clirg e 4 s

o 19%ne pmerlesn Drug Industry) The fuerigen koruu,
Westlnghiouge Brosdessting Company, Tuesday, @bruvry &y
1960 (weshington, n*Qq, Vol « ““iaag 806 6y Do 2
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The twenty pajor &r&g eompenies are also snong the
fivst fifty covporations of the nation ranked by uet prollit
as percent of luvested capiltal and as percent of ssles.
Three drug cowpanles head the List of lodustrisl corporatlons
ranked by unet proflt alfter taxes ag percent oi luavested
capitel-~Carter Froducts; mnerlcan Home Froducts Corporss
tion and Smith, Eline end Freunch. Ten other drug companles
ave within the fipvet fifty industrial aﬁrgqrﬂﬁinuﬁ and iour
»ﬁare in the aext Fifty. Three of the aix top indugtriel -
Tirme yenked by net proflt after taxes as 99PCUﬂt i sales
are aleo drug filrme; thirteen ol the twenty seajor [lrus are
smong the top fifty industripl corporaticns.t+
The drug Industry se & whole comperes very favorably

with other indlviduel industrless It nee experlenced very

]

[

Tast rising profite especlally between the yenrs L9947 pnd
1359, slthough with o swell drop in the Latter part of 1960
when, for the Flret time in ten yesrs, a rveduction wae made
in %h@ arices of melor antlbliotics {{ifteen percent) and a
corresponding reduct lon in the prolitabllity of the aru%
11 g0 oy : e B

industry wee experlenced.

But the drug induetry has hed a sgtrong competltor in

motor vehlcles which during some yesre in the 1950's has

llﬁéimUV@r “&gﬁrt, 9. 51«

121p3d., pe 53,




purpass the drug industry ilun perfoymances 4 major fsctoypy
with reletlon bto the drug industry's sustelned econoulic
growvth e thet it eppesvz to be virtuelly r&g«guiam~gwoa;.
Yhether thle ls relasted to the fect that Lt 1s nol deallng
in ordinery consumer commodltles, the cagu;went of witketr 1s

patber of preference for the cousumer, and the demand

Lk

for which Ig wmore elastlce, op f;tner to the sver-inorsaslug
P?le of proiitable innovetion would be herd to ascertain
without further resesrch. It wmay be thot the inelestliclty
of demsnd wihich lg sgld to plsoe en upper limlt on seles
alego pleces o lower Limlt on theme And thle way be especlale~
1y the case wheu new drugs are constantly being developed
winlen at lesst give promlse of combating diseostse

in thils cennection, however, 1t should be stressed
that, 28 1ls true of any indugbry which engeges in conslder-
ahl@‘ihnﬂVatisﬁ, pbeolescence ls a factor Ln the drug inﬁu@w
trys. Hany, 1T not wost, of the anewer diugs cnn become pbgo-
lete within five years. Indeed, it le sald thab thiriy«
three percent of yr@&axxytlgng being wrlitien t&day-aaalﬁv
neot hove been wrltien flve years aaa,lg‘ﬁiﬂa@ 80 much‘iﬁnavaw
tion 1y bringlng out newer substltutes fopr old drugs. In.

other words, the drug industyry ie & high rlsk laodustry, frow

2%, py Btlles, {36 Pregseription Herket (Mimeo~

grophed), Abbott Laboretari@&, dJuly 26, L96l,




ﬁaﬁ@ polnts ol view. ‘There le g tilme lag bebtween the
investment of funds in & research program end the time wien
returne on the lavestment may be resllzed. ind, as sug-
geated & rLﬁ@w ln thile mnuuy, piten enpupgh resegreh projecls
do ngt develop a nmarketeble products Lederdle, for ingtance
hed Invested almost o willlon dollars to fim&v& vacelne forp
preuncnls when the ﬁismaV@Py.of sulfa drupge wiped out the
market for the va Gbiﬂ e I 1969, Lederle was luvesbing
500,000 1n cancer resssreh wheress ln the ssme year totel

sales of Lte five antlecs oG drugs amounted to only

The drug industry i, to o gresiter extent then many
S » : o ¥

o bigh caopltel lndustry« One doller oi caplitsl pencrates

above tinle level . HBabklng cong éﬂies gensrate y4.72 for
ench 1,00 of lavested capltal; autosg, §2.30; textlles,

i1 4903 tm%ﬁccs,'@laﬁﬁg peper and sllled producls, §1.5BT,
to mentlion but a fQWals' It ilg not uvnususl for hilgh proflt
and high rlek to g0 together, in sny case, slthough s hlgh
caplitel-output ratlo need nol negess rily impdy high xd

go much ag Just high capitel costse  EBut 1t ls wﬂrthfm@ﬁ~"

tioning that one partlcoular type of rlek to which drug

l'z'f ) 5 o x
‘Ereseriptlons, Frofits snd i

L5ipide, e Te
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gompanles gre susceptible, desplie sorxupulous elforte to
avold 1%, ls damepe sults for Individusls suflferlng 111
effects from drugse  In pecent yesrs, seversl cumpsnles
have been obllged to pay oul lerge sums In such sults.
Horeover, the drug iondustry ususlly looks upon the cost of
resesyreh ag part 0f corrent epérating udset wheyess 1t has
been sugpested by the Nptlonal Selence Youndation that |
regesroh expenditures mlaght properly be viewed se caplital:
lnvestnent. II thle were done, th&_yr&&cri&tisn drug luduse-
try in 1960 would heve put 13.5 percent of total sales back
inta,%hﬁﬁbusineggglé

