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Keeping the doctor away: The impact of prescription-to-OTC drug switches on competitor
drug prices
Under review at Journal of Marketing Research

Effect of generic substitution laws on physician payments (Available upon request)
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RESEARCH ABSTRACTS

Keeping the doctor away: The impact of prescription-to-OTC drug switches on competitor
drug prices

Rx-to-OTC switches allow a drug that required a prescription (Rx) to be sold over

the counter (OTC) without a prescription. We study the effect of Rx-to-OTC drug switches
on the prices of competing drugs in the US market. We describe how Rx-to-OTC switches
represent a nonstandard market exit and entry setting by affecting both the number of
competitors in the Rx and OTC markets as well as the number of patients in each market.
Using SKU level data collected in the US over a span of 12 years by IMS Health, we show
that Rx competitor drugs increase prices by 9.9% after an Rx-to-OTC switch. We also
observe heterogeneity in the response of Rx competitor drugs based on the generic status
of the drug, whether the competitor drug has the same product form as the switched drug,
and the share of the switched drug. OTC competitors show a varied price response based on
their generic status, whether the competitor drug is manufactured by the same parent firm
as the switched drug, and the market share of the switched drug. In addition, we
demonstrate the robustness of our results using the synthetic control method. These
findings are of importance to public policymakers and to managers who can get a better
understanding of price changes for various types of competitors because of an Rx-to-OTC
switch.

Effect of generic substitution laws on physician payments

In the US, introduction of generic drugs into the market offers a cheaper alternative

to the higher cost branded drugs. Generic substitutability laws which are passed at the state
level, allow pharmacists to substitute a branded drug with its equivalent generic, which
speeds up the widespread adoption of generics. However, in recent years a slight reduction
has been observed in the rate of generic adoption after their introduction into the market.
Researchers and policy makers are concerned about the increasingly aggressive
pharmaceutical advertising practices by branded drugs. In this paper, we study the effect of
generic introduction on cash payments made by branded drugs to physicians. With total
annual payments exceeding $3 billion and reaching more than 500,000 physicians in the US,
physician payments are an important tool wielded by pharmaceutical firms to increase the
brand preference for their prescription drugs. We extract the required data using text
analysis on publicly available data sources and create a novel dataset by blending multiple



datasets. We find that physician payments decrease after a generic introduction. This is
currently a work in progress, and we expect to find insights that would help policy makers in
making better decisions to speed up generic adoption.



