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15.482Unit	Outline
§ Market	Efficiency
§ The	Time	Value	of	Money
§ Valuing	Special	Cashflows
§ Inflation
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Valuing	Special	
Cashflows



15.482Application:	Expensive	Therapies
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15.482Application:	Expensive	Therapies
§ There’s	a	difference	between	price-gouging	and	
genuine	breakthrough	therapies

§ Example:	hepatitis	C
§ 12-week	treatment	cures	it!

– Cost	of	liver	transplant:	$577,000	in	2011
– Value	of	statistical	life:		$9.1	million	× 2/3?

§ But	3	million	U.S.	patients	have	hepatitis	C!
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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

Application:	Expensive	Therapies
Sovaldi Is	A	Bargain,	But	The	Cost	Impact	Is	Huge!
§ Suppose	we	“mortgaged”	Sovaldi?
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15.482Application:	Expensive	Therapies
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Now	Pool	Health	Care	Loans:
§ Create	SPEs,	tranches,	securitization,	i.e.,	CDOs
§ CDS	to	guarantee	senior	tranche
§ Tap	into	debt	markets



15.482Application:	Expensive	Therapies
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STM	24	Feb	2016

Senior	tranche: 2.1%
Junior	tranche: 2.5%
Equity	tranche: 12.5%



15.482Who	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
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