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COMPETITION AND
KICKBACK

Developing two novel measures, this paper studies how competition affects kickbacks. Using unique granular data from
the pharmaceutical industry, we are able to test this fundamental question by measuring potential kickbacks from records
of pharmaceutical payments to physicians and constructing a time-varying competition measure at the firm level through
identifying the breakthroughs of rival firms' drug projects for the same disease targets. We find that our project-based
competition measure is positively associated with pharmaceutical firms’ kickback payments to physicians. The result is
robust with four alternative competition measures. We also show that firms pay physicians more strategically in terms of
the nature and forms of payment. We provide empirical evidence that kickback payment is related to higher physician
prescriptions and the promotional effect of pharmaceutical kickbacks is stronger when competition is more intense.
Moreover, we document that biopharma firms increase kickback payments for addictive drugs relatively more when facing
greater competition, which leads to increased addictive drug prescriptions. Two possible channels underlie our findings:
firms need to compensate for the value loss of the competition-affected drug projects and firms need to obtain funding to
support new/ongoing projects in unaffected drug indications.
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