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@ Can price negotiation + insurance coverage cut prices and boost
innovation?

» China's National Drug Price Negotiation Policy (NRDL, 2016)
» Two-stage
> Stage 1: Negotiation success — revenue 1 187.2%

> Stage 2 (DID): chemical drugs & therapeutic biologics (treated) vs.
preventive vaccines (control)

@ Result: +0.56 clinical trials per disease-year
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» US innovative drug share: 81.8% (vs. China 8.6%)

» US: mature, concentrated; China: fragmented

e Timely: Implications for U.S. Medicare (Inflation Reduction Act)

o Well written
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disease burden, & substantial clinical benefits"

» Selected firms/exclusive drugs differ systematically on unobserved
dimensions — innovation behaviors
e What determines negotiation success? No analysis
> 312 eligible — 110 applied — 79 succeeded (2022)
» Policy treated as uniform (no bargaining equilibrium modeled)

» Incentives vary by therapeutic area, firm bargaining power

@ No test: truly innovative vs. gaming via trials
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o “Lottery ticket" behavior: many low-commitment trials

» Phase | raises probability of approval — higher chance of
NRDL-eligible drug

» Firms initiate many low-commitment trials

» Result: Trial counts overstate genuine innovation
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Conclusion

o Effects of policy on pharmaceutical innovation in developingcountry
@ Price reduction + insurance coverage — innovation 7

@ Theoretical framework to clarify the timeline of events — Better
empirical strategy

» Determination of selection/bargaining

» Why resuls driven by small entrants?



