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Deconstructing CBO’s Score of the Senate’s Drug Pricing Reforms 
July 15, 2022 

 
Last week, the Congressional Budget Office (CBO) released its score for the drug pricing 
reforms Senate Democrats sent to the Parliamentarian for Byrd Rule review to determine if it 
qualifies for inclusion in the still-developing reconciliation bill. Recall that the authority for 
Democrats to use reconciliation expires on September 30. Democratic lawmakers are racing 
to find common ground on the underlying bill; we note that Sen. Joe Manchin (D-WV) is now 
indicating that he will support reconciliation on the condition that it contains only drug pricing 
reforms and a two-year extension of the enhanced ACA premium subsidies. Please see our July 
6 report for a description of the Senate’s drug pricing policies and how they compare to the 
reforms included in the House-passed Build Back Better Act (BBBA) last year.  
 
We continue to believe that any reconciliation bill that clears this Congress will incorporate 
drug pricing policies that roughly align with those included in the BBBA after fierce 
negotiations between progressives and moderates in the House and Senate. The general 
framework has four major components, each of which is also reflected in the Senate’s proposal:  
 
(1) Limited direct government price negotiations in Medicare for a subset of expensive, 

mature, branded products without generic or biosimilar competition. 
 
(2) Inflation caps on pricing in Medicare and the commercial market (though we continue to 

believe that the Parliamentarian will strike the commercial-related inflation caps as a 
violation of Byrd).  

 
(3) A redesign of the Medicare Part D program to cap beneficiaries’ out of pocket (OOP) 

spending, lower government reinsurance payments, increase Part D plans’ liabilities for 
expensive drugs, and apply new discount requirements on manufacturers.  

 
(4) Full repeal of the Trump “Rebate Rule.”  
 
Main Takeaways: A Counterintuitive Relative Tailwind 
 
In this report, we examine the CBO’s score of the Senate’s proposal and compare it to CBO’s 
score for the drug pricing reforms in the BBBA and the score of the House Democrats’ H.R. 3 
from the 116th Congress. While H.R. 3 has been abandoned, we believe it is useful to compare 
the impact of the Senate bill and the BBBA to the broader reforms previously favored by House 
Democratic leadership to demonstrate how far moderates in the Senate and House have 
moved the dialogue towards the political center, relatively speaking. We also analyze the 
impact of the Senate’s proposal on total drug spending in Medicare and the commercial market 
to ascertain the likely effect upon full implementation. Our key findings are as follows: 

https://www.cbo.gov/publication/58290
https://www.finance.senate.gov/imo/media/doc/070622%20Prescription%20Drug%20Pricing%20Reform%20Leg%20Text.pdf
https://archives-democrats-rules.house.gov/archives/byrd_rule.htm
https://www.washingtonpost.com/us-policy/2022/07/14/manchin-climate-tax-bbb/
https://veda.worldflowconnect.net/admin/services/restAdmin/admin/document/document/file?id=213&filename=2022-07-06_Veda%20Partners_Drug%20Pricing%20Moving%20in%20the%20Senate.pdf
https://veda.worldflowconnect.net/admin/services/restAdmin/admin/document/document/file?id=213&filename=2022-07-06_Veda%20Partners_Drug%20Pricing%20Moving%20in%20the%20Senate.pdf
https://www.congress.gov/bill/117th-congress/house-bill/5376?q=%7B%22search%22%3A%5B%22build+back+better+act%22%2C%22build%22%2C%22back%22%2C%22better%22%2C%22act%22%5D%7D&s=1&r=1
https://www.cbo.gov/publication/57626
https://www.cbo.gov/publication/55936
https://www.congress.gov/bill/116th-congress/house-bill/3?s=4&r=3
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❖ In the final year of the 10-year budget window, 2031, the Senate’s Medicare negotiation 

construct is projected to lower total Medicare drug spending (Part D + Part B, including 
Medicare Advantage (MA)) by $24.6 billion. This is 64 percent greater than the $15 billion 
spending reduction generated under the BBBA construct, demonstrating that the Senate’s 
approach to negotiation is meaningfully more impactful. However, we note that the 
Senate’s approach is still less than 20 percent as impactful as H.R. 3 at its peak.  

