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INTRODUCTION
With last year’s passage of the Medicare Prescription Drug Improvement and Modernization Act (MPDIMA), a great deal of attention has been placed on prescription drug benefits in Medicare.  This law affects mainly seniors who have aged into the Medicare program (age 65 or older).  

This law has commanded a great deal of focus due to the rising costs of prescription drugs in the United States.  Prescription drug prices have been increasing at three to four times the rate of inflation for the past 6 years and this growth is expected to continue, at a staggering rate of 11% annually, is expected to continue until at least 2011. 

The focus of this decision making analysis is on whether the government should in fact subsidize the coverage of prescription drugs, or whether the elderly should be expected to pay for their own prescription drugs.  Clearly, the government has already decided that it subsidizing prescription drug coverage is the proper move.  

We used a benefit, cost, opportunity, risk model, with three strategic criteria to simulate this analysis.  It is illustrated below:
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The strategic criteria had the following priorities:
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We attempted to utilize the same subcriteria for each subnetwork.  These criteria are Health and Economics.  Health is missing from the Cost subnetwork.  

There is a large level of disagreement about what political rewards were reaped from the passage of MPDIMA.  Furthermore, without doing a further analysis of the exact type of benefit the government would provide, it is difficult to estimate the political impact.  This analysis attempts to answer the question of who should bear the burden of paying for prescription drugs for the elderly on the merits of health and economics.  
BENEFITS—Health
· Access to drugs: Clearly, if the government began to subsidize drug coverage, more Medicare seniors would have access to drugs.  However, some would actually lose their coverage, a cost that is covered later.

· Improved health outcomes: Drugs, when used properly, can help treat diseases and conditions in the elderly.  We would fully expect improved health outcomes if more seniors are using medications.
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It is difficult to go any further with health benefits from subsidies for coverage.   We know that it will only provide immediate access to drugs, and if the seniors have more access, we could expect improved health outcomes.

Based on our cluster comparisons, we arrived at the following priorities:
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This model recognized that improved health outcomes are the greatest health benefit a senior could achieve.  This benefit could only be realized if the proper access to drugs was in place and that is why they are interdependent.
BENEFITS—Economic

· Medicare expenditures: Medicare expenditures already comprise almost 5% of the GDP.  The Medicare entitlement is a serious economic burden and adding a prescription drug benefit could cost anywhere from 300 billion to 1 trillion dollars over the next 10 years.
· Seniors: Seniors could see benefits in two areas, not necessarily independent of each other
· Grandfathered benefits: Some seniors already have coverage for prescription drugs through their retiree benefits.  With the government subsidizing prescription drug coverage, a number of employers would drop these benefits and force seniors to switch coverage.
· Out of pocket costs: Most seniors who are covered under a managed care organization or who are uncovered would see a decrease in out of pocket costs were the government to begin subsidizing prescription drug coverage.  The minority, mentioned above in grandfathered benefits would likely see their out of pocket costs increase
· Employers: As mentioned above, in the case that the government chooses to subsidize coverage for prescription drugs, a number of employers who provide retirees with prescription drug coverage would cease to save costs on premiums
· Drug supply chain: The pharmaceutical supply chain is long, consisting of research firms (large and small), manufacturers, distributors, pharmacy benefits management, retail pharmacies, and pharmacists themselves.  These individuals would all see increased sales from government subsidization. 
· Health plans: Health plans would act as administrators for the government in the case that they choose to subsidize coverage and would reap an administrative profit.  
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Seniors were highly interdependent on the economic benefits of the other subcriteria such as the government, drug supply chain, employers and health plans.

Based on our cluster comparisons, we arrived at the following priorities:
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These priorities reflect that the government constitutes the majority of the economy, followed by employers, the pharmaceutical supply chain, health plans, and finally individual seniors.

