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DO YOU REMEMBER?

If you have read the Wall Street Journal from March 11th to 15st you should be able to answer the following questions based upon important articles relating to economics. The reference at the end of the answer tells you the date and page number where you can find the article that provides the basis for the question. 
1. According to Monday’s Outlook, which of the following most prompted the NBER to decide a recession began last March: (a) a drop in output, (b) a drop in employment, (c) a drop in stock prices? Click for answer.
2. Why is Arthur Anderson looking for a “white knight”?  Click for answer.
3. President Bush recently signed a bill into law that addresses sagging business investment. What measure does it include to address that problem? Click for answer.
4. Does the recent unemployment report by the Bureau of Labor Statistics suggest the recession is likely over or will likely be prolonged? Click for answer.
5. How is the recent U.S. steel tariffs affecting a seemingly unrelated trade dispute between the EU and United States? Click for answer.
6. Has recent OPEC action strived to increase market share or increase market price for oil?  Click for answer. 
7. Congress sets the legal limit for total government debt. Is the U.S. debt far away from or close to the current $5.924 trillion legal limit? Click for answer.
8. According to Chairman of the Council of Economic Advisers, Martin Feldstein, what put the economy back on track?  Click for answer.
9. Recent deregulation of prescription drug advertising has led to increased advertising to consumers. What do companies believe has been the impact on the cost of prescription drugs? What are they doing about it?   Click for answer.
10. Congress is talking about raising the ceiling on federally-insured deposits from $100,000 to $130,000. According to Fed Chairman Alan Greenspan, what problem is this designed to address? Click for answer.
ANSWERS TO “DO YOU REMEMBER?” QUESTIONS
1. The drop in employment. The drop in output was mild, and may have declined for only one quarter.   (See “How Real Was This Recession?” March 11, page A1.)
2. In the wake of Anderson’s admitting to destroying Enron documents, Anderson is facing a flight of business.  It is looking for another accounting firm to buy some or all of its business to rescue the firm. (See “In Wake of Enron, Anderson is Looking for a White Knight” March 11, page A1)
3. It accelerates, for tax purposes, the depreciation of business investment.  (See “Business-Tax Break Anchors Stimulus Law” March 11, page A2.)
4. The unemployment rate fell from 5.6% in January to 5.5% in February. This adds to the belief the economy is in a recovery. (See “Surprise Drop in Jobless Rate Suggests End to Employment Market’s Weakness” March 11, A2) 
5. The EU is deciding on retaliatory tariffs related to tax breaks the U.S. gives to firms who divert income from exports to off-shore subsidiaries.  The recent U.S. steel tariff is strengthening the EU’s resolve to follow through on imposing those retaliatory measures. (See “How One Trade Dispute Fuels Another” March 12, page 18)
6. OPEC has cut production. This action seeks to raise market price, rather than increase OPEC’s market share of oil production. (See “OPEC Is Seen Keeping Output Steady” March 13, page A2.)
7. It’s very close to the legal limit. In fact, the Treasury has asked congress to increase the legal limit to $6.7 trillion. (See  “As National Dept Approaches Legal Limit, Raising That Ceiling Divides Legislators” March 13, page A2.)
8. Tax cuts by congress and rate cuts by the Fed. (See “Tax Cuts, Rate Cuts Put the Economy Back on Track” March 13, page A18.)
9. Companies such as GM argue that it has increased the price of brand-name drugs. They are countering this in several ways. One is to advertise generic drugs or provide incentives to consumer and pharmacists to prescribe generic drugs.  (See “Backlash Is Brewing Among Companies Who Believe Flashy Ads Drive Up Costs” March 13, page B1.)
10. He believes there is no problem that it addresses. (See “A Solution in Search of a Problem” March 14, page A1)
Return to Questions 
Drug Makers Offer Consumers
Coupons for Free Prescriptions

By GARDINER HARRIS 
Staff Reporter of THE WALL STREET JOURNAL
Drug makers still pour hundreds of millions of dollars into slick TV ads each year, but the latest strategy for advertising new drugs is distinctly low tech: coupons.

Pharmaceutical companies are offering free one-week or even one-month supplies of drugs to treat everything from diabetes to acid reflux. They hope to get patients to persuade their doctors to prescribe a new therapy or let them switch from an old drug. The drug makers are sending the coupons through the mail and in e-mails, and printing them in newspapers and magazines, including the New York Times, The Wall Street Journal and Health magazine. Many also can be found on the Internet at sites such as Viagra.com, Clarinex.com and Purplepill.com.

1. From the actions described in the article that drug companies take, what can you deduce about the market structure? Is it a perfectly-competitive market? Why or why not?
Like TV drug ads, the coupons are intended to push patients into physicians' offices. But they put more pressure on doctors because patients get discounts only if the physician prescribes the exact drug listed on the coupon. The practice has become particularly popular recently with drug companies launching new versions of aging drugs. The companies use the coupons to sell patients on the idea of switching to the new formulations before generic competitors overwhelm the old versions.

