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The promotion and marketing of pharmaceutical products continues to be a contro-
versial topic in the current health care debate and is the subject of this issue of
Economic Realities in Health Care Policy. A previous issue in this series focused
exclusively on the economics of direct-to-consumer advertising, whereas here we
present data and evidence on a broader terrain with a particular focus on the poten-
tially important role marketing and promotion play in enabling the flow of informa-
tion that is quite difficult to convey to patients and physicians.

Our introductory essay frames the debate by describing the value of information in
general and how it is particularly relevant to health care. Today’s debate over phar-
maceutical products is often concerned with access to treatment; while prices play a
role in determining who has access to medicines, information about new treatments
is crucial to creating access to medicines. If physicians and patients do not know
enough about a medicine to use it, then they quite clearly do not have access to it
regardless of its price.

The primary article in this issue, written by Professor Paul Rubin of Emory
University, reviews several recent studies and offers additional new insights on the
economics and potential value of the pharmaceutical industry’s investment in mar-
keting and promotion. He finds that such spending benefits both patients and physi-
cians in a variety of ways. The evidence suggests that pharmaceutical representatives
are valued highly by physicians as a reliable source of information, that product sam-
ples play several useful and important roles for patients, and that there is no clear link
between promotional spending and pharmaceutical prices. Given the importance of
disseminating new medicines for improving health and quality of life, spending on
promotion and marketing seems to benefit patients, by increasing knowledge about,
and therefore access to, new treatments, as well as the firms who do the spending, by
increasing the pool of patients under care.

We hope this issue will help illuminate the debate over the marketing and promotion
of pharmaceutical products by demonstrating the critical value conveyed through
such practices to patients and consumers of these medicines. Future issues of
Economic Realities in Health Care Policy will address the role of intellectual prop-
erty rights in drug development, the complementary role of public and private
sources of research funding, and other issues of interest to the health policy commu-
nity. As always, we appreciate the many comments we get from you and encourage
you to share your thoughts and suggestions with us.

Richard L Manning, PhD
Neal A. Masia, PhD
Pfizer Inc

Please convey your comments or questions by e-mail to Neal Masia at neal.masia@pfizer.com. Send requests for additional
copies by e-mail to Richard Manning at rmanning@verispan.com. ©2003 Pfizer Inc. Printed in USA/October 2003. All rights
reserved. No part of this publication may be reproduced without written permission. All trademarks are the property of their
respective owners. The opinions expressed in this publication represent solely the opinions of the authors and do not reflect the
policy or position of Pfizer Inc or of the institutions with which the authors are affiliated, unless this is clearly specified.
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What Is Information Worth?

Richard L Manning, PhD, and Neal A. Masia, PhD, Pfizer Inc

If you were asked to name the most valu-
able commodity in existence—one that
makes economies go; one that allows
people to move from one decision to
another with speed and accuracy; one that
helps people buy what they need, helps
them get a job, make more money, live a
more satisfying life; one that lowers a
business’ cost of manufacturing and dis-
tribution; and moreover, one without
which essentially all economic activity
would grind to a halt—what would you
choose?

Perhaps the most valuable commodity is
one that few people think of as a com-
modity at all, but one which is in many
cases under-priced, under-valued, and
under-provided. That commodity is infor-
mation.

Economic theory depends on the assump-
tion that information is freely available—
not just available, but costless to acquire.
In the fantasy world of free information,
markets are perfect. In this world, no one
ever chooses the wrong menu item at a
restaurant or takes a wrong turn when
driving; everyone always chooses the
right college (actually, if information
were free, nobody would need to go to
school at all!) and marries the right per-
son. In this world there are no self-help
books.

In the world of free information, nothing
would be spent on advertising goods and
services; there would be no need for the
Internet, no need for credit reporting
agencies, and no need for many of the
jobs that many of us do on a daily basis.

Of course, in the real world, information
is not free and substantial resources are
devoted to acquiring information about
things that are vital to people’s lives and
livelihood. Not having perfect informa-
tion means that people often do not know,
at any point in time, what they need to fill
their wants and needs. Only by acquiring
information are their wants and needs
fully understood and ways to meet them
realized.

Perhaps nowhere is the need for freely
available information more apparent than
in the area of health care. Information
about available preventions and treat-
ments for serious conditions and diseases
can save lives when communicated effec-
tively.

Who Needs Health Care
Information?

Patients

Although most people are interested in
maintaining or improving their health,
they often lack the information needed to
make healthy choices and the time to find
that information. When patients visit a
physician for a checkup, they are paying
for information about their health and
how to treat any conditions they have.
Patients can receive “free” information if
they invest the time to navigate the
Internet in search of information about
medical conditions. A less time-
consuming way to get free healthcare
information is through the marketing of
health services directly to consumers. An
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advertisement for a health product on tel-
evision or a billboard may remind some-
one to make an appointment with their
doctor, inform them of a new treatment
for a condition they have, or remind them
to take their medicine.

