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New Oxfam research shows that four pharmaceutical companies — Abbott,
Johnson & Johnson, Merck and Pfizer — systematically hide their profits in
overseas tax havens. This activity could deprive developing countries of
$112m (around £88m) every year — money that is urgently needed to meet
the health needs of people in these countries — while charging very high
prices for their products. In the UK, these four companies may be
underpaying around £124m of tax each year. These corporations also
deploy massive lobbying operations to influence trade, tax and health
policies in their favour and give their damaging behaviour greater apparent
legitimacy. Tax dodging, high prices and political influencing by
pharmaceutical companies exacerbate the yawning gap between rich and
poor, between men and women, and between advanced economies and
developing ones.
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1 INEQUALITY, TAX AVOIDANCE
AND PRICEY MEDICINES

The world’s biggest pharmaceutical companies are putting poor people’s health at
risk by depriving governments of billions of dollars in taxes that could be used to
invest in healthcare, and by using their power and influence to keep the costs of
medicines high. The medicines made by pharmaceutical companies are vital for
the health of millions of people, but the practices of these companies are
preventing many people from benefiting from such medicines.

New Oxfam research shows that four major pharmaceutical companies — Abbott,*
Johnson & Johnson, Merck, and Pfizer — systematically hide their profits in
overseas tax havens.? As a result, these four corporate giants may have deprived
the UK government of around £124m each year. Oxfam’s research suggests that
these four corporate giants may have underpaid taxes in the United States by
around $2.3bn annually (about £1.8bn)® and denied other advanced economies,
including the UK, of around $1.4bn (£1.1bn). And they appear to deprive the
cash-strapped governments of developing countries of an estimated $112m
(£88m) every year — money that could be spent on vaccines, midwives, or rural
clinics.

Such tax dodging erodes the ability of governments everywhere to provide the
public services that are essential to people’s health and wellbeing. It reduces the
ability of governments to fight poverty and inequality. The UK government has
sought to make it harder for multinational companies to avoid taxes by
implementing international anti-tax avoidance standards and introducing its own
measures.* But if countries like the UK continue to lose significant sums to tax
avoidance, then the challenge for developing countries — which are more
dependent on corporate taxes yet less able to tackle such avoidance — is even
greater. People already facing discrimination and higher rates of poverty such as
women and people with disabilities, lose out the most. Many industries use their
economic and political clout to try to shape government policies in their own
interests. In the US, the pharmaceutical industry spends over $200m (£157m)
every year on lobbyists and political donations — the most of any US lobby group.
A study of lobbying at the EU estimated that pharmaceutical companies spent
€40m (about £33m in 2012) annually and had 220 lobbyists active in Brussels.®

Pharmaceutical lobbying can be equally problematic in developing countries,
where the companies can win sweetheart deals that lower their tax bills and divert
scarce public health dollars to pay for their high-priced products — and where they
use the influence of the US government to enhance their profits. Their influence in
developing countries can be clearly seen in the trade rules of the World Trade
Organization (WTQO) which govern intellectual property. The then Pfizer chairman
was instrumental in negotiating the Trade Related Aspects of Intellectual Property
Rights (TRIPS) agreement,® which secured a global system of strong intellectual
property rules that advanced pharmaceutical companies’ monopoly power and
ability to raise the price of medicines. Pharmaceutical companies exert influence
on the US government, US congress and EC to pressure countries such as India
to change its intellectual property law and Thailand to revoke compulsory
licensing on medicines.” 8



Tax dodging by pharmaceutical companies is enriching wealthy shareholders and
company executives at the expense of us all — with the highest price paid by poor
women and girls. If governments don’t have sufficient funds to pay for education
and healthcare, women and girls are the first to lose out on these services and to
fill the gaps with unpaid care work.® Recent research showed that globally, 57
million unpaid workers are filling the gaps caused by inadequate healthcare
provision. The majority are women who have given up employment to carry out
this role.l® When health systems crumble, women and girls step into the breach —
compromising their own health and their prospects for education and
employment. Moreover, when governments are deprived of corporate tax
revenues, they often seek to balance the budget by raising consumption taxes,
which don’t take account of buyers’ income levels.* Therefore, poor people, who
are disproportionately women, pay a relatively higher amount in such taxes.*?

