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Section 1: Pharmaceutical Sales and Distribution in the US
Introduction

Pharmaceutical products are important tools used by physicians around the
world. About 40% of worldwide pharmaceutical sales occur in the US, with
Japan a distant second at about 15%. The US healthcare market is largely a
free and unregulated healthcare market, putting buyers and sellers of products,
such as prescription drugs, on the opposite side of a tough negotiating table.
This chapter describes the US healthcare market, health insurance, the market
for prescription drugs, and how they are bought and paid for within the US’

fragmented reimbursement system,
US Healthcare Expenditures

Although the rate of increase has dropped below 10% in recent years,
national expenditures topped $1.4 trillion in 2001, an 8.7% increase from the
previous year.' Approximately $1.3 trillion was spent on healthcare services
and supplies for patient care. One hundred forty billion, or about ten percent,
was spent on pharmaceutical products as shown in Figure 1. Figure 2 shows
the major categories of national healthcare expenditures. While the largest
spending categories such as hospital services ($451 billion), and professional
and clinical services ($313 billion) increased by 8.3% and 8.6% respectively, the
rate of increase in prescription drug spending ($140 billion) rose by 15.7%. The
pace of prescription drug increases eased from 19.7% in 1999 and 16.4% in 2000,
but was still twice as high as all other spending categories.

According to the OECD, in 1998, the US had the highest per capita
healthcare cost in the world, $4,165. Spending on pharmaceuticals per capita
was $422, a close second to France, who spends the most per capita on drugs in
the world. But the cost of pharmaceuticals as a share of total US healthcare
expenditure was only 10%, one of the lowest among OECD countries. By 2001,
US per capita healthcare costs had risen to $5,045.7



Figure 1: Growth in National Healthcare and Prescription Drug
Expenditures
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Figure 2: Components of National Health Expenditures -
2001
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US Health Insurance System

The United States is unique in that it does not have a national health
insurance program and 15% of the population has no insurance coverage at all.

Healthcare for the uninsured is paid for directly out of pocket, or by a complex



patchwork of federal, state, local government, and privately funded programs
geared primarily toward the low income uninsured. Federal and state
governments were the payers for about 26% of the population through Medicare,
Medicaid, and other public programs. The remaining 59% of Americans are
covered by private health insurance that they either receive all or in part as a
benefit from their employer, or pay for themselves. Overall, public funds pay
for about 46% of healthcare spending (i.e. the sum of Medicare, Medicaid, and
other public spending), while private spending accounts for 54%, as shown in
Figure 3.> Within the private spending category, private health insurance paid
for 35% of healthcare spending, while out of pocket spending paid for another
14%. In terms of prescription drug spending, public funds paid for about 23%
of prescription drugs, while the private sector, including out of pocket spending
and private health insurance, paid for 77%, as shown in Figure 4. Part of the
reason private spending on drugs is so high, is that cutpatient drugs are not
currently covered by traditional Medicare. In 2003, Congress is in the midst of

debating legislation to provide such coverage.*

The US health insurance system has gone through drastic changes in the last
decade. Up until the early 1990’s, traditional indemnity, fee-for-service
insurance coverage dominated. As the cost of healthcare started to rise rapidly,
purchasers of health insurance, particularly employers, began to seek ways to
gain control over the growth. Health insurers responded by introducing a
variety of innovative healthcare cost reduction techniques, such as utilization
review, case management, and better preventive healthcare in order to reduce

cost. These efforts lead to the development of managed care.

The 1990s saw a rapid expansion in managed care, which can be defined as “a
system of healthcare reimbursement and provision that uses financial
incentives and administrative and clinical management controls to direct
patients to efficient providers who are responsible for delivering healthcare in
a cost-effective manner”. Now over 93% of the privately insured population is
covered by one form of managed care or another while only 7% percent is
covered by traditional fee for service insurance, as shown in figure 5.°
Medicare and Medicaid programs also both have substantial managed care

penetration.



Figure 3: Sources of National Health
Expenditures - 2001
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Figure 4: Sources of Payment for Drugs: 2001
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