Doctors

Doctors rely on information to learn
about new cures, treatments, and proce-
dures that can help their patients. Most
doctors do not have the time to read all
the new studies that are published in the
numerous medical journals and still see
their patients. Instead, physicians rely on
medical conferences, article abstracts, the
Physician’s Desk Reference, informal
communications with their colleagues,
and direct marketing as efficient ways to
receive information. As the following
article details, representatives from phar-
maceutical and medical device compa-
nies are among the most frequent sources
of information for doctors, providing a
basis from which the doctor can seek
additional information when needed.

Can Marketing Information Be
Trusted?

How can we be sure that information pro-
vided by a company about its products is
truthful? There are two ways the market
self-corrects for false information. First,
pharmaceutical representatives depend on
good, long-term relationships that are
built on trust. If a medical representative
provides information that a physician
believes to be or later learns to be false,
substantial damage is done to the rela-
tionship, and the physician is less likely
to rely on information from the represen-
tative or company again. Second, there is
major competition among sellers of med-
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ical products, so it is unlikely that inaccu-
rate information will go unchallenged for
very long. In addition to these ways that
the market corrects for false information,
there are state and federal government
regulations that intensely govern the mar-
keting and advertising of medical prod-
ucts and serious consequences for non-
compliant companies. Only a product’s
scientifically proven capabilities, verified
by strict regulatory agencies, can be used
in its marketing.

The proof that these constraints work is
that some products are not successful.
The reality is that marketing cannot make
a drug work better or worse on a given
patient, and all the marketing in the world
cannot make consumers repeatedly buy a
product that they do not value.

What Does It Mean for Patients
to Have “Access” to Medicines?

The debate over access to medicines cur-
rently centers on drug prices, but that
view ignores a very important dimension
of access. Patients need access to effec-
tive treatment—and medicines are only
effective when physicians and patients
understand how to use them. A bottle of
pills sitting on a shelf or taken incorrectly
will improve health no more than a pre-
scription that goes unfilled or unwritten.
A patient who is unaware that he might
benefit from treatment does not have
access to care, and neither does a patient
whose doctor is unaware of the latest
medical advances. So while prices are
one important influence on access, avail-
ability of information is another. In the
US, the most prominent source of infor-
mation on medicines is the pharmaceuti-
cal industry, with research and manufac-
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turing firms spending over $20 billion
promoting and marketing their products
in 2002." One key public policy question
is whether that spending hampers access
(by raising prices) or increases access (by
driving up awareness of new treatments).
An informed public debate on the topic
has so far been absent, despite an increase
in the evidence on the real impact of mar-
keting and promotion on the behavior of
physicians and patients and the price of
medicines.

Most industry critics claim that promo-
tion and marketing lead to overuse of
medicines and unnecessary costs. The
critics contend that pharmaceutical com-
panies raise prices in order to pay for pro-
motion and marketing efforts and that
firms spend more money promoting their
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products than discovering them.> Such
critics discount or dismiss suggestions
that marketing might have a positive
impact on access to new medicines.
Recent academic research, however,
paints a different picture, with evidence
that has been largely missing from the
public debate.

The following essay attempts to encour-
age such debate by highlighting new
research studies, data, and analyses
focused on measuring the impact of pro-
motion and marketing. It first discusses
the impact of pharmaceutical promotion
and marketing on physician behavior,
patient behavior, and the public’s health.
It then explores whether there is really a
connection between pharmaceutical mar-
keting and prices.
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The Economics and Impact of
Pharmaceutical Promotion

Paul H. Rubin, PhD

Samuel Candler Dobbs Professor of Economics and Law, Emory University

In this essay, I discuss some recent
research on the effects of pharmaceutical
promotion and marketing. I first discuss
the magnitude and nature of this spending
and show that it provides useful and ben-
eficial information to patients and physi-
cians. I then discuss evidence of the rela-
tion between promotion and prices.

Part I. What Do Promotional
Expenditures Do?

Here I discuss the purpose of promotion-
al spending and analyze the sorts of infor-
mation provided by this spending.

How Large Are Promotional
Expenditures?

In order to understand the impact of
pharmaceutical promotion and market-
ing on decision making and on patients,
it helps to understand the magnitude of
these expenditures. A recent, well-publi-
cized report, frequently cited in
Washington policy debates, claimed that
pharmaceutical firms spend more on
marketing than on R&D. The report
claimed that pharmaceutical firms spend
35% of their revenues on marketing,
general, and administrative costs. The
authors of the report asserted that it is
impossible to get a more detailed break-
down, and so they assumed that most of
that spending was for promotion.’