Governments’ inadequate funding of public health systems — partly due to a
failure to collect taxes due — leads to increased out-of-pocket spending and drives
people further into poverty. Every year 100 million people fall into extreme poverty
because of the cost of healthcare, including medicines.*®
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Gorakhpur, Uttar Pradesh, India. Ramavati (left) quit her job as a construction laborer to take care of her
daughter Rinki, 13, who has contracted encephalitis twice. Ramavati’s other four daughters are no longer in
school, because the family has borrowed money to pay for medical treatment for Rinki and can't afford school
fees for the girls. Photo: Zacharie Rabehi/Oxfam

Oxfam is not accusing the pharmaceutical companies of doing anything illegal.
Rather, this briefing shows how corporations can use sophisticated tax planning
to take advantage of a broken system that allows multinational corporations from
many different industries to get away with avoiding taxes. Businesses can shape
and transform lives around the world. Adopting more fair and responsible tax and
pricing practices would help to ensure that they are playing a part in both
reducing poverty and creating a fairer future for all.



A FIGHTING CHANCE?

Tobeka Daki, a single mother of two boys and health activist from Mdantsane
Township in East London, South Africa, was diagnosed with breast cancer in
2013. In addition to a mastectomy and chemotherapy, she needed a medicine
called Trastuzumab to improve her chances of survival. In South Africa, a 12-
month course of Trastuzumab costs approximately $38,000 (about £30,000) —
around five times the average household income.'* Tobeka’s chance of survival
was denied because neither she nor her insurance could afford the medicine.
Tobeka died within three years of her diagnosis.'®

South Africa is one of the most economically unequal countries in the world.®
Most of its citizens (84%) depend on the public health sector, and even those with
insurance have only limited access to cancer treatments due to prohibitive
costs.'” The high costs of vital medicines in developing countries like South Africa
means many people like Tobeka cannot access the medication they need.

Tobeka’s story is just one example of women living in or at the edge of poverty
being left behind as the inequality crisis worsens. Simply for being born poor and
a girl, a young woman will have to struggle harder to get an education and a
decent job, and is less likely to get the various forms of healthcare she needs.
Women in the poorest 20% of the population in developing countries have the
least access to sexual and reproductive health services, including
contraception.!8

Such women will be among the millions of people around the world for whom
decent healthcare and medication are unaffordable luxuries, only available to the
rich.

Figure 1: Potential impact on women and girls
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HIGH PRICES, HIGH PROFITS

Tax dodging, high prices and political influence help to explain the extreme
profitability of the four pharmaceutical companies in Oxfam’s research, and the
extreme benefits they offer their wealthy shareholders and senior executives. The
25 largest US pharmaceutical companies had global annual average profit
margins of between 15 and 20% in the period 2006—2015; the figure for
comparable non-pharmaceutical companies was 4—9%.'°

The price of medicines, which was already high, has continued to rise
dramatically. Seven of the nine best-selling medicines sold by Pfizer, Merck, and
Johnson & Johnson saw double-digit price increases in 2017.2° For example,
Pfizer raised the price of Lyrica — which treats diabetic nerve pain, has no generic
competition and generated $4.5bn for the company in sales last year — by more
than 29% in 2017.%*

It is estimated that 8,000 women in the UK could benefit from Palbociclib
(Ibrance) for treating breast cancer, at a price of £35,400 per patient per year.??
The full price of the new lung cancer medicine Pembrolizumab (Keytruda) was
£84,000 per patient, costing the NHS £20m a year.?® At that price, the medicine
would not have been prescribed on the NHS, and thus Merck had to negotiate a
lower price, which has been kept secret.?* In 2017, NHS England reported that its
annual medicines bill was £16bn, and was rising at 7% a year — ‘faster than the
overall NHS budget’.?® In the same year, Merck, raised its revenue forecast to
$39.1bn—$40.3bn.?

2 TAXDODGING IN THE UK AND
GLOBALLY

Governments with lower tax revenues have less money to invest in vital public
services. Oxfam examined publicly available data on subsidiaries of four of the
largest US pharmaceutical companies and found a striking pattern.?” In all the
countries analyzed that have standard corporate tax rates, the companies’ pre-tax
profits were low. In eight advanced economies, pharmaceutical company profits
averaged 7%, while in seven developing countries they averaged 5%. Yet
globally, these companies reported annual global profits of up to 30%.22 So where
were the high profits? Largely, in tax havens. In four countries that enable low
effective corporate tax rates — Belgium, Ireland, the Netherlands and Singapore —
these companies posted a very high average 31% profit margin.?

