
Pricing & Transparency in
Prescription Drug Costs

Executive Summary

Over the last several years, prescription medication costs have risen to make up between 10-40%
of total health care costs in the United States. Private insurers, drug manufacturers, and several
other intermediaries negotiate prices among themselves, which then determines prescription
costs for consumers. Changes are currently being proposed at both the state and federal level to
regulate transparency in price reporting, pharmacy benefit manager (PBM) operation, and
manufacturer pricing.

Highlights

● Drug prices are often higher in the U.S. than in similarly developed countries, due to
multiple factors such as rising brand-name drug costs and lack of generic competition.

○ Direct price comparisons can be hard to make since rebates that occur at multiple
stages in the price-setting process are not often reported.

● Private and government-sponsored public insurance options for prescription coverage
have structured methods to increase negotiation power, which can decrease drug costs
for consumers.

● Both the Federal government and nearly every state have passed regulatory measures
that aim to increase price transparency or control costs through a variety of mechanisms.

Limitations

● Efforts to lower drug prices might reduce innovation incentive structures for
pharmaceutical companies and manufacturers may exit certain marketplaces to avoid
losses in revenue.

Research Background

How Negotiation of Prescription Drug Prices Affect Cost to the Patient

In the U.S., negotiations between several entities determine the final cost a patient sees at the
point of sale (Figure 1). Pharmaceutical manufacturers (who design, test, and scale up the
production of a drug) and wholesalers (who are responsible for physical possession and
distribution of a drug) negotiate drug costs with insurance companies via the use of a pharmacy
benefits manager (PBM). PBMs are contracted brokers that interact and negotiate prices with all
parties in the supply chain (i.e. manufacturer, wholesaler, and retailer), taking into account the
level of risk and medicinal need of the patient pool. Retailers, such as hospitals and pharmacies,
then serve as the point of sale for medications to many consumers, and sell drugs at the drug
price negotiated between the insurer and PBM.1 The ultimate retail price to the consumer
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depends on whether they are insured or pay out-of-pocket, what price was negotiated for
distribution to the retailer, and what percentage the insurer covers after negotiations. Figure 1
describes relevant payment flows, including payments originating from the consumer to both
the insurer and retailers, who pay the PBMs, wholesalers, and manufacturers. Rebates are
granted in return to the PBM, retailer, and wholesaler, to be passed on at their discretion to the
consumer.

PBMs, in particular, negotiate rebates on the basis of larger volumes of consumers, and steer
patients toward the use of preferred drugs covered in an insurance plan by passing those
rebates as a discount. However, rebates that are passed on by manufacturers/wholesalers are
not often transparent. Given that the negotiation powers are often performed by government
agencies abroad, PBMs are a uniquely American occupation.2

Figure 1: Diagram of pricing
dynamics determining the
pharmaceutical market. This
network illustrates the
individuals involved in
negotiating drug prices and
the interplay between these
entities in negotiating the
final sticker price of a drug.
Colored boxes correspond to
shaded words above. Figure
adapted from the Kaiser
Family Foundation.1

Factors that Determine
Drug Prices

The U.S. pays prices for
prescription drugs that
are, on average, up to
four-times higher than
prices in other developed
countries (e.g., Australia,

Canada, France, Germany, U.K., and Japan).3,4 However, interpretations of international drug
price comparisons depend on whether studies compare the wholesale price, the negotiated
retail price, or whether the generic status differs between countries (in which case some drugs
are on occasion cheaper in the U.S.).2 Many factors influence the negotiated price among the
above listed parties. First, brand-name drug formulations are protected by patent regardless of
whether the active ingredient is also sold in generic form.5 Brand-name drug patents are
approved by the U.S. Patent and Trademark Office and the Food & Drug Administration and
grant exclusive production rights and sole pricing negotiation power to a single manufacturer
(without generic competition).5 Patents can last for a period of up to 20 years depending on the



type of drug and treatment pool.3 Changes to the non-active ingredients in a drug formulation
can also renew the life of a patent.6