 
❖ The totality of the Senate’s drug pricing policies is projected to generate about $299.6 

billion in savings over 10-years, of which $177.5 billion is from substantive policy changes 
(i.e., price negotiation in Medicare, inflation caps in Medicare and the commercial market, 
and a Part D redesign) and $122.1 billion is due to budget gimmickry from repealing the 
Trump Rebate Rule. In comparison, the BBBA drug pricing language is projected to 
generate savings of $306.6 billion over 10 years, of which $164 billion is from substantive 
reforms. H.R. 3 would have generated $528 billion in savings, all from substantive reforms.  

 
❖ In 2031, the Senate’s construct would cause total Medicare drug spending to be about $34.6 

billion less than under current law due to the combined effects of government price 
negotiation and inflation caps. This represents a 9.5 percent decline from the projected 
baseline of $365 billion in total Medicare drug spending in 2031. However, Medicare drug 
spending is projected to nearly double from 2023 – 2031 under current law; consequently, 
under the Senate’s approach, total Medicare drug spending would still grow over that time 
by more than 76 percent. Put differently, the compound annual growth rate (CAGR) of total 
Medicare drug spending would decline from 8.7 percent under current law to a still robust 
7.4 percent under the Senate’s policies.  

 
❖ The CBO’s score implies that total drug spending in 2031 in the commercial market will 

decline under the Senate’s approach by about 5 percent, or about $17 billion off a $335 
billion baseline, due to the impact of the commercial inflation cap. Commercial drug 
spending is projected to grow at about half the rate of Medicare drug spending from 2023 
– 2031, or about 51 percent, under the baseline, and commercial spending would still grow 
by about 44 percent over that time under the Senate’s construct. The commercial drug 
spending CAGR would decline from 5.4 percent under current law to a still impactful 4.7 
percent under the Senate bill. We note, too, that we continue to believe that the commercial 
inflation cap is unlikely to become law since we think it does not comply with the Byrd Rule 
and will be struck by the Senate Parliamentarian. Meaning the impact to the commercial 
market could be nil.  

 
Digging Into the CBO’s Scores 
 
We deconstructed CBO’s scores of the Senate bill, the BBBA, and H.R. 3 to compare the relevant 
policies on a granular basis. Figure 1, below, delineates the net impact of each of the major 

https://www.healthaffairs.org/do/10.1377/forefront.20201122.985836/full/
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applicable drug pricing policies. We note that the CBO score for H.R. 3 is over a 2020 – 2029-
time horizon while the scores for the BBBA and the Senate draft are over the 2022 – 2031-time 
horizon. As such, the comparisons to H.R. 3 are not quite exact, but we believe this analysis 
provides meaningful insight into the relative impact of the BBBA and Senate draft compared 
to H.R. 3, especially that the former two approaches are materially less impactful than what 
House Democrats contemplated in the last Congress.  
 
Figure 1. Net Impact to the Federal Budget from Selected Drug Pricing Reforms over 10 
Years. 
(All Dollars in Millions) 
 

 
Source: CBO 
 
➢ Medicare Negotiation: The Senate bill is projected to reduce Medicare drug spending 

(Part D + Part B, including MA) by $101.8 billion over 10 years, which is roughly $23 billion 
more impactful than the BBBA over the same time horizon and $347 billion less impact 
than H.R. 3. The reason the BBBA and the Senate draft are so much less impactful than H.R. 
3 is the former two only allow the HHS Secretary to select a drug for negotiation after it has 

