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In its opposition to the Medicare Drug Savings Act, the pharmaceutical 
industry has employed scare tactics and made unsubstantiated comments.  
Chief among these is the industry’s suggestion that restoring negotiated 
prices to dual eligibles and other low-income Medicare beneficiaries will 
reduce funding for R & D, causing patients to suffer.   
 
A loss of pharmaceutical profits will not result in a reduction of research 
and development in the United States. 
 

Numerous independent analyses have indicated that Part D rebates would not be a 
deciding factor in drug companies’ R & D budgets. Drug companies provided these 
rebates to dual eligibles when they received their drug coverage through Medicaid.  
The Medicare Drug Savings Act simply requires pharmaceutical companies to revert 
back to the same pricing structure in place before dual eligibles gained coverage 
through the Medicare prescription drug benefit. Evidence suggests that prior to 
2006, when the rebates were in effect, R & D was not impacted by the lower drug 
prices for dual eligibles. 
 
Additionally, the U.S. continues to provide a very profitable environment for the 
pharmaceutical industry. Federally funded research, tax breaks and favorable 
trends in patent legislation all contribute to an environment of innovation.1  The 
current “patent cliff,” which has resulted in generic versions of some of the most 
profitable brand-name drugs hitting the market, is generally seen as a bigger 
financial problem for the brand pharmaceutical industry than the rebate bill. 
Notably, since the “patent cliff” began, there has been a nine percent average annual 
increase, not a decrease, in research and development investment.  
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Research & Development is Not the Primary Use of Industry Profits 
 

Research and development is essential to the development of new, 
groundbreaking products.  For this reason, the government supports research 
and development with research funding and tax breaks.  Also, once new 
products are developed, they are protected by robust intellectual property 
laws. 
 
While the industry would like people to think that its primary focus is on 
research and development, this is simply not true.  To the contrary, the 
industry spends anywhere from two to nineteen times as much on marketing 
its products than it does on R&D. 2  
 
 
The current state of drug innovation 
 

Most Big R&D Spenders are Not Really Seeking Innovations.  They are spending 
money on historical programs, following historical patterns and trying to defend 
and extend the historical business.  In other words, they are spending vast sums 
attempting to sustain (or recapture) historical success. 

 
 
Pharmaceutical Companies are No Longer the Innovators They Once Were.  
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Pharmaceutical companies spend a cumulative $54 billion in R&D each year.  Yet, 
they have all failed to give the world any incredible new drugs, and the industry is 
rife with discussions about weak product pipelines.  The future of modern medicine 
is increasingly shifting to genetic solutions, biologics, and more specific alternatives 
to the historical drug regimes from these aging pharmaceutical R&D programs. 
 
 

 
 
 

 
Who is spending on R&D? 
 

Biomedical research in the United States is a $100 billion enterprise, with 
approximately 65 percent supported by industry, 30 percent by government 
(predominately the NIH), and 5 percent by charities, foundations, or individual 
donors. Although R&D tripled between the mid-1990s and mid-2000s, the rate of 
increase has fallen since 2003 and has further declined since 2007. The number of 
new drugs entering human trials has also fallen during the past two decades.3 
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Conclusion  
 

The pharmaceutical industry achieved windfall profits when low income Medicare 
beneficiaries were moved away from Medicaid and into Medicare Part D for their 
drug benefit.  Unfortunately, since that time, industry’s innovation has been more in 
the area of mergers and acquisitions or marketing than in traditional R&D.  While 
there is the promise of extraordinary breakthrough treatments on the horizon, these 
treatments will come at an enormous cost.  It is more essential now than ever before 
to return low-income Medicare beneficiaries to the sort of negotiated rebate pricing 
that was done before.  