While the information is far from complete, the pattern is consistent. This is very
unlikely to be a coincidence, and suggests a deliberate pattern to ensure that
profits are booked disproportionately in tax havens. Pfizer, Merck, and Abbott are
among the 20 US corporations with the greatest number of subsidiaries in tax
havens; Johnson & Johnson is not far behind.3°
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US TAX REFORM

The ability of these big companies to pay less tax is aided by US public policy on
tax which has accelerated global tax competition. Before the US tax reform of
2017, a particular problem for the United States was the earnings companies
stockpiled overseas. Because US taxes on overseas profits only became due
when they were ‘repatriated’, i.e. paid out as dividends to the parent company in
the United States, corporations kept vast sums offshore. This peculiarity of US tax
law explains how Pfizer managed to report no taxable US income every year
between 2007 and 2016, despite worldwide profits of $110bn (£86bn).3!

By the end of 2017, US Fortune 500 companies were holding almost $2.6 trillion
(about £2 trillion) in untaxed earnings offshore.? A year earlier, the portion held
by the four largest US pharmaceutical companies was $352bn (£272bn).*3
Pfizer's $199bn (£156bn) held offshore was the second largest of any US
corporation.3*

If the US were not losing enough corporate tax revenue already, the new Tax
Cuts and Jobs Act approved in December 2017 dug the hole deeper.*® The US
has joined the global race to the bottom on corporate tax rates and policies. Not
only do the reforms lower the corporate tax rate from 35% to 21%, they allow
companies to repatriate their offshore cash for a one-off 15.5% levy — and even
lower for some types of holdings.*® The Financial Times estimates that all US
corporations will save up to $500bn over what they would have owed had they
not stashed their profits overseas.®” The lower tax rate for profits earned overseas
incentivizes US corporations to move offshore both profits and jobs. It is just as
likely that such corporations will use tax havens; indeed the ‘price’ of doing
business in tax havens has fallen, meaning potentially less tax revenue for other
developed and developing countries.

ESTIMATING TAX UNDERPAYMENTS

Oxfam reviewed financial data on the 10 largest US multinational pharmaceutical
companies. Based on the evidence gathered — particularly evidence linking the
tax practices of the US companies with revenue loss in developing countries, and
taking into account data availability — we looked in more detail at four of those
companies for deeper analysis. Oxfam estimated the potential tax underpayments
to a country, based on the difference between a theoretical tax due if profit
margins in all countries were equal to the global average, and the actual tax paid.
To calculate the tax shortfall in each country, we multiplied the company’s
revenues in that country by the global profit margin to obtain the theoretical profit
that companies would make in that country if profit margins were uniform all over
the world. We then applied the country’s statutory tax rate to that theoretical profit
to obtain the counterfactual tax owed in that country. Finally, we subtracted the
actual tax paid in that country from the counterfactual tax owed.

Oxfam reached out to all of the companies in the US named in this report to share
the data we gathered, the methodology we employed, and the findings of our
research. We sent them our recommendations, and sought to engage them
directly regarding responsible corporate tax practice. We also reached out to the
major pharmaceutical trade associations named in this report. The report



integrates the responses that we received. The corporations neither confirmed
nor denied the specific research findings in the report.

While there are many reasons why profit margins may differ across countries,
such as costs of production and retail or regulatory impacts, there is a clear
pattern of profit margins being higher in tax havens than in other countries. There
is no reasonable explanation for this pattern besides tax avoidance. In developed
and developing countries alike, the profit margin tended to be somewhat lower
than the global average, while in tax havens the profit margin was much higher
than the global average. Our estimates are based on an imperfect method of
holding the profit margin consistent across all countries, due to the lack of publicly
available data from all four pharmaceutical companies. We also use overall sales
as a proxy for economic activity.