Profite in the drug Industry ar@yadmitt@ﬁly high,
pmong the highést in all of Mmerdicsn industrys Bt to say

vismonanehl e nr svoecelive o
ke B W7 A& e WP o N Red PAF W g s M

#5508 ¥

i.“e‘

Tane oloht
umwwamm«

re&uireﬂenﬁ&, high risk, enu, sssoclated with the latier,
repld obsolescence. Some eritics of the lndustry have suge
gegted that silunce ab pverspe six percent net profit rete of
return on net worth (st&ékhal&a?a‘ eogulty lanvestment) rep-
reseuts what le consldered a folr and responsble rate of

&

return, 1t may oot be amlss to limit the profite in the drug

industry e8 ls done in the ease of public utilities limited

lélbidc; Bs B
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by regulatory bsdi@3.17 In this coanectlion, it s supgested
%aa,that drupe might be congldepred ln a@%&wh&t the saeme
Light sa utilitlies, necessitlies of 11lfe sueh thet the sellers
haeve & falrly sasured market. On the other haﬁﬁ, it 1s
pleo pointed outl thet the drug iﬁdaatryvﬂﬁaa not enjoy a
fronehilee gronted by publie asuthority ond s sublect to the
competitive forces of the market place (Lf not prlce som-
petition, product competition).

But there le g uwore lmportent foctor ln the drup - -
industry snd that is the value Lo the consumer of o constant
effort to develop new profucts. We may sy, of course, that
prescription prlees are high; sone 0b$@rvar$ pay "too hlgh"
For the Qnr@ameﬁ pf this discusslion, the guestlon of whether
prices are too high wlll be dlecussed only from the pplnt
of view of economle councentratlons Uther conelderstlons, .
reléting to ethice oxr socisl regponsiblllity, would take the
study out of the area ol economices whileh la the meln concern
heres £rices are hilgh when compered wlth basle production
cogbs but, a8 hee besun demonstrated, much of the margln goes
iﬁtg'geliiﬁg and promoblon. ?hegé are lnextrieably luter-
related with lovovaetlon and the competitlon to which lunove=
tion glves rises Should an effort be made to plece a ceiling

on prloes gnd proflte, there is L1lttle doubt that s dsmplag

17&@feuvex Report, pe 3124
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effeot on innovatlon would be observeds
- It ls e metter of mensgerial decislon resulting from

innovetion to sllecate so m&ﬁh of the wmergln to prosmotlon.
{(The relationship ie phrased in this way bo euggest thst
promotion. costs asnaiﬁer&bly‘mﬂr% than reseorch ltsells)
In opther words, thle ls a declelon welatling to delliberatle
policy of explolting new develbpmentss Bul 1t is spparently.
g necesssry ones For there have been ingtances 1o which
smell filems in certeln productlon lines were sble to put
thelr produets on the market aﬂé at prices substantislly
lower than those of leree flpmé, but were uot sble to eapa'
ture o share of the aarhets Thils fnot stens from diffloulty
in: éiﬁtfiﬁutian'wmicﬂ pegul te from lnadeguate fundés to
caryy on competlilve promollon and a&V@rtiainm;la

ALl these facts together suggest that there 1ls o
relationshlpy between lunavatlon, high prlces, expensive ??@*
motlon snd economic concentrstlons Only in s very few
instences hiee 1t been posslible Tor emell manufacturers offer-
lag ?rice‘cam§@titiaﬁ to break down the rigld prise structures
of the larger firms.lQ' It would meem that without the prawi

motiouel expenses, Lt would be poeslble to merket mauy of
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the drug products at & lower price snd stlll make a profit.
But to 4o this would be to endanger the positlon of the firm
in the market. . But thers is little lndieation %n&t'th@ fay
firme which do enjoy a wonopolistic oy aliaagﬁlistlc_ﬁﬁa14,
“blon la the lodustyy willl reteln thet poslitlon lndeflnltelys.

We may, then, drew these coucluslons fron & &tuﬁy'af}
gria&é"aﬁﬁ profits lan the drug lndustry:
1o Profits ond prices are high in the drug industry, -
by whatever standerd they are assessed;
2o High profite and prlices are ?@1ah®ﬁ.t0»highvriﬁkw
and high ospltel Investments
e High profits, high prices and high risks are pertly

the csuse and partly the result of lunovation and

e o A A 3 ; . - o &
ropld obsolencencs;

4y Lower prices and profite would tend to cut down on
lnnovatlon;

S Boonomic concentratlon ls both *hé.smuae and tue
result of hilgh @riﬁ&&,'hi@h profits sand high
rleke .

