WHY DRUGS
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COST SO MUCH
Nothing stops drug companies from
charging the highest price the market
will bear. The result: prices that make
little sense, but lots of profit

P

rescription drug
prices in America
are among the
highest in the
world. On the campaign trail, President Trump said drug companies
were “getting away with murder.”
Is that true? Or are these firms
the beneficiaries of a system that
turns a blind eye to excessive
profit-making at the expense of
society? In this report, we explain in simple, clear terms why
drugs cost what they do. We also
examine the drug-price debate
in Washington, explain how the
complicated business of medicine
works and give you ways to save
money at the pharmacy. AARP
stands by your side to help lower
drug costs and make sure all
Americans over 50 have affordable access to the medicine they
need to live their fullest lives.
—Robert Love, editor in chief
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An insider’s guide to why drug prices keep rising,
despite widespread complaints

F

BY T H E E D I TO RS O F A A R P

on the market are not immune: The cost
of insulin tripled between 2002 and 2013,
despite no notable changes in the formulation or manufacturing process. And the
four-decade-old EpiPen, a lifesaving allergy medication, has seen a price hike of 500
percent since 2007. Public outrage this
past winter over its price tag ($609 for a
package of two injectors) helped to speed
up the arrival of lower-cost generic variations to the market.
The issue of high drug prices came up
frequently in the recent election cycle,
and in a speech in Kentucky in March,
President Trump called drug prices “outrageous.” Increasingly, Americans are asking the same question of pharmaceutical
companies: Why?

or Susan Goodreds, Repatha has
been as close as you can get to
a miracle drug. The 74-year-old
resident of Delray Beach, Fla.,
has a hereditary disorder that causes dangerously high cholesterol levels. Without
medicine, her “bad” cholesterol count
was in the 300s; statin drugs brought the
count to about 220. With Repatha, it has
fallen to 35.
The catch is, simply, cost. Repatha, a
new medicine that made headlines in
March when a large-scale study confirmed
some of its beneficial effects, costs $14,000
annually, or nearly $1,200 for each month’s
injection. Even with insurance, Goodreds
pays $4,650 a year for it. Add in other prescription drugs and medical costs, and her
yearly health bill is $13,500—equal to most
of her fixed income. “I’m faced with some
“The simple answer is because there’s
hard decisions about whether to stay on
nothing stopping them,” says Leigh Purthe drug,” Goodreds says. “I still have a lot
vis, director of health services research
of things I want to do with my life.”
for the AARP Public Policy Institute. OthConfusion, anxiety and
er countries drive a much
anger over the high cost
harder bargain with drug
of medicine has been on
companies. In contrast,
the rise for more than a
the U.S. allows drug comdecade. But even as the
panies to pretty much set
chorus of criticism has
their own prices.
grown louder, the price
And as we all know,
of pharmaceutical prodwhen demand is high for
ucts in the U.S. continues
a product, companies
to skyrocket. Consider:
often raise prices. That’s
 The cost of Bavencio,
exactly the case for many
—Leigh Purvis, director of health
services research for the
a new cancer drug that
prescription drugs. Tens
AARP Public Policy Institute
was approved in March,
of millions of Americans
is about $156,000 a year
suffer from conditions
per patient.
like high cholesterol, high
A new muscular dystrophy drug came on
blood pressure and diabetes, all of which can
the market late last year for an eye-popping
be treated successfully with prescription
price of $300,000 annually.
medications. More recently, drugmakers
In 2016, the FDA appproved Tecentriq,
have developed game-changing therapies
a new bladder cancer treatment that costs
for a host of serious illnesses, including mul$12,500 a month, or $150,000 a year.
tiple sclerosis, hepatitis C and several cancers.
 Even older drugs that have long been
That means people are living longer lives.

THE WAYS OF DRUG PRICING

How can
drugmakers
charge so much?
“Because there’s
nothing
stopping them.”

