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Even at this stage, the principal-agent problem arises in yet another odd form.
Although one could describe the insurer as the principal — given that the insurer
pays much of the cost — patients can work directly with pharmaceutical companies
to change what they pay while still pushing the bulk of the cost onto the insurer.
Many pharmaceutical companies provide co-pay “coupons” or “rebates” directly to
patients. These incentives discount the patient’s out-of-pocket costs for drugs at the
point of sale, perhaps influencing the patient to purchase expensive drugs while
shifting all cost (and risk) onto insurers. Thus, to paraphrase Stephen Hawking, it is
principals and agents all the way down.®

The economic implications of such coupons are an ongoing subject of debate
in pharmaceutical pricing. Massachusetts was the only state to have banned
these coupons until its law was repealed (for drugs without generic equiva-
lents) in 2012, and federal health insurance (including Medicare, Medicaid,
and veterans’ benefits) users are ineligible for coupon benefits under antikick-
back laws.%

If the description of the process was confusing, that is because it is. There is a
complete disconnection at every step of the process. Patients require drugs, have
little idea about cost, and will only pay a small percentage of it anyway, sharply
affecting their ability to respond to price. Doctors also do not respond to price, given
that they are tasked with a mandate of efficacy and face no financial consequence
for their prescription habits. Insurers and PBMs attempt to reduce their costs by
making deals with wholesalers and pharmaceutical companies, which influence the
actions of doctors, pharmacists, and patients. Those insurers and PBMs, however,
face the majority of the cost for the drug despite having little to no influence over its
prescription by the doctor and purchase by the patient. If you were for some reason
looking for a reason to feel bad for insurance companies, there it is. But perhaps you
should feel only a little bad; this completely decoupled chain of pricing information
and responsibility eventually leads to higher premiums, low price sensitivity, and an
opportunity for pharmaceutical companies to take advantage of the complexity by
raising prices for everyone.
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