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      The Effect of Prices on the Prescription 
Behavior of Pharmaceuticals 

             Gurumurthy     Kalyanaram     ,     Peter     S.    H.     Leefl ang    , 
and     Kishore     Gopalakrishna     Pillai   

    Abstract     Health care spending has been increasing sharply and shifting towards 
outpatient care and drug prescriptions in particular. Despite the cost of prescription 
drugs being an important component of health expenditures, relatively little atten-
tion has been spent on the effects of prices on either aggregate demand or on physi-
cian prescription behavior. In this study we demonstrate how price elasticities can 
be obtained from prescription data where we also show the effects of constraints 
that are specifi ed for prescribers (physicians). More specifi cally, the possible dif-
ferential responsiveness of HMO (Health Maintenance Organization) and non- 
HMO physicians to drug prices may shed more light on the price sensitivity of 
pharmaceuticals. HMO physicians are directed by insurance providers to contain 
and reduce the cost of medication and treatment, which could guide their prescrip-
tion decision. Our objective is to expand the rather limited empirical base of knowl-
edge on this issue by studying the differential effects of price on HMO and non-HMO 
physician prescription behavior. 

 We examine an extensive database covering 11,235 prescriptions for 19 brands 
in four therapeutic classes, recorded by 2,320 physicians. We fi nd that price effects 
on prescription choice are signifi cantly negative and up to four times higher for 
HMO physicians, who, on average, exhibit an elastic response. Our fi ndings are in 
contrast with those reported by previous studies using physician-level data.  
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