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HEALTH & MEDICINE

Right Diagnosis,

Wrong Cure

Trump’s MFN price controls aren’t the answer to America’s high patented drug

pricing, but trade deals may be.

¢ BY SATYA MARAR

year has passed since President Trump issued
Executive Order 14297, “Delivering Most-Fa-
vored-Nation Prescription Drug Pricing to
American Patients.” The order requires phar-
aceutical companies to lower the prices they
charge Americans for patented drugs to the generally much
lower prices they charge citizens of other countries, known as
Most Favored Nation (MFN) pricing. The order faces hurdles,
including a lack of clarity around its details, as well as legal
challenges to the administration’s authority to implement
it. However, even if it achieves its intended goal of lowering
US drug prices to match those overseas, it would likely have
one very bad result: a steep decline in revenue for funding the
research and development of new cures, resulting in Americans
being denied access to critical cutting-edge medications.

Defenders of the order note that healthcare coverage for
an aging US population is growing the fiscal deficit, and drug
spending now accounts for 9 percent of federal healthcare spend-
ing. Butit’s unclear the order will reduce taxpayer expenses. New
drugs contribute to reducing future hospitalizations, which
account for over 30 percent of federal health spending.

The administration’s goal of securing “fair market value”
for US drugs overseas while lowering prices for American
patients and taxpayers at home is commendable. To achieve
that goal, the administration shouldn’t use price controls but
instead turn to trade policy.

WHY WE PAY MORE

Americans pay up to three or four times what citizens of other
countries pay for patented drugs regardless of whether they
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use private insurance or rely on taxpayer-funded Medicare or
Medicaid (Keyhani et al. 2010). This is primarily because other
countries’ public insurers negotiate drug prices directly with
drugmakers and use their bulk-buying “monopsony” power
to secure significantly lower prices. This doesn’t mean they
only pay just above marginal production and distribution
cost. There is at least implicit recognition that new drugs are
expensive to research and develop, and they deliver immense
societal benefits to public health, life quality, and longevity.
Developed countries’ negotiated prices account for that to
some extent (Comanor 2021).

For instance, many countries adopt centralized Healthcare
Technology Assessments (HTAs), which are multidisciplinary
and systematic evaluations of the economic, medical, ethical,
and social impacts of drugs, medical devices, and procedures.
These methodologies are based on academic research and
inform drug pricing policy using cost-effectiveness measures
such as how many Quality-Adjusted Life Years (QALYs) a
new drug is likely to add for patients. Unfortunately, foreign
governments game this practice: They manipulate their HTAs
through budgetary claw-backs and spending caps while setting
arbitrary and outdated thresholds for the estimated value of
a year of life that aren’t adjusted for inflation. In the United
Kingdom, for instance, a QALY is valued at as little as $40,000,
an estimate that hasn’t been adjusted since 1999. American
regulators today value additional years of life at over 12 times
that figure.

In contrast, the 2022 Inflation Reduction Act prohibits the
US Centers for Medicare and Medicaid Services from negotiat-
ing drug prices for all but a few drugs (and those negotiations
only began this year). Instead, the CMS generally pays prices
that are pegged to the American private market. Specifically,
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in most cases Medicaid is legally required to pay the lowest
price and Medicare Part B is required to pay the average sales
price borne by the private market, while Medicare Part D sub-
sidizes highly regulated private insurers to cover various pre-
scription drugs. Theoretically, this is a form of market-based
pricing. However, it perversely incentivizes drugmakers to
inflate the drug prices they charge to private patients and
insurers (GAO 2014, p. 15), including employer-sponsored
health plans, above market-clearing levels (Duggan & Scott
Morton 2006). This, in turn, lifts the price of every drug that
CMS purchases, even if it leads to drugmakers making fewer
sales and less revenue from private purchases. And since CMS
covers over 160 million Americans and is the biggest buyer in
town, this means that drugmakers make windfall gains off US
taxpayer-funded purchases while privately insured Americans
and those paying out of pocket pay more than they would in
a truly free market (Chavehpour et al. 2024).

On the flipside, these revenues help fund the billions of dol-
lars it takes to research and bring new cures to market (DeMasi
et al. 2016) while incentivizing drugmakers to let Americans
access cutting-edge medicines before the rest of the world
(Marar & Rich 2024). Faster generic entry and heavier generic
drug consumption and substitution in the United States after
patents on existing drugs expire also mean that when net

public sector drug acquisition costs are considered, American
taxpayers pay 15 percent less on average for medicine relative
to Canada, Japan, and the United Kingdom (Philipson et al.
2025). Medicare Payment Advisory Commission data show
that when generic substitution is considered, Medicare Part
D drug price growth was fairly low between 2014 and 2023,
with prices only increasing 18 percent over nearly a decade.
However, none of this changes the fact that US taxpayers,
patients, and insurance plan customers indirectly subsidize
medicine and pharmaceutical innovation for the rest of the
world. Once six or more generic substitutes enter the market,
a branded drug’s price drops by 95 percent (Conrad & Lutter
2019). But the upfront investments necessary to research,
develop, test, seek approval for, and market new cures rely
on patented drug sales, not generic sales. And without these,
there would be nothing for generic manufacturers to replicate.

THE PROS AND CONS OF MFN PRICING

MEN pricing would replace CMS’s current drug purchasing
system with one that pegs prices to what the public insurer in
one or more similarly situated developed countries pays. This
would eliminate the incentive for drugmakers to overcharge
US private insurers and patients by divorcing CMS prices
from private market rates. It would also lower drug prices



