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MARTIN CROSS: Well, good afternoon, everybody, and I thank you for giving up your time to be here 

today. I was lucky 10 years ago to go to Harvard Business School. An amazing school and I learned a lot 

of pearls of wisdom. Unfortunately over the course of time many of those pearls have disappeared. But 

there is one pearl I can remember from Professor Joe Bower. And he said you know sometimes in life, 

we're contemplating the ants and the elephants are walking past. 

And so I find this with this industry in particular. We often have many distractions that take us away 

from the big picture. So what I'd like to do today is focus on what I think are the three elephants that are 

walking past in the industry. The big-picture material. And concentrate on those three areas. The first 

one is the value and the wonder of the modern medicines we have today. The second area I'd like to 

discuss is the PBS, which is absolutely our sustainable national treasure that's delivered so much value 

and health to the nation over 65 years. And thirdly I'd like to discuss the access - the issue of continued 

access to the latest medicines which again has stood us in so much good stead as Australians. 

So let me move on to the areas of the wonder and value of modern medicines. It's quite interesting; last 

week I think we reached 25th anniversary of the Internet. And many people were saying, the Internet, 

that's got to be one of the best inventions of the 20th century. And then somebody else would say well 

actually no it's flight. And then somebody else would say no, it's actually television. 

Actually, I think one of the wonders of inventions of the 20th century have been medicines and the 

modern medicines. So let me reflect on some of those that have come across. Let me reflect firstly on 

the area of insulin and on the area of diabetes. Nobel Prize in 1922 for the discovery of insulin, and no 

longer did Type 1 diabetics fade away and die because of this terrible disease. Then we move on to our 

own Howard Florey and Sir Alexander Fleming, who discovered and manufactured penicillin. And no 

longer would a small cut result in septicaemia and people again unfortunately dying. 

Moving forward in time, another Nobel Prize winner and I was involved and managed to meet Sir James 

Black, who was at ICI Pharmaceuticals just before I arrived, who won the Nobel Prize for his invention of 

the beta blocker. The beta blocker was designed to slow heart down. And it was thought it was going to 

be great use in the area of angina, but actually it was very interesting; it also lowered blood pressure. It 

was also interesting because as time's gone on, derivatives of this product have been found to be useful 

in heart failure. And it also was found as an anti-anxiety product. So it just shows how medicines move 

on. 

If I move a bit forward in time, an amazing thing happened in medicines in 1978. We announced the 

eradication of smallpox. The eradication of smallpox. It's almost poetic that smallpox was the reason we 

have the word vaccination, because in 1798, Jenner discovered that people with cow pox didn't get 

smallpox and the whole word vaccine comes from the Greek for cow. So it's quite appropriate that that 
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should be the first one that we eradicated. Polio is well on the way to eradication and the first polio 

vaccines started in 1950. So huge impact. 

Then I will pick up my own story. I joined the industry in 1985 and one of my first international jobs was 

in the area of infection control. And I can tell you the fear was palpable because of HIV and AIDS. We 

now had this terrible disease that anybody could get and it was a death sentence. And it was a palpable 

fear. And I sat in some rooms with leading people around the word and I was worried about what they 

didn't know. Anyway, over the course of the last 30 years, this industry has produced some amazing 

antivirals to the extent now where HIV is now a chronic disease rather than a death sentence. 

Moving further forward, then, I was involved with a product for chronic myeloid leukaemia. This is a 

terrible disease, and when it reaches its final stage you've got six months to live. Then in 1998, out of 

pharmaceutical research came an amazing product that stopped the disease. And reversed it for some 

patients, such that many of the patients that had treatment for chronic leukaemia since this date are 

still alive today. Absolutely incredible. 

And there's one final what I would describe as biblical product that I was involved with in my career that 

is a product for wet macular degeneration, the leading cause of blindness in Australia. And when you get 

wet macular degeneration it's very sad. You're normally 70 or 80 years old, in the twilight years of your 

life and you go blind. You can't see the big letter on the eye chart and your whole life changes, the 

whole of your family life changes as they have to look after you. But with this treatment and some 

modern biological treatment, what occurred was you ended up getting three or four lines of an eye 

chart back. Fifty per cent of people could still drive a car, could still pass the eye test to drive a car. And 

that's the sort of changes that are brought forward by the medicines that we have and have been 

invented over the last hundred years. 

The good news is that there are many more new medicines to come. And I mentioned this area of 

biological medicines and these are amazing medicines. The medicines used to be small chemicals but 

now we have medicines that are made from proteins and biological material and they're like a lock and a 

key in the body; they're very targeted. And we often have a lot of information now about the human 

genome so we know if patients are going to respond or not respond. And so as a consequence, we're 

now having very targeted populations with products that produce amazing effects. And there's a whole 

tranche of these new products coming down the pipeline. 

But that's the general conversation about the wonder of medicines. But I ask all of you to consider your 

own situations. Your own vaccinations. Your family and how your family have been treated, and the 

difference they've made to your lives and to your family's lives. The best days we have in this industry 

are when we see the wonder of medicines affecting the people we love. So I'd like to reflect on two 

people I love and what medicines have done for them. 

The first is my mother-in-law. And many people would say that's a very brave thing to reflect on. 
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[Laughter] 

My mother-in-law is a very lovely, aristocratic lady and an artist and unfortunately she's got the scourge 

of Parkinson's and she's had it for the last 15 years. And while it is terrible to see her slowly 

deteriorating, it is still amazing the treatments she's had today; it's still not a solution but it enabled her 

to keep an independence of life still, and still be able to paint during the on periods she has. And it just 

shows us how much more we have to do. But at least she's still got some quality of life. 