“Patients hand in their coupon to their doctor, they get their free trial and if it works they can go back to their doctor and discuss it further,” says Rachel Bloom-Baglin, a spokeswoman for AstraZeneca PLC. The company is using a coupon campaign to promote its heartburn drug, Nexium, which is replacing the older Prilosec. "The whole aim of the coupon is really to educate the appropriate people," she says.

2.  Why would a  firm care whether a person buys the old or the new version of the drug? Many times the new version of a drug receives patent protection even though the only change is the frequency of dosage?
Probably the most successful drug-company coupon campaign so far was mounted by Bristol-Myers Squibb Co. Last year, the company launched a broad campaign aimed at persuading users of its very successful diabetes drug, Glucophage, to switch to a once-daily version of the same drug, Glucophage XR, or to a combination pill, Glucovance. According to Competitive Media Reporting, Bristol-Myers spent $81 million last year on an ad campaign for XR and Glucovance that included coupons .

The campaign turned the new diabetes drugs into big sellers. The two drugs together booked more than $633 million in sales in 2001. Sander A. Flaum, chief executive of Robert A. Becker, an ad consulting firm, says the campaign piqued the interest of diabetics because it offered a new, once-a-day therapy free of charge. Diabetics are also disproportionately poor, so they may find coupons especially enticing.

3. Demonstrate graphically how much a drug-maker would be willing to spend to protect its monopoly power in the market for, Glucophage?
The long-term success of Bristol-Myers's campaign will be determined over the next several months when patients who switched to the newer therapies -- perhaps because of the one-month free offer -- decide whether to switch back to cheap generics of Glucophage, which went on the market in January.

While coupons are a staple of consumer retailing and can spur sales, they're not always the best way to sell prescription drugs. After all, consumers can't just walk into a pharmacy and pick up a package of pills. They do need a prescription from a physician. And while some drug-coupon programs reimburse patients for their co-payments, saving money -- the great advantage of collecting coupons in other retail sectors -- isn't that important to many patients. In 2001, just 16.5% of retail drug purchases were paid directly by consumers, down from 24.1% in 1998, according to NDC Health, a health-care information company. The rest was paid by government or managed care.

Many doctors don't like the coupons. Frequently, they say, it's medically unsound to substitute one drug for another just because it's cheaper. "You end up spending your time talking about the medicine they had a coupon for, that might not be right for them, instead of talking about the best way to treat their disease," says Phillip Kennedy, a family practice doctor in Augusta, Ga. "It undermines what we're trying to do."

Eli Lilly & Co. underwrote a coupon campaign last year in hopes of converting users from Prozac to a once-a-week form of the drug before generics cut into sales of the older form of Prozac in August.

But the campaign didn't work. "People see once a week, and it's a totally different dosage than they're used to, and they say that's weird," says Mr. Flaum. By January, the weekly form of Prozac had captured just 1% of the market among Prozac-like drugs, according to IMS Health.

4. How do coupons for free drugs affect the decision rule for drug users? 

Nonetheless, the company hasn't thrown out coupons as a marketing tool. "From our viewpoint, we found coupons useful and valuable, and we would and are considering using them again for certain products in 2002," says Ed West, a spokesman for Eli Lilly.

5. What does the failure of the Prozac coupon campaign suggest about the elasticity of demand for a particular drug?
Write to Gardiner Harris at gardiner.harris@wsj.com
ANSWERS TO ARTICLE ANALYSIS QUESTIONS
Refer to chapters 6, 11-13 in Colander’s Economics and Macroeconomics.

Refer to chapter 7, 10-12 in McConnell and Brue’s Economics and 20, 23-25 Microeconomics.

1.   The behavior that is important to deducing market structure is that firms advertise. The market structure cannot be perfectly competitive because firms in perfectly competitive markets have no incentive to advertise. Firm behavior cannot affect market price, products are interchangeable, and they take market price as given. The market is not a monopoly either because there is more than one producer. Also, monopolists have no incentive to advertise either—consumers have no choice but to buy their products. The market must be an oligopoly or monopolistically competitive. Return to article.
2. 
Usually the old drug’s patent protection is about to expire so that competing generic drugs will soon be introduced to the market. Market competition will reduce both market share and market price for the older drug. If the firm can get a customer to switch to a new product that has a new patent and successfully convince the consumer that the new drug is different enough to be a different drug altogether, the firm can extend its monopoly power and monopoly profits. Return to article.
3.  A drug maker would be willing to spend an amount up to expected future profits shown by the shaded region in the graph below:
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Return to the article
4. Offering free dosages increases the marginal benefit of switching drugs (more money saved), making it more likely that the marginal benefits exceed the marginal costs of switching. Return to article.
5.
The failure of the Prozac campaign suggests that the demand for particular dosage pills is inelastic. Return to article.
Return to Top
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