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Executive Summary

Health systems and access to essential drugs in the least developed countries
Serious illness is a major reason why poor populations remain trapped in poverty. Where public health
services and insurance are inadequate, health care and medicines costs push households further into
debt and dependence. In countries hit hardest by diseases such as malaria and HIV/AIDS, economic
development has ceased altogether. Yet much of this illness burden is avoidable: effective prevention
and treatment exists.

In marked contrast with the industrialized countries, health care in the least developed countries is
predominantly financed privately. Drugs are typically the principal component of a poor household’s
health care spending.  Though reliable data on drugs spending in low income countries are still scarce,
indications are that 50–90% of out-of-pocket spending is for drugs, depending on the level of health
care. Drug prices, in the context of a patient in a low income country health care setting, thus figure
very highly as a factor influencing access to care. Furthermore, drugs prices for newer medicines in
low income countries are sometimes equal to or higher than those in developed countries.

Access to essential drugs: four factors, five groups of actors
WHO and its partners recognize four key factors which influence access to drugs:  rational selection
and use, affordable pricing, sustainable financing, and reliable health and supply system. Many
different actors have roles to play in making these factors into enabling forces, rather than obstacles.
Five actors are of particular importance in this context:
� The governments of developing countries, overall stewards of each country’s health system, are

responsible for its performance and regulation.
� Governments in industrialized countries may use technical and financial assistance to support

the domestic policy of many developing countries directly, and indirectly.
� The pharmaceutical companies develop, produce and market medicines, with research-based and

generic companies each playing crucial roles.
� Consumer groups and non-governmental organizations have played an important role as

advocates of patients’ interests, in both developed and developing countries. NGOs are sometimes
major health service providers in low income countries.

� 
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two broad price bands, one for IDA-eligible low income countries, and one for the rest of the world,
has emerged as the most feasible approach.
• 
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8. Preventing diversion - How can diversion away from intended countries and populations be
prevented? Preventing diversion to unintended markets, especially back-flow to high income
countries, will be critical to the long-term viability of differential pricing schemes. Manufacturers’
market segmentation technology, purchaser undertakings, and regulation all have roles.

9. Ensuring political support - How can developed countries be persuaded not to demand the same
low prices? Adding a high volume, low margin market in developing countries would not be expected
to raise prices in developed countries. Advocacy and public awareness are needed.

10. Sustainability and dependability - What mechanisms are needed to ensure sustained and
dependable differential pricing? Existing discretionary decisions by individual companies could be
supported by tax or other financial incentives, international agreements on differential pricing for low
income countries, monitoring and publication of companies’ performance on differential pricing.
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Part A:  Context and experience

1. The context: disease burden, health systems and access to essential drugs in low
income countries

“Despite the long list of successes in health achieved globally during the 20th century, the balance
sheet is indelibly stained by the avoidable burden of disease and malnutrition that the world’s
disadvantaged populations continue to bear…Reducing the burden of that inequality is a priority in
international health. Furthermore, it can be done –the means already exist”.1 In Africa and South-East
Asia prompt diagnosis and treatment could save an estimated four million lives each year. Two thirds
of all deaths of children under 15 are due to seven diseases for which effective prevention and
treatment exist.2  Put simply, people are dying because the drugs they need are not available to them.
The opportunities for rapid health gain through better access to available health technology are
immense.

Figure 1.  Two out of three deaths among children and young adults in
Africa and South East Asia are due to seven causes - Ages 0 – 44
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Source:  Communicable Diseases, World Health Organization, 1999

Despite their poverty, some low income countries, such as Senegal and Nicaragua have performed
relatively well in meeting the health needs of their populations. Yet the world’s poorest people too
often are served by the most poorly performing health systems3. In the low income countries∗ as a
group, health outcomes are below what is attainable, and health systems are unresponsive and unfairly
financed. 

A major factor in this poor performance lies in the way health care is financed in low income
countries. In marked contrast with the industrialized countries of the OECD, health care in low income
countries is predominantly financed privately. The following figure shows dominance of private
finance for health in eleven low income economies and the importance of public finance in 9 OECD
countries. The top part of the figure shows the situation in OECD countries, the bottom part the
situation in developing countries.
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Figure 2 : Public and private shares in health financing
differ in high and low income countries

Source: World Health Report, 2000

By far the most common private finance mechanism is out-of-pocket payment, made at the time
people seek care, rather than as a prepayment scheme. Figure 3 shows, for the same group of 20
countries, that out-of-pocket payment in the industrialized group seldom exceeds 20% of total while it
exceeds 90% in some low income countries. Protection by social insurance coverage is very low,
covering less than 8% of Africa’s population4, and publicly subsidized health services (where patients
commonly pay for prescribed medicine) are geographically skewed towards principal urban centres.

