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Given the historically unprecedented speed with which 
the US pharmaceutical industry has developed COVID-19 
vaccines—3 of the 4 first products likely to be approved for 
marketing are almost certainly from US firms—it would seem 
appropriate for a renewed sense of confidence, support and 
even acclaim for the economic model that lies behind this 
success. Instead, the sector remains under pressure to lower 
prices and protections for its patented products, both in the 
United States and globally. It is worth noting that the entire 
world benefits from the new medical advances in treating the 
worst pandemic in at least 50 years. Instead, President Trump 
has continued to criticize the industry for its pricing model 
for newly developed drugs, while countries such as India, 
Pakistan, and Brazil call for breaching of the patent shield for 
the new vaccines (and recent treatments such as those for 

HIV and Hepatitis C), and developed countries in Europe, East 
Asia, as well as Canada, persist in questioning the medical 
value of the new medicines to their citizens.1

To add to the current uncertainty about US leadership, there 
is ever-increasing competition from China in terms of basic 
science and pharmaceutical products. The Chinese national 
goal of self-sufficiency in these two fields has resulted in a 
huge increase in research and development funding and 
purchases of leading biotechnology firms in the United 
States and Europe. At the same time, China’s global market 
share in generic drugs and active pharmaceutical ingredients 
(APIs) is steadily growing. Chinese government funding for 
research in these fields has grown by 20 percent annually 
since 2008.
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The incoming Biden administration is calling for new pricing 
models and the use of compulsory licensing for some new 
products, especially those related to the new virus pandemics. 
Compulsory licensing allows a government to license entities 
other than the patent holder to produce and sell patented 
products without the patent holder’s permission.

If the economic and scientific model which promotes constant 
advances in medicines and new treatments is to survive, the 
current domestic ecosystem for research and development 
ought to be strengthened, instead of being undermined 
by reducing private sector incentives and weakening the 
protection of intellectual property (IP). Additionally, ways to 
address the problem with other countries enjoying a “free ride” 
at the expense of US consumers and public health systems, 
need to be considered.

The United States as Global  
Leader in Innovation
The United States is now the undisputed world leader in both 
medical science and the innovative products and treatments 
which are needed to meet the challenges of improving 
healthcare in a globalized world. This has not always been 
the case.2 The US is now the home for half of the global 
pharmaceutical companies which account for half of global 
sales for this sector.3 US firms now account for over 60 
percent of innovative new drugs, up from 41 percent in the 
1980s. In the 1980s, countries apart from the United States 
and the European nations, accounted for 41 percent of the top 
new innovative medicines (the most prominent players being 
Japan, Korea, Canada, and Australia), but by the late 1990s 
that proportion fell to 17 percent.  

Underpinning the improved US performance is its investment 
in basic research and development. In recent years, US public 
investment in medical science has been twice the level of all 
other industrialized countries (except China) combined. The 
United States accounts for half of global medical research. 

About 75 percent of global venture capital (VC) investment in 
bio-medical science and product development goes to US 
firms. And private industry firms in the United States devote 
around 20 percent of their revenues to R&D. The US has 
raised its share of private sector research among developed 
countries from 43 to 57 percent since 1995.

While China is committed to becoming a world-class 
competitor in this increasingly important industry, European 
and some East Asian countries have lagged behind in both 
basic science funding and product development. European 
public and private investment was almost 50 percent higher 
than that of the United States in the 1980s, but the situation 
has reversed since then. The relative slowdown in Europe 
occasioned a decrease in its share of innovative new drugs. 
In 1992, six of the top ten medicines sold worldwide were of 
European origin, but by 2002, that figure dropped to only two 
out of ten. By 2005, Günter Verheugen, then the Vice-President 
of the European Commission for Enterprise and Industry, was 
lamenting that “…we are confronted with a move of research 
and production of innovative drugs outside Europe.”4

The shift in relative competitiveness in this sector is a result 
of both push and pull. Europe, and similarly Japan, Canada, 
Australia, and other developed countries with national health 
care systems, decades ago began to emphasize price controls 
and limitations on approvals for new drugs as a means to 
keep their national health care costs within budget. Doing 
so, however, limits the ability of private sector firms to invest 
in new product research. In the United States, the basis of 
leadership in innovation is a combination of favorable tax 
treatment, regulatory actions to speed the approval process 
for new medicines, and massive support for academic 
research and lab-based medical science. A culture that 
favors saving lives over reducing costs also encourages 
and facilitates private sector investment in new product 
development. Additionally, national legislation in the 1980s 
prevented the US Medicare system from negotiating directly 
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with private sector firms on pricing decisions for medicines. 
This reality is in stark contrast to most of the rest of the 
world which invariably drives down prices with monopsonist 
purchasing models and is reluctant to approve new products 
and new uses for the already existing medicines.