Further Ilmpllcatlone of such egonomic concentrstlon

will be explored in s succeeding chepter of this study.




- GHARTER VIE

ADSIHIOTRNED PHICRS AND FBSTRAINE OF TRALE

Reference hag been made easrllier ln thls study to the
geversl Indlctments brought sgalngt flrme within the drug .
industry and phersmsceutioal dlstrlbutors on chayges of
price~{ixing by egreements One wes the cpse of g sult
brought sgelnst five drug firﬁa Ly the Deperitment ol Jus- :
tice o the bLasle of evidence that blds recelved by the
Unlted Stetes Fubllc Heplth Service foy Salk vecolne were
identicals Later, major atti-trust indictments were brought

againet pertles lo the Industry, l.os, spalnet pharmaceutl- .

ol sssaclabions of Nﬁrthérnrﬁal;fﬁrﬂi&,.&fizona, Idaho and
Ut&hoﬁlﬁsih were orimingl indictments. ‘The csses spalnst
the Northern Usllfornls FPharmsceutlcsl Assoclebtlon and the
Utah fﬁaxmsgeuziggi’Aﬁsasiaﬁiénaw§re.déci@@ﬂ;&n favawrﬁf t4
%hevéiaiﬂtiff; legs, the gmvefhwant,vﬂn the gf@&ﬁﬁ&'sf;~
priaaéﬁixiﬂé in m?nﬁrav@mtian-ﬁf the Sh@rmam‘sﬁiitruaﬁ L&Mg;,
That &é&iﬁat the drug producers waal@rsyyﬁd»&éaauaéithaﬁé

’ I R . ‘ o , o R
was 1o evidence that price-~fixing eprespente were mades

A%Utan trisl verdict...govermsent favored," Journal
of ihe jmepricen Fhermpcevtiosd Assoclation, February, 1962,

S o — . s
“Laverd Renszal, "3 Drug Coneerns Indloted with Offi-
cers in Truet sult," New York Tlmes, sugust 18, 1961, 12
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The quegtlon for thisstudy ls whether 14 i velld
to iﬁf@r thet price-flxing does take ploge wiﬁminlﬁhﬁ
drog industry and what the lmplications for economle
concentration in the ludustry waey bes It would seem
tﬁxt the Lack of overt evidence to suppsrt charges of
ﬁ?lcewiikiﬂ gunnot be tu&@ﬁ &6 mﬂmigtak&mlé gvldence
et aga@ form of pria@mfixiﬁg does nod @xisig

It 1s obvioug, howsver, that there is little or
nothlng in the way of price aaégéﬁitisﬁ 1n the drug
Industry e ?riag Lesderabily éxista o the @f&g ndus-
try, o8 An meny other industriess This L8 o process.
Ty whish leading manafa@ﬁ&@@ra'a@ﬁ the prices and other
LTty ﬁ?ehﬁ even when they way be wors a£¢§a enly mangs
facture at lower coste and show higher pm%*it narsing,
retaln the suu y prices and ﬁh&ng@ them only when the
lesder changesn. In the drug Induetyy there is suother face
tor, however. mheﬂ a new product le mmanfactured the usus-
al progedurs is to introduce 1t at elther the same priee
or one very close to that of tﬁe exigting product in use
for treatment of the same llluesse Drug ladustbry repre-

sentatives refer to thls as "meeting competitions”

Thet is, they elluinste price wivalry, for o8
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lowg as the new dyrug le introduced et the same price as the.
alﬁ.enﬁg the maker of the older product does not need to
lover hls pl”i&ﬁh?) |

»fﬁ@ &iﬁuatiaﬁ}wﬁi&h rosulies from these facltors le
one 1 vwiiloh "edminlstered éria@g“»exiat« Prices wlthin
such no lndusiry ave “ﬁ@t by sduminlstrative getlnn and held
consbont for o period of time." They are not, therefore,
pengitive to chang e&»iﬂ.T$M“!B@r{@ﬁb Bhould dempnd fall
ofl, prioes do not Lall but eﬁ&iaarily sre held sl a partics
ulay level by & curtallment of aahautw There way presume
ably aéauf £ wiﬁaﬁiﬂg gep w@twe@ﬂ_pfﬂﬁuctiﬁn gopte and
prices, slnee under the impact of techuologleal change the
former nay fell wheress the 1a%tﬁr o Bots

