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Drug Stock Prognosis

By Ralph Weil

V || N\here has been considerable
negative discussion about
the pharmaceutical industry

over the last twelve months. This is
being generated mostly in the po-
litical arena, because a majority of
the electorate currently view the in-
dustry as needing some sort of re-
form. Unfortunately, the stock
prices of these companies will be
subject to this political uncertainty
for the remainder of this election
cvele,

GooD INTENTIONS?

A number of issues have been raised
in the ongoing debate, but most of
them revolve around the subject of
prices charged for prescription
drugs here in the United States and
the profitability of U.S. drug manu-
facturers. While the intent of these
concerns—beyond getting elected—
may be noble, the suggested rem-
edies run counter to economic real-
ity. History is replete with examples
of governmental good intentions
fostering unintended negative con-
sequences.

ARE Druc Prices Too HicH?

One of the main points raised by the
critics is the fact that many drugs
are available in other countries at
significantly lower prices than in

the U.S. They fail to point out two
important facts:

1. Governments in some parts of
the world control their country’'s
pharmaceutical prices. They do this
either by setting the prices for all
purchasers or by being the sole pur-
chaser and dictating the maximum
they will pay. This means that the
high costs of research and develop-
ment must be recovered mainly in
the U.S. drug market.

2. The process of obtaining ap-
proval for a new drug is signifi-
cantly shorter in most other coun-
tries than in the U.S. That being the
case, the companies want to make
sure that their new drugs get mar-
keting rights as soon as possible to
help prove both the efficacy and
safety in a large patient base. They
are therefore willing to accept price
restrictions in these countries in
order to get their products in use.

Arg Prorirs Too HicH?

The other main criticism is that
pharmaceutical companies tend to
be too profitable. Obviously this is
a debatable point. How does one de-
fine what is too profitable? It is true
that the pharmaceutical industry is
more profitable than industries
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