Then my father. My father was an athlete, but then he joined the Royal Navy and at the age of 34, by 

smoking so many cigarettes a day, ended up with a heart attack. So he had bad heart disease from the 

age of 34. He was lucky that this new operation had just arrived called coronary bypass operations, you 

know the one where they take the veins out of your leg and re-plumb your heart to go around the 

obstruction? So he had that, and he got invalided out the Navy, because he was no longer fit to serve, 

and he started a second career with that operation. 

Unfortunately, after 10 years, it had occluded again. The new veins had occluded. So they gave him 

another operation, another bypass, so you can imagine his plumbing looks a bit complex these days, 

around his heart. And anyway, what then happened to him was luckily in 1987, again through 

pharmaceutical company research, we had these amazing products called the statins that were 

invented. The cholesterol lowering products. And when he had his last angiogram and they looked into 

his heart, the cardiologist couldn't believe how clear his heart was. And all the pipework - this amazing 

pipework he has - was so clear. 

Anyway, he then has moved on. He's just about to celebrate his 80th birthday. Touch wood. He's got a 

bit of heart failure now be he's being treated by the latest heart treatment drugs. He's just had a 

pacemaker fitted, and to all intents and purposes he could sit here today and you wouldn't know that 

he's had heart disease for more years of his life than he hasn't. Not only has he seen his grandkids grow, 

he's now got great-grandkids [indistinct]. And we've got many five-generation families these days as a 

consequence of their life expectancy. 

And the other wonderful thing was he was able to be productive in society. He left the Navy and he 

joined another successful career. In fact, would you believe he got an OBE and he got an OBE for 

contributions to survival. 

[Laughter] 

It was not his own. It was the North Sea oilmen he helped to teach how to survive in the sea. 

So this is what is so wonderful about our industry and these medicines, are the impact they have on and 

the way they touch all our lives. So where to they come from, these amazing medicines? The reality is, 

most of them come from pharmaceutical company research. There are certain elements of medicines 

that come from universities and other places but the vast majority of the medicines that we benefit 

from today come directly from pharmaceutical companies. Because pharmaceutical companies have 
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become very adept firstly at attracting the best scientists into them and secondly bringing very strong 

focus to bear on the areas of greatest medical need. Of course, they're financially driven hand that's 

what drives the companies forward. 

It is very difficult to find new medicines. If it was just a question of spending money and you could 

guarantee to bring a new medicine forward, a lot more people would be doing it. But there are many 

examples of companies that spent tens of billions of dollars and have nothing to show in terms of a new 

medicine. Not only do you need to be researching in the right area, you also need some serendipity as 

well and some luck that goes along. It's a very risky business. 

It's also a very expensive business. To produce a product worldwide and launch and register it and do all 

the clinical trials worldwide, to get through all the testing that is required, and take account of attrition 

where you lose products on the way costs some are in the region of $1.4 billion. And not only is it very 

expensive, it's very, very time consuming; 12 to 14 years to complete all tests and get the products to 

the market. 

The companies do this because they have strong intellectual property. Because you would not 

undertake this risk unless you were certain that if you do come up with a successful product you have a 

period of exclusivity in order to make a return. And then what you will do with the money that you're 

getting back is ply that into the next range of products and companies are on a treadmill. They have to 

reinvent themselves every 10 years, because society benefits because they get a period of exclusivity 

and after that, society benefits from the commoditisation of the invention and like any other invention 

that undergoes from a patent, it becomes much cheaper, and that society has paid the company back 

from its invention, and now it's time for society to benefit. And so it happens in our area of 

pharmaceuticals. 

So it's a really interesting area. And what's more exciting is with seven billion in the world, it's also an 

amazing industry in terms of the growth of this industry, not surprisingly because virtually everybody in 

the world needs some access to medicines. Last year a milestone was reached for the industry. Global 

sales went through $1 trillion in pharmaceuticals. That's a thousand billion dollars and that shows the 

need that the industry is meeting. What was also interesting about that and you will be encouraged to 

hear, companies on average spend 20 per cent of the sales every year back directly into research and 

development. And so there is $200 million billion and about five per cent goes directly into 

manufacturing. 

So in this industry, there is a quarter of a trillion dollars available for direct foreign investment. It's a 

global industry. And the companies are looking where should we spend and invest this money? And 

Australia would be a tremendous place to invest more of this money. Steve already kindly commented 

that ours has been a very successful industry. In fact, it will probably come as a shock to many of you to 

learn our leading manufacturing industry of exports is pharmaceuticals. We export $4 billion of 
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pharmaceuticals in excess of that every year. That's almost twice as much as cars and twice as much as 

wine. We have no subsidies. We do this through the hard work and the skills of the people involved. 

This could easily become a much bigger industry for us. Especially because where we are uniquely 

placed in South East Asia, we are going to have an explosion of middle class, where it's going to move 

from 500 million people up to 3.2 billion over the next 20 years. And most people in South East Asia, 

especially in the Asian countries, love the quality of Australian products. So there is a tremendous 

opportunity not only in this industry for health it delivers to people, but also for wealth generation and 

this is something I think we'd love to see for Australia. 

More focus on how do we solve some of the issues we've got, how do we help the 470 biotech start-ups 

in Australia flourish and be successful and how do we attract more of that quarter of a trillion dollars of 

direct foreign investment into Australia to create Australian wealth and Australian jobs? So that's the 

wonder of medicines. And you can tell I'm slightly enthusiastic about it. It's been a great industry to be 

part of. 