COSTS—Economic

· Health plans: Health plans face significant startup costs to act as administrators for the government.  Included in this are market research, filing, application, and other startup costs.
· Drug supply chain: The pharmaceutical industry, while profiting from increased sales, will also faced increase downward pressure on the prices of their drugs.  As more seniors would have coverage for prescription drugs, health plans would have more purchasing power and would command greater rebates.
· Government: To subsidize prescription drugs, the government would have to make significant outlays, anywhere from 300 billion to 1 trillion dollars
· Seniors: Seniors would still have to pay some premiums to the government, perhaps to health plans, and pay co-pays, deductibles, and/or co-insurance related to receiving their drugs
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Based on our cluster comparisons, we arrived at the following priorities:
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This follows in line with the previous economic analysis, and shows that costs to the government will have the largest effect on the economy, followed by the pharmaceutical supply chain, health plans, and finally individual seniors.

OPPORTUNITIES—Health
· Research and development: Potentially, the pharmaceutical industry could use their increased sales/profits to develop new blockbuster drugs that could open the door to new treatments and better health for seniors
· Chronic care: Seniors who suffer from chronic conditions such as heart disease and depression are high utilizers of prescription drugs.  Since a number of factors affect the way chronic care is delivered, there is an opportunity to improve chronic care with increased access to prescription drugs.  
· Acute care: While acute care does not involve as much utilization of prescription drugs, it could also be affected by increased access.  Once again, prescription drugs are only one factor in the delivery of acute care, and that is why it is noted as an opportunity, not a benefit
· Quality of care: Quality of care means the right care, to the right person, at the right time.  Increased access to drugs could allow for more preventative measures to be used.  This is however highly dependent on the entire care delivery system, so it is once again difficult to qualify this as a benefit.
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Based on our cluster comparisons, we arrived at the following priorities:
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From these priorities, we can see that we felt the greatest opportunities were for chronic care delivery to seniors.  We felt the next biggest impact could be had with the increased sales of drugs leading to further development of new drugs.  Minimal effects would be realized on the delivery of acute care and quality of care.

OPPORTUNITIES—Economic
· Health plans: Health plans, capitalizing on increased sales, could register profits from rebates from drug manufacturers alongside their guaranteed administrative profits
· Government: The government has multiple issues
· Control utilization of drugs: By subsidizing prescription drugs, the government could pass federal formularies, only permitting certain classes and types of drugs to be reimbursed.  This could place controls on utilization of drugs by seniors
· Health expenditures: Drug coverage should have an impact on diseases and conditions in the elderly, particularly chronic conditions.  There is an opportunity for the government, if proper care is delivered along with drugs to reduce the increasing expenditures in the long run
· Drug industry: As mentioned earlier, the pharmaceutical industry has a change for economic growth.  Not only do blockbuster drugs improve the health of seniors, they improve the profits of drug companies.  If they capitalize on the increased sales/profits by developing new drugs, it could have a large impact on the economy
[image: image11.png]= 'Subnet under Opportunities -> Economic [B=%]

File Design  Assess/Compare Computations Networks — Help.
BHSL  Avachaasym D
| Health plan =[x
Health plan ebate profe I Government subsidizes pharmacenticals |

Elderly pay for their ovn pharmacenticals

1 ¥ |

Government

Drug industries -

Control utilization of drug
«———>| Further development of Rx industries I
Health expenditure I





Based on our cluster comparisons, we arrived at the following priorities:
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While we know that the drug industries will have more sales and profits (a benefit), they also have the opportunity to use this money to fund research into new drugs, furthering their growth.  We felt that this opportunity was the greatest, followed by health plans making bigger profits by engaging in rebates with the drug companies.  The government had the least opportunity, because their utilization control would be minimized no matter which alternative is chosen.  It is difficult to predict what effect, if any, pharmaceuticals could have on overall health expenditures for the government.

