
n engl j med 363;20 nejm.org november 11, 2010

PERSPECTIVE

1885

ket anyway — insurers come and 
go all the time — but those who 
do leave now will undoubtedly 
blame health care reform, includ-
ing the loss-ratio provisions.

The American Medical Asso-
ciation actively lobbied the NAIC 
for strong loss-ratio requirements 
to ensure that insurance premi-
ums actually pay for health care 
services. The share of premiums 
that goes to overhead and profit 
will also become more visible to 
consumers. Congress concluded 

that the benefits of transparency 
and greater efficiency were worth 
the risk of losing inefficient in-
surers in some markets. Time will 
tell whether this judgment was 
correct.

Disclosure forms provided by the author 
are available with the full text of this arti-
cle at NEJM.org.

From Washington and Lee University School 
of Law, Lexington, VA.

This article (10.1056/NEJMp1011717) was 
published on October 27, 2010, at NEJM.org.

1.! Johnson A. ‘Game changer’ rule looms for 

health insurers. Wall Street Journal. July 2, 
2010:B1.
2.! Baucus M, Levin S, Harkin T, Waxman HA, 
Dodd CJ, Miller G. Letter to Kathleen Sebel-
ius. August 10, 2010. (http://www.politico 
.com/static/PPM170_100811_taxes.html.)
3.! AHIP statement on MLR. Press release of 
America’s Health Insurance Plans, Washing-
ton, DC, October 21, 2010. (http://www.ahip 
.org/content/pressrelease.aspx?docid=31873.)
4.! Austin DA, Hungerford TL. The market 
structure of the health insurance industry. 
Washington, DC: Congressional Research 
Service, November 2009.
5.! Abelson R. Insurers scramble to comply 
with new rules. New York Times. September 
22, 2010.
Copyright © 2010 Massachusetts Medical Society.

Writing New Rules for Insurers — Progress on the Medical Loss Ratio

Four-Dollar!Generics!—!Increased!Accessibility,!!
Impaired!Quality!Assurance
Niteesh K. Choudhry, M.D., Ph.D., and William H. Shrank, M.D., M.S.H.S.

The affordability of prescrip-
tion medications is one of 

the most pressing public health 
issues in the United States. Many 
patients take less than their pre-
scribed doses to make medica-
tions last longer or do not fill 
prescriptions at all because of 
cost.1 Both patients without in-
surance coverage for drugs and 
those with such coverage under-
use medications because of cost2 
— and this problem has grown 
as employers have cut back on 
drug benefits. The failure to pro-
vide essential medications for 
chronic diseases may have mas-
sive adverse consequences for pub-
lic health and the overall costs 
of health care. As we prepare to 
expand health care coverage while 
also attempting to manage costs, 
the problem of affordability of 
prescription medication will only 
intensify.

Many have advocated shifting 
to lower-cost generic medications 
to improve affordability, reduce 
health care spending, and pro-

mote adherence to drug regi-
mens.3 Many pharmacy chains 
have introduced “$4 generic drug” 
programs, permitting patients to 
purchase selected generic medi-
cations for approximately $4 per 
month. The prices offered by 
these programs are substantially 
lower than the cash prices that 
people without prescription drug 
coverage normally pay. Even for 
those with coverage, paying out 
of pocket may save money, since 
the average copayment for gener-
ic medications under commer-
cial insurance plans is $10 per 
month.4 These $4 programs rep-
resent a substantial departure 
from the usual mechanisms of 
drug acquisition. Lower medica-
tion costs should have desirable 
effects on medication use, espe-
cially as the patents on more 
therapies for chronic conditions 
expire, and these low-cost pro-
grams have been a welcome ad-
vance for low-income patients. 
An unfortunate side effect, how-
ever, has been new problems in 

health system monitoring and 
quality assurance.

The first low-cost–generic pro-
gram, introduced in September 
2006 by Walmart and shortly 
thereafter by Target, offered a 
limited number of generic drugs 
at a cost of $4 for a month’s 
supply of each drug. The num-
ber of such programs has since 
increased substantially. Eight of 
the 10 largest retail pharmacy 
chains have programs offering 
low-cost generics.5 Prices range 
from $4 to $9.99 per month, or 
from $10 to $12 for a 3-month 
supply. Some pharmacy chains 
charge membership fees for ac-
cess to these low-cost products. 
Large pharmacies can afford to 
offer such low prices because of 
their purchasing power and the 
very low production cost of ge-
neric drugs. Thus, in addition to 
increasing the affordability of es-
sential medications for patients 
with chronic conditions, $4-gener-
ic programs are potentially profit-
able for retailers. They may also 
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draw in customers and expand 
opportunities to sell other, more 
profitable products.

The majority of the most wide-
ly used generic medications in 
the United States, including treat-
ments for coronary artery dis-
ease, hypertension, and diabetes 
(see table), may be purchased 
through these programs. As ge-
neric formulations of other block-
buster drugs — including the two 
most widely sold drugs in the 
world, atorvastatin (Lipitor) and 
clopidogrel (Plavix) — become 
available over the next several 
years, the role of $4 generics 
will almost certainly grow, with 
an expanding effect on the pub-
lic’s health.

When patients purchase med-
ications using prescription-drug 
insurance, each transaction gen-
erates a record of a claim, sub-
mitted by the pharmacy to a 
pharmacy benefit manager, in-
dicating whether the medication 

is covered, how much the insur-
er will “allow” for the claim, 
and what proportion of the al-
lowed amount the patient must 
pay in copayments, coinsurance, 
and deductibles. Included with this 
administrative information are 
other details that are clinically 
useful, including the name and 
dose of the medication and the 
quantity supplied.