H.R. 3 BBBA Senate

Medicare 

Negotiation
(448,200)$   (78,800)$     (101,796)$   

Total Negotiation (501,086)$   (78,800)$     (101,796)$   

Medicare Inflation 

Cap
(37,200)$     (61,800)$     (71,021)$     

Net Commercial 

Inflation Cap
640$            (21,776)$     (29,680)$     

Part D Redesign 9,512$        (1,628)$       25,013$      

Subtotal (528,134)$   (164,004)$   (177,484)$   

Subtotal Less 

Commercial
(475,888)$   (142,228)$   (147,804)$   

Rebate Rule 

Rescission
-$            (142,551)$   (122,151)$   

Total (528,134)$   (306,555)$   (299,635)$   

Total Less 

Commercial
(475,888)$   (284,779)$   (269,955)$   
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been on the market for 9 years (small molecule drugs) or 13 years (biologics), and the bills 
incorporate ceiling prices that are substantially higher than those required by H.R. 3. 
Regarding the BBBA and the Senate draft, we note that the Senate draft contemplates the 
negotiation construct first impacting Medicare payments in 2026, a year later than the 
BBBA. As such, we think a more meaningful comparison for these two bills is to examine 
the projected impact in the last year of the budget window, 2031, when the Senate draft is 
projected to lower Medicare drug spending by $24.6 billion compared to just $15 billion 
under the BBBA, a 64 percent difference. We believe the Senate bill is more impactful 
because it requires the price of a negotiated drug to be the lesser of the applicable ceiling 
price (i.e., the applicable percentage of the non-federal average manufacturer price (non-
FAMP)) or the prior year’s Medicare price, meaning the price of a drug could not increase 
due to being selected for negotiation. The BBBA does not protect against a highly rebated 
drug (e.g., insulin) benefitting from negotiation.  

 
➢ Total Negotiation: H.R. 3 would have required the negotiated prices of selected drugs to 

apply to the commercial market. Consequently, the total impact of the negotiation 
construct in H.R. 3 is $501 billion. Neither the BBBA nor the Senate draft would apply 
negotiated prices to the commercial market. As such, the total impact of the negotiation 
construct is the same as the Medicare impact.  

 
➢ Medicare Inflation Cap: The Senate draft is projected to reduce Medicare drug spending 

by an additional $71 billion over 10 years due to the application of an inflation cap. This 
policy would limit net prices in Medicare Part B (average sales price (ASP)) and list prices 
in Medicare Part D (average manufacturer price (AMP)) for non-negotiated drugs from 
increasing YoY by greater than the consumer price index (CPI-U). Both H.R. 3 and the BBBA 
contain similar policies, which the CBO projects will reduce Medicare spending by $37.2 
billion (H.R. 3) and $61.8 billion (BBBA), respectively. The savings in H.R. 3 due to this 
policy are lower than the other bills because it would apply to fewer drugs since H.R. 3 
contemplates negotiating the prices of nearly all drugs. In comparing the Senate draft to 
the BBBA, it is not entirely clear why the savings under the Senate bill are greater than 
under the BBBA, but we assume it is because the Senate bill allows the HHS Secretary to 
delay implementation of the inflation cap policy until 2025. We believe CBO assumes that 
prices will increase faster than inflation during the delayed implementation and thus 
generate greater relative savings in 2025. Indeed, CBO projects the policy will generate 
$18.5 billion in savings in 2025 under the Senate bill versus just $5.9 billion under the 
BBBA in the same year. The annual impact is roughly comparable between the two bills in 
every subsequent year of the budget window.  

 
➢ Net Commercial Inflation Cap: The Senate bill is projected to net the federal government 

$29.7 billion over 10 years due to the application of an inflation cap in the commercial 
market. The commercial cap is projected to generate $47.5 billion in revenues, but slower 
commercial price growth will cause Medicaid to recognize relatively lower rebates, which 
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will result in relatively higher Medicaid spending versus the baseline ($17.8 billion). Thus, 
the net effect of the commercial policy is $29.7 billion. This compares to a projected net 
impact of $21.8 billion from the same inflation cap policy in the BBBA; the discrepancy in 
savings between the two bills ($7.9 billion) is likely due to CBO establishing a new baseline 
since it scored the BBBA last year since there is no discernable difference in the legislative 
language. Regarding H.R. 3, there is roughly no projected impact from this policy because 
commercial prices would already be affected by negotiation. [Note: The impact to the 
federal budget from policies affecting the commercial market are decidedly indirect. CBO 
assumes that lower spending leads to lower premiums, which the agency assumes will 
result in a relative shift in employee compensation from tax-exempt employer-paid 
premiums to taxable wages and salary, which will lead to an increase in taxable income 
and cause federal revenues to increase from the baseline.]  

