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Main Conclusions

• Canada’s heavy government involvement in prescription drug markets offers no cost advantages for
consumers compared to relatively more free-market policies in the United States.

• Consumers in Canada and the United States spend roughly the same proportion of their per capita
gross incomes on prescription drugs (1.5 percent in Canada; 1.7 percent in the US).

• As a percentage of per capita after-tax income, the cost burden of prescription drug spending is
slightly higher in Canada (2.5 percent in Canada; 2.3 percent in the US).

• The number of prescriptions dispensed per capita in both
countries is roughly equal (13.7 in Canada; 12.6 in the US).

• The findings are explained by two facts: brand-name drugs in
Canada are about 53 percent less expensive on average than in
the United States, but generic drugs in Canada are about 112
percent more expensive on average than the same generic
drugs in the United States.

• Lower brand-name drug prices in Canada are a result of
strategies used by patented drug makers to match prices to
local market conditions, particularly lower Canadian incomes.
American incomes are significantly higher than Canadian
incomes, so it is not surprising that Americans pay higher
prices for brand-name drugs.

• High prices for generic drugs in Canada are due to Canadian
government policies that shield retail pharmacies and generic
drug manufacturers from competitive market forces that
would put downward pressure on the prices of those drugs.
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Introduction

There is a common misconception
that American prices for prescrip-
tion medications are excessive
because they are often higher than
prices in Canada. This leads some
people to suggest that the overall
cost burden of prescription drug
spending in the United States is
unfair. However, the fact is that the
relative burden of prescription drug
spending is roughly equivalent in
both countries. This is partly
explained by the fact that many
drugs, generics in particular, are sig-
nificantly more expensive in Can-
ada than they are in the United
States. On balance, between the
higher prices paid for brand-name
drugs and the much lower prices

paid for generic drugs in the US,
Americans spend about the same
percentage of their incomes on pre-
scription drugs as Canadians.

Findings

Table 1 displays total and per capita
(per person) figures for spending on
prescription (Rx) drugs, gross
domestic product (GDP), personal
disposable income (PDI) and the
number of prescriptions dispensed
in both Canada and the United
States for the year 2007, the most
recent year for which data are avail-
able. GDP is a measure of national
income while PDI is a measure of
after-tax income. By observing per
capita drug spending as a

proportion of per capita income we

can compare the relative average

cost burden of drug spending for

Canadians and Americans. The

method gives a way to estimate the

realistic impact of prescription drug

costs on consumers in Canada and

the US as a proportion of their own

particular standards of living. As

table 1 shows, in 2007, per capita

prescription drug expenditures

made up roughly the same percent-

age of personal income before taxes

in both countries. Specifically, the

figures show that per capita spend-

ing on prescription drugs was 1.5

percent of per capita GDP for Cana-

dians compared to 1.7 percent for

Americans.
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Table 1: Per capita spending on prescription (Rx) drugs as a percentage of

per capita Personal Disposable Income (PDI) and per capita Gross Domestic Product

(GDP), Canada and the United States in 2007 (domestic currency)

Canada United States

Total prescription drug spending ($ millions) $22,473 $231,331

Total gross domestic product ($ millions) 1,531,427 13,841,300

Total  personal disposable income ($ millions) 889,101 10,163,821

Total population 33,143,600 303,146,284

Per capita prescription drug spending 678.05 763.10

Per capita GDP 46,205.81 45,658.81

Per capita  personal disposable income 26,825.72 33,527.78

Proportion of prescription drug spending to PDI 2.5% 2.3%

Proportion of prescription drug spending to GDP 1.5% 1.7%

Total number of prescriptions dispensed (thousands) 455,481 3,809,300

Per capita number of prescriptions dispensed 13.7 12.6

Sources: Canadian Institute for Health Information (CIHI) 2008; Centers for Medicaid and Medicare Services (CMS), 2008;
Statistics Canada, 2008(a),(b),(c); US Census Bureau, 2007; IMS Health, 2008; IMS Health Canada, 2008; US Bureau of
Economic Analysis (BEA), 2008; calculations by authors.



Table 1 also shows that in 2007, per
capita prescription drug expendi-
tures were a slightly higher percent-
age of after-tax income in Canada
than they were in the United States:
Canadians spent 2.5 percent of their
personal income after taxes on pre-
scription drugs compared to only
2.3 percent for Americans.

These results cannot be explained
by differences in the use of prescrip-
tion drugs in the two countries.
Using the only available data, table
1 indicates that the number of pre-
scriptions dispensed per capita in
each country is approximately the
same. In 2007, 13.7 prescriptions
were dispensed per person in Can-
ada versus 12.6 prescriptions per
person in the United States.

These findings are almost identical
to the results that were found in a
previous study using 2006 data. As
figure 1 shows, in both 2006 and
2007, Canadians (on average) spent
approximately 2.5 percent of their
per capita PDI on prescription
drugs. Americans spent less of their
per capita after-tax income on pre-
scription drugs than Canadians, but
the US figures were up slightly in
2007 compared to the previous
year. On average, Americans spent
2.2 percent of their after-tax income
on prescription drugs in 2006 com-
pared to 2.3 percent in 2007. Similar
results were found when comparing
the proportion of per capita GDP
spent on prescription drugs in Can-
ada and the United States in those
same years. On average, Canadians
spent around 1.5 percent of their
per capita GDP on prescription
drugs in 2006 and 2007 (figure 1).
However, Americans spent a larger
proportion of their per capita GDP
on prescription drugs in 2007 than

they did in 2006. In 2006, Americans
spent approximately 1.6 percent of
their per capita GDP on prescrip-
tion drugs compared to 1.7 percent
in 2007.