But now let's move on to a second area, which is the PBS. And what I believe - and I've worked in many 

markets round the world - is an absolute national treasure. It's so Australian. It ensures that everybody 

in Australia gets a fair go as regards access to the latest medicines. It's a universal health care cover. And 

it ensures and it has ensured for 65 years that Australians have benefitted from the medical advances 

because rapidly, and cost effectively, Australians have had access to these products. 

So the PBS was set up in 1948. And what has happened since that time, a couple of milestones. One of 

the most significant and the most useful, I think, and prudent was in 1993, Australia decided that no 

medicine was going to be listed on the PBS unless it was shown to be cost effective so what does that 

mean? It means that you had to compare your new medicine against the product it was going to replace 

or substitute for on the PBS and you had to show it was at least as good as that, with safety and efficacy, 

or if you wanted a higher price you had to prove that it was better. Scientifically prove not just give a 

good story. As a consequence of that since 1993, we have absolutely ensured value for money for every 

new product that's gone onto the Pharmaceutical Benefits Scheme. In fact they go as far to say you can 

be assured that is the best health dollar that's being spent because it's been subjected to such rigour 

before the product's got on the PBS. 

The next big milestone was when the current Prime Minister was Health Minister. So we paid for a 

health outcome but the slightly nonsensical bit was, we paid the same amount pre-patent and when the 

patent was still in place, and then when more competitors were going on we still paid the same price as 

a Commonwealth even though there were discounts available in the market. So again, prudently and 

with agreement from the industry, Tony Abbott decided to introduce what was called price disclosure. 

And what happened was the industry disclosed the discounts they were given and after a period of time 

- at that time it was two years - the price came down. 
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The industry again worked with the Rudd and Gillard Government in 2010 to do what was called expand 

and accelerated price disclosure. And it actually says what it is on the box. It expanded the price 

disclosure to cover all the off-patent products and it accelerated the time period for 18 months for the 

first price cut and then one year thereafter. 

The last reform - the major reform that has occurred is called simplified price disclosure. Now this was 

lightly more distressing for the industry, because there was no consultation. It was brought in by the 

previous government just before the election. And this has now concertinaed the cycle down to six 

months. And this has been a very difficult set of reforms but agreed with the industry. The industry 

agreed to these reforms and they were set up on the basis that the only way we were going to be able 

to afford as a nation all these new medicines coming down the track was to clear the backlog of old 

medicines and create the head room to bring the new medicines in and make sure the PBS remains 

absolutely sustainable. 

Well, the good news is that the PBS is sustainable. I come onto that. The more difficult news is these 

reforms have been very hard on industry. There have been a lot of job lay-offs, there has been a lot of 

restructuring that has been announced, and there has also been a lot of job lay-offs and restructuring 

that's not been announced as companies have just done it quietly. 

So what has been the impact of these reforms? So the impact of these reforms has been absolutely 

dramatic. The PBS is value for money but it's a large cost on the budget of Australia. It's $10 billion. But 

you think of the number of treatments and the widespread availability and what I've mentioned it is 

value for money. That amount of money last year in the fiscal year '12-'13 declined by 356 million. Three 

and a half per cent reduction in that large budget. Let me just say that again. A three and a half per cent 

reduction. I think it's the only budget in health that reduced substantially and that's because of the hard 

yards that this industry has put in. 

So one thing and one request from this presentation today is that we do get the credit we deserve for 

putting the PBS on a sustainable basis running forward there's no sign of any growth for the foreseeable 

future. And we're hoping the Commission of Audit recognises this, because the industry has gone 

through a lot of pain to deliver these reforms. And also what is clear is these waves of reforms have not 

finished yet. And if I give you an example, it's getting very difficult for the Department of Health and 

Finance to forecast the savings that are coming. They've been so much greater than expect because the 

post-patent market has been very competitive. 

Let me give you an example. The 2013 budget on the forward budget estimates was updated for the 

election and then updated for MYEFO. In that six-month period, the forward budget estimate for the 

Pharmaceutical Benefits Scheme declined by $4 billion in that time, in six months. And again showing 

that we still don't know the trajectory we're on. And the industry really does want to see the stability 

now within it to allow these reforms to settle. 
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And that does not include yet this simplified price disclosure. Simplified price disclosure over the 

forward budget estimates has been estimated to save $835 million. But most people now believe it's 

going to save upwards of $2.5 billion. But we don't know. And again, the industry needs some stability at 

this point in time. 

The overall savings so far from the reforms since Tony Abbott commenced them in 2007 have been 

estimated to be over $18 billion in total to 2017. That does not include simplified price disclosure so 

these reforms are going to deliver over $20 billion of saving and that is the head room that is available 

for the new products. It's estimated at the moment, running forward, we're going to save $10 for every 

$2 we're currently going to spend on the new products coming in. So we have an absolutely sustainable 

scheme, and again, we'd like to have a very quiet commission of audit and we we'd like to have a very 

quiet budget night. 

[Laughter] 

So moving on from that area and the opportunity, we'd like to also recognise some of the changes that 

have gone on. Peter Dutton before the election, the incoming Health Minister, made some commission, 

some comments and some commitments from the government. And we were very encouraged to see 

early on that these commitments were met. There were 50 products that were in the backlog waiting to 

go onto the Pharmaceutical Benefits Scheme. They were just held up in the system. And we were very 

encouraged that the minister listed these products. It's not only for the industry we were encouraged, 

we're encouraged for every patient that's now benefitting from those products a they're now on 

scheme. 