THE DRUG
COST DEBATE
AT A GLANCE

$457
BILLION

The amount
Americans spent
on prescription
drugs in 2015, up
by about 8
percent over the
previous year

208%

The rise in prices
for the most
popular brandname drugs from
2008 to 2016

$14.5
MILLION

Median salary of
a pharmaceutical
firm CEO in 2015,
more than any
other industry

$6.4

BILLION

Amount drug
companies spend
advertising directly
to consumers in
the U.S. annually

$24

BILLION

Amount drug
companies spend
per year marketing
to doctors
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The supply of a newer medicine, however, is controlled entirely by the drug
manufacturer that holds the patent rights.
That gives the manufacturer a monopoly on the drug for the 20-year life of the
patent. During that time, it is free to raise
the price as frequently and as much as the
market will bear. An example: Last February, the price of Evzio, an auto-injected
drug that is used to treat opioid overdose,
jumped to over $4,000—from just $690
in 2014—just as demand for the medicine
was quickly rising.
You may not realize the high cost of medicine if you’re relatively healthy and have
insurance to cover those occasional needs
for, say, a week’s course of antibiotics. But
if you or someone in your family develops
a chronic or serious condition, prepare for
sticker shock—even if you have insurance.
When Janet Huston was diagnosed with
a rare stomach cancer in 2009, surgery
seemed to offer a cure. But a year later
the cancer—called gastrointestinal stromal tumor or GIST—returned with a vengeance. The 66-year-old retired lawyer is
now taking an arsenal of drugs, including
Gleevec, to contain her tumor and control
its symptoms. But the medicines that allow
her to lead “a somewhat normal life” cost
her more than $17,000 a year, including
about $12,000 for Gleevec.
“That’s about 30 percent of my total
income,” says Huston, who lives in Des
Moines, Iowa, on Social Security and a
modest pension from her years as an attorney. “I don’t always take my medication as
I should, especially in the months when
income taxes and property taxes come
due,” she admits.
It’s not just people like Huston who
suffer financially. “High prescription
drug prices affect everyone,” Purvis says.
“Even if patients are fortunate enough to
have good health care coverage, higher
prices translate into higher out-of-pocket costs, premiums and deductibles. And
greater spending by taxpayer-funded
programs like Medicare and Medicaid are
eventually passed along to all Americans
in the form of higher taxes, cuts to public
programs or both.”
Put even more simply: One reason that
your health insurance rates are high is because you are subsidizing other people’s
high-cost medicines. For example, imag-

[THE PROFITS]
How pharmaceutical
earnings compare

O

perating profit margins of some
prominent drug manufacturers,
compared with other successful and well-known American companies, for 2016. The average for S&P 500
companies that year was 10.4 percent.
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ine the euphoria if a company developed
a breakthrough treatment for Alzheimer’s
disease. Let’s say it costs $60,000 a year
per patient, and it gets prescribed to every
American with the disease. To pay for the
medicine, insurance premiums for each
privately insured person in the U.S. would
increase by more than $140 per month,
based on a new calculator developed by the
Biotechnology Innovation Organization.

A CONTORTED MARKETPLACE

If you needed a new TV, you would do
some research, shop around and pick the

best model at the price you can afford.
That creates competition that pushes
prices down. The market for prescription
drugs doesn’t work that way. For example,
you don’t make the product choice—your
health care provider does. And doctors
and nurse practitioners often do so in the
dark: There’s little information available
to compare one drug to another. The Food
and Drug Administration (FDA) does not
require drug companies to prove that
their new products are better than existing products. So many physicians write
prescriptions for the drugs they’re most
familiar with—and that information often
comes from manufacturers themselves.
Drug companies spend $24 billion a year
marketing to health care professionals.
Other factors that cause the drug market
to be skewed include:
PATENT LAW Pharmaceutical companies
have become adept at coming up with
strategies to extend their monopoly on a
drug beyond the expiration of its original
patent. For example, they can seek approval for a “new” product that is a slight
variation on the original, such as extended
release formulations, or by creating therapies that combine two existing drugs into
one pill. “The longer that a drug company
is able to maintain its monopoly, the longer
it can continue to charge whatever it wants
for its product,” Purvis says.
LIMITS ON MEDICARE One of the largest
purchasers of prescription drugs, Medicare is blocked by law from negotiating
prices. When Congress was debating the
law that created Medicare Part D (which
took effect in 2006), lobbyists from the
pharmaceutical industry convinced legislators that giving Medicare negotiating
power would amount to price control.
Compare Medicare with the Veterans
Health Administration (VHA), the part of
the Department of Veterans Affairs that
handles medical care. The VHA does have
the ability to negotiate drug prices. As a result, it pays 80 percent less for brand name
drugs than Medicare Part D pays, according to a 2015 report by Carleton University
in Ottawa, Ontario, and Public Citizen, a
public advocacy group. The VHA gets its
negotiating power from its formulary, a
list of prescription drugs that it will cover. Medicare and Medicaid, by contrast,
are required to cover almost all drugs apM AY 2 0 1 7 AARP.ORG/BULLETIN
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proved by the FDA, regardless of whether a
cheaper, equally effective drug is available.
 MULTIPLE MIDDLEMEN When you pick
up a drug at the pharmacy, you often don’t
know what its real price is—that is established between the manufacturer and
your insurer. You just pay the agreed-upon copay rate. Today, insurance companies
rarely negotiate prices directly with drug
manufacturers. Instead, most insurers
work with pharmacy benefit managers,
who negotiate rebates and discounts on
the company’s behalf—often in exchange
for preferential placement on their list of
covered medicines. Pharmacy benefit managers add yet another participant to what is
already a complex system.