A cursory look at readily available data
shows the opposite to be true. The US
General Accounting Office (a research
arm of the US Congress) recently exam-
ined industry spending on promotion at
the request of the Congress. The GAO
report’s data, combined with industry
sales data, show that spending on phar-
maceutical marketing and promotion has
consistently accounted for about 14% to
15% of total revenues, as shown in
Figure 1.* Further, as illustrated in Figure
2, the GAO report shows that in 2001 the
pharmaceutical industry spent substan-
tially more on R&D than on marketing,
continuing a long-standing trend.

Besides, a comparison of R&D spending
with marketing is not very useful. Those

Figure 1: Share of Revenue Going
to Promotion Has Been Flat

Sales and Marketing Spending as Percent of
Total Sales (Including DTC as Share of Total),
Major Pharmaceutical Firms, 1997 - 2001.

[l DTC as Percentage of Sales
[ Professional Promotion as Percentage of Sales

Source: GAO (marketing data) and PhRMA (sales), following methodology
of Berndt et al., "Promotion of Prescription Drugs to Consumers,"
New England Journal of Medicine 346, no. 7, February 14, 2002°
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who make such a comparison seem to
think that R&D is “good” and marketing
and promotion are “bad.” But R&D and
marketing are both expenditures on infor-
mation, and they are really not as differ-
ent as critics seem to believe.
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decides to go ahead and produce the drug.
During the R&D process it has gathered
much information about the drug and
what it does. But that information is use-
less unless it is conveyed to those who
decide to use the product. This is the role

of marketing—providing information

Figure 2: GAO Report Finds That

on R&D Than Promotion

by Major US Pharmaceutical Firms, 1997-2001

Total
Expenditures $15
(Billions) 10
$5
$0

B Total Promotion

M R&D

and Professional Journal Advertising.

Has Limitations," October 2002 ¢

Pharmaceutical Industry Spends 50% More

R&D Spending vs. Physician and Consumer Promotion

Total Promotion includes DTC, Retail Value of Samples, Office & Hospital Promotion,

Source: US General Accounting Office, "FDA Oversight of Prescription Drug Advertising

to decision makers. Sometimes the
information is best provided to doc-
tors and sometimes to patients, but in
any case it must get into the right
hands before the drug is useful.

Both the R&D and the marketing
process are concerned with informa-
tion. In one case, the information is
produced; in the other it is distributed.
Neither process is valuable (to the
company or to patients) without the
other. Without R&D and information
acquisition, there are no drugs to mar-
ket. Without marketing and informa-

Consider a drug company with some new
substance that might be a useful therapy.
The company wants to know if the sub-
stance will actually be useful—that is, the
company wants information about the
substance. R&D is the effort to obtain
that information: Does the substance treat
a disease or condition effectively? Is it
safe? Is there a market for it? The compa-
ny will undertake elaborate tests to
answer these questions to the FDA’s satis-
faction. Just as importantly, a company’s
credibility and reputation depend upon
the fact that those tests are conducted in
accordance with the intensely rigorous
standards of the larger scientific commu-
nity. All of these tests are an effort to
gather more information about the sub-
stance and its properties.

Now assume that the substance has
passed these tests and the company

tion provision, the information gath-
ered during the R&D process will not
benefit patients. R&D and marketing are
to medicine what blades are to scissors: it
takes both to make a useful tool.

The Role of Marketing and
Advertising in Providing
Information

Marketing and advertising are not typi-
cally thought of as means of conveying
information, but that is exactly what these
activities accomplish. Clever advertising,
the design of a distinctive package, and a
memorable trademark are all ways of
conveying information to consumers who
have a range of wants as well as a range
of abilities to interpret and understand the
information that is conveyed to them on a
daily basis. Marketing efforts lower the
cost of obtaining information in a wide
range of circumstances.
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One function of advertising is to provide
information about quality of products to
consumers. Imagine a world without
brand names or advertising. If every can
of chicken soup on the store shelf simply
said, “chicken soup,” a consumer could
not tell which variant was preferred. This
would also reduce the incentive of the
manufacturer to produce high-quality
products. This is the quality-signaling
function of advertising.

Another function is to provide informa-
tion about terms of sale and characteris-
tics of products. Think about ads for
competing cell phone companies, with
long discussions of phones, rates, geo-
graphic availability, and numerous other
terms. All of this is information useful for
transactions.

Advertising and promotion are even more
important for new goods. In this case,
advertising can inform consumers of a
product they may not even have known
existed. For example, a few years ago no
one used small computers to keep track of
contacts and appointments. Palm invent-
ed a machine that would do that.
Advertising was an important way in
which consumers learned about the exis-
tence of this product.

