High prices are the key internal link to pharma investment and productivity.
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The high prices U.S. patients pay for drugs are a key driver of pharmaceutical company financial performance, generating large profits relative to many other industries and an estimated three-quarters of worldwide drug company profits. As a result, lowering U.S. drug prices would likely have an outsized impact on overall incentives to innovate. The prospect of large profits, which translate into high returns on investment (ROI), attracts the private capital that finances pharmaceutical innovation. U.S. pharmaceutical companies invested an estimated $80 billion in 2018 in drug research and development (R&D), and such spending yielded an annual average of 44 new drug approvals from 2015 to 2019, although 47 percent are “orphan drugs,” meaning that very few patients will benefit from them. The Food and Drug Administration (FDA) designated almost half of the new drugs in this period as “first in-class,” and over a quarter as “breakthrough” therapies.
Lowering high U.S. drug prices will make investing in drug development less attractive for private capital, leading to fewer new medicines coming to market. Balancing the tension between lowering U.S. drug prices while sustaining robust R&D investment poses a complex challenge for policymakers and raises the fundamental question addressed in this two-part blog post: how can the U.S. minimize the adverse effects of lower drug prices on innovation?
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