THE R&D EXPLANATION

The pharmaceutical industry offers several
responses to the charges of excessively high
prices. First, it notes that prescription drugs
account for just 10 percent of the nation’s
health care costs; by comparison, 32 percent of costs go to hospital care, according
to a 2016 report from Medicare.
It also notes that an open market means
that “patients in the U.S. can access the most
innovative treatments far earlier than any
other country,” says Robert Zirkelbach, executive vice president at the Pharmaceutical Research and Manufacturers of America
(PhRMA), the industry trade group. For example, data from PhRMA show that patients
in Europe wait an average of nearly two
years longer to get access to cancer medicines than American patients.
But the industry’s primary defense of
rising medicine prices are the high costs
associated with drug development.
Drug companies spend over 10 years and
up to $2.6 billion bringing a drug to market, according to a 2016 Journal of Health
Economics article based on research by the
Tufts Center for the Study of Drug Development (which gets a minority of its operating funds from the pharmaceutical industry). Of that amount, $1.4 billion is actual
costs—items like salaries, labs, clinicaltrial expenses and manufacturing. The remaining $1.2 billion is “capital costs”: what
the company sacrifices by investing time
and money in an unproven drug. Some experts dispute these numbers, saying they
overstate the true costs.

Even after accounting for
AARP Bulletin reported in
their research investments,
November 2016. “In most
THE DRUG
however, drug companies
cases, people only need to
CRISIS BY THE
are among the most proftake an antibiotic for a couNUMBERS
itable public businesses in
ple of weeks to get rid of an
America. And an analysis
infection. Compare that to
from the research company
medications for chronic conGlobal Data revealed that 9
ditions—which people go on
out of 10 big pharmaceutitaking every day for years—
cal companies spend more
and you can understand why
on marketing than on redrugmakers aren’t particuThe number
search. Most of them also
larly interested,” says Erik
of approved
have big budgets for lobbyGordon, a professor at the
prescription drugs
ists to ensure the laws conUniversity of Michigan Ross
available in the U.S.
tinue to work in their favor.
School of Business.
The Center for Responsive
There is nothing illegal
Politics puts the number of
with any of this: As publicly
pharmaceutical industry
owned corporations, pharAmericans using at
lobbyists at 804 in 2016.
maceutical firms focus on
least one drug in the
Further, some drug comtheir bottom line. “Pharmapast 30 days
panies are moving away from
ceutical executives say they
doing all of their research inhave to be more aggressive
house and instead are buyto satisfy Wall Street,” says
ing smaller companies with
John Rother, executive dipromising products. About
rector of the Campaign for
Those on prescription
70 percent of industry sales
Sustainable Rx Pricing.
drugs who say they
come from drugs that origBut there’s evidence that
have skipped taking
a drug or cut it in half
inated in small companies,
drug companies will reto reduce the cost
up from 30 percent in 1990,
spond if pressured to lower
according to a Boston Conprices. One example is pasulting Group survey.
tient-assistance programs.
In addition, drug compaKristin Agar, a 65-year-old
nies increasingly focus on
clinical social worker in
products that can generate
Little Rock, Ark., was diagthe highest profits. The manosed with lupus in 2009.
Amount drug
jority of drugs approved by
Her doctor prescribed Bencompany PACs and
the FDA are now expensive
lysta, the only medication
employees gave
politicians in 2016
specialty drugs. Many drug
specifically approved for lucompanies are also pursupus. Her insurer would pay
ing “orphan drugs”—medi80 percent, about $2,500 per
cines targeting diseases that afflict fewer
infusion, but Agar had to pay the remainthan 200,000 people. These medications
ing $450 per dose.
cost an average of $140,000 a year. The
“I couldn’t afford that,” says the self-emcatch: Many orphan drugs eventually
ployed professional. But when she applied
receive additional approvals as a treatfor assistance, she was told she made too
ment for other conditions, dramatically
much money. “That just infuriated me,”
increasing the market for the drug.
she says. Agar appealed the decision—and
The government supports orphan drug
got her copay covered by the drugmaker
development with tax breaks and other infor two years.
centives. In 2016, the pharmaceutical inBut a consensus is building that more
dustry netted $1.76 billion in orphan drug
must occur. “People are concerned about
tax credits.
drug prices; more are being forced to
Meanwhile, just five of the top 50
make trade-offs between paying for their
drug companies are spending money on
drugs and for food or rent,” says AARP’s
much-needed new antibiotics—largely
Purvis. “The trends that we’re seeing are
because these drugs aren’t lucrative, the
simply unsustainable.”