Figure 3: Millions of Adults Still
Undiagnosed or Untreated

Hypertension Diabetes Hyperlipidemia

. Treated to Target . Treated but not to Target . Untreated D Undiagnosed

Source: Centers for Disease Control andfrevention,
National Health and Nutrition Survey Il
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This kind of advertising is particularly
important for pharmaceuticals. In a previ-
ously published article, I pointed out sev-
eral ways in which direct-to-consumer
advertising could provide this informa-
tion.” For example, a consumer might
have been diagnosed with an untreatable
condition for which a treatment is now
available. Advertising can inform him of
the treatment. Advertising can even make
someone aware that he or she may have a
treatable condition, as when advertising
informs consumers of the symptoms of
depression. Advertising can also tell of
products with reduced side effects or eas-
ier ways of using the drug.

Not only is information among the most
valuable of commodities; it is also very
difficult and costly to provide in an effec-
tive manner. How many times in your
school days did a teacher make an
announcement in class followed immedi-
ately by a student asking a question that
was covered in the announcement? (My
students do it all the time.) Getting infor-
mation into the hands of potential con-
sumers is very valuable for all involved,
but it is often difficult to get people to pay
attention, understand, and internalize the
information. Marketers are professionals
at performing exactly these functions—
even better than professors.

Although these issues are most com-
monly thought of in the market for
everyday goods and services, they apply
just as directly to the market for medical
care—in many cases more acutely than
elsewhere. This is especially true since
this industry is continually producing
new and improved products, and it is
important—sometimes, literally vital—
that physicians and consumers learn
about these products.
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The wide-scale underdiagnosis and
undertreatment of disease in the US pro-
vides a useful backdrop for any analysis
of the appropriateness of increased pre-
scription drug use. Public health officials
have shown concern over the increasing
incidence of diabetes, obesity, high cho-
lesterol, hypertension, depression, asth-
ma, Alzheimer’s disease, and many other
conditions.® As revealed in Figure 3,
many patients with such conditions are
currently not treated or not treated to tar-
get.” Undertreatment imposes a signifi-
cant cost—for example, one study found
untreated depression costs employers
over $30 billion per year."” Each form of
promotion discussed below—free sam-
ples, professional marketing, and DTC
advertising—plays a role in increasing
treatment rates, improving the quality of
life for patients, and lowering the cost of
undertreatment.

Where Do Promotional Dollars
Go? What Do They Do?

It is useful to understand the allocation
of promotional expenditures. Figure 4
presents GAO’s breakdown of promo-
tion and marketing spending into its var-
ious components. The GAO found that
product samples account for about half
of the value of marketing and promo-
tion; marketing to health care profes-
sionals (which includes office and hos-
pital promotion as well as journal adver-
tising) accounts for 35% and consumer-
oriented marketing accounts for just
15%.

Samples
Pharmaceutical firms distributed over
$10 billion worth of free product sam-
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Figure 4: GAO Breakdown of
Promotional Expenses
15

§1050

Expenditures
(BI"IOI’Ii)’

“w
o
1

Office
of Samples  Promotion  Consumer  Promotion Advertising
Advertising

" Retail Value Direct-to-  Hospital Journal

Source: US General Accounting Office. FDA Oversight of Prescription
Drug Advertising Has Limitations, " October 2002

ples in 2001, accounting for more than
50% of total promotion and marketing."
Doctors may distribute samples for sev-
eral reasons—for instance, to get
patients started on therapy right away, to
help patients who might not be able to
afford medicines on their own, or to
optimize dosing or choice of drug before
committing to a particular course of
treatment.

A recent poll of physicians reported that
over 90% found product samples “valu-
able” or “extremely valuable” in their
practices.” Samples enable doctors to
see for themselves how well specific
medicines will work for particular
patients. On the other hand, industry
critics have speculated that free samples
may do more harm than good by encour-
aging people to take medicines that they
otherwise would not need. The available
data on who receives samples and how
doctors view their value suggest that in
fact patients benefit from sample medi-
cines and that samples are an important
part of the health care safety net for low-
income and uninsured patients.

Researchers have examined physicians’
decisions to distribute samples to their
patients. One study, funded by the
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US Agency for Health Care Policy and
Research, examined sample use in pri-
mary care practices and found that sam-
ples were used in about 20% of all
patient interactions across a wide range
of conditions. Figure 5 provides a break-
down of the types of samples distrib-
uted; the article also notes that in the
vast majority of cases (95%), samples
are distributed at the initiation of the
doctor rather than the patient.

Figure 5: Types of Samples
Distributed in Family Practice

Diabetes/Thyroid 3.7% ?&';g/: Asthma/

Allergy

18.1%
High
% Blood

Pressure

Gastrointestinal
Problems 5.2%

Infections

Contraceptives/HRT
5.8% 16.9%

Depression 6.1

12.6%

Source: Journal of Family Practice, September 2000°

The study concluded that with regard to
the impact of drug company representa-
tives, patients “...profited in a spectrum
of ways. While samples represented tan-
gible cost savings, immediate relief, and
convenience to the individual patient...
patient education materials facilitated
further understanding of their diagnosis,
potentially leading to a higher degree of
satisfaction with their health care.”