Source: World Health Report, 2000
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Out of pocket payment for health care tends to be both inequitable and inefficient when it plays a
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Figure 6: Cost of treatment in working hours, three conditions in five countries.
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An alternative approach would be to express treatment costs in relation to annual per capita spending
for health (all sources), for which the annual World Health Report now publishes estimates. However,
per capita annual income is probably an easier figure for most people to relate their own situation with
than per capita spending for health.

4. Experience to date with differential pricing: lessons for the future?

4.1. Vaccines

An extensive project is in operation to supply vaccines at special prices for use in low income
populations.16   Differential pricing has been implemented, with prices as low as 1% of those
applicable in the US. Special provision has been made for independent quality control.

In 1994, UNICEF and WHO developed a strategy for targeting assistance for vaccines to countries
based on their income level and population size.17  The first step was the development of a grid to
differentiate countries that were capable of producing their own vaccines from those unable to produce
or purchase vaccines, according to their GNP/capita, total population size and total GNP.  UNICEF
overlaid the grid with a series of four bands that divided the world from poorest to richest nations
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also according to other value criteria (i.e. immediate priorities and future priorities related to vaccines
in development).  These initiatives have contributed importantly to the growth in the global vaccine
market over the last decade.

4.2.   Contraceptives

Various agreements have been concluded, particularly under the auspices of the International Planned
Parenthood Federation, UNFPA and the Rockefeller Foundation, to supply hormonal (and other
contraceptives) at very low prices to participating countries. Few of the products involved are
patented, though several are expensive. Some countries are now able to obtain contraceptives for as
little as 1% of US prices.  It has been possible to avoid back-leakage to the US market.

In 1997, a US manufacturer planned to launch the three-month injectable contraceptive
medroxyprogesterone (Depo-Provera) in Brazil with a high-price niche market strategy.20  They
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Donations
Well designed long-term donation programmes can make major contributions to better global public
health, particularly when directed at time-limited needs such as disease eradication. At the same time,
for many of the most common problems responsible for high disease burdens, donated drugs are
unlikely to be a sustainable solution to meeting long-term country needs.

Corporate donation programmes have sometimes been an accompaniment to a uniform or global
pricing strategy.  Since 1987 Merck & Co Inc have made ivermectin available free of charge for the
treatment of onchocerciasis. SmithKline Beecham has donated 500,000 doses of its meningitis vaccine
to the WHO for use during epidemics in the African ‘meningitis belt’. Glaxo SmithKline (then
SmithKline Beecham) announced its commitment to support the global programme to eliminate
lymphatic filariasis. GSK committed to the donation to WHO of the entire supply of albendazole, one
of the drugs in the recommended two drug combination, for free supply to filaria endemic countries
until the achievement of elimination. Subsequently Merck pledged to expand its ongoing Mectizan
Donation Program for onchocerciasis to cover treatment of lymphatic filariasis in all African countries
where the two diseases occur together.

In August 1999, Novartis signed an agreement with WHO and pledged to provide WHO with adequate
quantities of antileprosy multidrug therapy (MDT) for all patients in the world until the end of 2005,
together with funds for shipping and independent quality control.

In July 2000, Boehringer Ingelheim announced that it would offer nevirapine free of charge to any
developing country with an operational system to administer the drug properly for the prevention of
mother-to-child transmission of HIV, for a period of five years.

A strategy used by some companies has been to maintain a fairly uniform price across countries, but
for public health programmes to lower the effective price to programmes by combining “list price”
sales with donations.  For example, purchasing one unit at list price and receiving 2 units of a product
as a donation.  This approach provides less price transparency than differential or discount pricing.

4.4. Observations for more widespread differential pricing of essential drugs
It is not possible to draw definitive conclusions from the above brief overview of experiences with
differential pricing.  However, the following observations are suggested by these experiences.  It will
be important during the workshop to confirm or modify these observations to draw lessons for future
work.

Indications of success
• The criterion by which any initiative should be judged is its long-term contribution to reducing the

burden of disease on poor people and, thereby, contributing to long-term development.
• An initiative’s contribution to countries’ long-term ability to meet their own needs is also

important.

Long-term experience with vaccines and contraceptives
• Global and regional bulk purchasing has played an important role in the vaccine and contraceptive

experience with prices.
• Scale economies, product uniformity and a controllable supply chain were important factors in the

development of vaccine differential pricing.
• Large institutional buyers such as UNICEF and UNFPA can negotiate a package of conditions

even for on-patent drugs aimed at serving both the buyer and seller.

Recent experience with drugs for tuberculosis, HIV/AIDS, malaria
• Negotiation based on volume purchasing and some degree of competition has lowered prices for

second-line TB drugs.
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• Negotiated moves towards differential pricing for HIV-related drugs have thus far benefited
relatively few people, but these initiatives are in their early stages.