18,130
49%
19%

$19.8
MILLION
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[THE REMEDIES]

savings, according to a 2015
report by Carleton University in
Ottawa, Ontario, and Public Citizen, a public advocacy group.

What can be done to
lower drug costs

THE PUSHBACK against high
drug prices has clearly begun:
AARP, the American Medical
Association, the American
Hospital Association, the
American College of Physicians
and groups such as Patients for
Affordable Drugs have called
for making prescription drugs
more affordable. Policymakers
have started to push for laws
that could bring prices down.
It won’t be easy, but experts
say these moves could help
improve the situation.

2.

Allow more drugs to be
imported.
The prices of brand
name prescription drugs
are typically much higher in
the United States than in other
developed countries, but right
now there are strict limits on
when and how consumers can
buy drugs from other countries.
Setting up a system that would
ensure the safe and legal
importation of less expensive
prescription drugs could help
put pressure on drug prices
and allow consumers to save on
medications.

1.

Let Medicare negotiate
drug prices.
Using the clout of the
program’s 57 million beneficiaries to bargain with pharmaceutical companies could
certainly lower prescription
drug prices. (The term for this is
“secretarial negotiating authority.”) Such a move could produce
as much as $16 billion in annual

3.

Create transparency in
drug pricing.
There is no way now to
verify the claim by drug
companies that high prices are
linked to the costs associated
with research and development.
In fact, the public has very little
information about how drug
companies actually set the
initial price of a drug or decide
on subsequent price increases.
Improved understanding of
how drug companies price their
products could help the public

determine whether high costs
are justified.

4.

Provide for easier
drug comparisons.
The public has no
means of knowing
whether a newly approved
medicine is better than ones already on the market. Increasing
the availability of research that
compares the safety and effectiveness of drugs treating the
same conditions will help create
price competition and reduce
spending on unnecessary or
ineffective treatments.

5.

Implement “valuebased pricing.”
Shift the United States
to a system in which
drug pricing is based on how
well drugs work (“value”) rather
than what the market will bear.
For example, a drug that cures
a disease would be priced
higher than a drug that doesn’t
improve on existing treatments.
However, there is no universal
definition of value, and developing one will not be easy.
Consequently, the possibility
that value-based pricing will
have a meaningful impact on
prescription drug prices and
spending is likely years—if not
decades—in the future.

[THE PROCESS]
INITIAL RESEARCH

31 months
DETERMINING an accurate timeline or cost

for developing a new medicine is difficult.
The 128-month estimate at right is based on a
2016 study by the Tufts Center for the Study
of Drug Development in Boston. It is considered the most comprehensive report on the
subject to date, though some disagree with
aspects of the study.

Scientists first study
the disease to find
vulnerabilities on
which to focus. From
there, they seek a
chemical that attacks
that weakness.

FIRST TRIAL

20 months

SECOND TRIAL

Once researchers
have a medicine they
believe will work, it
is tested on 20 to 80
healthy volunteers
to verify its safety.
This is called a phase 1
clinical trial.