Additional research has examined why
doctors provide samples to some
patients more than others. One study
examined use of samples for 71 hyper-
tension patients; Figure 6 demonstrates
that the lack of insurance coverage was a
key distinguishing characteristic of those
who received samples. Nearly half of the
patients who received samples had no
insurance.
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A separate survey of physicians looked
at the key factors influencing physi-
cians’ decisions to distribute free sam-
ples. The authors found that the
“patient’s financial situation” was a con-
siderable or strong influence 86% of the
time and a patient’s insurance status was
of influence 63% of the time."” It is clear
that physicians use samples to provide
treatment for those who otherwise might
not be able to afford it.

Samples give doctors the chance to see
how a medicine works firsthand (thus
increasing the likelihood that the right
drug will be prescribed), and they also
fill several key needs for patients.

Figure 6: Insurance Status of Patients
Who Do/Do Not Receive Samples

100% -
80%
60% -
40%

20%

0% -

R, sad @

Did Not Receive S

P

B Insured [ Uninsured

N=71. Source: Journal of the American Board of Family Practice,
September/October 2002

Professional Marketing

The other large aspect of promotional
expenditures is professional marketing—
often called “detailing” because its main
purpose is to provide product details to
health care professionals. This accounted
for roughly $6 billion worth of marketing
and promotion in 2001. Examples
include in-office visits with doctors and
other prescribers and advertising in pro-
fessional and medical journals. The US
Food and Drug Administration regulates
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the content and delivery of such informa-
tion.

Published research has examined
whether doctors see value in pharmaceu-

mean that physicians simply believe
everything they hear. A recent study of
doctors examined in greater detail the
relationship between physicians and
pharmaceutical representatives, separat-

tical promotional efforts.
Figure 7 summarizes a
recent survey on how doc-
tors rate the value of their
interactions with pharma-
ceutical representatives.

The fact that
physicians
value their

ing discussions into two cat-
. « e tFE
egories— “unsolicited” and
“solicited.” “Solicited” dis-
cussions involve requests
from the doctor for informa-
tion from the representative,

As indicated in the chart, interactions with including new study results,

over 90% of physicians
surveyed said that the edu-
cation provided by phar-
maceutical representatives
about specific drug thera-
pies was either “somewhat
valuable” (53%) or “very
valuable” (38%). A sepa-
rate study found that “the

representatives
does not mean
that physicians
simply believe
everything they
hear.

information on potential side
effects, and so on; “unsolicit-
ed” discussions are initiated
by the representative. Figure
8 (page 12) shows how cred-
ible physicians find the
information they get from
representatives in each type
of visit.

sources of greatest practi-

cal importance (to physicians) were those
involving the transfer of information
through the medium of personal con-
tact.”" Such contact comes mainly in the
form of visits from pharmaceutical repre-
sentatives and attendance at industry-
sponsored education events.

The fact that physicians value their inter-
actions with representatives does not

The study suggests that doctors find
pharmaceutical representatives to be a
highly credible information resource. On
the other hand, doctors exhibit some
skepticism when approached with new
information that they have not requested.
One possible explanation is that new
information is often presented to doctors
very quickly, in a meeting lasting just a
few minutes. The physician often returns

to the industry representative with

Education About
Specific Drug
Therapies (Detailing)

Free Samples

Continuing Medical
Education

Patient Education or
Disease Mgmt

Figure 7: How Physicians Value Interactions
with Pharmaceutical Representatives

0%  20% 40%  60%  80%

B value [ | Strongly Value

questions once the information
has been reviewed. Rather than
exerting undue influence on
physicians, industry representa-
tives actually appear to play a
valuable role in providing neces-
sary, timely information. These
representatives are the primary
conduit to physicians of the

0% wealth of information residing

throughout the pharmaceutical

Source: 2002 BCG Proprietary Physician Survey (400 respondents)Zn

company and at the Food and
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Drug Administration. The study suggests
that while physicians are not easily per-
suaded by unsolicited information, those
same physicians depend on industry rep-
resentatives for credible data on the
frequent occasions when they find the
information useful or valuable. Whether
or not the information is solicited, it
always comes from the same body of
FDA-approved evidence.