As the US Council of Economic Advisers demonstrated in a 
February 2020 study, the cost-cutting measures in Europe 
and elsewhere, along with the market-based US approach, 
resulted in a growing disparity in the domestic pricing of new 
drugs. In 2003, the US prices for similar drugs were about 50 
percent higher than their German and Canadian counterparts. 
By the time of the Obama and Trump administrations, 
US prices ranged from two to three times those in other 
developed countries.

Academic and public policy research consistently 
correlates the US dominance of new drug discovery to 
the attractiveness of US markets in terms of prices and a 
better climate for approval of innovative new products.5 In 
the United States, consequently, patients have quicker and 
broader access to new treatments. In areas like oncology 
and the treatment of rare diseases like cystic fibrosis, new 
advances have been approved more rapidly and better 
patient outcomes are observed. Most other countries have 
far fewer choices of new treatments than those available in 
the United States. 

However, patients in other advanced economies do benefit 
from the US advances without contributing a commensurate 
share of the costly R&D required for new drug discovery, 
development and approval. As long as their national health 
care systems continue to approve the new products and the 
innovative firms in the United States agree to a lower pricing 
structure for bulk purchases, other countries will continue to 
enjoy this benefit. Some analysts refer to this as “free-riding” 
on the part of European countries as well as Canada, Japan, 
Korea, among others.6

Many developing countries such as India, South Africa, 
Indonesia, Brazil and Pakistan try to double down on this 
sort of free-riding by imposing high tariffs, resisting giving 
patent protection for new treatments and trying to impose 
compulsory licensing on innovative American, Swiss, UK, and 
EU-based firms.7 The new COVID-19 vaccines and treatments 
are, in effect, ground zero for compulsory licensing efforts.

China employs all the tactics highlighted above but also 
is a leading counterfeiter of the existing pharmacopeia.8 
It has the ambition of building on the successes of others 
and its own progress in producing generic drugs and active 
pharmaceutical ingredients to create an innovative, science-
based drug industry. This sector is one of the ten target 
industries of the program called “Made in China 2025.” Some 
of the salient features of this program are exploiting the open 
educational systems in the United States and other advanced 
countries to acquire and bring home new science capabilities, 
buying, often through opaque company structures, foreign 
biotechnology firms, and outright theft of intellectual property. 
The program also restricts access to its own market by foreign 
manufacturers to give advantage to its domestic aspirants. 
Since Chinese quality standards are often inadequate and 
dangerous to patients, China is not yet a peer competitor to 
the United States but it is advancing rapidly. Like China, India 
is a growing producer of generics and APIs, though it also 
suffers from suspect quality oversight and counterfeiting.9

The Challenge for the Biden Team
In looking ahead to the Biden administration, it is unclear 
whether it will continue many of the policies which 
have strengthened the competitive position of the US 
pharmaceutical sector over the last twenty or more years. 
Biden and his team have signaled strong support for domestic 
manufacturing and for additional funding for basic science 
research in key technologies, including biopharmaceuticals.10 
Bipartisan support for these policies has been growing in 
the Congress, especially in the wake of the pandemic. The 
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Biden team has also articulated a need to work on fairness 
and reciprocity in US trade relations, especially with regard to 
China. Presumably this emphasis includes vigorous support 
for defending IP rights, combatting unfair trade practices 
such as compulsory licensing and counterfeiting, and lack 
of equal access to markets. In this case, access to markets 
would encompass pushing back on practices which limit new 
product patenting or inclusion in the list of products for which 
national health care systems would reimburse producers. 

In contrast, some elements of the Biden platform and the 
records of incoming cabinet officials such as Xavier Becerra, 
the designated head the Department of Health and Human 
Services, are cause for concern. The Biden “Plan to Rebuild 
US Supply Chains” and comments by Becerra suggest that 
use of US government purchasing power to drive down 
drug pricing, a policy that could be supercharged if some 
version of a “Medicare for All” program were adopted.11 
Both the Biden platform and Becerra’s record show an 
openness to compulsory licensing of pharmaceuticals in 
some circumstances. In his capacity as the Attorney General 
of California, Becerra vigorously supported measures to 
limit the duration of patents for medicines. All of these 
factors would limit the overall revenues of innovative, 
research-based pharmaceutical firms, without implementing 
associated compensating policies (some of the international 
components of such a policy are mentioned below). These 
ideas, if implemented, could set the United States on a path 
to a European-style medical product ecosystem which has 
reduced new drug development and broader adoption of new 
medicines and treatments.12