30 months

FROM TOP: BEN WISEMAN; ANDREW ROBERTS (3)

Why it often takes
10 years to launch a
new prescription drug

Roughly 60 percent
of phase 1 trials
proceed to a phase
2 trial, which usually
involves 100 to 300
people with the disease taking the drug
at different dosages.
[CONTINUED]
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[THE NEW LAWS]

away at profit margins that enable companies to seek cures for grave illnesses, and
could jeopardize patient safety. And the
industry, along with allies in Congress,
oppose measures that would speed up
the process of getting generic drugs on
shelves. Without today’s 20-year patents,
they say there would be no financial incentive to produce needed but costly drugs.

What lawmakers are doing to
rein in drug prices

A

BY L I N DA M A RSA

t a nighttime rally in Louisville,
Ky., in late March, President
Trump revisited a favorite
campaign topic: the high cost
of drugs. “Medicine prices will be coming way down,” he promised. “Way, way,
way down.”
The new Congress appeared to match
the president’s fervor for taking on high
drug prices, introducing several bills
aimed at cutting the cost of prescription
pharmaceuticals.
But no clear path to reduced costs has
yet emerged. Here's what policymakers
are doing today to address high drug costs.

WHITE HOUSE

The president has had meetings with drug
company executives, at which he said
“price fixing” would stifle innovation. Administration officials say he thinks costs
can best be cut by speeding up the FDA
approval process for drugs and devices.

CONGRESS
On Capitol Hill, several legislative efforts
seem to be gaining traction.
Democrats have gotten behind legislation that would allow Medicare to negotiate prices directly with drug companies,
a change that could translate to up to $16
billion in savings.
Other Democrats have introduced legislation to allow for the safe importation
of less-expensive medications from other
countries, such as Canada. A number of Republican senators have also embraced the
idea of allowing medicines to be imported.
 The bipartisan FAIR Drug Pricing Act
would establish price transparency standards for drug companies when they raise
prices.
 Three other bipartisan bills would remove some of the barriers to cheaper generic drugs.
But these proposed laws face headwinds.
The pharmaceutical industry and some Republican lawmakers have opposed drug
importation. They say imports would cut

STATES

State governments are deeply involved in
the drug-price battle. Many are moving
forward with their own cost-containment
remedies.
In November, California voters turned
down a proposal requiring state agencies
to negotiate with drugmakers for discounts as steep as those given to the U.S.
Department of Veterans Affairs. The pharmaceutical industry spent more than $100
million to fight it.
Last June, Vermont was the first state to
pass cost-transparency legislation that penalizes drug companies for price gouging.
Similar initiatives are moving forward in
Ohio, Oregon, Maryland and New York.
 Utah is also studying the feasibility of
importing drugs from Canada.
In more than a dozen states, including New
York, Connecticut, Illinois, Kansas and Massachusetts, bills are pending that would require pharmaceutical companies to disclose
their true expenses and justify price hikes.
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In a phase 3 trial,
1,000 to 3,000
volunteers with the
disease are tested
and watched closely
both for efficacy and
side effects.

SUBMISSION AND
GOVERNMENT APPROVALS

16 months

If trials succeed,
a New Drug Application is filed with
the Food and Drug
Administration. The
FDA needs up to a
year to make an
approval decision.

DRUG LAUNCH

Year 1-3

The drug is put on
sale, often with a large
marketing campaign.
The
FDA
UYmayYrequire a
UYB
Bphase
B!U to! exam!O4W
trial
BU Y
W
N
O
N!
NOWrisks. The
ine additional
NOW
company must report
on any adverse reactions seen by doctors.

ONGOING SALES

Year 4 and beyond

FROM TOP: BEN WISEMAN; ANDREW ROBERTS (4)

THIRD TRIAL

31 months

Drug companies manage a medicine like any product: adjusting the
price, creating new promotions,
seeking new customers and researching new usages for it. As the
patent expiration date gets closer,
companies create plans for keeping
sales strong after competitors
introduce generic versions.
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WHAT YOU
CAN DO

Ways to reduce your own
medication costs

Your AARP
Where We Stand
BY J O A N N J E N K I N S, C EO

Let’s Cut Drug Costs

Prices doubled in 10 years. That’s too much
Go generic. Bypassing a brand-name
prescription drug can save up to 80
percent.