Figure 8: Pharmaceutical Representatives
as a Physician Resource

Percentage of Doctors Who Get Information
from Representatives and Find Responses “Credible"

80% ~
0% -
60% -
50% -
40% -
30% -
20% -
10% -
0%

Rural- Urban- Rural- Urban-
Primary Primary  Specialist Specialist
Care Care
. Unsolicited Infor . Solicited Infor
N=118. Source: Slotnick, H.B. et al, ‘How Physicians ‘Learn’ from
Pharmaceutical Representatives: An Exploration," The Journal 2
of Continuing Ed| ion in the Health Pr jon, Vol 19, pp 84-96, 1999

In a separate survey, researchers found
that one-third of physicians agreed with
the statement that “most doctors now rely
on pharmaceutical companies for most of
their knowledge of the latest medical
advances.”? Further, studies have found
that marketing efforts are critical to
ensuring that advances in therapy are
quickly adopted in specific disease
areas.” Such research suggests that with-
out the information provided by pharma-
ceutical representatives, utilization of
medical innovations would decrease sub-
stantially—in other words, the absence
of information would severely restrict
access to innovative products. Note that
the spread of new medicines has been
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Figure 9: DTC Spending vs. Total

Pharmaceutical Spending
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Source: Nielsen Monitor Plus, Health Care Financing Administration (HCFA)*®

shown to reduce other types of health
care spending such as hospitalization,*
implying that without information on
new medicines, overall health spending
might increase. Moreover, research has
shown that improved pharmaceuticals
are important contributors to increases in
life expectancy and real incomes.”

Direct-to-Consumer Promotion

The category of promotion most visible
to patients—direct-to-consumer (DTC)
advertising—is actually the smallest. In
2002, the pharmaceutical industry spent
about $2.7 billion on all DTC ads,
including over $2 billion on television
ads. Still, as demonstrated by Figure 9,
while the total amount of DTC advertis-
ing is substantial, it represents only about
2% of total pharmaceutical industry rev-
enues.

This monograph series has previously
devoted a full issue to DTC advertising.”
This report presents more recent research
into the potential public health impact of
DTC and its impact on the physician-
patient interaction.

Professors at the Harvard Medical
School and MIT recently published a
study (funded by the Henry J. Kaiser
Foundation) examining the effects of the
increase in prescription drug advertising




across a range of therapeutic classes.”
One important question in the research
was whether DTC advertising has had an
impact on prescription drug spending
and, if so, whether such increases were
the result of market share growth for the
advertised brands or increased treatment
of disease generally in the advertised
product’s disease category. If the main
impact of DTC spending is to increase
the total pool of patients under treatment,
then there is a likely public health bene-
fit, particularly in therapeutic areas
where underdiagnosis is a problem. On
the other hand, if advertising leads only
to changes in market share—that is,
causing patients already taking medicine
to switch brands—then the public health
benefits of such advertising might be
less. However, even in this case, there
might be benefits if advertising of factors
such as reduced side effects or more con-
venient dosing leads to a better match
between patients and medications. This
in turn might lead patients to increase
compliance with physician instructions,
also leading to health benefits.

The authors found that consumer adver-
tising had a statistically significant
impact on total product sales for a thera-
peutic class but not on market share with-
in a class. Those results, taken together,
imply that advertising increases treat-
ment rates without affecting the doctor’s
choice of treatment. In other words, DTC
advertising pays off for pharmaceutical
firms by encouraging people to see their
doctors—which sometimes (but no more
than usual) results in additional prescrip-
tions for the advertised product. At least
one other recent economic study found
the same result.

Another recently published study exam-
ined whether DTC advertising for cho-
lesterol medicines in particular was driv-
ing unnecessary utilization of prescrip-
tion drugs.*® Cholesterol treatments are
among the most heavily advertised med-
icines; and most observers would agree
that for the advertising to be worthwhile,
the number of patients undergoing drug
therapy must increase. Policymakers and
payers have a keen interest in knowing
whether the advertising is bringing in

patients who fit the profile of those

Figure 10: Influx of New Patients Just as
Sick as Those Previously Under Treatment

40%
35%
30%
25% |
20% |
15%
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5%
0% -

Moderate Risk  Lower Risk

W7 1999

Source: Dubois R et al, "Growth in Use of Lipid-Lowering Therapies:
Are We Targeting the Right Patients?" .
American Journal of Managed Care Vol 8 No 10, October 2002

High Risk

most in need of treatment, or whether
the increased utilization is for patients
who really do not need such treatment.
This particular study focused on
patients in managed care plans in 22
states, for whom the use of cholesterol
medicines increased significantly
between 1997 and 1999 (as advertising
and promotion for such medicines
increased). In 1997, 5% of the
enrollees were taking cholesterol med-
icines; by 1999, 8% of enrollees were
on such medicines—an increase of
about 30,000 patients out of roughly
800,000 total enrollees in the managed
care plans. The key question is
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whether the risk profile of the expanded
patient group under treatment by 1999
was any less severe than those under
treatment in 1997—in other words,
whether the new patients (presumably
brought in because of the increase in
advertising and promotion) were at any
less risk for major heart problems than
those who were already being treated.
The authors were able to categorize
patients, based on federal treatment
guidelines, into seven risk categories.

Those in Category 1 were at highest risk
and had documented heart disease; those
in the lowest categories had merely been
diagnosed with high cholesterol or were
at risk for such a diagnosis. Figure 10
shows the proportion of patients using
cholesterol medications in each year that
fell into each risk category.

