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Abstract

We plan to examine the introduction of an innovative online platform that provides real-time
information about pharmaceutical prices and substitutes in Chile. We are interested in how
individuals use the website, how it changes their beliefs, and how it affects pharmaceutical
markets. In particular, we plan to examine whether easy-to-use and personalized online
information can make markets more competitive and lower drug prices. Working with the
Ministry of Health of Chile, we will have detailed administrative data on website usage and the
entire pharmaceutical supply-chain. Given that the full website will likely be rolled out in the
coming months, we will also have the opportunity to be involved in its implementation.

Proposal

A growing literature has examined whether digitization and the internet can make markets
more competitive by decreasing information frictions. Information frictions are particularly
severe in health care markets. It is often very difficult to comparison shop for pharmaceutical
drugs since prices are opaque and patients may be unaware of lower-prices substitutes. Due to
these search frictions, there is often a high degree of price dispersion in pharmaceutical
markets (e.g. Sorensen 2000). However, digital innovations that address these issues have been
slow to emerge, as industry regulations’ create significant barriers to entry for the new digital
marketplaces which have played a key role in lowering information asymmetries and reducing
search costs in other industries. This is particularly important because both health care and
pharmaceutical prices are rising rapidly. In recent work, one of us has examined the equilibrium
effects of health care price information in the US (Brown 2018a,b), however, there is still little
evidence on how to make drug markets more competitive.

Chile has been at the forefront of efforts to use digital tools to reduce information frictions. For
instance, one of us is currently examining efforts to increase information related to school
choice in order to understand the implications for competition (Allende, Gallego, Neilson 2018).
In May 2018, the government launched www.tufarmacia.gob.cl, a preliminary website
providing the average price of pharmaceutical drugs for different pharmacy chains. In the
coming months, the President wishes to expand the website to provide real-time prices for
each individual pharmacy, as well as supermarkets and other small neighborhood stores selling
over-the-counter drugs.

We have an ongoing relationship with the Undersecretary of Public Health of Chile, Paula Daza,
who is enthusiastic about working with us to evaluate the effect of the website and is willing to
share relevant data. In addition to detailed data on pharmaceutical prices, there is also detailed

' Asin many countries, the pharmaceutical industry in Chile is highly regulated in terms of who and how drugs are
sold.



cost information on the entire vertical chain (including intermediaries) using firm-to-firm
transactions from VAT records. One of us is currently using these data for another project. In
addition, the Ministry of Health is open to sharing website usage data and adding short surveys
to the website to collect information about beliefs prior to receiving information. They are also
open to experimenting with different ways of presenting information, including personalized
information, in order to further reduce information frictions. To facilitate usage of the website,
the Ministry of Health is also interested in randomizing the availability of the website across
local markets and interventions such as getting health workers to refer patients to the website.

The first part of the analysis will examine usage of the website, and how to reduce information
frictions once individuals are already on the website. We are particularly interested in whether
machine learning tools can be used to predict what information will be most valuable. Next, we
will evaluate the causal effect of the website on pharmaceutical spending patterns, examining
both the demand-side and supply-side effects. We also plan to examine the effect on wholesale
drug prices. We will also examine effects on drug adherence and health outcomes. This analysis
will exploit time variation in availability of the website as well as any interventions aimed at
increasing take-up. Finally, we plan to use structural methods to examining the welfare
implications of a reduction in search frictions, as well as the more general implications for
health care markets.

Funds for this project will support a research assistant in Chile, which is necessary since some of
the administrative data can only be accessed from government offices. It will also support
travel expenses associated with meeting government officials and presenting at conferences.

This project has important implications for controlling drug costs in other countries. In the US,
Medicare drug costs have been rising at 10 times the rate of inflation over the last five years.?
In many other countries, including Chile, drug costs are becoming prohibitively expensive for
patients, with serious consequences for public health. If rents are primarily going to
intermediaries, such as pharmacies and wholesalers, high pharmaceutical spending is doing
little to incentivize drug innovation. By leveraging digital innovations, we believe that this
project can shed light on these understudied issues and the implications for the design of public
policies to make pharmaceutical markets more competitive.
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