Analysis

Canadian prices for brand-name
prescription drugs are lower than
US prices for identical drugs. But
overall, Americans spend roughly
the same percentage of their per-
sonal income on prescription drugs,
mostly because the price of Cana-
dian generics is more than double
US prices for identical drugs. Previ-
ous research has established that
although brand-name drugs in Can-
ada are about 53 percent less expen-
sive on average than those in the
US, generic drugs in Canada are
about 112 percent more expensive

on average than the same generic
drugs in the United States (Skinner
and Rovere, 2008a). High prices for
generic drugs in Canada are due to
Canadian government policies that
shield retail pharmacies and generic
drug manufacturers from competi-
tive market forces that would put
downward pressure on the prices of
generic drugs. Lower brand-name
drug prices in Canada are a result of
strategies used by patented drug
makers to match prices to local
market conditions, particularly
lower Canadian incomes. (Income
figures in table 1 are stated in
domestic currency and are not
directly comparable because of the
significantly higher purchasing
power of the US dollar versus the
Canadian dollar.) Taken together,
consumers in both countries spend
roughly the same proportion of
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Figure 1: Annual Change in the Personal Prescription

Drug Cost Burden in Canada and the United States,

2006 and 2007
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Sources: Canadian Institute for Health Information (CIHI) 2008; Centers for
Medicaid and Medicare Services (CMS), 2008; Statistics Canada, 2008(a),(b),(c);
US Census Bureau, 2007; IMS Health, 2008; IMS Health Canada, 2008; US Bureau
of Economic Analysis (BEA), 2008; Skinner and Rovere, 2007; calculations by
authors.



their incomes on drugs because,
although American prices for
brand-name drugs are more expen-
sive on average than in Canada,
generic prices are much higher in
Canada.

Conclusion

These findings suggest that it is
incorrect to assume that Canadian
prescription drug policies produce a
lower relative burden of drug costs
for Canadians than do American
prescription drug policies. When
taking into account the positive
influence that US prescription drug
policies have on incentives for
global innovation in medicines,
American outcomes might even be
viewed as superior. To a much
greater degree than in Canada,
American prescription drug policies
allow market forces to determine
the premium paid for the most
innovative brand-name products
while allowing competition to dis-
count the price of generic copies.
The US is the largest and most
important market for prescription
drugs in the world, and research
suggests that any attempt by US
governments to arbitrarily force
American prices for patented
brand-name drugs down to Cana-
dian levels would significantly
reduce the incentives for companies
to develop new, more advanced
medicines (Giaccotta et al., 2005;
Vernon, 2005). If this scenario were
to occur, potential health benefits
from the improvement of old drugs
and the development of new treat-
ments would be lost. Such a situation
would have significant conse-
quences for consumers in other
countries, including Canada.

Moreover, research suggests that
Americans have better access to
new, innovative drugs than do
many Canadians (Lexchin 2006;
Skinner and Rovere, 2008b).

The data presented in this paper
refute the notion that American
drug prices are excessive for con-
sumers. The Canadian example
illustrates the negative
effect of government regu-
lations and central plan-
ning on the prices of
generic drugs. In contrast,
competitive market forces,
such as those found in the
US, produce drug prices
that are appropriately
matched to income and
represent good value for
money. Just as impor-
tantly, US consumers have
more choice and US drug
policy provides drug man-
ufacturers with appropri-
ate market incentives to
encourage the invention of
new medicines.

Data sources

This study uses the most recently
available statistics in all cases, and
where available government sources
of data were preferred. Where gov-
ernment data were not available,
private sector data from organiza-
tions that operate in both markets
and use similar methodology for
collecting statistical information in
both markets were used.

To achieve the highest degree of
comparability possible with avail-
able data, national health expendi-
ture data was sourced from the
Canadian Institute for Health Infor-
mation (CIHI) and the US Centers

for Medicaid and Medicare Services
(CMS). Both organizations use sim-
ilar methodologies for collecting
and reporting data on drug expen-
ditures. Both CIHI and CMS also
provide a detailed breakdown of
drug expenditures by prescription
and non-prescription types. General
economic data on GDP, PDI, and

population were taken from compa-
rable government sources. For Can-
ada, economic and population data
were obtained from Statistics Can-
ada. For the US, economic data
were obtained from the US Bureau
of Economic Analysis, and popula-
tion data were obtained from the
US Census Bureau. Canadian data
were updated in April 2008. US eco-
nomic data were updated in March
2008, and population data in
December 2007. There was no gov-
ernment source of data for the
number of prescriptions dispensed
in either country. The only available
source of this data was IMS Health
Inc. The data were comparable
between countries because a similar
methodology is used to collect it in
both markets.
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... research suggests that

Americans have better

access to new, innovative

drugs than do many

Canadians, which is a

direct result of Canada’s

prescription drug policies.
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