Ap supgested previeously in thip study, we have some=
wh&t'&pbitr&rily excluded the ggsﬁtimn pf “responablenssa"
of price per go b@aauée 1t would lowvolve us in many non-
economnic Qmﬁﬁiﬁﬁfﬁtiaﬁ& which wonld regulre extended
treatunente And, ag has been suggesied,; price cowmpetition in
ndustry, even 1t 1t exleted, would necessarily be
glpnlflicantly effected by the eoste of Llanovetion. In the
arug iﬂduﬁt?y, however, ammgétitién exlshs relther on the

vasls of muahma109wcal iﬁﬁavatiaa Lipell then on the effects’

w‘i

befauver g@gﬂg y Pe 984
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which innovetion might heve on vreduclng costes Theoretiocal«
1ys &&lleaa%, ianovaetion in production technliwues ln certsln
inﬁuaﬁriﬁ% wamié enable an advenoed fiwm to lower lits costs,
thus foreing otheyr [lrug to meet the ceompetlitlon snd lower
theirs iﬂ ﬁ&I%; and so fordhe ”ﬂ@_ﬁruﬁ‘indu@ﬁzw i slgnll-
lesntly dliferent From some others lun thet there is alm@&t'
nothling approasching &m.&la&tia demand Thia'gaiﬂ@g wﬁiéh
hoy been mentloned previously, 18:H$?th erphasizling here
beéausw prices in the drug induestry could net,; In any'e&aé;
b@'&ubatﬁntiaily affeaﬁa&.by'th@.uauél Maw" of supply-and-
demand « |

fhis impliles that marketling techuloves would necep=-

garily differ from thoge in other industrless Few efforts

o Yrnsrasas ansnanmntian dn athiasl Aviicg a1 8 he effontives
LAt o A AR B W LR W B L HeT WG FAR S0 W el A AR W T W RO A oy W L. S gia mn}wﬂ o e ST ali fae ar N W By W W WA W W

It is true, of course, thet IL prices were net administered
aad price competitlion were aoetive, prlees would have o
fall« Ionpvetlon in production methods would make 1t pos=-

slble 1o produce products more cheaply, as one would suppose

aotuaslly le ﬁﬁ%iﬁﬁﬁﬁg and, without srtificilsl price rlpidity,
prices would tend to fell with lowered costa.

The Queﬁtign arises here; as to whether that would
necessarily be bensflcelal elther to the economy as s whole
or to the drug industry spécilllically. ALspunling that BOmE
degree of economlce a&ﬁaeéﬁraéisn existe In the industyy,

wnleh aopesrs tnlhavé been demonstrated, whot are the effects
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of guch concentration?  The scousmle concentratlon in the
drug lndustry does mﬂﬂ,@r@vent competition as such frow
oxlesting. . whet 1t does do ls to put stress lu compeblitlion
on technologlicel lnnsveblion pether then on prices as sucihs
These technologloel sdyances. sre nscessary in order to
ptinulete the development of new products. It i true that
capltel coste in the drug Industry are far lese than In.
piher isduﬂtriee such ag, for exmuple, the gutomoblle ladus<
trys Mt the pertleulsr type of lnnovetion in whiah-tﬁis.-
industry ensages regquires pstent protectlon. Repld obsples-
eence of phevmaesutleel productes luplies & slgniflcent need
foy promotlon in oxder to make new products proflteble fop

ag long as they sre upeful =nd gre not superseded by obthers. .

And 1%, In turn, stloulates further conecentration by bring-

ﬂ

Ing about g sltuatlion in which a relatlvely ¢ producers
holdling peteutr ave sble %o effect a fer lorger dlgtribu~
tion of producte than snaller producers ol

Doeg all thls constitute "pestralnt of tredetm It

N

geens w0 the wrlter that this 18 not essentlelly the case.

A

There ls an ollgopolistle gitustion for the wost part in the
drug induetry« Truey with peference to specific pstents

and products, there may be » sonopoly or duopoly, but in

the lndusiry as & whole ollgopoly ls the prlmary character

gl the gtructures. In other worde, the whole cuestlon of
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gonpebition and "free® twaﬂﬁ; gg related Lo prices, 1s o
somewbat fine ones A price wey lepsen gompetition oy ib.
may s @Qually,'a@S@ray.a? prevent competitlon alta@ath@rt.
It mipght goneelvebly be posslible for e wanulscturer o lower

hile pricer Lo spne purehsser, and et lower them {o another

whone clreunshtances were Alfferent (thls belug culte legel),

s

and in doling ao naatr@v Qne guxgﬂ\s@r {to alte amfextr@ﬁ@'
glbuation) and thus lessen ﬁamgctiu&uﬂ$ stner then stimu-
late 1ty There le certainly emple evidence in the drug
Industry that producers wuote different prices to ﬁiff@r@ﬂt~
eal ‘“81&0& of ‘buysre and there le sone evidenoe, although
adnlttedly not wuch, that some flemg cen quote lower prlces
than sthers when thelr psromotionel and dlgtributive cosis
are lowers

in epnnection with druge, mope than any otheyr %yug
of comaodlty perheps, en lssue of slignificence is thai of
the ultinste bhenefit to the consumers Therefere, 1 1t could
be res uzly demongtreted thet wmore compebition could sxiat in
the drug industry under other elrcumstances, such as zlteres
tions In the patent lewe, we should stlill have to enswer
the cuestlon, "would this be to the beneflt ol %ha.ﬁsmmuaity
as & wholed" | | ?