In the seven developing countries in which profits averaged 5%, the four
companies might have paid an additional $112m (£88m) in taxes annually had
their profits been more evenly distributed. This amounts to more than half of the
$195m (£153m) they did pay, which means they may have underpaid one-third of
the tax they should have owed. Johnson & Johnson may have underpaid by
$55m (£43m) in taxes every year; Pfizer may have underpaid $22m (£17m),
Abbott $30m (£24m) and Merck $5m (E4m). Table 1 breaks down that data by
country.38

Table 1: Estimated annual tax underpayment in developing countries

Abbott J&J Merck Pfizer TOTAL
Chile $4,651,266 - - - $4,651,266
Colombia $(1,952,883) $1,088,770 $1,228,112 $11,506,827 $11,870,826
Ecuador $2,168,863 = $472,655 $2,058,569 $4,700,087
India $30,171,485 $41,450,191 $2,296,686 $(137,778) $73,780,584
Pakistan - - - $1,654,868 $1,654,868
Peru $(5,191,248) $1,920,555 | $(1,580,927) $1,884,431 | $(2,967,188)
Thailand $632,044 | $10,174,664 $3,049,057 $4,799,166 $18,654,932
Developing
countries $30,479,527 $54,634,180 $5,465,584 $21,766,083 $112,345,374
Note: Numbers in parentheses are negative; they indicate where the national-level profit margin
was higher than the global average profit margin. Entries without a number indicate that no
country-level financial information was available.

Source: Source: M. Fried (2018). Prescription for Poverty: Drug companies as tax dodgers, price gougers, and
influence peddlers. Oxfam. http://policy-practice.oxfam.org.uk/publications/prescription-for-poverty-drug-
companies-as-tax-dodgers-price-gougers-and-influe-620548
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UNDERPAYMENTS IN THE UK

In the UK, the four pharmaceutical companies collectively have 74 active
subsidiaries. It was possible to access financial data for all known UK subsidiaries
using the free access on the Companies House website.3® The combined annual
revenue of the four companies in the UK averaged over £4bn between 2013 and
2015. Collectively, the four companies made over £440m a year in profit on
average during the three years we looked at, with an average profit margin of
11%. On average, the combined annual tax paid by the four companies in the UK
was just under £66m; whereas, based on Oxfam’s methodology, the four
companies may have underpaid tax by almost double that amount, at £124m
annually. The results of our methodology are necessarily affected by some
particularly large variations recorded in a few of the UK-based subsidiaries.*

Table 2: Combined tax data for Abbott, Johnson & Johnson, Merck, and
Pfizer in the UK, 2013-15

Total subsidiaries 74
Total annual revenue £4.16bn
Total annual profit £441m
Profit margin 11%
Total annual tax £66m
Effective tax rate 15%
Total tax underpayment estimate £124m

Note: the data in the table presents annual averages based on the available data across three years.

Source: Data from M. Fried (2018). Prescription for Poverty: Drug companies as tax dodgers, price gougers, and
influence peddlers. Oxfam. http://policy-practice.oxfam.org.uk/publications/prescription-for-poverty-drug-
companies-as-tax-dodgers-price-gougers-and-influe-620548

To some extent, the UK data broadly follow the pattern identified across other
non-tax haven countries, with the result that the UK may have been missing out
on significant tax payments by the four companies. This tax underpayment could
be over £100m a year for the three years of data we looked at. The average profit
margin is 11% — a little above that for most of the non-tax haven countries; while
the effective tax rate of 15% is below that for most countries but significantly
higher than the tax havens we have data for. Figure 2 shows that the estimated
tax underpayments are significantly higher than the total taxes paid by the four
companies in the UK on an annual basis.
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Figure 2: Total profits, taxes paid and estimated tax underpayment in the
UK for the four companies combined
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Source: Data from M. Fried (2018). Prescription for Poverty: Drug companies as tax dodgers, price gougers, and
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Figure 3 shows that tax havens account for the majority of the four companies’
global revenues, while revenues in developed countries are significantly lower,
despite hosting a majority of the companies’ subsidiaries. The UK itself has a high
number of subsidiaries, which collectively generate around £4bn ($7bn) a year.
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Figure 3: Combined revenues of the four companies in tax havens,
developed and developing countries
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Source: Data from M. Fried (2018.) Prescription for Poverty: Drug companies as tax dodgers, price gougers, and
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companies-as-tax-dodgers-price-gougers-and-influe-620548

Note: Since the data analysed is not consolidated, the revenues shown in this chart add up to more than the

total international revenues of the four companies.