 
➢ Part D Redesign: The Senate bill’s Part D redesign is projected to increase Part D spending 

by $25 billion over 10 years. This compares to a projected increase in Part D spending of 
$9.5 billion under the H.R. 3 redesign construct and a projected decrease in Part D spending 
of $1.6 billion via the BBBA’s redesign policies. First, we note that these changes in 
spending are relatively small – over the 2025 – 2031 period, the Part D spending baseline 
is projected to be $1.35 trillion, meaning that the aggregate effect of the Part D redesign 
included in the Senate bill is just 1.7 percent in aggregate and never exceeds more than 2.5 
percent in any given year. The reason the redesign proposals barely affect federal spending 
is because each bill retains the current requirement that the federal government subsidize 
74.5 percent of total Part D spending. Thus, federal subsidies will shift from reinsurance 
payments for expensive drugs to direct premium subsidies, but the total relative amount 
of subsidization must remain constant. We believe that the Senate bill’s approach is 
projected to increase federal spending compared to the BBBA because the former 
establishes a 6 percent YoY cap in premium growth. We presume that CBO assumes that 
plans will maximize the rate growth allowance and therefore cause premium subsidies and 
therefore federal spending to increase faster than the baseline.  

 
➢ Subtotal: The major substantive policies in the Senate bill are projected to generate federal 

savings of $177.5 billion over 10 years, compared to $164 billion under the BBBA and 
$528.8 billion under H.R. 3. Thus, the impact of the Senate bill and the BBBA are 
comparable to one another and roughly one-third that of H.R. 3.  

 
➢ Subtotal Less Commercial: If we are correct and the Senate Parliamentarian strikes the 

commercial inflation caps as a violation of the Byrd Rule, then the impact of the substantive 
policies in the Senate draft will drop to $147.8 billion, versus $142.2 billion in the BBBA. 
Backing out all policies related to the commercial market would result in H.R. 3 generating 
savings of $475.9 billion.  
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➢ Rebate Rule Rescission: The Senate bill would rescind the Trump Rebate Rule effective 
January 1, 2027, which generates illusory savings for the federal government of $122.2 
billion. Recall that the Rebate Rule – which will never go into effect despite still technically 
being on the books – was projected to increase federal spending by about $170 billion over 
10 years. Thus, by delaying or rescinding the rule, lawmakers are credited with generating 
savings versus the baseline by CBO. Since lawmakers already delayed implementation for 
3 years (2023 – 2026) as part of the bipartisan infrastructure law and subsequently 
delayed implementation by an additional year (2026 – 2027) in the bipartisan gun control 
bill recently signed into law, the maximum savings that lawmakers can now generate from 
full rescission is $122.2 billion. We note that the $142.6 billion credited to this policy in the 
BBBA is because it predated the gun control bill becoming law and therefore includes an 
additional year of rescission. H.R. 3 predated the finalization of the Rebate Rule.  

 
➢ Total: In total, the Senate bill is projected to generate $299.6 billion in federal savings over 

10 years, of which $177.5 billion is due to substantive policy changes and $122.2 billion is 
from rescission of the Rebate Rule. In comparison, the BBBA was projected to generate 
$306.6 billion in total savings, including $164 billion from substantive reforms and $142.6 
billion from rescinding the rebate rule (though about $20 billion in Rebate Rule savings 
was used by the gun control law).  

 
➢ Total Less Commercial: If the Parliamentarian disallows the commercial inflation caps, 

the Senate bill is projected to generate $270 billion in federal savings over 10 years, which 
is roughly comparable to the BBBA (especially if one backs out the $20 billion in savings 
from rescission of the Rebate Rule no longer available due to the passage of the gun control 
law) and substantially less than H.R. 3. Thus, we believe that Democrats will have about 
$270 billion in drug pricing savings in the reconciliation bill to spend on healthcare policies 
or to dedicate towards deficit reduction.  

 
In summation, the Senate bill and the BBBA are substantially less impactful than was H.R. 3. 
The two former bills are relatively comparable, though the Senate draft establishes a more 
robust Medicare negotiation policy and a more expensive Part D redesign.  
 