The study found that the influx of
patients did not make the overall popula-
tion under care look less “risky,” or less
in need of treatment. If anything, the
increase was disproportionately in the
highest risk categories; in 1997, 17% of
patients under care were in the two high-
risk categories, but by 1999, 21% of
patients were high-risk. At least some of
those high-risk patients were likely

Figure 11: Diagnoses Resulting
from DTC-Inspired Visits

No Diagnosis

New Diagnosis

43% of New Diagnoses
Were "High Priority"
Conditions According to
AHRQ/IOM Criteria

© Diabetes

Conversation Was © High Cholesterol

About Existing Condition o Hypertension
Missing/Unknown = 9% o Arthritis
® Asthma
® Depression
® Anxiety

Source: Weissmann, Joel S. Consumers' Reports on the Health Eﬁectsﬂ
of Direct-to-Consumer Drug Advertising. Project HOPE, February 2003
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encouraged to see their doctor by televi-
sion advertising.

More broadly, a recent survey of physi-
cians conducted by the Harvard School
of Public Health examined what hap-
pened when patients appeared in the doc-
tor’s office to discuss medicines they had
seen advertised. As shown in Figure 11,
about 25% of such conversations resulted
in a new diagnosis, nearly half of which
were for high priority conditions. The
evidence suggests that in many cases
public health officials should welcome
the information provided through con-
sumer advertising for medicines.

Part Il. Promotion and
Prices: Does Marketing
Increase Drug Prices?

Part I provided considerable evidence on
the potential public health benefits of
pharmaceutical promotion and advertis-
ing. While those benefits may be enor-
mous, the advertising and promotion
would not occur if they did not provide a
financial return to the companies paying
the bills. And while expanding access to
appropriate pharmaceuticals by providing
information clearly serves patients well,
if such information causes prices to
increase, the impact on access could run
in the opposite direction. To date, the
public debate has focused much more on
the potential connection between pro-
motion and prices than on the connec-
tion between promotion and the use of
medicines generally. This section
addresses the price issue directly.

Many observers assume that pharmaceu-
tical firms must “pay” for marketing by

(Continued on page 16)
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Box 1

Can Advertising Pay
Without Price Increases?

Imagine a company, WidgetCo, that cur-
rently sells a million widgets per year for $1
a piece with production costs of 50¢ per
widget, for tidy profit of $500,000 per year.
Suppose that the company spends
$150,000 on a new advertising campaign.
As Chart 1 illustrates, there are many ways
WidgetCo can earn a return on its invest-
ment.

On the one hand, the campaign might make
the widgets seem more desirable to existing
customers, enabling WidgetCo to raise
prices. Suppose WidgetCo increased prices
by 20%. Since WidgetCo cur-

total costs will be $850,000, and total profits
will be $550,000 ($1.4 million minus
$850,000). Profits have again increased by
$50,000—providing the same return on
investment of 33%, without a price
increase.

Finally, what if WidgetCo announces in its
advertising that it is now lowering prices
to 90¢? This will probably expand the cus-
tomer base even further, though WidgetCo
will now only earn just 40¢ on each sale
(because it still costs 50¢ to produce each
widget). What will it take for WidgetCo to

rently sells one million widg-
ets per year, a 20¢ price
increase will raise revenues by
$200,000, to $1.2 million. Total

Chart 1: Many Ways for WidgetCo to

Earn a Return on Advertising

Scenario 1- Scenario 2- Scenario 3 -

Persuasion Awareness 10% Price Cut and

Allows 20% Drives 40% Awareness Spur
Price Increase  Volume Growth  75% Volume Growth

costs will now eq ual $500,000 Original Revenue 1,000,000 $1,000,000 $1,000,000

f0r prod UCtiO n pl us $1 50’000 Original Cost $500,000 $500,000 $500,000

L. Original Profit $500,000 $500,000 $500,000

for advertlsmg, or $650'000' Advertising Cost $150,000 $150,000 $150,000
Total profits will therefore New Price $1.20 $1.00 $0.90

increase to $550[000 fOr a New Volume 1,000,000 1,400,000 1,750,000

. New Total Revenues $1,200,000 $1,400,000 $1,575,000

$50’000 netincrease. That pro- New Production Cost $500,000 $700,000 $875,000

vides a healthy 33% return on New Total Cost (Includes Advertising) $650,000 $850,000 $1,025,000

the advertisin g investment New Profit (Total Revenues Total Costs) $550,000 $550,000 $550,000

($50,000 on an investment of
$150,000).