Tax havens account for an even greater share — over 90% — of the companies’

non-US profits. The tax havens’ share of total taxes paid was higher than
developed and developing countries, but not in line with the runaway profits
achieved in tax havens.

A few UK subsidiaries in each company group significantly affect the averages for

that company in the UK. Since we could access data on a subsidiary-level basis

only, we cannot be sure of the consolidated effects of the data. This is one reason
public country-by-country reporting would aid understanding of companies’ tax
practices.*! Requiring companies to publish tax-related data on a country-by-
country basis would help tax authorities and other stakeholders to identify the

risks of tax avoidance and deter such practices in the first place.*
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In addition to greater tax transparency by companies, companies and
governments could do more to explain low effective tax rates. Companies could
outline the tax incentives and other reliefs they make use of, and governments
could publish data on tax incentives. For example, the UK government introduced
the Patent Box in 2013, incentivizing companies to register patents in the UK and
thereby intended to support investment in research and development. The Patent
Box reduces the rate of tax paid on profits arising from patents.

Pharmaceutical companies are one sector likely to benefit from the Patent Box,
but it is unclear which companies have had relevant profits taxed at the lower
Patent Box rate, and whether the overall impact of the regime has attracted high
skill innovation. The government should undertake a transparent cost—benefit
analysis of the Patent Box and related tax reliefs as part of a more systematic
approach to the use of tax incentives.

Effective tax rates for large companies are falling around the world.*® To ensure
that multinational corporations cannot simply take advantage of a race to the
bottom on taxation, governments should look at protections for corporate tax
revenues, such as a minimum effective tax rate. Like other measures, this would
best be done as part of a package of coordinated international reforms; but the
UK could implement such a measure directly in the absence of sufficient
international progress — as the current government says it may do on a possible
digital tax.*

UK-linked tax havens

Some of the UK’s Overseas Territories and Crown Dependencies are recognized
as tax havens, with a number making commitments to change their laws to
prevent being ‘blacklisted’ as tax havens by the European Union.** Oxfam has
previously identified some UK Overseas Territories and Crown Dependencies as
among the most significant corporate tax havens.*® Some of these combine the
maintenance of individual and company secrecy on accounts with extremely low
(or zero) tax rates and related incentives.

Abbott, Merck and Pfizer seem to have significant subsidiaries in UK-linked tax
havens such as Bermuda, the Cayman Islands, the British Virgin Islands and the
Channel Islands,*’ although the scale of their operations in such locations is not
known, due to the inaccessibility of accounts in such places. Several US
companies have large cash piles in Bermuda* — Bermuda’s 0% corporate tax
rate and other incentives may provide some clues for the apparently high
corporate revenues and profits recorded in Bermuda.

However, it is very hard to know the real corporate activities and corresponding
data on company subsidiaries in places like Bermuda which do not have public
access to company registers. It is welcome that legislation recently passed in the
UK requiring the UK’s Overseas Territories to implement public registers of
beneficial ownership will change this. The change corresponds to new EU law
which requires all member states to have public registers of beneficial ownership
for companies.

12



IMPROVING UK TAX POLICY

Requiring companies to publish financial data on a country-by-country basis
would make it much easier to identify the possible risks of tax avoidance involving
jurisdictions such as Bermuda. Such a measure is being pushed by the European
Commission, the European Parliament and some other member states, as well as
the UK. Some companies already provide more information about their tax
practices. AngloAmerican, RB, and Unilever publish detailed tax strategies, as did
SABMiller prior to its merger with AB Inbev — and report some tax-related
information on a regional or per-country basis.*® SSE publishes detailed tax
information® and Vodafone will publish its OECD Country by Country Report in
2019, setting a significant example of transparency of tax data.>*

There is much more the UK can do to reduce corporate tax avoidance, including
a review of the Patent Box. Although the UK has powers to tax UK firms’
overseas subsidiaries where the local government does not tax them, these
Controlled Foreign Company (CFC) rules could be strengthened, with benefits for
the UK and developing countries.>? The government is planning to revise
regulations to ensure it complies with the latest EU Anti Tax Avoidance Directive
(ATAD) requirements,® and could use this opportunity to go further on CFC rules.

Such measures could help to stem a race to the bottom on corporate tax. Oxfam
is especially concerned that developing countries have not benefited enough from
existing international tax reforms and need to benefit from the data contained in
country-by-country reports. For their benefit and the wider public good, Oxfam is
calling for all companies to implement real tax transparency through publishing
their country-by-country reports.