Pharmacy claims data are used 
increasingly to improve the effec-
tiveness of pharmaceutical care 
in large populations. Insurers use 
pharmacy claims to generate per-
formance scores that employers 
and patients use when making 
insurance purchasing decisions. 
The Pharmacy Quality Alliance 
has developed quality metrics that 
use pharmacy claims to measure 
patients’ adherence to long-term 
therapy, and these data may be 
used to support and target inter-
ventions to improve adherence. 
Researchers use pharmacy claims 

to evaluate the comparative ef-
fectiveness and safety of medica-
tions and to determine the real-
world consequences of clinical 
trial results. Pharmacy benefit 
managers use pharmacy claims 
to track trends in utilization and 
expenditure. Pay-for-performance 
contracts with physicians and 
hospitals are also partially based 
on pharmacy claims. All these 
uses can contribute to long-term 
improvements in the health care 
system and may thereby directly 
benefit both current and future 
patients.

Unintentionally, the pharmacy 
chains responsible for the pro-
liferation of $4 generics are un-
dermining the ability to use 
pharmacy claims for these pur-
poses. Many pharmacies do not 
submit claims to insurers when 
patients pay cash, since they 
have no incentive to do so. As a 
result, some insured patients who 
have filled prescriptions with $4 
medications will be misclassified 
as nonusers of or “nonadherers” 
to these treatments. Because 
drugs are the most widely used 
medical interventions and are a 
cornerstone of the management 
of most chronic diseases, the con-
sequences of these missing claims 
are not insignificant. Further-
more, with prescription-drug cov-
erage becoming nearly universal 
under the Patient Protection and 
Affordable Care Act, the need to 
monitor the performance of health 
systems is even more pressing.

It is ironic that by increasing 
access to effective medications, 
low-cost–generic programs may 
challenge the effective promotion 
of higher quality in the health 
care system. Fortunately, when 
low-cost generics are provided 
to patients, prescriptions must 
still be written and patients must 

four-dollar generics

Medications!Most!Frequently!Prescribed!in!the!United!States!for!Chronic!Conditions!
and!Their!Availability!through!Low-Cost–Generic!Programs!!

at!Large!Chain!Pharmacies.*

Medication

No.!of!Prescriptions!
in!the!U.S.!in!2009

(millions)
Available!!

as!a!Generic?

Available!through!!
a!Low-Cost–Generic!

Program?

Simvastatin 83.0 Yes No

Lisinopril 81.3 Yes Yes

Levothyroxine 66.0 Yes Yes

Metformin 52.0 Yes Yes

Atorvastatin 51.5 No No

Amlodipine 50.9 Yes No

Hydrochlorothiazide 47.1 Yes Yes

Omeprazole 45.4 Yes No

Furosemide 42.8 Yes Yes

Metoprolol 40.5 Yes Yes

Atenolol 38.6 Yes Yes

* Data on the frequency of prescriptions are from IMS Health; information on avail-
ability through a low-cost–generic program is from Walgreens, Walmart, and Target.
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still interact with pharmacies. 
These steps offer the possibility 
of reconciling the priorities of af-
fordability and quality assurance.

The simplest strategy is to en-
sure that pharmacists submit to 
pharmacy benefit managers all 
claims for beneficiaries, includ-
ing those for drugs that are paid 
for in cash, thereby exploiting the 
current system of information 
flow. However, pharmacists will 
need incentives to submit such 
documentation, and these incen-
tives must not violate conflict-of-
interest and kickback regulations, 
given the established relation-
ships between pharmacy benefit 
managers and pharmaceutical 
manufacturers.

Alternatively, new information 
systems could be developed. All 
major pharmacy chains use elec-
tronic systems to record trans-
actions and monitor their inven-
tory. These systems contain 
records of all medication pur-
chases, including those paid for 
in cash, and could be used to 
evaluate the quality of prescrib-
ing practices. With the increas-
ing prevalence of electronic pre-
scribing, new strategies may be 

considered for harnessing data 
on prescriptions written instead 
of prescriptions filled. Electronic 
health records, especially those 
that can be integrated with data 
from pharmacy and insurance 
claims, may be another rich data 
source, once they have prolifer-
ated sufficiently to provide rep-
resentative data. Existing com-
panies, such as Surescripts, have 
created national networks to ag-
gregate electronic prescriptions 
with pharmacy transactions and 
insurer drug claims. Though 
these processes are primarily 
used to facilitate electronic pre-
scribing and provide clinical data 
at the point of care, they could 
easily be applied to health sys-
tem monitoring. Furthermore, be-
cause insurers and third-party 
payers share in the expense of 
such information systems, their 
cost need not threaten pharma-
cies’ ability to provide $4 gener-
ics. Of course, obstacles related 
to the cost of maintaining these 
data, privacy concerns, and in-
centives for data sharing will 
need to be overcome.

Administrative data have be-
come central to the evaluation 

and management of the quality 
of health systems. Although $4 
generics have improved access 
to medications, the challenges 
created by their advent are not 
trivial and require innovative so-
lutions. As we strive to control 
costs for patients and the health 
care system, we must be certain 
not to diminish our ability to 
measure and improve the quality 
of U.S. health care.
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