RISKS—Health
· Exposure to new drugs: As can be evidenced by the recent recall of Vioxx, Propulsid, the new labeling of anti-depressants, etc., some drugs on the market today could actually be considered experimental.  With more coverage for pharmaceuticals, seniors would be more exposed to these types of new drugs
· Health status: Chronic conditions require maintenance drugs.  Seniors expected to use these drugs everyday for their rest of their lives face serious compliance issues, some of which are due to the financial burden of buying drugs.  Without proper utilization of drugs a number of conditions could deteriorate
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Based on our cluster comparisons, we arrived at the following priorities:
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While the risk of exposure to new drugs is significant, we felt that without proper access to drugs, seniors could be at serious health risks, especially those with chronic conditions.

RISKS—Economic

· Medicare trust fund: With the elderly population increasing, and less people contributing to the entitlements (Social Security, Medicare, and Medicaid) combined with skyrocketing health costs, the Medicare Trust Fund is already in significant jeopardy.  Adding in a prescription drug benefit could potentially be devastating
· Health plan insurance risk: Health plans who engage in insuring individuals prescription drug benefits would be under insurance risk
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Based on our cluster comparisons, we arrived at the following priorities:
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Bearing risk is an insurance companies business, so we felt their risk is minimal compared to the risk the government would undertake if they decided to go forward with a prescription drug coverage subsidy.

Based on our strategic criteria, we used the following ratings for the BCOR model:
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SENSITIVITY ANALYSIS


A sensitivity analysis was performed for this model to determine if the overall results illustrated before would vary due to the judgments made in this model. Associated with the goal of drug benefits for Medicare population, Benefits, Opportunities, Costs, and Risks that are cited as independent variables for each sensitivity analysis were illustrated here.

BENEFIT

The benefit sensitivity analysis indicates that the greatest benefits will always be achieved through that government subsidizing pharmaceuticals.  
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OPPORTUNITY

The opportunity sensitivity analysis indicates that the greatest opportunity will always be achieved through that government subsidizing pharmaceuticals.
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COST

The cost sensitivity analysis indicates that the most cost will always be achieved through that government subsidizing pharmaceuticals.  
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RISK

The risk sensitivity analysis indicates that the least risk will always be achieved through that government subsidizing pharmaceuticals.
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RESULTS

Using the additive (negative) standard formula, we received the following results:

	Alternatives
	Total
	Normal
	Ideal
	Ranking

	Elderly pay for their own pharmaceuticals
	1.5480
	0.4156
	0.7112
	2

	Government subsidizes pharmaceuticals
	2.1767
	0.5844
	1.0000
	1


It would appear that the government subsidizing pharmaceuticals is the appropriate choice.  
This is an interesting finding from our model.  Our conclusion, on the basis of this model, is that the elderly cannot afford to purchase pharmaceuticals on their own if we only consider the positive outcomes of health.  This model does not consider the important social factors of lengthening life (even if it is only for a short amount of time).  

Interestingly enough, we looked at some data regarding this issue.  We found that even though the increases in pharmaceutical costs increased in the last half the 1990s, there was no significant change in the growth rate in the use of hospital or physician/clinical services.  In fact, these services continued to grow.  The use of prescription drugs is having no effect on the utilization (and therefore growth in expenditures) of health care services.  This explains why it is unreasonable economically for seniors to purchase drugs.  The following graph depicts the percentage change in expenditures for each type of health care service:
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Source: www.kff.org/rxdrugs/loader.cfm?url=/commonspot/security/getfile.cfm&PageID=13796
On the basis of health alone, we found some more interesting data.  Even though the use of pharmaceutical drugs has increased more and more, there has been no real impact on the number of discharges from hospitals for the elderly:
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Source: http://www.cdc.gov/nchs/data/hus/tables/2003/03hus090.pdf

FURTHER ANALYSIS

The choice that the government has made is to move forward with providing a prescription drug benefit for the Medicare population.  We would like to do further analyses related to how the benefits should be structured and whether government price controls would be necessary.