3 THE ROLE OF COMPANIES ON
ACCESS TO MEDICINES

Pharmaceutical companies claim they need very high profits so they can invest in
research and development of new medicines to treat the world’s ailments. In
reality, the companies spend more on very large payouts to shareholders and
executives. In the decade from 2006 to 2015, large pharmaceutical companies
spent $341.4bn (£268bn) of their $1.8 trillion (£1.4 trillion) in revenue on stock
buybacks and dividends — equivalent to 19% of revenue. In the same period, they
spent $259.4bn (£204bn) on R&D, or only 14%.%* R&D expenses are also tax
deductible.

Pharmaceutical companies keep the real cost of R&D for medicines as a
commercial secret, making it difficult for purchasers to assess the fairness of the
price.®® The current global R&D system incentivizes companies’ investment in
medicines with the greatest potential to generate profit, rather than encouraging
investment in products that meet the greatest public health needs. This is
because the system relies on monopoly on medicines, secured by the WTO
agreement on Trade Related Aspects of Intellectual Property Rights.
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The R&D system — based on intellectual property rules — has led to companies
ignoring R&D for neglected diseases and focusing on those medicines that have
the potential for high profit. For example, Tuberculosis (TB) was declared a global
emergency by the WHO in 1994. The disease mostly affects people in developing
countries and therefore does not offer the potential for high profits to incentivize
pharmaceutical companies to invest in R&D for diagnostics or medicines. Until
2008, doctors still relied on a diagnostic test invented 120 years previously,
before a new test was developed thanks to public and philanthropic funding
through a product development partnership. By contrast, after seeing Pfizer's
runaway financial success from Viagra (its successful effect on erectile
dysfunction was discovered accidentally), other companies invested in similar
medicines to take a share of a highly profitable global market.>®

An example of high prices for medicines is Palbociclib (Ibrance), for metastatic
breast cancer, which Pfizer put on the market for nearly $10,000 (almost £8,000)
per patient per month.>” These high prices are unaffordable in many countries.
For example, in the US, medical costs are the primary reason for individual
bankruptcy.%® In developing countries, such prices break public health budgets
and place the burden of paying on sick people and their families, who cannot
afford it. Another example: a new medicine to treat multidrug-resistant TB,
Bedaquiline, was priced by Janssen — a subsidiary of Johnson & Johnson in
South Africa — at $820 (almost £650) for the six-month course. Thus, the
medicine is unaffordable for most patients who need it; for example, the average
annual income in South Africa is $7,500 (or $12,300 PPP).%°® Researchers
estimate that a generic equivalent of the medicine could be made available for
only $48 (£38).%°

The cost of medicines is one important part of the reason that a 100 million
people fall into extreme poverty every year due to the cost of treatment.5! Patients
use so-called coping strategies, such as selling assets, falling into debt, cutting
down on food or pulling their children out of school — usually girls first — which
deepens the cycle of generational poverty. People with some disabilities face
extra challenges in accessing healthcare and may have added health problems
that require special treatment. Lack of access to treatment increases their
suffering. Moreover, the cost of treatment pushes patients, particularly women on
low incomes, to delay treatment and thus risk complications, or forgo it all
together and risk their lives — as Tobeka’s story illustrates.

In recognition of the global nature of the crisis in access to medicines, the UN
Secretary-General set up a High-Level Panel on access to medicines that
produced a report containing important recommendations to ensure innovation
and access to medicines.®? For example, the panel recommended that countries
increase public funding for R&D, and separate financing R&D from the resulting
prices. Such separation would lead to financing R&D from other sources rather
than high prices — companies claim financing R&D as the reason for high prices.

The Panel also called for countries to use the available legal measures
(‘flexibilities’) enshrined in the TRIPS agreement, such as compulsory licensing,
to cut the price of medicines. The Panel recommended transparency on the cost
of R&D, pricing and the results of clinical trials. Pharmaceutical companies have
rejected the Panel's recommendations, claiming that the Panel should have
addressed the main problem of inadequate health services and that the
intellectual property system delivers medical innovation.®® Oxfam has called on
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governments and international health organizations to fully implement the
recommendations of the High-Level Panel.%

The UK has been key in providing funding for product development partnerships
for neglected diseases and in enhancing global commitment to the control of
antimicrobial resistance. For example, in 2017 the UK government announced
that it would invest £450m in neglected diseases.®® Moreover, the UK
government was a founder of UNITAID, which provides affordable prevention,
diagnostics and medicines for HIV, TB, malaria and Hepatitis C.

