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15.482Unit	Outline
§ Pricing
§ Ethics
§ Pricing	Issues	for	Cancer	Drugs
§ Price	vs.	Value
§ Questcor	Pharmaceuticals
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Pricing



15.482What	Determines	“Value”?
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15.482What	About	the	Value	of	Life?
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15.482What	About	the	Value	of	Life?
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$9,100,000.00



15.482Sovaldi
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$84,000	to	cure	Hepatitis	C



15.482Sovaldi
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“Our	investigation	showed	that	in	considering	how	to	
price	its	drugs,	Gilead	prioritized	revenue	and	profit	
maximization	over	patient	access.	Furthermore,	the	
company	was	determined	to	keep	the	drugs’	wholesale	
prices	high	and	payer	discounts	low	‘whatever	
competitors	do	or	whatever	the	headlines.’”
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JAMA	Oncology	April	2,	2015
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For	U.S.	Companies,	Shareholder	Wealth	Is	The	Focus:
§ eBay	Domestic	Holdings	Inc.	v.	Newmark (2010):	
corporate	directors	are	bound	by	“fiduciary	duties	and	
standards”	which	include	“acting	to	promote	the	value	
of	the	corporation	for	the	benefit	of	its	stockholders.”
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“Our	investigation	showed	that	in	considering	how	to	
price	its	cars,	Tesla	prioritized	revenue	and	profit	
maximization	over	consumer	access.	Furthermore,	the	
company	was	determined	to	keep	the	cars’	wholesale	
prices	high	and	dealer	discounts	low	‘whatever	
competitors	do	or	whatever	the	headlines.’”

Consider	The	Following	Alternative	Quote:



15.482

1% 3% 5% 10% 15%
1 $7,038 $7,114 $7,191 $7,385 $7,582
5 $1,436 $1,509 $1,585 $1,785 $1,998
10 $736 $811 $891 $1,110 $1,355
15 $503 $580 $664 $903 $1,176
30 $270 $354 $451 $737 $1,062

Interest	Rate
Years

Monthly	Payment

Financing	Life
Sovaldi	Is	A	Bargain,	But	The	Cost	Impact	Is	Huge!
§ Suppose	we	“mortgaged”	Sovaldi?	“Buying	cures	vs.	
renting	health”
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15.482Financing	Life
Sovaldi	Is	A	Bargain,	But	The	Cost	Impact	Is	Huge!
§ Now	pool	these	healthcare	loans	(HCLs)	and	securitize	
them	(consider	12,000	loans)

§ Senior	tranche,	junior	tranche,	equity	tranche
§ Create	CDS	to	guarantee	senior	tranche
§ etc.
§ Use	student-loan	data	to	calibrate
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15.482Financing	Life
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STM	24	Feb	2016
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Annual Probability of Loan Default (%)
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15.482Financing	Life:	Who	Pays?
In	The	Very	Long	Run,	Taxpayers
§ That’s	what	government	is	for

In	The	Long	Run,	Insurers
§ That’s	what	health	insurance	is	for

In	The	Short	Run,	Patients,	Families,	Foundations
§ That’s	what	consumer	loans	and	charities	are	for
§ Mortgaging	your	health	is	offensive
§ Letting	patients	die	is	even	more	offensive

©	2017	by	Andrew	W.	Lo	
All	Rights	Reserved

Unit	10	- Part	1 Slide	19



15.482Is	This	Really	A	Good	Idea??
§ Debt	market	has	huge	capacity	($39T)
§ Consumer	credit	risk	is	well	understood
§ Personal	health	is	a	great	investment	(compared	to	cars,	homes,	

vacations,	renovations,	etc.)
§ This	will	create	incentives	for	cures
§ This	will	improve	diet,	exercise,	prevention
§ This	is	consistent	with	“pay	for	performance”
§ This	will	make	healthcare	more	effective,	more	affordable	(per	

quality-adjusted	life	year),	more	efficient
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15.482Potential	Downside
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2009



15.482But	Desperate	Consumers	Will	Persist!
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Ethics



15.482What	Role	Does	Ethics	Play?
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A B



15.482What	Role	Does	Ethics	Play?
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15.482Neuroscience	of	Morality
§ Moral	judgments	involve	competing	systems	in	the	brain:	higher	cognition	

(utility)	vs.	emotion	(survival)
§ Impersonal	vs.	personal	moral	dilemmas	(Greene,	2001)

– Impersonal:	utilitarian	calculations
– Personal:	“me	hurt	you”	narrative	(threat	identification	and	
neutralization)

§ Moral	reasoning	likely	evolved	from	the	highly	social		structures	of	hominid	
societies

§ Morals	and	ethics	are	evolutionary	adaptations	that	facilitate	cooperation,	
collective	intelligence,	and,	ultimately,	reproductive	success	among	social	
animals
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