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By Jack Persico, Editor-in-Chief

From Canada With Love:
Cheap Drugs at Last
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W
hat a difference a year or two makes. In the fall
of 2004, one of the hottest topics in domestic
policy was the uproar over the reimportation of
American-made prescription drugs via Canada.
Senior citizens and their advocacy groups pro-

claimed it the only viable way of getting the meds they need on
a tight budget. Online Canadian pharmacies courted American
customers openly. Even a few state Medicare/Medicaid programs were brazen
enough to “outsource” their prescription drug benefits, flouting the law and
ignoring warnings that this practice might endanger American lives since it did
an end-run around the FDA.

Nowadays, attention has shifted from one US neighbor to the other. This
year’s boogeyman isn’t pills crossing the northern border but illegal immigrants
breaching the southern one. Earlier this month, Customs announced it would
stop the interdiction of pharmaceuticals entering the US from the Great White
North. Americans are now allowed to import a 90-day supply of drugs from
abroad. What happened? For one thing, the Medicare drug benefit took the
starch out of the debate. Now that seniors can buy discounted drugs through
Medicare Part D, price-shopping online has lost some of its lustre. This govern-
ment-funded discount coupled with a rise in the value of the Canadian dollar rel-
ative to the US dollar puts the costs of the two sources closer to an even footing. 

The original arguments against drug reimportation are still valid. The R&D
process is notoriously difficult; a typical new drug application requires upwards
of $900 million and a 10- to 12-year gestation period, leaving manufacturers 10
years or less of patent protection post-approval to recoup their investment. When
circumstances intervene that undermine the ROI model, drug development takes
a hit as manufacturers adjust to unanticipated shortfalls by mothballing less lucra-
tive drugs. Canada’s national health care program gives it single-buyer status in
the market, allowing it to dictate the prices it wishes to pay rather than having
market forces set them. This artificial lowering of drug costs allowed the online
pharmacy market to blossom. In free market economics, each movement of a
product through its distribution process adds value and raises its price according-
ly; a Persian rug costs far more in New York than it does in Tehran. But the
Canadian connection turned drug sourcing into bizarro economics: drugs that
moved from American manufacturers to Canada and then back across the border
to American citizens cost less than those originating here. So it seems oddly fit-
ting that one egregious act of government meddling in the market (Canada’s
national health care system) is being offset by another (Medicare Part D). 

Like most government programs, Medicare Part D is a convoluted mess that
confuses physicians and beneficiaries alike. Its enormous price tag ($724 billion
for its first decade) has been criticized as a giveaway to Big Pharma. But it has
helped to stabilize the pharmacy market, keep revenue in the US economy, and
help prevent erosion of the impetus for drug R&D. In a rather ham-fisted way,
the government is trying to correct one market imbalance by creating another.
Two wrongs don’t make a right, but sometimes they can nullify one another. PN

                                                                                     