Oxfam urges the UK to continue its leadership to ensure access to medicines for
all by championing the negotiation of a global R&D convention that separates the
financing of R&D from the price of medicines, as well as the implementation of
the recommendations of the High-Level Panel on access to medicines. This
leadership is critical, especially post-Brexit when the decisions on trade
agreements move from Brussels to London and the government takes the sole
responsibility of ensuring that free trade agreements enhance — and do not limit —
governments’ ability to use all possible policies and practices that make
medicines affordable for all.

HOW COMPANIES INFLUENCE DECISION MAKING

Pharmaceutical companies have strong lobbying activities in Brussels, where the
European Commission has the mandate on trade rules that govern many
medicine policies in member states. For example, companies lobby for stricter
intellectual property rules in free trade agreements (FTAS), thus increasing
companies’ monopoly power and ability to raise the price of medicines. They also
lobby for other provisions that allow pharmaceutical companies to sue EU
governments over measures for access to medicines such as price control.®® A
study of lobbying at the EU estimated that pharmaceutical companies spent €40m
(about £33m in 2012) annually and had 220 lobbyists active in Brussels.®’

In the US, pharmaceutical corporations spend more than any other industry on
influencing the US government: more than $200m (£157m) annually.%® They
employ the most lobbyists, and donate millions of dollars to politicians’
campaigns. As with many industries, there is a ‘revolving door’ between
government, companies and lobbyists.

For example, the current US secretary of health and human services, a cabinet-
level post that oversees government healthcare policy, is Alex Azar, who led the
pharmaceutical company Eli Lilly between 2012 and 2017. The US trade
representative, whose mandate includes pressuring countries that have policies
the United States believes hinder US pharmaceutical company profits, is Robert
Lighthizer, who most recently worked at the law firm representing Pfizer, Merck,
and Abbott, among others.®®

The pharmaceutical industry has the largest network of people working for a
special interest in the United States: 1,500 agents representing professional lobby
firms in 2017, equivalent to 13% of all lobbyists.” Most of this workforce is made
up of former members of Congress and former high-ranking federal employees,
who use their government experience and connections to advocate.’”* Among
pharmaceutical companies, Pfizer is consistently a top lobby spender, ranking
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second in 2017 at $10.4m (£8.2m). Johnson & Johnson ($6.9m or £5.4m) and
Merck ($6.2m or £4.9m) ranked sixth and seventh respectively, while Abbott
($4.2m or £3.3m) ranked 13th.

The revolving door system also exists between European Commission (EC)
departments dealing with medicines and trade policies and consultancy firms that
advise pharmaceutical companies, even though the EC has a 2-year ‘cooling off
period’.”? Senior members of the European Medicine Agency dealing with critical
medicines issues such as transparency of clinical trials had previously held senior
positions in pharmaceutical companies. Some who left the EC have joined or set
up consultancy firms that advise pharmaceutical companies on EC regulatory
issues.” The doors have been revolving also with UK government staff working
on intellectual property issues and subsequently moving to high positions in an
industry association or to providing consultancy services to pharmaceutical
companies.’

These mechanisms ensure strong channels of influence for pharmaceutical
companies on governments’ policies. This influence is exemplified by the US
government pressure on India to change its intellectual property law to benefit
companies, even at the expense of the health of the people of India.” Their
influence in Europe is also great, as shown by the EC pressure on Thailand to
revoke its compulsory licensing on their medicines which are important for public
health.”®

Companies also fund patients’ groups, who call on government to finance the
medicines they need, but without challenging the high prices of such drugs.
Twelve major pharmaceutical companies, including Abbott, Johnson & Johnson,
Merck, and Pfizer, fund more than 65 patients’ groups in Latin America, as well as
their umbrella, the International Alliance of Patients’ Organizations.”” Researchers
raised questions about the effects of pharmaceutical companies’ funding on
patient groups’ advocacy in terms of supporting intellectual property rules and not
challenging companies’ high prices.”