Know your coverage. Each insurance
company has its own formulary—a
tiered list of medications that its drug
plan covers. Generally, the higher the tier,
the higher the copay. So check the tier
level when you get a prescription and ask
your doctor if there’s a drug in a lower tier
that would work as well. Also, consider that
an insurance plan with higher premiums
may still save you money if copays or deductibles are lower.

3.
4.
5.

Order by mail. Many health plans
offer this option. Ordering a 90-day
supply can save up to a third on copays for brand-name drugs.
Use a preferred pharmacy. Some
36 percent of employers have a preferred pharmacy that has agreed to
provide discounts to enrollees.
Use discount cards. There are many
drug discount cards that can offer
some savings on your prescription
drugs. But they can't be used in combination with health insurance, including
Medicare.

6.

Seek assistance. Pharmaceutical
companies often offer assistance
programs to qualified individuals.
Many organizations help connect patients
to such programs, including NeedyMeds
.org, the Partnership for Prescription Assistance (pparx.org) and the Patient Advocate
Foundation’s National Financial Resource
Directory (PatientAdvocate.org). Find a list
of programs that work with Medicare Part
D at medicare.gov.

7.

Split pills when safe. Instead of
getting a 10 milligram version of a pill,
buy the 20 mg one and divvy it up.
Get a pill splitter; don’t try to cut it with a
kitchen knife. Never do this without talking
to your doctor or pharmacist: Certain
medicines cannot be split safely.

T

he high cost of prescription
drugs is at the top of the list of
concerns Americans have about
their health care. It’s easy to understand why. The average cost for a year’s
supply of medication for someone with a
chronic illness has more than doubled
since 2006 to over $11,000. That’s about
three-fourths of the average Social Security retirement benefit.
Too many people struggle to pay for
drugs and end up waiting to fill a prescription, taking less medication to make it last
longer or deciding to not fill the prescription at all. Unless costs come down, people
will not be able to afford the drugs they
need, leading to poorer health and higher
health care costs.
Both Republicans and Democrats have
called for measures to lower drug costs.
These proposals include allowing Medicare to negotiate prices and making it legal to buy prescription drugs in Canada
and Europe. In his first address to a joint
session of Congress, President Trump
declared that we need to “work to bring
down the artificially high price of drugs
and bring them down immediately.” Let’s
hold the president to his promise.
The concern Americans have over drug
prices is part of the larger issue of health
care. That was demonstrated in the recent

debate over the proposed American Health
Care Act (AHCA). As the potential impact
of the bill emerged, Americans urged their
lawmakers to oppose it.
The bill was flawed from the beginning.
It would have added an age tax on older
Americans, increased their insurance rates
dramatically and reduced health insurance
subsidies. It would have left 24 million people who now have health insurance without coverage. It also would have provided
tax breaks worth $200 billion to insurance
and drug companies.
The decision to shelve the AHCA was a
victory for the American people—won, in
large part, by tens of thousands of engaged
AARP members like you who wrote letters,
sent emails and called their members of
Congress.
The demise of the AHCA, however,
doesn’t mean Americans don’t want
change or that they are satisfied with their
health care. That is clearly demonstrated
by the outrage over drug prices that are
just too high in many cases. We have a long
history of advocating for lower prescription drug prices, and we will work with the
administration and Congress to continue
that fight.
If you are concerned about the high cost
of drugs, let your member of Congress
know by calling 844-453-9952.

CLOCKWISE FROM TOPM: PORTRAIT ILLUSTRATION BY MICHAEL HOEWELER; ILLUSTRATION BY BEN WISEMAN

1.
2.

BY L I N DA M A RSA

[FOR HELP WITH HIGH DRUG PRICES]
Medicare enrollees

with limited income
may be eligible for
help with Medicare
Part D. Go to ssa.gov/
prescriptionhelp or
call 800-772-1213.

To talk with

trained counselors
who can help navigate Medicare and
Medicaid, call the
Eldercare Locator
at 800-677-1116.

If you can’t afford

your medications
and need financial
help, go online to
needymeds.org and
click the Patient
Savings tab.

Read the latest

report on drug
prices from AARP
Public Policy
Institute’s Rx Watchdog at aarp.org/
rxpricewatch.

M AY 2 0 1 7 AARP.ORG/BULLETIN

7