The an&ﬁé& to thet questlon isg o the welter's

apinlon, nos Incressed price competlilon in the drup
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induetey would do mueh=ta~d&er@&%e;ianVatimp and competl-
tion in developmend of new productes  This L8 not preclssly

the sene ae suzgestlng thet prides mlght not be Lowered Y

En

gome extent, opr that lowered prloes wlght not benslli the.
consuner ulbluatealy . The problem of high prices of Qrups.
Pl Y,

for lLow-incone consumers:ls a real one and might perhepe

b it 5‘tﬁug to gsone extent, by somewhet lmuer expenges of

\.,

provotlon and sdvertlbings - However, if incressed competl-
tlon were bo result in substantlelly lower prices and slen
im‘ﬁgbﬁﬁmxtiﬁlly decresged regearceh oompetliion, the evens
tusl regult waula bw o net lose to soclely.

he fact that prices aye sdninlstersd in the drug
industry ls evidence that there is nothlng aygraac&iﬁg Toure®

A e K i diman om

gonpetition.  However, 1t would

ln which such competition thrives in the Anerlean GOONONLY
L5 by Ypure® éamp@titiaa we denote o eompelitive situatlon
dptermined wholly by the market gmﬁ:b@ya&& the  tafluence of
aﬂy'imﬁividual astlon by & gsellers Thal there ls wmonopoly
and, under varying elroun 1c$o; duopolistic end ollgopo=

a

lletlo campéﬂltian lo the drug Industry can hardly be

3

denieds  Thls may wnod be the type

25 »

gompetition which, underp
sther economic elreumsta aaéa, sur Uhﬂ pociety would like to
foslors i vt 1t de nuot 3&16 26l g althsugﬁ somewhat clpcum«

seribeds It does uol violabte the antlirust laws, and the
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two instences ln whieh sults were upheld becsuse ol viele-
tiong mf the Shernan &ntit?m&% Leaw were exceptious. Mur@~_
BVeT, thaf were found in the distributlive gector pi the
iﬁdﬁ&ﬁrgs rether than in the Qrﬂﬁdﬁiﬂg aaotory

C ke patent wonopoliee whiléeh exist, 1nYVaryiﬁg.ﬂégr@@$:
uaoarm?na to the pariticulsy p&t@nt,»lic&ﬁmin@ and croasgs
Liceneing arrengements, do not constliute vioclatlous of the
sntitrugt levwes Thege &rramgam@ﬁta are gonduclve to devele
pprent and they provide the protsction whileh dhe lnnovator
renulires 1n opder 1o sake up the corts of his revseaprche
They contribute In some measurs to yrestriction ol compebtl~
tlony this 18 true. But 1t sppears to be poart of the Q?iﬁ@-
whleh our goclety peys, or perheps eny sdvanced iﬁﬁua%rial

t's’} 43,.476«.@ i"{\ Ao t!‘,v o

oF % g ot g Jae o wiy 52 2 o A e Y pan T o
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astarehs. - Without the gre

e

the lonnovaetlon would be Less. Innpvatlon is obviously a
baple component of sn sdvenced industrisl soclety and it
does not seenw that It would bs beneflclsl o any moolety to

dipeouraso Lt

Feit
Yot
i

T

summary, there le no guch thing ap pure competl-
tlon in the drug Industry. dhere ls, perhaps,; gone degree
of price competition, wut fﬁr the most pert the competition
whlell @xiéﬁﬁ 1s In the gres of ressarch Mwé ln the sres of
gellling. There is ceprtalinly evidence of edministeored prices

in the drug Industry, Wt ao explicelt evidence~--pzoept




@@rhapé in the case of the pheymaceutiesl disbtributors in
seversl glates--of price~flxaing as Buche mhlﬁ does not
m@&ﬁfthaﬁ-%h@re i no such thinﬁ-as ??iﬁ@*fi%&ﬁig but &imgly
bhat there le no evldence sufflclent 0 arava Viﬂl&wlﬂﬁ&
of sntitrust legislation, lu ﬁh%-l@ﬁﬁl‘%@ﬁ%&ﬁ<

| Clearly, there le a cmnilieﬁ he%aabu Lcﬁimﬁlﬁgi&&i'
progress and soclial velues. It would seem »ﬁat amcial |
polioy oust work to et ressonebly adeguate pragﬁésa*aﬁ”ﬁﬁ@»
lowest cost in high prices, ar-ﬁh&t&verfmﬁﬁ&r undeslirable -
@1€mautm"m&y,$ﬁ&m-tu'hﬁlg growtlis  In some Quchffaﬁnian,
&%'leéﬂﬁ;\& balance between svelipl values and industrlel-

DPOsress may be struck under the condltions of @urfaaci@ty.




