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Dollars and Sense: How to Think About the Price of
Zolgensma (Part 2)
By Christopher Gerry — June 5, 2019
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I shouldn’t have been surprised—you can’t mention $2.125 million and expect people to just nod
their heads and move on.
Last week, I wrote about Zolgensma [2], the new gene therapy from Novartis that treats infants with
the deadly disease spinal muscular atrophy (SMA). Though most of the article focused on the
science behind this lifesaving new medicine, its whopper of a price tag—the largest for any
drug—attracted nearly all the attention.
During discussions about drug pricing, questions with no easy answers often bubble to the
surface. What’s the value of a year of human life? What about a decade? And does it matter if the
patient is young or old? How should innovation be incentivized? How do we protect patients’
families from price gouging when they’d be willing to pay any price [3] to save their loved one’s life?
A nuanced, thoughtful answer to any of these questions would require many more words than this
article can hold.
But rather than punting on the cost issue once again, I’ll spend the next few weeks examining
some of the most common answers to a more specific and topical pricing question: why is the
price of Zolgensma so high?
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Answer #1: The company that invented Zolgensma needs to recoup the costs of developing it.
Arguments over the exact price of developing a new drug and bringing it to market continue to
consume electronic ink [5] by the bucketful, but nearly everyone agrees that it costs a lot.
Therefore, it might seem reasonable that a company that wins FDA approval for a new medicine
would try to make that money back. But what any college sophomore majoring in economics will
tell you is that those costs are already sunk [6] and should not influence the firm’s behavior moving
forward.
Though it may seem counter-intuitive, that precocious 19-year-old has a point: companies should
price their new drugs to make as much money as possible from that point on, regardless of how
much was spent to get there. Revenue and cost projections are important factors when
determining whether to start a project, but those decisions are made before the costs are sunk.
Setting a drug’s price after the vast majority of drug development costs [7] have already been paid
is a different story.
Novartis wouldn’t have acquired AveXis [8]—and thus the rights to push Zolgensma to the finish
line—if it hadn’t believed that it would make money on its investment. The expectation of being
able to charge a high price for Zolgensma was likely a key factor in that decision. But if that
cost–benefit calculus had flipped at any point along the way, Novartis should have pulled the plug;
there’s no need to “throw good money after bad” and chase the ghosts of sunk costs.
Novartis believes that $2.125 million is their magic, Goldilocks-esque number for a single dose of
Zolgensma. If the price is too high, then patients/insurers won’t be willing or able to pay, and the
number of customers will decline. And if the price is too low, then each purchase will yield less
revenue. Embedded in the price of Zolgensma, therefore, are predictions of how SMA patients,
insurance companies, politicians, activists, and others will behave for many years. How do you
make a spreadsheet for that?
Is Zolgensma expensive? Absolutely. Are high R&D costs a viable excuse? No way. But is it still
worth it? Very possibly.

COPYRIGHT © 1978-2016 BY THE AMERICAN COUNCIL ON SCIENCE AND HEALTH

Source URL: https://www.acsh.org/news/2019/06/05/dollars-and-sense-how-think-about-price-zolgensma-part-

2-14074
Links
[1] http://www.freedomworks.org/content/congress-should-lower-ridiculous-drug-prices-passing-creates-act
[2] https://www.acsh.org/news/2019/05/28/science-zolgensma-world%E2%80%99s-most-expensive-medicine14053
[3] https://www.statnews.com/2019/06/03/is-2-1-million-too-much-for-a-drug-for-affected-parents-there-is-nodebate/
[4] https://www.benzinga.com/general/biotech/19/05/13617620/whats-the-buzz-around-novartis-gene-therapyzolgensma
[5] https://blogs.sciencemag.org/pipeline/archives/2017/10/18/drug-development-costs-revisited
[6] https://www.behavioraleconomics.com/resources/mini-encyclopedia-of-be/sunk-cost-fallacy/
[7] https://www.policymed.com/2014/12/a-tough-road-cost-to-develop-one-new-drug-is-26-billion-approval-ratefor-drugs-entering-clinical-de.html
[8] https://www.novartis.com/news/media-releases/novartis-enters-agreement-acquire-avexis-inc-usd-87-bntransform-care-sma-and-expand-position-gene-therapy-and-neuroscience-leader