Relative Impact of the Senate’s Drug Pricing Reforms on Aggregate Drug Spending 
Growth 
 
The savings numbers projected by the CBO from the policies included in the Senate bill (and 
the BBBA) appear large in isolation, but the effect is demonstrably less impactful once put into 
the context of total drug spending and projected spending growth under the baseline. We 
establish below that the Senate’s approach is projected by 2031 to cause total Medicare drug 
spending to be 10 percent less than the baseline and total commercial drug spending growth 
to be 5 percent less than the baseline. However, because drug spending is expected to grow 
rapidly over the next several years (roughly doubling in the Medicare market and increasing 
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by 50 percent in the commercial market), we postulate that the net impact of the Senate bill is 
relatively benign and manageable. We do not mean to understate or minimize the impact of 5 
– 10 percent lower spending, nor the disproportionate impact these policies are likely to have 
on certain companies and drugs; rather, we merely aim to demonstrate that the pharma and 
biotech subsectors very likely will remain profitable with excellent growth potential even if 
the Senate approach becomes law. 
 
Medicare Drug Spending 
 
We estimate that total Medicare drug spending (Part D + Part B, including MA) is likely to grow 
from $187 billion in 2023 to $365 billion in 2031 under current law, which represents growth 
of 95.1 percent, or a CAGR of 8.71 percent. Our estimate, which is reflected in Figure 2 below, 
is derived from several sources: (a) CBO’s baseline projections on Part D spending, (b) CMS’s 
reporting of FFS Medicare Part B spending in 2020, (c) HHS’s analysis that FFS Part B spending 
is growing at a CAGR of > 8 percent and that MA spending on Part B drugs is likely growing at 
a comparable rate, and (d) CMS’s estimate of MA penetration. 
 
Figure 2. Estimated Total Medicare Drug Spending: 2023 – 2031. 
(All Dollars in Billions) 
 

 
Sources: CBO, CMS, HHS, Veda Partners 
 
As shown in Figure 3, below, the combined effect of Medicare price negotiation and Medicare 
inflation caps in the Senate bill is projected to cause Medicare spending to decline by nearly 
10 percent in the outyears of the budget window.  
 
Figure 3. Projected Impact of Medicare Drug Pricing Policies on Medicare Drug 
Spending. 
(All Dollars in Billions) 
 

 
Sources: CBO and Veda Partners 

2023 2024 2025 2026 2027 2028 2029 2030 2031

Part D 119$       118$       138$       163$       181$       212$       192$       225$       239$       

FFS Part B 48$         52$         57$         61$         66$         71$         77$         83$         90$         

MA Part B 20$         21$         23$         25$         27$         29$         31$         34$         36$         

Total 187$       192$       218$       249$       274$       312$       300$       342$       365$       

2023 2024 2025 2026 2027 2028 2029 2030 2031

Negotiation -$        -$        -$        (5)$          (9)$          (18)$        (21)$        (24)$        (25)$        

Inflation Cap (2)$          (3)$          (19)$        (6)$          (7)$          (7)$          (8)$          (9)$          (10)$        

Total (2)$          (3)$          (19)$        (11)$        (16)$        (26)$        (29)$        (33)$        (35)$        

% of Baseline -1.25% -1.72% -8.52% -4.43% -5.87% -8.23% -9.57% -9.56% -9.47%

https://www.cbo.gov/system/files?file=2022-05/51302-2022-05-medicare.pdf
https://data.cms.gov/summary-statistics-on-use-and-payments/medicare-medicaid-spending-by-drug/medicare-part-b-spending-by-drug
https://aspe.hhs.gov/reports/medicare-part-b-drugs-trends-spending-utilization-2006-2017
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MCRAdvPartDEnrolData/MA-State-County-Penetration
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We note, though, that even if the Senate policies are enacted, total Medicare drug spending is 
still projected to increase from $187 billion in 2023 to $330 billion in 2031. This represents 
an increase of over 76 percent, or a CAGR of 7.37 percent.  
 
Figure 4. Growth in Total Medicare Drug Spending 2023 - 2031: Baseline vs. Senate Plan. 
 

 
Sources: CBO, CMS, HHS, and Veda Partners 
 
Thus, in aggregate, the Senate bill still results in substantial growth in Medicare drug spending.  
 
