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		Abstract

		Importation of drugs into the U.S. would result in a decline in U.S. drug prices.  The purpose of this paper is to assess the consequences of importation for new drug development. A simple theoretical model of drug development suggests that the elasticity of innovation with respect to the expected price of drugs should be at least as great as the elasticity of innovation with respect to expected market size (disease incidence).  I examine the cross-sectional relationship between pharmaceutical innovation and market size among a set of diseases (different types of cancer) exhibiting substantial exogenous variation in expected market size.  I analyze two different measures of pharmaceutical innovation: the number of distinct chemotherapy regimens for treating a cancer site, and the number of articles published in scientific journals pertaining to drug therapy for that cancer site.  Both analyses indicate that the amount of pharmaceutical innovation increases with disease incidence.  The elasticity of the number of chemotherapy regimens with respect to the number of cases is 0.53.  The elasticity of MEDLINE drug cites with respect to cancer incidence throughout the world is 0.60.  In the long run, a 10% decline in drug prices would therefore be likely to cause at least a 5-6% decline in pharmaceutical innovation. 
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