He also increased the Cabinet threshold. Before that time, products could only get to sales of 10 million 

within the first three years after launch, otherwise they'd go for a Cabinet review which delayed the 

entry process. He moved that up to 20 million and that is also going to make these medicines getting to 

market much, much quicker. 

So moving on to the next area - and this area again of stability - another area the industry needs to be 

successful is what I would describe as certainty. And predictability. The most of the area we're looking 

for around this is around new products. Because this is the company's investment in the future and we 

need to be confident when we're listing especially from a global basis because we're in a global market, 

that the price remains stable, at least during the period of the intellectual property protection. 

And so we are always disappointed now where we see major changes in price that are brought in. I 

could give one example recently that I think caused tremendous damage globally to the industry here 

and the desire to invest in Australia. We had the world's largest Congress of diabetes in Australia - the 

largest Congress that Australia's ever held - in Melbourne in December. And unfortunately on the same 

day, we also, for eight of our members of Medicines Australia, had a requested 40 per cent price cut in 

their latest diabetes medicine. 
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Again this was phenomenally damaging and very disappointing for the industry, where certainty and 

predictability is everything. And I think I'm in good company here because the Prime Minister was at 

Davos and gave a keynote speech. Unfortunately it was lost in a lot of other things that were going on. 

But it was a very good speech, I'd commend it. It was part of our chairmanship of the G20 that's coming 

up. And in this speech at the World Economic Congress in Davos, the Prime Minister said the following: 

What investors really need is greater confidence that governments won't change the rules after the 

investments have been made. 

And we would as an industry say absolutely. When we invest in a country and put a new product on the 

market we're expecting a period of stability and a certain change. And for the companies concerned, 

they just agreed their 2014 budget when they then had to ring up the people globally, the - running the 

companies, and tell them that their 2014 budget, within less than a month to go before the start of the 

year, had to substantially change. We need not only stability in this industry if we're going to make it 

much more successful in Australia, we also need certainty. 

The final area I'd like to come on to is a critical area. And that is the area that we've enjoyed for 65 years 

as Australians, which is we've had access to the latest medicines. We've got one of the highest life 

expectancies in the world in Australia. And while a lot of that has been due a lot of elements of our 

health care system, unquestionably it's been due because we have always benefited from rapid access 

to the latest modern medicines. And long may that continue. 

But the issue we've got at the moment is that we've had what I would describe as unintended 

consequences of these reforms. These reforms have been massive and you can see have had a dramatic 

effect on the costs that we're paying for the Pharmaceutical Benefits Scheme. But they've also been 

dramatic on creating some issues for bringing the new medicines to the marketplace. If we look at 

access between 2010 and 2012 - in 2010, 71 per cent of applications were approved; by 2012, it was 

down to 52 per cent. 

Most recently we've had a higher figure but we've got what we would consider slightly strange so-called 

conditional approvals, which basically means we'd have normally called that a deferral. So I'm not sure if 

we're just trying to massage the figures here. The reality is a conditional approval is not an approval 

because that's still requires other things to occur. We have a truckload of access issues that we need to 

work through. None of them are particularly difficult but they all require pragmatism and common 

sense to work through. 

But let me give you one example. We always paid for a health outcome historically before 2007 so we in 

an agreed price for that health outcome and that health outcome was then used for the new product as 

a comparator. But after we've had that this price erosion we've in for the off-patent market some of the 

comparators in the future will be off-patent market. 

Let me give an example. Our leading product ever in Australia by sales was a cholesterol lowering 

product that went off-patent in April 2012. There are 2.1 million Australians that take this product. So 
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there may be one or two of you here in the room today. And this is a product that obviously prolongs 

life because it reduces the cholesterol in the body. Already by today, that product had lowered by over 

70 per cent of the price it was in April in less than two years because of price disclosure. So that's one of 

the reasons why the savings are being made. 

But if we now expect to take that product at 30 per cent and bring a new cholesterol lowering agent and 

compare it with that one, it's just not going to happen. So are we saying as Australians we no longer 

want to have the latest more modern cholesterol lowering agents? We know that - well, from a survey 

we did that 80 per cent of Australians are worried about our future access to medicines and we're 

worried about it as well. 

So what we need is quite straightforward. It's a pragmatism and common sense to work through these 

access issues. There is nothing here that is too difficult. But if Australia believes, as a small country in 

this global pharmaceutical world, that we are going to have access medicines at considerably lower price 

than the rest of the world is willing to pay, it just won't happen, unfortunately. 

Because unfortunately, there is a price on innovation, the same way in pharmaceuticals as there is on 

any other product. For example, let me just say the iPhone, we wouldn't expect the iPhone to be sold in 

Australia at a substantially different price to the iPhone everywhere else in the world. It's the most 

modern invention and you pay a premium for bringing in the most modern inventions. 

So this access to medicine is an absolutely critical issue. We are encouraged by some of the 

conversations that we've been having and we are hopeful that we will find this cerebral and pragmatic 

solution to work through these issues one by one, to continue to ensure that Australians enjoy early 

access to the latest medicines. 

So I've gone through today the three areas, the joy and the wonder of modern medicines, the 

Pharmaceutical Benefits Scheme, and how important this is and has been I think to the health of the 

nation and to the whole ethos of Australia of a fair go. And finally, I've raised the issue which I think and 

I know is important, that if we are going to update the Pharmaceutical Benefits Scheme we need to 

ensure we have as Australians continued access to the latest medicines. 