Commercial Drug Spending 
 
We believe that CBO’s analysis implies that aggregate commercial drug spending (retail + 
physician-administered) will decline by about 5 percent from the baseline under the Senate’s 
proposed commercial inflationary cap. The analysis is complex: 
 
✓ In 2031, CBO projects that federal tax revenues will increase by about $6.9 billion due to 

the Senate’s inflation cap policy.  
 
✓ Since the average income tax rate is 13.29 percent according to the latest IRS data, this 

implies that the CBO assumes total taxable revenues will increase in 2031 by about $52 
billion due to the policy. 

  
✓ The CBO projects that there will be roughly 180 million individuals enrolled in commercial 

coverage in 2031, meaning the $52 billion in new revenues equates to about $290 per 
commercially insured person.  

 
✓ This per capita income increase is assumed to derive from a shift in employee 

compensation from tax-exempt employer-paid premiums to taxable income and wages. 
Since employers likely will pay about $23,400 per year in employee premiums in 2031, the 
$290 in new per capita income implies that total premiums are projected to decline from 
the baseline due to the inflation cap policy by about 1.25 percent.  

 
✓ And since drug spending (retail + physician-administered) equates to about 31.3 percent 

of total commercial healthcare spending, the data imply that drug spending is projected to 
decline by around 3.96 percent from the baseline. We assume the actual change is closer 
to 5 percent to reflect uncertainty in our analysis. 

Total CAGR

Baseline 95.10% 8.71%

Senate Plan 76.62% 7.37%

https://www.cbo.gov/publication/58290
https://www.irs.gov/statistics/soi-tax-stats-individual-income-tax-rates-and-tax-shares
https://www.cbo.gov/system/files?file=2022-06/51298-2022-06-healthinsurance.pdf
https://www.kff.org/health-costs/report/2021-employer-health-benefits-survey/
https://healthcostinstitute.org/health-care-cost-and-utilization-report/annual-reports
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We estimate that total commercial drug spending (retail + physician-administered) is likely to 
grow from $221 billion in 2023 to $336 billion in 2031 under current law, which represents 
growth of 51.8 percent, or a CAGR of 5.36 percent. In order to ascertain that baseline, we 
consulted two data sources: (a) CMS’s National Health Expenditures (NHE) data on retail drug 
spending, including projections, and (b) The Health Care Cost Institute’s (HCCI) report on 2020 
cost and utilization to determine the relative percentage of total drug spending in the 
commercial market attributable to physician-administered drugs (i.e., 27.12 percent). 
 
Figure 5. Estimated Total Commercial Drug Spending: 2023 – 2031. 
(All Dollars in Billions) 
 

 
Sources: CMS, HCCI, and Veda Partners 
 
If we are correct that CBO expects commercial spending to be about 5 percent lower in 2031 
due to the Senate commercial inflation cap policy, that means that total commercial drug 
spending will be about $16.8 billion lower than the baseline. However, total commercial drug 
spending is still projected to increase from $221 billion in 2023 to $319 billion in 2031 under 
the Senate plan. This represents an increase of over 44.2 percent, or a CAGR of 4.68 percent. 
 
Figure 6. Growth in Total Commercial Drug Spending 2023 - 2031: Baseline vs. Senate 
Plan. 
 

 
Sources: CBO, CMS, HCCI, and Veda Partners 
 
Like with Medicare drug spending, commercial drug spending will continue to grow under the 
Senate bill’s construct, albeit at a slower rate. We again note that we think the commercial 
inflation cap policy will be jettisoned by the Senate Parliamentarian as a violation of the Byrd 
Rule, which prohibits policies for which the budgetary impact is “merely incidental.”  
 
