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By developing a simple test of the | {OME MARKET - 2017 John Bates Clark Medal
EFFECT using detailed drug sales data from the global - International Trade,
. pharmaceutical industry, there is a positive correlation between Vevelopment Econowmics

the predicted home demand and sales. Therefore, the countries
|| demand the most tend to be net exporters.

- The governwment funding of medical research
is huge in order to satisfy huge local drug
demand. Clinical trials may be cheaper to conduct
in countries with a large pool of potential subjects. |
The relative cost for home country fo do Research |
and Development of the drug would be relatively
lower than that of other countries.

death rate is higher
?ef Pg%)omr of drluqs - After producing the first drug, the marginal cost of producing subsequent
than world average arq g pepﬂc vicers drugs would be very small, so the home country can enjoy comparative

advantage in producing that drug. Home dewmand is a main cavse determining
what a country should specialize.
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and engaging in specialization of a drug, she = wur * e 5 SEL
| || may not only reflect the variationin

" || its own demand, but also the variation in its nelghbors demand. ln short,

the high-demand neighboring countries may increase the home-market effect of
a country of producing drug, through the direct effect on the quantities that ’rhev | |
consume and the indirect effect on the price of drugs they produce. J

Price and Quantity Exports and Imports

In pharmacevtical market, weak home wmarket effect
means Tpredic’red disease burdens at howme tend

- For instance, smallpox was the most life-threatening disease in the mid of

10 ? the sales of dowmestic drugs treating those 18th century. With the huge local demand as well as the demand in neighboring
| countries. England doctor demonstrated the effectiveness of cowpox to protect

diseases abroad. humans from smallpox in 1796. The drugs were easily exported to them which

STRONG HOME MARKET EFFECT | had strengthened the home-warket effect.

Px > Pm

p

Price and Quantity.  Exports and Impcrts
In pharmacevtical market, strong home market effect
means 4" predicted disease burdens at howe fend to
- A the sales of domestic drugs treating those
diseases abroad, and they tend to increase them by wore
than the sales of foreign drugs at home.




