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the most visible direct efiect of changes in quality is seen in movements in

quantities, which has significant implications for how we should interpret

movements in, for example, a fixed-weight price index.

Second, these results hint at an interesting variety of nonprice competi-

tion. Rents to producers in this market are determined initially by the level

of prices (which to a rough approximation they set once in real terms,

often based upon conditions prevailing in unrelated markets) and then by

the evolution of quantities as consumers and/or their agents respond to

exogenous changes in perceived quality. In such circumstances the role

played by marketing and promotional activity may well be very important.
Our analysis here is based on the generation of new information about

product quality in the form of publication of research results in peer re-

viewed journals by (hopefully) impartial authors. The question of how this

information reaches practicing physicians and their patients has not been

examined here. In future work we hope to extend our analysis of this mar-

ket to include marketing and promotional activity by producers of these

drugs, which may shed light on the interesting question of the relative im-

portance of objective versus persuasive information in drug choices.
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