• 
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Part B: A framework for dialogue

The goal of differential pricing is to help ensure that price is not a barrier to low income countries
securing access to essential drugs for their populations, price being one of the four essential
components of access to essential medicines.

Differential pricing is intended as a more systematic approach to favour low income countries than is
possible through ad hoc discounts offered at the discretion of individual companies. Differential
pricing describes an intended outcome (lower prices for those most in need) that can be achieved
through several possible mechanisms outlined below. 

Questions, principles and options
The following pages pose 10 key questions concerning differential pricing.  For each question, several
options are presented and analysed.  Within each section some options may be mutually exclusive.  In
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1. Which health problems and products should be priorities for differential pricing?

Principle
Differential pricing should be available for life-saving and life-extending drugs for priority health
problems.

Options and issues
Issues and options to consider include the following:

1. Burden of disease - Priority should be given to ensuring differential pricing for products which
address the greatest burden of disease in developing countries. Currently, priority products are likely
to be HIV-related drugs; drugs for multi-drug resistance tuberculosis (MDR-TB); antimalarials;
antibiotics for resistant strains of sexually transmitted infections, and antibiotics for common
childhood illnesses for which resistance to first line drugs has developed (e.g., a growing percentage of
bacterial pneumonias and bacterial meningitis).

2. International list or individual country lists - Should key pharmaceuticals for differential
pricing be identified through an international process or through individual national processes? A
national approach might allow greater responsiveness to local conditions. At the same time, there are
distinct advantages in an internationally determined list when consideration is given to the relative
similarity of morbidity patterns among countries within a region, the benefits of pooled procurement,
production logistics, and other factors.

3. Identification of specific products for differential pricing - The list of products addressed by
differential pricing will by its nature be dynamic. Factors affecting the list include changing patterns of
disease, antimicrobial resistance patterns, development of new therapeutic options, and the impact of
price competition when key pharmaceuticals come off patent. The WHO Model List of Essential
Drugs, WHO treatment guidelines, and national lists of essential drugs provide reference points for
identification of priority products. The process for updating the WHO Model List of Essential Drugs,
currently under review, is moving toward a more systematic evidence-based approach which focuses
first on burden of disease and comparative safety and efficacy of alternative treatments.

4. Cost-effectiveness considerations - Adding a cost-effectiveness criterion would help direct
domestic as well as international funds to those treatments which could achieve the greatest health
impact on poor populations for a given expenditure. Established mechanisms exist for cost-
effectiveness analysis, though there continue to be different views on methods and assumptions used
in these analyses. Cost-effectiveness calculations would clearly be dependent on price levels and could
therefore change over time - perhaps quite dramatically.

5. Diagnostics as well as pharmaceuticals - For a number of priority health problems, including
most notably HIV/AIDS, diagnostics have an important role in ensuring accurate diagnosis, proper
drug therapy, and overall quality of care. In principle, the same process which is used to achieve
differential pricing for key pharmaceuticals could be used for diagnostics.
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2. Which countries should benefit?

Principle
Differential pricing for key pharmaceuticals*
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3. How can differential pricing be achieved in the context of international agreements?

Principle
Any mechanism to achieve differential pricing should be consistent with international agreements,
national legislation, and the available safeguards.

Options and issues
Options – may be used in
combination

Comments

1. Patent holder remains the
sole producer of the medicine
and initiator of differential
pricing

• This is the current situation in countries implementinl
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4. What factors will contribute to lower price?

Principle
All relevant factors should be explored to help achieve the best possible price.

Options and issues



- 23 -

5. Should a “target price” be set for individual products?

Principle
Differential pricing should aim for the best possible price for each product.

Options and issues
Options Pros Cons
1. Do not attempt to
establish a target price
for individual products

• Requires no action • With no target price there is no
benchmark for negotiation, other
price reduction strategies or for
assessing progress

2. Use existing
therapeutic alternatives
as benchmarks for
comparison

• The price of existing treatments is
generally known and therefore this is a
relatively non-complex and transparent
approach

• Price comparisons with existing
treatments could be quite misleading
unless the treatments were
equivalent in therapeutic effect

3. Use marginal cost of
production plus a
percentage for profit as
a target price

• Seemingly a logical and fair
approach to achieve best prices for low
income countries without generating
losses for producers

• Learning a manufacturer’s actual
marginal cost of production has
proven difficult in practice, except
perhaps where production is publicly-
owned

4. Suggest a target
price of under 5% of the
quoted price in
developed countries

• Quoted drug prices (“list price”) in
most developed countries are known;
therefore this benchmark is observable
• Experience has shown that
developing country prices may fall to
as low as 1% to 5% of the developed
country price for a product

• Actual experience demonstrates
widely variable prices changes over
time and under full competition
• Used on a large scale this
approach would create an incentive
for producers to increase stated
launch prices, further reducing price
transparency

