



J1 June Intensive Revision 2014
Market Structures (Type I) – Q1

[image: ]


[image: ]




[image: ]




Questions
(a)(i) Describe the changes in sales of Glaxo's AlDS drugs from 1997 to 2000 using Figure 1.  [2]

(ii) Using a diagram, explain how the change in number of AIDS patients and entry of generic AIDS drug producers affect the market for branded AIDS drugs.[4]	

(b) (i)Drawing evidence from the data, identify and explain the type of market structure that the AIDS drugs producers operate in. [4]	

(ii) With the use of data, assess whether government should implement price controls on AIDS drugs. [6]	

(iii) Explain how price discrimination works in the market for AIDS drugs and analyse whether price discrimination can be effectively carried out in this market. [6]

(c)  Evaluate the desirability of an intellectual property regime for all markets. [8]
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Extract 3 Intellectual Property Rights

An intellectual property regime rewards innovators by creating a temporary monopoly power,
‘allowing them to charge far higher prices than they could if there were competition. In the
process ideas are drssemmated and used less than they would be otherwrse

The economic ratronale for mtellectual prooerty is that faster innovation offsets the enormous
costs of such inefficiencies. But it has become increasingly clear that excessively strong or
badly formulated intellectual property nghts may actually 1mpede mnovatron — and not just by
increasing the price of research |

Monopoiists;may have much -Iess:incenti_ve to innovate than they would if they had to compete.
Modemn research has shown that the great economist Joseph Schiumpeter was wrong in
thinking that incentive of supernomal profits earned by éxisting monopoly will attract new firms
to enter leading to greater innovation and higher economic growth in the country. In fact, a
monopolist, once established, may be hard to dislodge, as Microsoft has so amply
demonstrated.

Indeed, once estabhshed a monopoly can use its market power to squelch competitors, as
Microsoft so amply demonstrated in the case of the Netscape Web browser. Such abuses of
market power drsoourage mnovatlon

Moreover, so-called “patent thickets” - the fear that new innovations will tread on pre-existing
patents, of which the innovator may not even be aware — may also discourage innovation.

Furthermore, the creation of any product requires many ideas, and sorting out their relative
contribution to the outcome — let alone which ones are really new — can be nearly impossible.
Consider a drug based on traditional knowledge, say, of an herb well known for its medicinal
properties. How important is the contribution of the American firm that isolates the active
ingredient? Pharmaceutical companies argue that they should be entited to a full patent,
paying nothing to the developing country from which the traditional knowledge was taken, even
though the country preserves the biodiversity without which the drug would never have come to
market Not surprisingly, developmg countries see things drfferentiy

Source: Daily Times, 16 Aug 05 by Professor Joseph E. °Strgldz o
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Question 1 " The market for antiQHlV drugs
Extract 1: AIDS: Branded and Generic anti-HIV drugs

Roche, the pharmaceutlcal gtant recently announced a price of $20,424 for a year's supply of
its anti-HIV drug Fuzeon in U.S. This was almost three times the price of the most expensive
AIDS drug. Roche claimed that Fuzeon is more expensive to produce 'than other anti-HIV drugs,
claiming that it spent $600 million developing the drug. However, many HIV drugs that cost up
to $15,000 a year in the U. S. can be made for less than $300 a year by genenc manufacturers
overseas. These generic firms are allowed to enter the market and sell copies of the original
drug when the phammaceutical patent expires. As generic drugs contain exactly the same active
chemical substances these are considered as good substitutes to the ongmal branded drugs.

Meanwhile, as the AIDS pandem:c is killing many mﬂhons of people in the prime of their lives
and producing millions of orphans in Africa, public-health officials and grass-roots activists in
Africa are increasingly advocating that the govemment buy generic drugs, even if it means that
intellectual-property rights are violated. As a result, the five drug companies which supply anti-
HIV drug, Glaxo Wellcome, Bristol-Myers Squibb Co., Merck & Co:,-Boehringer Ingelheim
GmbH of Germany and Roche Holding Ltd. of Switzerland, had offered to discount their prices
in many developing countries because they fear the developing countries will buy generic
copies of their drugs produced by generic drug producers such as Cipla in India and eother
companies in Thailand and Brazil. In recent months, Ghana, an African country, had begun
exploring the option of domg just that. But a debate is now raging as to whether such actions
would violate the compames patents and international intellectual property agreements.

The pharmaceutical companies argue that without intellectual-property protection they wouid
have no incentive to invest the millions required to discover and develop new drugs. In addition,
‘there is usually only one successful drug out of the many hundreds of rejected drugs. Ghana
may represent only a sliver of Glaxo’s revenue, "but where do you draw the line?" asks Martin
Sutton, a Glaxo spokesman. In particular, Glaxc is believed to be worried that if a small country
such as Ghana violates patent protection, that could open a Pandora's box of violations in
larger markets, such as South Africa, Latin America and parts of southeast Asia where AIDS is
also raging.
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In the past year, critics have complained that prescription drugs are contributing to escalating
health care costs in the developed countries. Some also assail drug manufacturers, contending
that drug prices are too high. They propose price controls as a way to lower drug prices. Price
controls have a consistent history: they don't work. Whether they apply to air fares, gasoline,
telecommunications or medicines, they discourage innovation, create shortages and fail to keep
prices in check. Further, they harm the poor by making whatever is controlled more difficult and

more expensive to obtain. - A | ‘

However, according to leading prescription drug price and sales database information company,
IMS Health, drug costs are rising-primarily because of nonprice factors, including increased
volume of prescriptions, record sales of new products and a changing mix of available products.
Price increases have been relatively modest over the past 10 years.

Figure 2 Composition of Drug Costs
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Another solution to the high price of drug is to allow price discrimination whereby the
consumers in the developed countries are made to pay a higher price so as to allow lower
prices in the developing countries. This is however limited by the increasing number of patients
buying lower-cost drugs in other countries, a practice known in.the pharmaceutical industry as
"arbitrage” or "parallel trade.”
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Sources: National Centré for Policy Analysis Policy Report No. 23 Oct 99 and Focus 16 Apr 04




image4.jpeg
r k|
ECONOMICSFOCUS

I RATIONALTHINKING =

ECONOMICS

RATIONAL THINKING

Mamn Cenvne: Block 283, Bishan Street 22, #01-185, Singapore 570283
Brancu: 5 Jalan Masjid, Kembangan Court, #01-14, Singapore 418924
W: www.economicfocus.com.sg | £: enquiry@economicsfocus.com.sg | T: Simon - 96890510





 


 


J1


 


June Intensive Revision


 


2014


 


Market Structures (Type I) 


–


 


Q1


 


 


 


 


 




    J1   June Intensive Revision   2014   Market Structures (Type I)  –   Q1          

