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Anticompetitive Impact of Pseudo-Generics

Competition between branded and generic products is an
important dimension of the dynamics of modern pharmaceuticals
markets. A puzzling feature of those markets is that sellers of branded
pharmaceuticals will, sometimes, sell generic versions of their own
branded products, either directly or through license agreements.
Apparently, these pseudo-generics, as they are often called, cannibalize
the sales of the, more profitable, branded products and so should
reduce the firm’s profit. Thus, it is often suggested that their
introduction must have some type of anti-competitive effect that
justifies their use. The extant theoretical literature, however, is limited
and the mechanism through which that anti-competitive effect
materializes has not been satisfactorily identified.

This paper proposes a new theoretical rationale for the fact that the
introduction of pseudo-generics may have anti-competitive effects.
Contrary to most existing models, we assume that firms compete in
prices and do not presuppose first-mover advantages for the seller of
the branded product. The main feature of our model is that it combines
horizontal and vertical product differentiation: branded products are
vertically differentiated towards generics, and generics are horizontally
differentiated among themselves. In this context, we show that the
producer of the branded product will not sell the pseudo-generic unless
faced with competition and that, if he does so, in some circumstances,
all prices raise to the benefit of all competitors and the detriment of
consumers.

Although developed with the pharmaceuticals’ market in mind, our
model could be extended to other markets where vertical and
horizontal differentiation coexist, particularly, markets in which
branded and private label products compete.
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	Internationally the concept of patient empowerment is enshrined in the Ottawa Charter (WHO, 1986), the Jakarta health promotion declaration (WHO, 1997) and the European Commission White Paper (COM, 2007). Patient involvement and empowerment linked to patient-centeredness, responsiveness and services’ quality have been frequently used terms in health policies, systems and services across Europe in the last 20 years; recent health service reforms emphasise them (Coulter and Magge, 2004; Brodie et al, 2009; Lister, 2007; WHO, 2006). Various public participation models and terminology have been adopted, however, in different countries (Lister, 2007; Tanner, 2008; WHO, 2006).