On the other hand, suppose the advertising
campaign is designed to increase aware-
ness of the existence of WidgetCo brand
widgets to new customers. If the campaign
increases WidgetCo sales by 40%, 1.4 mil-
lion widgets are now sold. Sales will
increase to $1.4 million at the going rate of
$1. Since costs are 50% of revenues, pro-
duction costs will rise to $700,000. Adding
in the $150,000 cost of the ad campaign,

get a $50,000 increase in profits in this
case? Total profits must equal $550,000. If
they sell 1.75 million widgets—or 75%
more than current sales—WidgetCo will
have production costs of $875,000 and
advertising costs of $150,000, for a total
cost of $1.025 million. At the new price of
90¢, revenues will be $1.575 million, for a
total profit of $550,000, a net profit
increase of $50,000, and the same net
return of 33%.
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charging higher prices. While this
assumption may have a certain intuitive
appeal, the available evidence suggests
that the story is more complicated and
that in fact the opposite might be true.

Even if a company would like to use
advertising to increase its prices, it may
not be able to do so. After all, for many
products, there are competing sellers.
While Company A may try to increase
demand for its product by advertising,
Company B is trying the same thing. The
result is often that consumers (and, for
pharmaceuticals, third parties such as
prescribing physicians and managed
care organizations) begin to view the
products as competitors and focus on
price as a way of deciding which to use.
A recent study on pharmaceutical mar-
keting to physicians in the Journal of
Marketing found that on net, “...detail-
ing and free samples are mostly inform-
ative and increase price sensitivity.”* In
other words, detailing and samples made
doctors and patients more aware of their
treatment options and more sensitive to
prices, suggesting that prescription drug
advertising could make prices lower.

Figure 12: DTC Not the Determining

Factor for Price Increases
Annual Growth in Cost per Rx
(Weighted by 2002 Quantity)

== Top Branded* with DTC = Other Top Branded*
10% -

8%
6%
4%

2%

0%

2000-2001

2001-2002

Source: Masia, Neal. "The Economics of DTC Advertising,” Testimony to the US Food

and Drug Administration, September 23, 2003.

Available at http://www.fda. pamasia/index htm.**

*Branded products with annual sales greater than $250 million and launched before 2001

More generally, economic theory sug-
gests there is no predictable link
between advertising for a product and
the price of that product. Advertising
sometimes can result in higher prices,
sometimes in lower prices.* A business
might earn a return on advertising
investments through price increases, or
sales volume growth, or both. Put anoth-
er way, prices do not need to increase for
advertising or promotion to be “worth it”
for a business. Box 1 (page 15) demon-
strates a few of the many possible ways
for a company to earn a return on its
investment in advertising.

To illustrate the “missing link” between
marketing and prices, we turn now to a
more concrete analysis of the case of
DTC advertising.

[llustration:
DTC Advertising vs. Price

DTC advertising has been a specific
focus of attention for those who believe
that marketing expenses lead to higher
prices.*

At a US Food and Drug Administration
hearing on Direct-to-Consumer adver-
tising held in September 2003, a presen-
tation from Pfizer included the results
of a study comparing prices, price
changes, and levels of advertising for
products in the US with sales in 2002 of
more than $250 million that had been
launched prior to 2001 (ensuring that
sales growth was based on full-year
sales). Of the 76 drugs that fit the study
criteria, 33 were advertised directly to
consumers in 2002, and 43 were not.
The annual percentage change in aver-
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age price per prescription in 2001 and
2002 for each category was used to com-
pare price growth for those products
with advertising and without. The results
of the analysis are presented in Figure
12.

The data suggest that products adver-
tised directly to consumers experienced
slightly lower price increases than prod-
ucts promoted only to physicians; most
importantly, there was no link between
advertising and price changes.

Conclusion

Pharmaceutical firms invested over $32
billion in 2002 to discover innovative
new medicines.”” What will happen when
those investments yield new cures for
Alzheimer’s disease, or heart disease, or
cancer—or when in the course of their
research, scientists discover new uses
for existing therapies? After the medi-
cines make it through the multi-year
approval process and are available to the
public, they will be used only if doctors
and patients learn about them.

PHARMACEUTICAL MARKETING AND PROMOTION: CREATING ACCESS TO INNOVATION

The organizations with the strongest
incentives to inform both patients and
their doctors about those new treatment
options are, of course, the companies
that invent them and have the exclusive
right to sell them. Proponents of policies
that would curtail the provision of such
information often believe that such
restrictions will ensure “fair access” to
treatments, on the erroneous belief that
less spending on advertising would lead
to lower prices. This review suggests
that marketing and promotion do not
raise prices. Restrictions on marketing
would in fact diminish access to innova-
tive care by slowing the dissemination
and adoption of new treatments. Further,
restricting the industry’s ability to pro-
vide information on its products would
surely lower the financial prospects for
any new drug—providing a sure and
strong disincentive for additional
research investments.® Although block-
ing the primary source of information on
new treatments would undoubtedly hurt
the pharmaceutical industry, the long-
run impact on patients would be worse.
Public policies should be designed to
make it easier, rather than more difficult,
for consumers and physicians to learn
about health care innovations that can
improve—or even save—their lives.
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