If we can do this, and we can provide stability to this industry, we can provide certainty to this industry, 

we can sort out these access issues, there is absolutely no doubt in my mind we can be a wonderful 

place for investment for Australia to bring a lot more jobs in this 21st century industry and have a great 

impact not only on the health of the nation, but also on the wealth of the nation as well. Thank you all 

very much. 

[Applause] 

Questions and Answer’s Time  
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STEVE LEWIS: Thanks, Martin. Thank you for that address. You raised a number of issues. We'll move to 

questions. I'd like to ask you the first question. I'd like you if you wouldn't mind to flesh out what some 

of those unintended consequences that you talked about in terms of the concerns about new listings of 

medicines and you put some statistics out there. The reduction from 71 to 52 per cent in approval over 

the last several years. Could you explain firstly what some of those unintended consequences have been 

and what you fear they might be? And is that just simply a cost-cutting measure that the - that statistic 

that you cited? Is it that just a budget measure and are you concerned that it might get even worse? 

Please. 

MARTIN CROSS: Some of the consequences, I mentioned one which is the emotion of the comparator 

caused by price disclosure, which we always recognised was going to be an issue back in 2006. That is a 

major one. Another area I'd raise which many parts of the world have done extremely well at is in the 

area of what is called managed entry. So in Australia, because we pay for the health outcome we want 

to use data to justify the price. 

That works fantastically well when you have the data, but when we develop new products, firstly we 

concentrate on safety and efficacy. But we don't have, for example, long-term mortality and morbidity 

data. Some of these trials take five or ten years. So the consequence is we have a new product that 

everything we can see about it looks like it's going to be better than the product we've got but we still 

don't have the mortality and morbidity data that proves that. 

Now, many parts of the world find a pragmatic and sensible solution to this. They find a way of the 

getting the product onto a market at a price that's acceptable to the company, recognising that as the 

new data comes in, and the price can be further justified for increasing the price, that occurs. We have a 

managed entry scheme here in Australia but it is not functioning at this point in time. 

And again, it's absolutely to everybody's benefit to get these products on the market as quickly as 

possible. Most importantly, it's to the benefit of the patients that need these products, it's also to the 

benefit of the government, though, because most of these products are more cost effective and do help 

produce more productivity and then finally it's beneficial to the company that gets the reward for the 

innovation quicker. 

So there's another example of there - I can just point to another area which again to me is - doesn't 

make any sense. It's in the area where companies always try to meet the needs of the patients or the 

doctors and when you have a product you've developed and there is still an issue with it that you've got, 

you try to resolve that issue. So let me give an example. You might have a product that comes in a vial 

and you decide to put it in a pre-filled syringe because it's less risk of needle stick injury and much easier 

to use. That's a convenience. 

Or we have an example maybe - and this is an example - where we have a product that is being 

developed to stop an opioid to stop abuse. And you stop the abuse because you can't squash it up and 
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inject it. So you stop robberies because they can't use the product because you can't abuse it and you 

stop people dying through overdoses. So this product is available. 

But what we have in the system at the moment is when we try to bring these products in we have to 

take a 16 per cent price cut. So the companies are saying we don't want to be paid more for these 

products but at the very least we don't want to actually have to take a price cut for them. Because this is 

an added advantage. And then we have high-cost medicines and the [indistinct] and how do we deal 

with those? 

We have more and more issues of co-dependent technologies where, as I've mentioned, we can look at 

the genome and we can know that the patient is going to benefit from the product. So we have to test 

the product before we give them the medicine. We have got to ensure that these tests go along at the 

same speed and are part of that reimbursement. So that's some of the examples in terms of where they 

are there. 

The lowering that you mentioned of the rates - it's difficult to answer because it's not that we've got the 

commonality of products in there the whole time. And each product will no doubt have a different issue, 

and so I don't think I can simply say it's just because we don't want to pay the cost. It's just a cost issue. I 

think there could be other issues involved as well. But it's to everybody's benefit to ensure we get these 

wonderful new medicines to the market as quickly as we got the wonderful old medicines and so I 

certainly hope as they say we can pragmatically find a solution to this area. 

STEVE LEWIS: Next question from Dan Harrison. 

QUESTION: G'day Dr Cross. Dan Harrison from The Age and the Sydney Morning Herald. Health Minister 

Peter Dutton has started a national conversation about whether Australians on good incomes should be 

contributing more to the cost of their own health care. Do you think that Australians who are on good 

incomes should be paying more for their medications? Or would you be are worried about the impact of 

such a change especially given surveys show that there are some Australian patients that aren't having 

scripts filled due to their cost? 

MARTIN CROSS: So one of the advantages of the Pharmaceutical Benefits Scheme is it does create 

coverage for both rich and poor. For the rich Australians, the maximum you will be paying is $36 for a 

prescription up to a ceiling of about I think it's $1300 as a year. And for the poorer Australians, it's $6 

and then up to a ceiling of about $400 a year. So every Australian in effect benefits from this universal 

insurance system which we pay through our taxes, which is the Pharmaceutical Benefits Scheme. 

Interestingly, what is happening at the moment is that richer Australians are actually paying less for 

their medicines, which is quite interesting. So if I can explain that. The reforms have been so dramatic 

that there is now what the people are calling a grey market that is developing for pharmaceuticals that 

the price of the medicines are becoming so low they're falling under the $36 co-paid amount. So many 

Australians now are finding it cheaper to go to the pharmacies. 
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And the pharmacists are responding to this, and there's a bit of competition in the pharmacies now, 

where it's possible to pick up some of your older medicines now where the intellectual property has 

gone and they're off patent for a cheaper rice than $36. And so many of you will probably have to gone 

to the pharmacy recently and the pharmacist will have said look, I'll give you to that in effect as a private 

transaction. And so this is the other reason why a lot of money is coming off the Pharmaceutical 

Benefits Scheme. 