CHAPTER VIII
wﬁwiﬁ&i ARD © ‘LQU lﬁhw

Thie study bes been voucerned wlth economle appecis of
the smerlesn drug induetrys. In particulaer, ettentlon has
been focused upon the depree of gonceniratlon ln the indus~
try, the Pflwtlﬁﬂ&hig af prloes tu yraixtu, the extent of
researeh anﬁriﬁﬁQV&%lSﬁ and thelr efiects on prlces, patents
gad Lleensing, vrescriptlion by generlic rether then brand
ngme, ond. the question of adminlstered prices.

We have concluded thaé there s struclturslly o retbher
high ﬁegr@e ol concentratlion la thé ladustry. The depree

differs with the varicus products manufactured by the com~

P R E L R N > P B B A - p ' .
panles ond the pateud and licenslng arrsngenents yrelating

Lo esch product. The pattern may be wonopoly or duopoly,
wltts respect to particulsay products,; but more fr@qmently‘
1t 1s oligopoly. Although tmér@ lg né exolliclt evidence of
thils, 1t ig probeble th&% laformmel orp ﬁaéit sryanpenents
sometinee exlst among the firue ﬂuuh that prices sre sgtabe
Lished without ilncurring the risk of prosecutlion under the
sntitrust lewe. Price lepdershlp and live-and-let~live
arrengenents may be presumed to exlst as ln oligopoly
generally.

Butry luto the market 1s Limited, not because of high
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capltal vecuirements but by the patenting snd Lllcensing
arvongenents winleh restricet the prpducts to whilch the small
producer 1o able to recelve rightss Prpeess potents are
not s long=lasting form of protection becs ug@ molecular
manipuletlon, o foym of azm&uet @lf;mrcmt{u%$wa§ enables
gome firme to aveld patents held by othoers. ?&@,ﬁatent-
syntem represents o gnclally ereated berrler 4o entry into

&

the lndustey of the patent holder wit 1omb whichy io all
probability, oligopoly would disappesr or at any xete the
small nurber would becows more numerous since Lu@r& are

B4

few, LU any, slgniileosut natursl barrlers b0 &mt@y L this
pertlovlor fiold. Critlos of the system sugpest thet
pebtent protection ghould be limltma o three, Instesd of

thet tisme ghould be m&nﬁa@ary¢ Agplinet thle view, thls

paper has sted thal patents sre & necessary form of

protection, even thougn lluwlted Lln scope, 15 o Tire is o
iﬂvéat neavily in researcit, whlch in the cese ol drugs
would seen to be Qeslreile. | |

The drig industry ie slnllar %‘ other oligopollistle
gectors ol the eoonomy ln whlebh, elthough there ls almost

no orice competlitlon, there ls keen competition in promotion

and product diffeyentistlons In many cases of gligopolyy
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rQVal promotlonal end &mvartl&lmr coampalEng suooeed
ehiefly in lucreaslng the costs of the iuaﬁv?uzsm sellers
and of'ten, though not nscessarily, prices o buyers.

Thls ia & eritlolsm which bos b@GﬂAl une&&@,&gaiﬁsﬁ the
ﬁrgg dndug tw«a Thm'oyablﬁm of the drug fluny Llke that
ol pthers, 18 to maxialze Qfﬁiih a8 Loy ag possllbles

Obviougly, incresnod aﬁv&rﬁ;&im@ coets (unleass they reduce

*

i -t }:

LiL

R
..4

eoduation Gnsta,thrﬁuza Larger vnluac} do add o

the sdller's tobtol coste and theve ls llttle polnt in

3

ifcwwnuimb such coste to & level at whlch m¢r§;*e

roE

PEVEnUE |

Tells belaw the

rgingl cost of the sdvertising. The
Limid ai goolel value from auVariJ&¢A L way ﬁ@ vaached,
howovory before the polud pt whileh 1t ceases to be pro-
Fhteble to the flras  When ﬁge soclal Llult ds too far
tronpgrensed, polley acy hove to asﬁ&iﬁwr w@yﬁ aud weoans
Lo ﬁﬁl%‘?&ﬁﬁlyrpﬁﬁﬁmaﬁiV@ or gompebitive {(nob informe
ative) advertleliag, v ﬁut 1 leglasletlon i to e lovoked,
probebly 1t sghould be done for ell ollpgopoly or even for
aid non~purely Gam@etitive'gellé?Se Bt thé preseripilion
drug lodustry would do well to avert l@gﬂl'gétimﬁ hy avold-
re (over

and above Inlormat Live) ﬁuvowtiaiﬂg dav’f;" rripes even it

by sdding eguelly to sopbs 1t falls to add to proilites Ve
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have suggented ln an @érlier chaptoeyr that 1t would be pog-
gible and. deslreble to ocut down on some elaborste and expen-
sive promotiongl csmpalgns (such ag, for lnstance, the cocke
tell party at which dyups &ré;@acasianally.“iﬂtfa&uﬁ@&“ to
physlicians, but which hes been dlesvowed by mauy firme),

