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Description

In the pharmaceutical innovation, the concept of Therapeutic
Reference Pricing (TRP) has sparked considerable debate.
Traditionally, TRP has been lauded for its potential to steer drug
innovation away from ‘me-too’ products that offer little
therapeutic benefit. However, a closer examination reveals a
nuanced picture that challenges conventional wisdom. Recent
research, as presented in this paper, sheds light on the intricate
dynamics between TRP, pharmaceutical innovation incentives,
and ultimately, patient health outcomes. Contrary to
expectations, the study unveils a surprising consequence of TRP:
a potential dampening effect on incentives for therapeutic
differentiation among innovating firms within the same
therapeutic class.

Greater health benefits

One might assume that TRP, by setting price benchmarks,
would encourage pharmaceutical companies to focus on
developing drugs with distinct therapeutic profiles, thus
fostering competition and driving greater health benefits for
patients. However, the reality painted by this study suggests
otherwise. Under TRP, innovating firms may find themselves
disincentivized from pursuing significant therapeutic differ-
entiation. Instead, they may opt for developing drugs that bear
striking resemblance to existing market offerings, thereby
diluting the potential benefits to patient health. The crux of the
matter lies in the alignment of innovation incentives with the
constraints imposed by TRP. When the feasible scope for
innovation primarily involves developing drugs with varying
degrees of differentiation within the same therapeutic class, TRP
can inadvertently undermine efforts towards therapeutic
advancement. In such scenarios, the competitive landscape
shaped by TRP may inadvertently favor the entry of less
differentiated drugs into the market, perpetuating a cycle that
prioritizes cost containment over genuine therapeutic progress.
However, it is essential to acknowledge that the implications of

TRP are not universally negative. Indeed, this study highlights
instances where TRP can yield pro-competitive effects, albeit in
unexpected ways. By altering innovation incentives and steering
firms away from ‘me-too’ innovations, TRP can disrupt stagnant
markets and encourage the introduction of genuinely novel
treatments. Yet, this potential is contingent upon the delicate
balance between incentivizing innovation and regulating pricing.
Nevertheless, the overarching concern remains: Do the benefits
of TRP outweigh its potential drawbacks in terms of patient
health outcomes? The answer, it seems, hinges on the strength
of incentives for therapeutic differentiation prior to the
implementation of TRP.

Quality of drugs

If innovation incentives are robust, TRP may serve as a catalyst
for fostering competition and driving advancements in patient
care. However, in contexts where innovation incentives are
already weak, TRP runs the risk of further diminishing the quality
of drugs entering the market, thereby compromising overall
health outcomes. In light of these findings, policymakers and
stakeholders in the healthcare ecosystem must exercise caution
when implementing or advocating for TRP measures. While TRP
holds promise as a tool for cost containment and promoting
competition, its impact on pharmaceutical innovation and
patient health merits careful consideration. Striking a balance
between price regulation and innovation incentives is imperative
to ensure that TRP serves as a force for positive change rather
than inadvertently hindering therapeutic progress. In conclusion,
the relationship between therapeutic reference pricing and
pharmaceutical innovation is far more complex than previously
assumed. This study underscores the need for a nuanced
understanding of how TRP interacts with innovation incentives
and its implications for patient health outcomes. By navigating
these complexities with prudence and foresight, stakeholders
can harness the potential of TRP to drive meaningful
advancements in healthcare while safeguarding the interests of
patients.
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