What It All Means: Reconciliation is the Second-Best Outcome for Pharma & Biotech 
 
While it is undeniable that the status quo is the best possible outcome for the pharma and 
biotech subsectors, we continue to believe that the drug pricing policies under consideration 
by Democrats, if enacted, represent the second-best possible outcome. Certain companies and 

2023 2024 2025 2026 2027 2028 2029 2030 2031

Retail 155$       161$       167$       173$       180$       187$       195$       204$       213$       

Physician 66$         71$         77$         83$         90$         97$         105$       113$       122$       

Total 221$       232$       244$       257$       270$       284$       300$       317$       336$       

Total CAGR

Baseline 51.79% 5.36%

Senate Plan 44.20% 4.68%

https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/NationalHealthAccountsProjected
https://healthcostinstitute.org/health-care-cost-and-utilization-report/annual-reports
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drugs will be materially impacted by these proposed policies, if implemented, but we believe 
the aggregate impact on the subsectors is eminently manageable. The effect on the Medicare 
market is relatively limited, the impact to the commercial market ranges from benign to 
nonexistent if the inflation cap is nixed by the Parliamentarian, launch prices would remain 
unregulated, the negotiation authority is relatively limited to a subset of drugs in Medicare and 
carves out most orphan products, and the capping of Part D beneficiaries’ OOP expenditures 
likely will lead to greater adherence (and thus increased Medicare sales) and qualitatively will 
lessen the pressure seniors place on politicians to focus on drug pricing.   
 
In sum, the drug pricing policies being developed by Democrats still allow for meaningful 
growth in drug spending in the critical Medicare and commercial markets. Importantly, 
passage of these reforms would also represent a critical clearing event by removing a 
perennial policy and sentiment overhang for perhaps a decade or more as the new policies are 
implemented. We recognize that a failure by Democrats to pass these reforms is the ideal 
situation for the subsectors and investors, but we believe that passage and enactment of the 
reforms is counterintuitively a relative tailwind for the pharma and biotech industries in 
aggregate.  
 
To be clear, we do not mean to minimize the impact of these policies. Our analysis indicates 
that the annual growth rate of Medicare drug spending would decline by over 15 percent from 
the baseline growth rate (8.71 percent to 7.37 percent) and the annual growth rate of 
commercial drug spending would decline by over 12 percent from the baseline growth rate 
(5.36 percent to 4.68 percent). These are real dollars being removed from the healthcare 
system. But if drug pricing reforms are inevitable – and we believe that Democrats will include 
such reforms in a reconciliation bill – the reforms under consideration are manageable. This 
is particularly true if, as we expect, the commercial-related policies are disallowed by the 
Parliamentarian. When combined with the removal of a long-term policy and sentiment 
overhang, we think the net effect of these policies is more positive than perhaps it appears at 
first glance.  
 
Waiting on Reconciliation: It’s Now or “Never” 
 
In closing, we believe that the drug pricing reforms proposed by Senate Democrats will be 
included in any reconciliation bill that materializes, and that such policies have the 50 votes 
necessary to clear the upper chamber and can secure the 218 votes needed to pass the House. 
The critical question is whether a reconciliation bill will materialize at all and clear Congress 
before the authority expires on September 30. We believe it is more likely than not that such 
a bill will come to the Senate floor, pass both chambers, and become law, though failure is 
surely still an option.  
 
If Democrats fail to pass a reconciliation bill, drug pricing reforms as outlined in this report 
are effectively dead for the foreseeable future. Republicans are highly likely to win control of 
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the House in the November election, and perhaps the Senate, too, and it is no secret that the 
GOP disfavors government negotiation in Medicare and most Republican lawmakers also 
oppose the application of inflation caps. The only policy that likely could survive into 2023 is 
a Part D redesign.  
 
In the event of failure, we would expect the Biden Administration to pursue regulatory drug 
pricing reforms through the auspices of the CMS Innovation Center. However, we note that the 
Supreme Court’s recent ruling in West Virginia v EPA on the “major questions” doctrine brings 
into question how far CMS plausibly could go in effectuating broad reforms not explicitly 
authorized by Congress.  
 
Thus, there is much at stake for Democrats and the pharma and biotech subsectors over the 
next several months. Either certain, relatively limited drug pricing reforms are enacted 
through reconciliation, or drug pricing policies are likely off the table for the foreseeable 
future. For now, we continue to believe that it is more likely than not those reforms will be 
enacted in September, and we counterintuitively believe that the effect on the pharma and 
biotech industries would be a relative tailwind. 
 
 
 
  
 
 

https://www.supremecourt.gov/opinions/21pdf/20-1530_new_l537.pdf
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