The Biden platform also calls for raising US corporate taxes. 
One factor in the move of pharmaceutical manufacturing 
abroad has for decades been lower taxes in countries like 
Ireland and Switzerland, as well as in Puerto Rico prior to 
that. This factor has encouraged US firms to move production 
to lower tax locations. The United States already has a 

huge pharmaceutical trade deficit with low tax countries, 
approximately $39 billion with Ireland as well as $14 billion 
with Switzerland in 2019. One can observe that at least in 
the case of Ireland there is little reason for such a trade deficit 
in advanced technology other than the tax regime available 
to highly profitable firms. It is difficult to discern how higher 
domestic corporate taxes could help bring manufacturing, as 
well as associated R&D, back to the United States.

China and India represent the largest untapped markets 
for advanced medicines but the two countries will continue 
to restrict access as they struggle to become competitors 
to industries in the developed world and to build their own 
national health care systems. In the Phase 1 trade deal with 
Trump, China committed itself to improving protections 
for IP, stamping out counterfeiting, and reducing barriers 
to introduction of new medicines from non-Chinese firms. 
China should be held to its commitments by the Biden 
administration. The United States, along with allies, should 
also broaden their capabilities in terms of inspecting Chinese 
and Indian manufacturing facilities of generics and APIs for 
quality and safety assurance. In recent years, there have 
been numerous reports of quality and safety violations, 
and substitution of untested and sometimes dangerous 
components in the drug manufacturing industries of the two 
countries has been observed.

The toughest issue for the Biden team will be fulfilling the 
commitment to achieving lower domestic prices for patented 
medicines, while still promoting the extent of R&D needed for 
the United States to remain a global leader in this sector. The 
US industry is clearly a “global good” in the sense that it helps 
produce the breakthroughs required to meet modern health 
challenges like HIV and COVID-19. Convincing other advanced 
economies (not to mention China, India and other large 
developing economies) to participate more fully in funding 
the basic sciences and product development through more 
public funding for research and more balanced reimbursement 
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patterns for finished products is not an easy task, no matter 
how much allies like the European nations and Canada hasten 
to repair trade relations with the United States during the 
Biden term.

Europe enjoys a trade surplus in pharmaceutical products 
with the United States of over $50 billion annually, partly due 
to the disparity in reimbursements for the same drugs in the 
United States. In effect, the US consumers and public health 
providers help support both US and European (along with 
Japanese, Korean and other) firms by paying higher prices 
for new products and approving more new drugs and new 
applications than their competitors. European and Japanese 
companies are also significant innovators in new medicines but 
they have seen their share of new products steadily eroded as 
their national health care systems squeeze prices and make 
obtaining approval for new products more complicated. 

One path to start addressing this global problem could be 
commissioning the Organization for Economic Cooperation 
and Development to do a study highlighting the value of new 

medicines in combatting pandemics and endemic diseases, 
focusing on the new drug development process and how it is 
supported around the world today. There are precedents in 
trade law, especially in anti-dumping and countervailing duty 
law, as it applies to semiconductor and steel industries, for 
consideration of research and development costs as major 
components of determining fair prices in global markets. If 
other countries continue to pay less than fair value for US 
products while their own companies benefit from a better 
pricing environment in the United States, this may constitute 
a violation of the spirit, if not the letter, of the established WTO 
principle of reciprocal access. As with the debate over sharing 
the burden in NATO, or in addressing climate change, the 
United States should aim to convince its allies to increase their 
contributions to resolving the global health problems.

Acknowledgements
The author benefited from discussions with Tevi Troy, Gary 
Hufbauer, Regina Vargo, Frank Vargo, and Gilbert Kaplan 
covering some of the issues addressed in this paper. The 
author is solely responsible for the content of this memo.



HUDSON INSTITUTE WILL THE BIDEN ADMINISTRATION SUPPORT GLOBAL US  
LEADERSHIP IN THE INNOVATIVE MEDICINES INDUSTRY? 6

Endnotes

1 Emma Farge and Stephanie Nebehay, “WTO delays decision on 
waiver on COVID-19 drug, vaccine rights.” Reuters, December 
10, 2020, https://www.reuters.com/article/us-health-coronavi-
rus-wto/wto-delays-decision-on-waiver-on-covid-19-drug-vac-
cine-rights-idUSKBN28K2WL. 

