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Preface to Chinese Edition

While much has been written on health systems and health policy,
surprisingly little has been written dealing with the pharmaceutical sector. On
the one hand, this is surprising because the pharmaceutical industry is a critical
part of every nation’s health system. It provides treatments for both acute and
chronic conditions and is an important component of a country’s high-tech
industrial capacity. On the other hand, the pharmaceutical industry has been
difficult to understand because the industry is different from other industries.
First of all, it shares one characteristic that is similar to other parts of the health
industry, but is very different from most other industries: The pharmaceutical
industry produces products that are ordered (prescribed) by one group of
people (physicians), consumed by another group of people (patients), and
often paid for by still another group of people (third-party payers including
government and private insurers).

Secondly, the industry is both a manufacturing industry, and a service
industry. Firms develop new products, but then study in great detail the
optimal way in which those drugs are to be consumed. Both through marketing
and physician consulting these protocols are diffused. The result is that the
final price of the product, including the research and development costs
and the marketing costs, are often far greater than the manufacturing costs.
This has often created controversy among people who, mistakenly, see the
pharmaceutical industry as primarily a manufacturing industry.

A third difference between the pharmaceutical industry and other
industries is that the industry is not monolithic, in the way that other
industries are. The “Pharmaceutical industry” is really comprised of several

sub-industries. Best known is the branded pharmaceutical industry, whose
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10 Preface to Chinese Edition

manufacturers are familiar to everyone. This is the market segment with very
large research and development expenditures and high marketing costs. The
marketing costs arise because of the rapid introduction of new products that
compete with existing firms in the marketplace. Firms must tell prescribers and
payers about these new products. In some countries, such as the United States,
marketing activities even extend to patients, themselves. Another market
segment is the generic pharmaceutical industry. While less well-known, generic
drugs constitute a large share of the market in many countries. In the United
States, for example, over 70 percent of prescriptions are filled with generic
products, and the rapid shift of consumption from branded to generic products
is a major threat to every branded drug manufacturer. Many countries attempt
to regulate pharmaceutical prices. These countries tend to have relatively weak
pharmaceutical industries and the market share of generic drugs is usually
small. Cost-containment of pharmaceuticals centers on the efforts to control
the cost of branded products. Other countries, such as the United States, allow
the price of branded products to be set by the market, but then allow easy
entry of generic products when patents expire. When generic products enter
prices of the products tend to fall substantially and quickly. In these countries
pharmaceutical cost controls rely, therefore, on entry of generic products,
rather than on price control of branded drugs.

There is a third component of the pharmaceutical industry, too. This is
the biotech industry. Many people who study the pharmaceutical industry
have suggested that in the future more and more drugs will be developed
using biotechnology technology. One sees that more and more pharmaceutical
companies, which used to rely on so-called “small molecule” products, are
increasing research activities in this relatively new sector, comprised of “large
molecule” drugs.

There is a fourth market segment of the industry, consisting of herbal,
and traditional drugs. This market segment is very large especially in Asia. The
interaction of the “traditional” drug and the “Western” drug components is
especially interesting now. One would expect that, in the future, there will be a
merger of the two industries, with Western drugs utilizing compounds that are

found in traditional products, and traditional products being refined and tested
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more along the lines of Western drugs.

There is yet one more component of the pharmaceutical industry, which is
small but growing. This is the group of manufacturers developing novel means
of administration of drugs. Often scientists find a molecule that is useful for
treatment, but its chemical structure makes it inconvenient, uncomfortable, or
impractical for patients to use. Often, these products can be adapted to take
advantage of new methods of administration, such as skin patches or even
implants.

Pharmaceutical Economics and Policy was written for all of these reasons:
that the industry is extremely important both for patients and for national
industrial development, but that little has been written about the industry.
The focus of the book is economics, because the author feels that one cannot
understand how producers, consumers, and regulators function without
understanding principles of economics, including demand, supply, and income
and price elasticity. Though the focus of the book was originally thought to
be the United States, it is clear that most of the book’s ideas are applicable to
other countries, including China. As China grows and matures in terms of public
policy, more attention is given to the performance of the health industry —
and one sees remarkable change already in health services organizations and
financing. It is entirely appropriate that attention should now turn to China’s
pharmaceutical industry.

In some countries the size of pharmaceutical expenditures relative to
national health expenditures is not large (it is only abut 10 percent in the
United States), but in several countries, including China, it is very large.
More important is the increasing role of pharmaceuticals in health care.
And pharmaceuticals are playing an increasingly important role as systems
shift their focus from treatment of acute conditions to treatment of chronic
conditions. As populations age, as they are in many countries, including China,
the number of people taking pharmaceuticals rises sharply, and the prevalence
of people taking multiple drugs (“polypharmacy”) increases even faster.

Furthermore, while many countries have entered the market producing
generic products, relatively few have developed the expertise to produce

innovative, branded, products. But this is changing — and today many middle-



12 Preface to Chinese Edition

income countries, including China, are now “turning the corner” by entering
the research and development stages of drug production.

In many respects China and the United States are not so different.
Importantly, both countries are now developing policies to broaden the scope
of health insurance. While China is embracing the idea enthusiastically by
including large groups of the previously uninsured in insurance programs,
the development in the United States is occurring with more controversy and
hesitation — but the movement is clearly evident. China is rapidly catching up to
the United States in some areas of technology as well, including biotechnology
and genetics — which are clearly the future of the pharmaceutical sector. This
means that China will soon be one of the countries where new developments
in drug therapies come from.

The author hopes that this book will be helpful to students of economics,
public health, and public policy, in developing new policy initiatives that will
increase the pace of discovery of new therapies and simultaneously broaden
access to pharmaceuticals. These are important challenges for countries

throughout the world.

Stuart O. Schweitzer
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