I think it's important for everybody to benefit from insurance, as it always is. The whole purpose of 

insurance is the many people look after the poor unfortunate people. In the case of pharmaceuticals, so 

it's the same. Some of the products are very expensive and even if you are a richer Australian, it is good 

news to know that you have a good insurance scheme and the maximum you will pay as they say is $36 

a script. 

I think it's very Australian. I don't think given that the Pharmaceutical Benefits Scheme is in decline at 

this point in time we need to see any dramatic change in the way the system operates. The co-payment 

is also CPI adjusted anyway, so every year, the amount goes up appropriately. 

STEVE LEWIS: Next question from Simon Gross. 

QUESTION: Simon Gross from Science Media. Just on your $4 billion worth of exports a year - I know 

that figure's been bobbling around that 4 billion for a few years. It hasn't grown much. But there are 

people with a vision for this to grow, and one is Bill Shorten. When he spoke to the Science Meets 

Parliament Dinner on Monday night, he talked about that 4 billion growing to 8 billion. So I wonder if 

you found yourself sitting next to him in a plane, say going to Melbourne, what advice you might give 

him as to how he could help bring that about? 

MARTIN CROSS: So, actually I found myself sitting with him at the same table at that dinner, actually, 

but ... 

[Laughter] 

But I didn't expect that. But I didn't actually get the opportunity to have this conversation, so I hope he's 

listening now. So I'd say the biggest advantage here for us is what we need in Australia as we've already 

found out with the car industry, we need high margin manufacturing not low margin manufacturing. 

Clearly Australia is not a good country to do low margin manufacturing. The advantage of 

pharmaceuticals on the on-patent - it's different on the off-patent side, it's again very commoditised - 

but on the on-patent market, obviously the margin is quite high so the manufacturing cost is less 

important. 

You have other areas that start to take precedent, such as the country, the work force, the knowledge 

base, the security system, the taxation system, and all of that side, and Australia and the position of the 

country as well. So Australia is phenomenally well placed for that. 
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So my advice would be, if we want to do that, we should do what some great parts of the world have 

done. They have provided incentives to attract manufacturing of certain industries into them. And the 

two examples we'd give - and I think it's always better in life not to reinvent the wheel, if you can find a 

way of doing something that's already been proven, you should go down that route. So Ireland and 

Singapore both have attracted huge amounts of investments - recently one of the Medicines Australia 

member companies put a $300 million investment into Singapore. 

Now Singapore is not a low-tech developing nation. It's the high-tech high-expense nation. And yet it's 

attracted a lot of investment into it, and they've done this by creating appropriate incentives to global 

companies that says we want - and we're open for business, please come down. And Ireland has done it 

very simply. They're on the outskirts of Europe but they're inside the community. And they've done it by 

bringing forward a 12 per cent tax regime for high-tech industry. And 12 per cent of something is much 

better than 30 per cent of nothing. 

And at the moment, that's the issue we've got in Australia. There is no sign for us at the moment to our 

industry, globally, that we are open for business. And as I said, the messages coming out of Australia 

have been overwhelmingly negative in terms of all the reforms and the continued challenges on the 

pharmaceutical schemes that we have here. 

So I think we've got to give the stability, give the certainty to the industry, and then the next thing that 

we need to do is have appropriate investment and again it's not hand-outs we need, it's attractive 

investment schemes to come through. 

STEVE LEWIS: Sue Dunlevy. 

QUESTION: Dr Cross, Sue Dunlevy from News Corporation. You've talked about the wonders of modern 

medicine, and truly there are some amazing new medicines coming onto the market. But they're coming 

onto the market at almost impossible prices. We are now being asked in this country to fund a drug that 

costs $300 per patient per year that they will need to take for the rest of their lives. We were recently 

asked to fund a vaccine and it will cost $2 billion to vaccinate every child to save nine lives a year. Can 

we expect our community to pay that price? Is there an onus on the industry to explain why it costs that 

much, because you claim it costs a billion dollars to bring a drug to market, but in many cases, much of 

that research initially is carried out by publicly funded universities and charity-funded research 

institutes. And you don't explain whether that billion dollars was due to each of those individual 

medications. Isn't there an onus on the industry to lower the cost of its production and its research? Or 

should some of the people who need these drugs as Peter Dutton suggests have to pay more towards 

the cost their own health care? 

MARTIN CROSS: So thank you, Sue. I think this is an area - first of all I can cover the R&D element. Most 

of the products that do come, do actually come out of pharmaceutical company research. There are 

examples like Ian Frazer who developed the cervical cancer vaccine and then he partnered with one of 

the global pharmaceutical companies in order to develop it globally and worldwide. 
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So what tends to happen is most products come from the company's research. Where they don't and 

they come out of universities, and it's great news if they do, and they come out of other places. 

Normally the people don't have the ability to develop them, do all the trials and then do all the 

regulatory process, so normally they will partner with a company to do that. 

The reality of the industry and the way that the industry is structured is, as we've said, that we are a for-

profit industry. We're not a not-for-profit industry. Most of the companies these days are publicly 

traded companies like any other publicly traded company. Unfortunately, there isn't another model 

that's been found and other people that want to take the amount of risks that there is associated with 

pharmaceutical development. Most governments really don't want to go near it because it's just too 

expensive and there is no guarantee. 