5. Suggest a target
price using cost-
effectiveness analysis

• Established methods exist and a
growing number of countries are using
cost-effectiveness analysis for
reimbursement purposes

• Treatments which are relatively
cost-effective may still not be
affordable by low income countries
• Though established methods
exist, there are a number of
methodological debates

6. Suggest a target
price based on per
capita GNP or average
daily wage

• An annual treatment cost of not
more than the average annual per
capita income for a country has been
described as an “affordable” target for
public expenditures on treatment
• A total cost per outpatient visit
equal to the daily agricultural wage has
been suggested as an “affordable”
maximum for out-of-pocket payments

• The higher the prevalence of a
condition, the less feasible is such an
approach

Establishing a realistic target price can be an extremely useful tool in negotiation as well as for
monitoring progress in differential pricing.

The above methods vary in their information requirements, complexity, transparency and level of
technical feasibility. Some are more dependent on national circumstances, which limits their use for
setting a global target price. The feasibility and implications of using each of the above methods could
perhaps best be explored through case studies of past price reduction experiences and through analysis
of a few current price reduction efforts.
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6. How would differentially priced products be financed?

Principle
Purchase of key pharmaceuticals should be supported by increased and sustainable domestic and
international financing, using all viable health financing mechanisms.

Options and issues
Options - used in combination Comments
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8. How can diversion away from intended countries and populations be prevented?

Principle
Regulatory, legal, product presentation, and other mechanisms should be used to ensure that products
sold at differential prices benefit the intended countries and population groups.

Options and issues
Options - may be used in
combination

Pros Cons

1. Use pharmaceutical
technology to support market
segmentation by using different
brand names, packaging,
dosage forms and other
measures

• Differentiation already exists
among generic and brand name
products in the same market as
well as among those produced
in different regions of the world

• Differentiation using these
measures could be
misperceived as differences in
product quality

2. Use regulatory mechanisms
to ensure that differentially
priced products registered in
target countries are not
registrable in other countries

• Regulatory differences
already exist, with mutual
recognition of marketing
authorization far from universal

• Use of regulatory measures
to segment markets and
differentiate products could be
viewed as counter to
harmonization efforts

3. Purchaser undertakings • Purchasers have a strong
incentive to reduce diversion as
a matter of good management,
regardless of the source of their
products
• Support to purchasers to
prevent diversion also improves
supply system efficiency

• Purchasing undertakings
alone may be insufficient to
control diversion
• Not all purchasing agencies
in resource-limited settings may
be able to meet all undertakings

4. Export controls in target
countries

• Stop diversion close to
source and are thereby more
direct

• Place additional burden on
governments and systems in
low income countries

5.    Import controls in countries
which are not target countries

• High and middle income
countries are better resourced
to control imports

• Requires efforts by a large
number of countries who do not
benefit either from lower prices
or from production and sale of
differentially priced products

Considerable practical experience exists in this area, though much of it is in private companies, private
enforcement agencies, and other non-public entities.  Case studies presented earlier in this paper and
cases presented during the meeting illustrate some of the possible approaches.

Import and export controls may be necessary to ensure the market segmentation necessary for
differential pricing of designated drugs to succeed in the interests of all parties. For drugs not involved
in differential pricing arrangements, however, the full array of purchasing strategies, including
importing patented products legally marketed at a lower price in another country  (“parallel” trade in
the conventional sense) should remain open to countries.
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9. How can developed countries be persuaded not to demand the same low prices?

Principle
Low income countries should not be expected to contribute the same share as high income countries to
R&D, shareholder returns, and other pharmaceutical costs.

Options and issues
Options Pros Cons
1. Global and national
advocacy for differential pricing

• With almost any scenario
success will depend on support
from governments, companies,
non-governmental
organizations, international
agencies, and other bodies in
both developing and developed
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10. What mechanisms are needed to ensure sustained and dependable differential
pricing?

Principle
Low income countries should benefit from differential pricing for key pharmaceuticals in a sustaind
manner according to their health needs, whoever the individual manufacturer may be.

Options and issues
Options - some mutually
exclusive, but most may be
used in combination

Pros Cons

1. Leave entirely at the
discretion of individual
companies

• Approach which is least
cumbersome and involves the
least intrusion into private
business

• Not predictable and may not
be sustainable from the
perspective of equitable access
for low income countries

2. Monitor and publish league
tables of company participation
in differential pricing

• Provides a transparent and
voluntary approach
• Provides a specific indicator
for directing political
encouragement

• Ranking of an individual
company will depend in part on
the fit between its particular
product range and the burden of
disease in developing countries

3. Develop an international
agreement on differential pricing
for low income countries

• Could provide consistency
and predictability for both
producing countries and
beneficiary countries

•
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