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What are drugsworth?

 How should drugs be valued?
 WWhat should we be prepared to pay?
e Evidence-based pricing



Themarket for pharmaceuticalsisflawed

Theindustry has chosen to ignorelarge markets
_ack of true competition
nformational asymmetry

mbalance of market power - those who most
need areleast ableto afford drugs

Diver gence of interests of customersand
Investors

At prices offered new drugs often offer small
marginal gainsfor large marginal costs
(seldom seen in other technology and
knowledge-based industries)




Phar macoeconomics

= Usually relatesthe net benefitsto the net costs,
and thepriceisagiven

= cost-effectivenessratios can be used to
generate ‘indicative’ pricesthat represent

‘value for money’ in different
communities/contexts

= theapplication of economic utility theory and
consider ation of social opportunity cost is
consistent with marked variation in pricesin
different communities/contexts



Phar macoeconomics

= Theargument that adrug 'does not
represent value for money' isdifferent
from saying it is'not affor dable’

= Thefirst isa confident statement from a
potential customer

= The second an expression of helplessness



Phar macoeconomics — an example
Drug X saves 1 lifefor every 10 treated

Each survivor lives 10 years
Drug X costs $2000 (in Australia)

It costs 10*$2000 to gain 10 lifeyears, so the
cost/LY G is $2000

Does Drug X offer ‘value for money’ in Australia?



Thesamedrug in another country

Drug X saves 1 lifefor every 10 treated

Each survivor lives 10 years

For every 10 personstreated we gain 10 lifeyears
(LYG)

Assume an ‘acceptable’ cost-effectivenessratio in
country 2is$200/LY G

Then theindicative ‘value for money’ pricein
that country is $200



What does 'value for money' mean in
country 27?

The ‘acceptable ratioin country 2is$200/LYG v
$2000/LYG in Australia

The opportunity cost of $2000 istoo high in
country 2

Committing $200/LYG in country 2 isa good

Investment compar ed with other life-saving
Interventions



A case study using ACE-inhibitors

Basic assumptions underlying the analysis:

Set ‘value’ of LY G aseguivalent to a proportion of
per capita GNP (A proxy measure of value) not a
judgment of intrinsic worth



Estimates of benefit of ACE-Is

Derived from systematic (Cochrane) reviews

In treatment of hypertension

- no evidence of benefit over diuretics/ e -
blockers

In congestive heart failure
- clear benefit over placebo

In patients with left ventricular dysfunction after
heart attack

- clear benefit over placebo



Magnitude of the benefit

Mortality
| ndication ACE-Inhibitor | Comparator Risk difference
hypertension 0%
CHF 35.18% 39.72% 4.54%
post-M| 20.45% 24.64% 4.19%

Livesand life years gained per 1,000 patients

I ndication Livessaved |Yearsof follow-up|Lifeyearsgained
hypertension o) 3.5 0
CHF 45.4 3.5 80
post-M | 41.9 3.5 74




Other assumptionsin the model

Use of ACE-sis90% for hypertension, 8% for
CHF, 2% for post-M| (base case)

Treatment of hypertension requires one DDD, of
CHF 2DDDs, post-M | 3DDDs



M ethod

From

estimates of L YGs derived from the meta-analyses,
combined with . ..

value of LYG, set to a proportion of per capita GNP

calculate an implied incremental cost-effectiveness
ratio, and from this. ..

an indicative price (the price which would have
resulted in this| CER)



Results
Base case: 90% hypertension, 8% CCF, 2% post-M |




Results (2) 80% HT, 15% CHF, 5% post M|




L imitations of the methodology

Per capita GNP as proxy measur e of affordability
Isarbitrary (and probably not linear)

Method dependent on the quality/applicability of
evidence

Any effect modifiers snhould beincluded

The present example takes no account of cost
offsets

Must be supported by underlying data collection
systemsto inform the context



Advantages of the methodology

Places PE In context

Establishes nexus between price, value and
evidence of benefit

Price not derived from cost of R& D or
production

Can be used in price/volume agreements

EBM foundation is empowering
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