So this is the best model we've got currently, which is to incentivise private companies to take the risk, 

take the time and then bring the products through to the market. The pricing decisions on the products 

depend to some extent obviously on the size of the market and the amount of money the company has 

had to expend in order to get the product to the market. Clearly, if you have a product that's for a billion 

people worldwide, your pricing will be very different to if it's a product for a very small number of 

people. The reality is, unfortunately, the costs of development aren't so different whether you're doing 

a product for a large population or a small population. And each company makes the pricing decision 

based on that. 

I think the way I'd say you understand whether there is value for money generated from the product, 

and that is again whether the product justifies the price, is often based on the fact you can see the 

product is being funded elsewhere in a world. Clearly if a product is not being funded elsewhere in the 

world, it's pretty obvious that they've got the pricing wrong for it. But if you're seeing products that are 

perceived to be value for money in the rest of the world it's going to be very, very difficult for Australia 

to say we want a totally different deal in this country; we're only one per cent of the world 

pharmaceutical market. It's going to be very difficult for us to justify a different pricing regime because 

the company will say well we know the rest of the world is willing to pay the value for this medicine as it 

is [indistinct]. 

So that's the reality. It's a difficult industry. It's very expensive. And the companies do need to ensure 

appropriate return from the investments that they've put in. And again like all companies, appropriate 

return through to the shareholders that have been patient enough to invest in them as well. 

STEVE LEWIS: We have a question from your namesake, Paul Cross. 

QUESTION: We're not related. Martin, Paul Cross for PharmaDispatch. My question is about certainty 

and consultation. Health Minister Peter Dutton has spoken a lot about the need to consult the 

pharmaceutical sector before making decisions and was very critical of the former government about 

simplified price disclosure. Only a couple of weeks ago, he lamented the lack of consultation when the 

relevant legislation was going through the Parliament. And yet two weeks ago, they announced the 
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abolition of the pharmaceutical benefits pricing authority without any consultation. And I just want to 

get a clear position from you as the chairman of Medicines Australia about your view on the lack of 

consultation, but also on the abolition of the PBPA itself. 

MARTIN CROSS: So regarding consultation, I've already mentioned in the talk today the importance of 

certainty for this industry. And certainty is that if we are going to have a change, we'd like to be 

consulted about it if it's at all possible, because that enables us to handle often difficult discussions that 

sometimes occur, that we have to have across the companies. So regarding the lack of consultation, it is 

not our preferred model. We would much prefer that we have appropriate consultation on any major 

change that's going to impact the members and the companies that are involved in the space. 

As regards the PBAC itself, obviously one of the reasons that we'd been told this was to make more 

efficiency in the process of listing medicines. I think our only concern remains what are we going to do 

about the areas that the PBAC did deliver on - sorry the PBPA did deliver on, where do those roles go, 

and also, one of the major areas of this area was there was some industry representation. And the point 

we'd be looking at, so how in this new structure now do we ensure that any of the areas covered by the 

PBPA is covered appropriately by some other mechanism as well? So in answer to your question, we are 

still in an uncertain state because we didn't get the consultation we'd prefer to have had but we do 

need to understand what are the corollary and the consequences and how we ensure that the other 

areas remain covered. 

QUESTION: Do you expect there will be further rationalisation through the Commission of Audit or the 

May budget, are you anticipating that, the industry, whether you've been consulted? 

MARTIN CROSS: We are very hopeful that the message of the huge amount of savings that have been 

generated and are continued to be generated - and we still don't know the extent of the savings that are 

coming - mean that we should, from a Commission of Audit on the Pharmaceutical Benefits Scheme, be 

given the credit for all the hard work we've done. There are lots of other areas I think within 

government which probably need to undergo a similar reform process as the Pharmaceutical Benefits 

Scheme has been in. We can never be confident because obviously the government continues to say 

nothing is on or off the agenda. But we least hope that our message has been heard. 

STEVE LEWIS: Tony Melville. 

QUESTION: Tony Melville, the director of National Press Club. I've got a serious question. But you didn't 

mention beta blockers as a good use of keeping your focus on putting in a game of golf. I've heard 

they're used for that as well [indistinct]… 

MARTIN CROSS: [Laughs] Or snooker. 

QUESTION: Or snooker. Many and varied, I'm sure there's tests on the way. You had a big focus on 

vaccines, but vaccination programs are quite controversial in some communities around the world 

especially post-the bin Laden fake vaccination program. In Australia individuals as well in different 
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communities, there's very high levels of non-vaccination. What are your views about that - I know how 

strongly you feel about vaccines - but also is there a role for Medicines Australia, a bigger role perhaps, 

in trying to correct that? 

MARTIN CROSS: So the whole point of vaccines and the way you eradicate viruses is because you get the 

herd immunity and you get to a level where you can't get enough infection. So the whole point of 

vaccination is ultimately to try and make sure as many people as possible are vaccinated. Like all 

medications, vaccines are in the same position, you need to ensure that they are safe and because in 

effect you are treating some people that you won't need to treat, so you need to ensure that they're 

very much on the safe side. And again a huge amount of work is done through the TGA to ensure the 

safety of the vaccines as they run forward. 

Again it then is a question of what diseases do you want to cover and what areas do you want to 

address? And then there is the cost equation that comes into that as well. Clearly, if some people get a 

disease, the ongoing costs are probably more than the cost of the vaccination in the longer term. We 

can take some diseases and there's new vaccines coming as we speak for hepatitis C, which often causes 

liver failure and all the corollary that then goes on with that. And it should be possible now with some of 

these vaccines I think are showing the high 90s effectiveness. 