efforts ol thisg type mi&at epneelva 1BLy lower prlees to
oue degress Lo the other hend, 1t ls necessary for the
drug osmyani@m o Meelll tﬁ@bghyﬁi$ian, raﬁhé? then. the
ultimete consumer and thies requires s wallwiﬂfcrm&d anﬁ
qu qllii@u Bolernen who- gan Keep doctors informed ol latest
devel opments ln the dfﬁﬁ induﬁtry; 5thsieian$ themgelves

concede that they sre unable to keep up with these for lack

S N ] : bl AT T - P N T 25 o,
of time, This ls e rother costly sellling eflfort Wt eifec~
tive promotlon lg necessery begsuse of the repld shsoleg-

genee i druss resul ting ifrvon iﬁnevatiﬁns This paper does
noty, th@w@fafe,.aupﬁnyﬁ‘uﬁquaiifi@dly the oleim thaet praéaa
tion nf drugs le excessives. |

in the drug inﬁuaary we have sugsested thet product
improvement ond An pome G%é%ﬁ aven Qraduat_@iff&renﬁiatlmn
L8 not wlthout ite &seiai b&ﬂ@fits and that 1t may'ultimataw
1y opeprate in the b@at‘iﬂtere&tg of the consumer. Nevers
theless there ia & splgnlflcant reservation wlth regerd to
innovebdion and t@ennalsviaal cu%ng&. S 1ia.§aper hag

polaoted out earller, with respect to the iypes snd purposes
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of r@@@&rah, some of the results ol imnavatiun-ara'admi%w
‘tédly of dublous vslue, and &t least one competent: suthorlty.
hes sugpesied thet drug menufscturers are gometlues eble
to waprket thelr re&earch.failurea a8 well as their=auadaasasﬁ
mav&quV@lﬁy in drug differentlation doee not pgr ge con-
stitute Q?agréss; Al though 4t Is the oplnlon of th&s 
wrlter thet innovetlon should be encouraged, iﬁvmigﬁt be
well to explore varlsue methode of emphaslilng the moyre
baele research in preference to thal wolen ia‘leas thera=
p&uiisally‘usafuls. In this connedtlon, the oodes of elthilcs

drawn up ln other lndustrles wmighit serve es an exemple of

ong type of splutlion to the problen.

1L 4 v b s e e vy " s e . e By 2V Rer F - o 5, g5
Thig peper has sugpested, tog, that the gresteyr lree-
e ol @avivbwyy Swvids thaa manlzal wikisk would ﬁ}:tt’\dlli?f*} 1 v weand $
WA WP LS W e A& AFL d We AG B2 %S AL &N LER G & Wbt N BT ek oha W2l it Ao e W )’w’ N d W KA G P pw‘)' whe W e Gt ol W

if‘ﬁﬁa @&tent’syst@m were alterad or the selllng expendies
tures of the larger fime restricted might well,rﬁsul% in
stomiyatlon of the market.  In meuy coses ol oligopoly,
guch stomlzation results ln lees efllelency and Lo hlghep
unlt cogt of monufactures The imgaréaﬁaa pf bthis reduced
manufecturing efflclency would be lees lun the diug lndustyy

+

in which the cost to manufascture ls o relatlvely smell part

of the prics Ik any cage. Fub, s hes been sup

sted above,
gome decresse in invovation might take placs with fragmens

tatlon of the industry glnce techusloglcel coupeblitlon would
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be replaced in pert by price competltlons

The atteck by crltlics on presoripltlon by brand nane
rother thon generic neme seems ubwerrsnted.  Thls psper has
polnted out thot physlelane are free Lo pr@&érib@ drugs by,
generic nenes LL they prefors It ls true thet for bulk
buyers, e«gey, hospltala, wﬁieﬁvean afford thelr own laborse-
ﬁggvy t@ﬁt%g prgﬁoyi@@i{)i}. b}; {ﬁif’;’fi@f‘iﬂ Nene, &!113 ea'g}zsci&lly!
wvhen gecured by competltive blde, can result In elgnlilcant
economices without the risk of poor quallty. The indlvidual
physlelen, l&ckimg guch neans of ﬁ@e%iﬁg, may preler to -
preseribe by brand nsme. And certeloly the ultlmate con~
susier la wholly unguelifled ﬁﬁ,jﬁdgé the quellity of o druge-

£ {

This paper has poluoted oul that while cuslltstive dlffer-

&

ences between druge of the ¢ame type peruflactured by 4li-.

ferent Tirms are necessarily limlied slnce oll drugs must
pess certaln teste whlch set permlussible llmlts, there ares
withiln those 1lmite, differences du quellty. As le bthe case
ln other ollipopolistic ludusitries ln our ecouomy, explolta«
tion of brand neme in the drug lodustry 1s s very slgalfi-
cant pert of competitlon, Undermining braad neses would
dluinleh lncentive towsrd Innovatlon and, to an extent,
toward productlon of producte of the higheet gualliy rather
thar of the lowest permisglble level.