Pakistan, Mirpur Khas, Sindh.
Women await their turn at the
Meerwah Gorchani sub-district
hospital for tubular ligation
surgery, a procedure performed
periodically by a visiting specialist
surgeon. Photo: Peter
Barker/Panos
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CONCLUSION AND
RECOMMENDATIONS

Overcoming poverty requires action to reduce inequality between the rich and the
poor and between women and men. This is not possible with current tax,
medicines and health systems, as the high price of medicines and lack of access
to free healthcare has a strong impact on women living in poverty —exacerbating
the discrimination they face while enabling profits for the richest.

To help to reduce poverty and inequality, we need action to stop tax avoidance,
amend the current R&D system and guard against political influencing.

Governments’ inadequate funding of public health systems — partly due to the
failure to collect taxes due — leads to increased out-of-pocket spending and drives
people further into poverty. Every year 100 million people fall into extreme poverty
because of the cost of healthcare, including medicines.”

At the same time, the companies’ profitability depends on publicly funded
research, public authorization of the medicines, public procurement, and public
protection of intellectual property.Companies should be transparent about the
cost of R&D, the results of clinical trials and the pricing of medicines. R&D must
be dictated by public health needs rather than by maximizing profits, and
medicines need to be affordable.

Governments need do more to reverse their race to the bottom on tax rates and
policies. They should mandate basic transparency measures that would prevent
abuse by multinationals, and work with other governments and international
bodies on coordinated global action. Governments should allocate sufficient
public resources to public health services that are free at the point of use. They
should also open up budget and spending processes to ensure that public
spending meets citizens’ priorities. Oxfam’s Fiscal Accountability for Inequality
Reduction (FAIR) programme supports citizen engagement in government
decisions on taxes, budgets, and expenditures, including on health, in dozens of
countries around the world’.&°

Oxfam calls on companies to:

Be more transparent by publishing all information necessary for citizens to

understand and assess the company’s tax practices:

« Publish full country-by-country reporting of key financial information;

« Publish a full list of all company subsidiaries in every country where they
operate.

Pay their fair share by aligning tax payments with actual economic activity:

» Publicly commit to pay tax on profits where value is created and economic
activity takes place, and to stop artificially shifting profits to low tax
jurisdictions;

» Take concrete steps to progressively align economic activities and tax
liabilities, including shutting down subsidiaries in tax havens when a primary
purpose of those subsidiaries is to avoid taxation.
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Use their influence responsibly to shape a more equitable tax system for
sustainable and inclusive growth:

» Publicly commit to advocate for greater transparency, for an end to abusive tax
practices, and for stronger international cooperation to stop the dangerous
race to the bottom on corporate tax.

Enable access to affordable medicines for all by:

» Publicly declaring actual spending on R&D, production, and marketing of
medicines and committing to full transparency on medicine prices, results of
clinical trials, and patent information;

» Publicly declaring support for the UN High-Level Panel on access to medicines
and its recommendations, including governments’ right to use mechanisms in
the WTO Agreement on Trade-Related Aspects of Intellectual Property Rights
to reduce medicine prices, affirming that intellectual property protection must
not take precedence over public health needs.

Oxfam calls on governments to:

Require companies to adhere to full transparency and pay their fair share of
taxes

+ Mandate and implement public country-by-country financial reporting for all
large multinational corporations;

» Require large multinational corporations to pay a fair, effective tax rate on their
profits, strengthen rules to discourage profit shifting, and act against tax
havens. Specifically, the UK government should:

o Review the Patent Box and related reliefs for R&D to understand
their effectiveness and impact on tax revenues;

o Strengthen CFC rules to make it harder for companies to avoid
tax;

o Work with other countries to look at how a minimum effective tax
rate for companies could be established.

Ensure access to medicines for all patients

* Require corporations to disclose the cost of R&D, production, and marketing of
medicines before approving product registration;

« Implement the recommendations of the UN High-Level Panel report at the
national level and call for implementation by international institutions including
the WHO, the WTO, and the UN;

+ Invest in gender-responsive public health services that are free for patients at
the point of use. Donors should invest in supporting governments’ actions to
secure free gender-responsive public health services;

» Ensure public health services are delivered in a way that recognizes gender
inequality in accessing them and seeks to reduce gender inequality through
their provision.
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Lurigancho in Lima, the most populated district of the country. Photo: Martin Mejia/AP
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