Second, specialty drugs, defined as drugs that are for complex and chronic conditions, can be
expensive due to lack of therapeutic alternatives.5 Those costs can reach above $600 or more for
a 30-day supply of certain prescriptions.7

Lastly, the Federal Trade Commission has identified “pay for delay”, wherein drug
manufacturers pay generic companies to delay the offering of a lower-cost alternative to the
market, as a factor affecting drug costs since this allows manufacturers to retain sole pricing
power.8 Generics in the U.S. are similar in price to those abroad,2 but prices of generic drugs
have been increasing due to loss of competitors or loss of ingredient suppliers.9

Brand-name drugs are also cited as the main contributor to higher drug costs, versus biologics
(i.e. vaccines) or generic drugs.2 For example, a study of Medicare drug costs confirms that Type
2 diabetes drugs (Januvia, Trulicity, Victoza, Lantus solostar), cancer drugs (Remlivid,
Imbruvica, Ibrance), blood clot drugs (Eliquis, Xarelto), and rheumatoid arthritis drugs (Victoza)
were the main contributors to high prescription costs.10 Generic drugs tend to be cheaper in cost
since companies do not have to repeat the often costly animal and human trials to demonstrate
safety and efficacy. Competition is generated by the approval of multiple generic brands; just
one generic alternative can reduce a drug price up to 30%.11 A 2016 study also found that
substituting brand-name drug combinations with generic constituents could have saved the
Medicare program $2.7 billion dollars.12

Government Prescription Drug Coverage

Government-sponsored healthcare providers have established negotiation guarantees with drug
manufacturers, although recent drug price increases are also affecting beneficiaries of
government prescription drug plans.13 Several programs cover prescription costs for older,
sicker, and poorer patients.13 These include: 1) the Children’s Health Insurance Plan (CHIP)
which covers low income children; 2) Military and Veterans’ Affairs Health Care (TRICARE and
VA); 3) the 340B program, which offers subsidies for hospitals/pharmacies to cover low-income
communities; 4) Medicare parts B and D, which covers outpatient medical care and prescription
costs for ages 65 and older, respectively; and 5) Medicaid, which is offered in 39 states, and
covers patients aged 18-64 not covered by an employer, cannot afford plans on the open market,
or have expensive chronic conditions like cancer or HIV.13,14 In 2010, the Affordable Care Act
expanded these options to also include a subsidized marketplace for private insurance
purchases (with an included out-of-pocket cap on prescriptions), as well as mandatory coverage
requirements for prescription drugs in the private insurance sphere.15

Medicaid administration is unique in that it functions as a federal-state agency partnership and
is highly decentralized. While there are mandatory populations required for coverage,
additional eligible pools and services may differ from state-to-state.16 Prescriptions are required
coverage under Medicaid and fall under the Medicaid Drug Rebate Program (MDRP), in which



manufacturers enter into an agreement with the U.S. Dept. of Health and Human Services
(DHHS) to offer a 23% rebate on all FDA-approved drugs to the states.17,18

Legislation at the State and Federal Level

Forty-nine states have enacted some form of regulation to address prescription drug pricing
(Table 1). Most laws regulate activities of Pharmacy Benefit Managers (PBMs). Other laws
involve price transparency, importation, regular affordability reviews, volume purchasing,
coupons and cost sharing mechanisms, and study requirements.19

In 2018, Missouri enacted one law (SB 826) barring contracts between PBMs and pharmacists for
payment above the copay for insured individuals. The measure also allows pharmacists to share
cost sharing information with patients. Cost sharing is defined as any form of copayment,
coinsurance, or deductible that a patient must contribute to insurance before they initiate
expense coverage.20 Increases in various types of cost sharing mechanisms have been associated
with discontinuation of drug use in patients.20 Missouri law (Article IV, Section 36(c)) was also
amended in 2020 to expand Medicaid coverage, administered by MO HealthNet.