One of the most severe eriticisms wade agslinst the




Grug i*aaairg i that prices are unressobebly high, both
1a terme of cost to ﬁh@-@&ﬁuf&@ﬁﬁ?@?’&ﬂ&fthﬁvﬁurd%m Lo the
individual p&rcha&ev.- It has been polnted outl that costs
apéihigh@y thon way appesr to be the case when coste of

fﬁggarahfand promotion, end degree of risk arc taken lnto-

gonglderation,. With respeot to resesroh it must be remems
sered thet Lor every useful dlscovery, for every “treal-

thyoush o Little or big, for every'uﬁeful ney creablon there

Few

Py

rre Likely Lo ke dozens of dlessppolatmentes Xet the coste
of these necntlve resulis must be borne by the few mariket-
able successese

Sl At ds to be confessed as reported ln Chapter Blx

that resenrch costes are not the overwhelmlingly dowlnant

slenent in the ssles dollare. {0 be sure the frscilon
varies frow Tlpe to firms)
Selling epsts are the dominant cost, exceeding both -

"proGuellon' aud researeh essts indlviduaslly and approximate
ing them Lln combinations 48 indleated &bﬁV@g 1t le probable
thet pelling coste dlstribute themselves over the whole
gpectrum Lfrom vitel luformatlon of bigh soelel witllity to
gompetltive pressures invelving hilgh expenditures and dubl-
pus sooclel galn.

It is pob unusual in an oligopolistle industry for

prices to oxceed average coste and for profite to exist in
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tﬁe}lsng vune Blocked orx partlslly blocked entry lnte the
fi@lﬁ,hﬁﬁ implicetlons in regard to the srganlzation of
prsﬁuetiém in the woonomy. Essentlelly, proflis indlcate
that conguners may &esir@ an expsnglon in the output of the
praduct under eaﬂsiﬁ@rgtianya@ compared with the output of
otheyr p&aﬁag@s in the eaaﬁamy, -Eut,resaavc&a are not free
to move in that direction bgcsuse theres le restriction of
‘ﬁat@ut in sli%&pﬁliﬂtla ma&kétﬁ_a@ gompared with the theorat-
iémily purely competlitive markétéx the &mq@nﬁ oi olligopo-
listic or monopslisile Limltatlon reguired for a given
price ineresse ls lese where the éémaﬁﬁ lg very lnelastlo,
though by the snme: token, unlt for unit the curteilment
urts the buysr more. |

It hes b@@ﬁ polnted out above that lack of prlce
competition In ltgelfl does not Q@@féﬁ@ to restraln, but to
8 depree @fomat@a,;whatvm&ay feel to be the most velusile
competition of the industry, nemely product competitlon,
The product aump@t&tisn,may ke of much more slpgniflcance Lo
the indlvidual buyer and user of drugs, althaﬁﬁh thie is not
to agoy that prices gzre not slso signlficent to buyers and
userss It is, hﬁﬁ@v&r, nesessary to balance the need for
product iﬁyrav&mént and innovetion ﬁgaiﬂﬁt'tm@ gopnomle
requlrenents of our sgéi&ty‘withvﬁh@ nope of seinleving ag

much progress la both sress as possible. Lower proflts and




27
??i&éﬁ lu the lndustry might be bought ot too hlgh a cost I
they led to decreased technologleal coupetitlons The rlval-
ry in the drug lundustey h@&‘r@multaé,invth@ development. of
new products, some of yhich aye quite Llterslly llfe-gaving
ln thelyr effectn. The humsn beunellits are veyond caleulations
The drug loduetry 1s dynemlc gnd it epltomizes Sehumpeter's
goncepts of lumovetion and "orestive &eéﬁru@tiau“ wileh he:

gally the reslly gresat and lmportant conpetlitlion.

There are eaftxiﬁ aéaa@tﬁ mf i &rug inﬂuﬂufy wnieh it
hag nmt been 503%5%16 to @yulﬁrw iu thlse sﬁuayp Elven tﬂc |
B l“»i fposed i*ﬁiuﬁ of tae 3ﬁvwgt¢%at1$n, bt unﬁcn uuui
ba eigm% fleant srene for iutvra ﬁt&&iu&: It mlght w@ll be
gul lghtening, for instence, bo undertake emm@&riﬁnﬂﬁ pf the

*

Amerlican drug 1&@&%%@&@& wiih gam@ éf thope abrosd, as to
licenping and patentlng ﬁrr&mgéw@ﬁt@, prices and proflte,
and the degree of lunnovatlon asgsoclated with certaln ﬁyp&s
of patent sgreesents. It wéald perhaps be frultiul to |
lovestligate such Laotors as cual ity &sntral and imsﬁéetiam
of druge 1n thils country witih reference to the vole of tﬁé

Food and brug Adminlstration. Thar@ would concelvably be

S g e ey re A . 1 LR 4o N S T S - . P U Y TN
BSOS sGVanweEe Lun %Xﬁ%ﬁ}i’mr},@, poseible wetnods of dis tingulisin-

ing between productlive and therepeutleslly useful inngvation
and less valuable lnnovation, with o view to diminlshing the
lotter and, conseguently, effecting Llower prlees in the

indue tey .
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