So I think all of those go into the equation before a nation makes a decision to vaccinate. But in certain 

of the diseases where it's clear that the risk benefit is absolutely in favour of the vaccination, then we 

need to do everything we can to ensure that everybody gets vaccinated. And I know there's been a lot of 

campaigns going on, certainly with the measles, mumps, and rubella, to try and make sure that we do 

get this herd immunity and enough people get vaccinated so hopefully we can again eradicate this virus 

as well. 

Medicines Australia, I've been involved in the vaccine space for a long time. And obviously, we'll 

continue to do what we can with our members to help this debate run forward. Again, logic, science and 

common sense, not emotion, should drive this. And that's what we'd like to see I think, because we're 

scientifically based at the end of the day. 

STEVE LEWIS: Peter Phillips. 

QUESTION: Dr Cross, Peter Phillips, one of the directors of the National Press Club. I wonder if you'd like 

to use this opportunity to offer some perspective on the prospect, if it is a prospect, of closer and 

further cooperation between the pharmaceutical - particularly the pharmaceutical manufacturing 

industry in Australia and those great entities to our sort of north, China and India, rapidly developing, 

rapidly growing, rapidly modernising, looking towards Australia increasingly for education opportunities, 

for the quality which is inherent in education opportunities, but also related R&D and employment 

opportunities in Australia. 
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Is there a prospect seen by you, by Medicines Australia, of there being some offsetting of the sorts of 

problems which you've gone to which the manufacturing industry encounters here by developing 

further and closer cooperation and collaboration with pharmaceutical manufacturing and with 

pharmaceutical product consumption, industries in geographic and administrative entities like India and 

China? 

MARTIN CROSS: So, the answer to that is absolutely yes. And the primary reason is we know in South 

East Asia, as you're aware, in many parts of South East Asia, brands are very important. And they're 

taken quite rightly as a mark of quality. And unfortunately, in many parts of South East Asia, the quality 

of pharmaceuticals isn't always assured. And also there is quite a lot of counterfeiting. And the worst 

counterfeits in the world are medicines which are purported to help cure a problem that you've got and 

have no active component in them. It's a tragedy, unlike - I'm not saying a DVD that's counterfeited is 

not a tragedy but it doesn't have the health implications that it does with counterfeits in this area. 

What we know - and I know from experience - is that people in South East Asia really like Australian 

products. And a lot of that is to do with the trust of the manufacturing, the fact we have very high-

quality process, and the TGA obviously really ensures the quality of the product. And as a consequence 

of that, differentially, many people in South East Asia even if it costs a bit more would rather have a 

product manufactured in Australia than in India or in China or in other parts. 

So I think there is a tremendous opportunity to use it as a springboard into those regions of the world. I 

also believe that - and again I know there's a lot of discussion on the reverse Colombo Plan at the 

moment for education. I think again there's a lot of opportunity potentially to look at what we can do 

working across with industry and with other connections to try and get more Australian products into 

South East Asia. 

I discussed earlier we're going to see an explosion of the middle class in South East Asia, and after 

you've got your white goods and you're becoming middle class and you've got your car, very high on 

your agenda is going to be your health care. I think there is a tremendous opportunity; we're uniquely 

placed here in the right time zone in the right position to meet that need with high-quality product. 

STEVE LEWIS: And final question today is from Ken Randall. 

QUESTION: Dr Cross, Ken Randall from iSentia. Since the Minister kicked it off, there's been a lot more 

discussion about shifting the emphasis in Medicare from Fee-for-Service to capitation, that is, you know, 

treating people with chronic ailments on a fixed cost basis. How would you expect that to affect, well, 

first of all the PBS, but your industry, and the proxy mechanisms we've been talking about? 

MARTIN CROSS: So this is always an interesting area, I think, and this is some of the discussion that 

there's been in many parts of health care is that if you just treat somebody with no implication on cost, 

it makes for a difficult-to-control situation. In other words, you should be rewarded for efficiency of 

treatment, not for doing everything that you need to do. 
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So the one element I'd go back to our industry that you can be confident on, because since 1993 every 

product has been tested to be cost effective. As long as the product is being used in the right area, and 

this is the part of the National Medicines Policy with the Quality Use of Medicines. So as long as the right 

patient is being given the right product, I think you can be confident that you've got a very good return 

in terms of value for money that you've got from that expenditure. That you've got in there. 

The pre-patent - so one of the challenges is the newer medicines will cost more. The older medicines are 

costing considerably less because of the price disclosure as they go through. The medicine cost has gone 

down substantially as the percentage now of the overall health budget. We used to be about 22 per 

cent of the budget; we're now down to 16 and dropping rapidly, of the overall health care cost. 

So I think, again, from where I'm sitting, I can't see how the pharmaceutical companies will change 

substantially in that equation, because we're already pretty confident that the value for money we're 

getting. I think in other components, in other areas of health care, there could be more challenge for 

them to again work within a budget. It again is challenging in many parts of the world where that has 

come in. I think some of the systems will work is where there are incentives to treat within a cost, and 

some of those savings can be made in some parts of the world. 

But what is clear is that we need to ensure, as is constantly said, that we have sustainability in all 

elements of our health care. Health care is pretty satiable and as a consequence we need to ensure, I 

think, that the other parts of health care go through some of these reforms and have the ability to get to 

a sustainable position like we've achieved now with the Pharmaceutical Benefits Scheme. 

END  

 