2 See Nam D. Pham and Mary Donovan, “Will US Leadership in 
Biopharmaceutical R&D Continue? Consequences of Price Con-
trols and Other Anti-Innovation Policies,” ndp analytics (November 
2020), https://www.ndpanalytics.com/will-us-leadership-in-bio-
pharmaceutical-rd-continue. 

3 The Council of Economic Advisers, The White House, “Funding 
the Global Benefits to Biopharmaceutical Innovation,” Washing-
ton, D.C. (February 2020), https://www.whitehouse.gov/wp-con-
tent/uploads/2020/02/Funding-the-Global-Benefits-to-Biophar-
maceutical-Innovation.pdf?mod=article_inline. 

4 Pham and Donovan, “Biopharmaceutical R&D”

5 Stephen Ezell, “Ensuring U. S. Biopharmaceutical Competi-
tiveness,” Information Technology and Innovation Foundation, 
July 16, 2020, https://itif.org/publications/2020/07/16/ensur-
ing-us-biopharmaceutical-competitiveness.  

6 Red Jahncke, “America is subsidizing Europe’s socialist medicine 
– with higher drug prices here,” The Hill, December 8, 2020. 
https://thehill.com/opinion/healthcare/529049-america-is-subsi-
dizing-europes-socialist-medicine-with-higher-drug-prices.  

7 Office of the United States Trade Representative, Office of the 
President of the United States, “National Trade Estimate Report on 
Foreign Trade Barriers,” Washington, D.C. (March 2020), https://ustr.
gov/sites/default/files/2020_National_Trade_Estimate_Report.pdf. 

8 Robert Atkinson, “China’s Biopharmaceutical Strategy: Challenge 
to or Complement to U.S. Strategic Competitiveness?” Infor-
mation and Technology Innovation Foundation (August 2019), 
https://itif.org/publications/2019/08/12/chinas-biopharmaceuti-
cal-strategy-challenge-or-complement-us-industry.

9 Sui Lee Wee and Javier Hernandez, “Scandal Shrouds The King 
of Vaccines,” The New York Times, December 13, 2020, https://
www.nytimes.com/2020/12/07/world/chinas-king-of-vaccines-
a-partner-to-astrazeneca-is-plagued-by-scandal.html and Roger 
Bate, “The ongoing problem of Indian medicine quality,” American 
Enterprise Institute, AEIdeas, October 17, 2019, https://www.aei.
org/health-care/the-ongoing-problem-of-indian-medicine-quality. 

10 Biden-Harris Campaign, “Biden Plan to Rebuild U.S. Supply 
Chains and Ensure the U.S. Does Not Face Future Shortages 
of Critical Equipment,” https://joebiden.com/supplychains, ac-
cessed December 16,2020.

11 David Sirota and Andrew Perez, “Who Will Xavier Becerra Serve 
as Joe Biden’s HHS Secretary?” Jacobin, December 7, 2020, 
https://www.jacobinmag.com/2020/12/xavier-becerra-health-hu-
man-services-secretary-hhs, and Ana B. Ibarra, “California Bill 
Would Fight Deals That Delay Generic Drugs,” Kaiser Health 
News, August 1, 2019, https://khn.org/news/california-bill-would-
fight-deals-that-delay-generic-drugs.

12 Scott Gottlieb and Benedic Ippolito, “Estimating the impact of the 
newly proposed Senate drug pricing legislation on manufacturers’ 
investment decision,” American Enterprise Institute, AEIdeas, 
September 9, 2019, https://www.aei.org/economics/estimat-
ing-the-impact-of-the-newly-proposed-senate-drug-pricing-legis-
lation-on-manufacturers-investment-decisions. 

