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Paper in a nutshell

Can competition for an exclusive position raise downstream prices?

@ Upstream suppliers offer an intermediary a posted wholesale price w and a
sales-contingent transfer / rebate r.

@ The intermediary’s true net unit cost is w(l — r).

@ But downstream price formation is constrained by an institutional rule:
p < f(w,r).

@ Key case: f responds strongly to the posted price w but weakly to rebates r.

Contribution

The paper combines exclusivity auctions with regulated or institutionally
constrained price formation: competition may still be intense, but it can be
redirected into the contractual margin that raises regulated prices.
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One-slide summary of the mechanism

Standard intuition
@ Exclusivity turns supplier rivalry into a winner-take-all auction.
@ With linear wholesale pricing, bidding drives w toward marginal cost c.
@ If prices pass through wholesale costs, downstream prices fall.

New mechanism
@ With rebates, a supplier can raise w and r together.
@ Net price can stay fixed: w(l —r) =c.

@ But if p is tied mainly to w, consumer-facing prices rise.

Misalignment condition
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Takeaway: competition eliminates supplier rents, but can do so through a higher posted

price and larger rebate.
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Can we see this mechanism in the data?

The mechanism needs three ingredients: a contract with a visible price w and a

hidden rebate r; a downstream rule that responds to w but weakly to r (f; ~ 0); and
exclusivity awarded by competitive bidding.

@ Insulin fits exactly. Patient coinsurance is p = fw: keyed to list price, essentially

insensitive to manufacturer rebates. The Misalignment Condition holds by
construction (paper, Sec. I11.B).

@ Natural experiment: Lilly's Basaglar (a follow-on to Sanofi’s Lantus) launched
Dec. 2016, triggering a PBM formulary exclusivity fight over the glargine
(long-acting insulin) category.

Prediction (Proposition 1)

Net price — marginal cost; list price — the joint-profit-maximizing level p’ — even as
rebates rise.
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The case: list vs. net insulin prices, 2012-2019

Insulin class List/100u (w) Net/100u (w(1 —r)) Discount (r)

Long-acting analogues 13.45 — 29.15 10.40 — 10.27 22.7% — 64.8%
Short-acting analogues 14.70 — 33.34 9.13 —» 11.31 37.9% — 66.1%
Human insulin 5.85 — 12.93 2.64 — 4.76 54.9% — 63.1%

All figures 2012 — 2019, in $/100 units. Source: Dickson et al., JAMA Health
Forum 2023 (SSR Health data).

@ Long-acting analogues (the Lantus/Basaglar battleground): net price growth flips
from +23.6%/yr (2012-14) to —8.3% /yr (2015-19), once exclusivity
contracting intensified — net price ends 2019 essentially where it started.

@ List price climbs ~12%/yr throughout, regardless of what is happening to the
rebate margin.
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Robustness: is this just an insulin story?
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@ Brand-name drugs industry-wide (~1,000 products, >90% of branded Rx sales);
source: SSR Health data via Drug Channels Institute.

@ List price growth exceeds net price growth in 11 of 11 years, 2014—2024. Not an
insulin idiosyncrasy.
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Thank you...

senay.sokullu@bristol.ac.uk
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