Year 2017 2018 2019 2020 2021* Total # of
States

Pharmacy Benefit Manager 7 32 32 20 20 111 46
Transparency 3 4 7 4 7 25 18
Importation from Canada 0 1 4 2 1 8 6
Affordability Review 1 0 3 0 2 6 6
Volume Purchasing 0 0 2 0 0 2 2
Coupons/Cost Sharing 1 0 4 12 9 26 18
Study 0 1 5 1 2 9 7
Other 5 7 5 2 5 24 18
Total Laws Enacted 17 45 62 41 46 211 ~
Table 1: Drug Pricing Laws Enacted (2017-2021). The categories and number of laws that have been
enacted since 2017 to address prescription drug pricing. Information adapted from the National Academy
for State Health Policy.19 *As of October 14, 2021

Several bills introduced during the 2021 Missouri legislative session attempted to require PBMs
to report annual rebate and price transparency information and reimburse pharmacies the same
as other clients (HB 834 and HB 1146). Additionally, several bills sought to allow the
Department of Health and Senior Services to develop a wholesale drug importation program
(HB 1257), and to limit the cost-sharing price of insulin to $30 for a 30-day supply (SB 264).21 For
the 2022 session, several additional bills have been introduced that: 1) reduce the deductible
price of insulin equal to the rebates received by a health carrier (SB 814), 2) require PBMs to
report to the General Assembly and the Department of Commerce the rebate amount they
receive from the pharmaceutical manufacturer (SB 921), 3) ensure prescription coverage over a
therapeutic intervention strategy if weaning off of a drug may cause a patient harm (SB 959),
and 4) modify step therapy protocols (HB 751, see our Science Note on this topic). Eighteen
states (CA, CO, IL, LA, ME, MN, NH, NJ, NV, ND, OR, SD, TX, UT, VA, VT, WA, WV) have also
passed transparency laws, which largely require manufacturers, wholesalers, PBMs, or

https://www.senate.mo.gov/18info/pdf-bill/tat/SB826.pdf
https://revisor.mo.gov/main/OneSection.aspx?section=IV++++36(c)&bid=48864&constit=y
https://dss.mo.gov/mhd/
https://house.mo.gov/Bill.aspx?bill=HB834&year=2021&code=R
https://house.mo.gov/BillContent.aspx?bill=HB1146&year=2021&code=R&style=new
https://house.mo.gov/Bill.aspx?bill=HB1257&year=2021&code=R
https://www.senate.mo.gov/21info/BTS_Web/Bill.aspx?SessionType=R&BillID=54322849
https://www.senate.mo.gov/22info/BTS_Web/Bill.aspx?SessionType=R&BillID=71259607
https://www.senate.mo.gov/22info/BTS_Web/Bill.aspx?SessionType=R&BillID=71259851
https://www.senate.mo.gov/22info/BTS_Web/Bill.aspx?SessionType=R&BillID=71286737
https://house.mo.gov/Bill.aspx?bill=HB751&year=2021&code=R
https://mostpolicyinitiative.org/science-note/prescription-drug-step-therapy/


pharmacies to report price increases, acquisition costs, or rebates to the public or government
entities.19

At the federal level, recent legislation has been introduced (HR 5376, the Build Back Better Act)
that contains several proposals for lowering prescription drug costs, including giving the
federal government negotiating power for some expensive drugs covered under Parts B and D
of Medicare, requiring inflation adjustment to customer rebates, limiting the cost sharing costs
for insulin and adult vaccines, and capping out-of-pocket expenses for individuals with a
Medicare Part D plan.22,23 Further, the Elijah E. Cummings Lower Drug Costs Now Act (HR 3)
has been introduced; it aims to give negotiation power to DHHS for brand-name drugs with no
generic alternative.3 It also caps the maximum price manufacturers can charge to all Americans
at 120% of the price sold to similar Western economies.3,4

The ultimate effect of these measures are uncertain due to unknown effects on pharmaceutical
innovation incentive structures. There is evidence that some regulatory measures are associated
with a reduction in the variety of available drugs (e.g., 59 anticancer drugs in the U.S. vs. 46 in
Europe between 2004-2008) or increased physician incentive to prescribe higher-cost drugs for
larger reimbursement.24 While sparse retrospective data exists on state-level policies, one study
on Medicaid found that by allowing patients the opportunity or automatically substituting a
brand-name drug with a generic resulted in lower overall Medicaid costs.25
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