https://www.reuters.com/article/us-health-coronavirus-wto/wto-delays-decision-on-waiver-on-covid-19-drug-vaccine-rights-idUSKBN28K2WL
https://www.reuters.com/article/us-health-coronavirus-wto/wto-delays-decision-on-waiver-on-covid-19-drug-vaccine-rights-idUSKBN28K2WL
https://www.reuters.com/article/us-health-coronavirus-wto/wto-delays-decision-on-waiver-on-covid-19-drug-vaccine-rights-idUSKBN28K2WL
https://www.ndpanalytics.com/will-us-leadership-in-biopharmaceutical-rd-continue
https://www.ndpanalytics.com/will-us-leadership-in-biopharmaceutical-rd-continue
https://www.whitehouse.gov/wp-content/uploads/2020/02/Funding-the-Global-Benefits-to-Biopharmaceutical-Innovation.pdf?mod=article_inline
https://www.whitehouse.gov/wp-content/uploads/2020/02/Funding-the-Global-Benefits-to-Biopharmaceutical-Innovation.pdf?mod=article_inline
https://www.whitehouse.gov/wp-content/uploads/2020/02/Funding-the-Global-Benefits-to-Biopharmaceutical-Innovation.pdf?mod=article_inline
https://itif.org/publications/2020/07/16/ensuring-us-biopharmaceutical-competitiveness
https://itif.org/publications/2020/07/16/ensuring-us-biopharmaceutical-competitiveness
https://thehill.com/opinion/healthcare/529049-america-is-subsidizing-europes-socialist-medicine-with-higher-drug-prices
https://thehill.com/opinion/healthcare/529049-america-is-subsidizing-europes-socialist-medicine-with-higher-drug-prices
https://ustr.gov/sites/default/files/2020_National_Trade_Estimate_Report.pdf
https://ustr.gov/sites/default/files/2020_National_Trade_Estimate_Report.pdf
https://itif.org/publications/2019/08/12/chinas-biopharmaceutical-strategy-challenge-or-complement-us-industry
https://itif.org/publications/2019/08/12/chinas-biopharmaceutical-strategy-challenge-or-complement-us-industry
https://www.nytimes.com/2020/12/07/world/chinas-king-of-vaccines-a-partner-to-astrazeneca-is-plagued-by-scandal.html
https://www.nytimes.com/2020/12/07/world/chinas-king-of-vaccines-a-partner-to-astrazeneca-is-plagued-by-scandal.html
https://www.nytimes.com/2020/12/07/world/chinas-king-of-vaccines-a-partner-to-astrazeneca-is-plagued-by-scandal.html
https://www.aei.org/health-care/the-ongoing-problem-of-indian-medicine-quality
https://www.aei.org/health-care/the-ongoing-problem-of-indian-medicine-quality
https://joebiden.com/supplychains
https://www.jacobinmag.com/2020/12/xavier-becerra-health-human-services-secretary-hhs
https://www.jacobinmag.com/2020/12/xavier-becerra-health-human-services-secretary-hhs
https://khn.org/news/california-bill-would-fight-deals-that-delay-generic-drugs
https://khn.org/news/california-bill-would-fight-deals-that-delay-generic-drugs
https://www.aei.org/economics/estimating-the-impact-of-the-newly-proposed-senate-drug-pricing-legislation-on-manufacturers-investment-decisions
https://www.aei.org/economics/estimating-the-impact-of-the-newly-proposed-senate-drug-pricing-legislation-on-manufacturers-investment-decisions
https://www.aei.org/economics/estimating-the-impact-of-the-newly-proposed-senate-drug-pricing-legislation-on-manufacturers-investment-decisions


About Hudson Institute

Hudson Institute is a research organization promoting American leadership and global engagement for a 
secure, free, and prosperous future.

Founded in 1961 by strategist Herman Kahn, Hudson Institute challenges conventional thinking and 
helps manage strategic transitions to the future through interdisciplinary studies in defense, international 
relations, economics, health care, technology, culture, and law.

Hudson seeks to guide public policy makers and global leaders in government and business through a 
vigorous program of publications, conferences, policy briefings and recommendations.

Visit www.hudson.org for more information.

Hudson Institute 
1201 Pennsylvania Avenue, N.W. 
Fourth Floor 
Washington, D.C. 20004

+1.202.974.2400
info@hudson.org
www.hudson.org

About the Author:

Thomas J. Duesterberg
Thomas J. Duesterberg is a senior fellow at Hudson Institute. Previously, Dr. Duesterberg was executive 
director of the Manufacturing and Society in the 21st Century Program at the Aspen Institute. From 1999 
to 2011 he served as president and CEO of the Manufacturers Alliance/MAPI, an economic research and 
executive education organization based in Virginia. 

Dr. Duesterberg has served as assistant secretary for international economic policy at the US Department of 
Commerce, chief of staff to Rep. Chris Cox and Senator Dan Quayle, and associate instructor at Stanford 
University. He also served as the director of the Washington office of Hudson Institute. He is the co-author 

of U.S. Manufacturing: The Engine of Growth in a Global Economy (Praeger, 2003) and three other books, and is the author of 
over 200 articles. 

© 2021 Hudson Institute, Inc. All rights reserved.

http://www.hudson.org
mailto:info@hudson.org
http://www.hudson.org

