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Introduction

THE UNITED STATES IS A GLOBAL LEADER in pharmaceutical innovation, responsible 
for many of the world’s most important medical breakthroughs. Yet for millions of 
Americans, these advances remain out of reach due to the high cost of prescrip-
tion drugs. One in five insured Americans and seniors, including Medicare benefi-
ciaries, report going without needed prescriptions—skipping doses, delaying 
refills, or using someone else’s medication—because of cost.1 Patients with 
high-deductible health plans are required to pay an average of $5,456 per year 
before their insurance kicks in to cover their drugs.2 Unsurprisingly, polling shows 
that a significant majority of Americans are concerned about their ability to afford 
prescription drugs for themselves and their families.3 Even when insurance covers 
a prescription, many essential, life-saving treatments, such as cancer drugs, 
insulin, and autoimmune therapies, require patients to pay 20 to 50 percent coin-
surance, amounting to thousands of dollars a month.4 

Health insurers and drug manufacturers are well-documented drivers of 
high U.S. healthcare costs. Less recognized is the role of a fragmented pharma-
ceutical supply chain dominated by extractive middlemen. By some estimates, 
over 41% of the dollars flowing through this system go not to scientific innovation 
but to middlemen like pharmacy benefit managers (PBMs), the firms that manage 
prescription drug benefits on behalf of insurers, employers, and other payers.5

Despite growing recognition of this problem, a decade of federal and state 
reform and enforcement has not curbed PBM power.6 This paper argues that to 
truly solve this problem and lower costs for payers and patients, what's needed is 
not more patchwork regulation but a public alternative that competes directly with 
the Big Three PBMs (CVS Caremark, Express Scripts, and OptumRx), who hold 
the industry hostage. Part I explains how the Big Three broke the drug market by 
vertically integrating and turning every piece of the supply chain into a revenue 
stream tied to inflated list prices. Part II explains why traditional levers of regula-
tion and enforcement have not worked. Finally, Part III proposes two paths for 
government to build its own PBM: a near-term, VA-based federal PBM under 
existing executive authority, and a legislated national public option open to 
Medicare, Medicaid, and commercial plans.
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Part I:  
How PBMs Broke  
the Drug Market
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What PBMs Do and How  
They Came to Dominate the Drug Market 

PBMS HAVE HUMBLE ORIGINS, beginning in the late 1960s as back-office claims 
processors created by groups of pharmacists and insurers to handle paperwork 
for limited prescription drug benefit programs.7 Through the 1980s and 1990s, as 
blockbuster drugs for chronic conditions proliferated and employers expanded 
drug coverage, PBMs grew into powerful intermediaries, building pharmacy net-
works, designing formularies, and negotiating directly with manufacturers for 
rebates in exchange for preferred placement on those formularies.8 Rebates, 
originally intended to lower costs for plans and patients, became a core revenue 
stream PBMs kept a growing share of.

Through the 2000s and 2010s, PBMs extended into mail-order and spe-
cialty pharmacies and consolidated aggressively. Medicare Part D, launched in 
2006, routed billions of federal dollars through private PBMs. Lax antitrust over-
sight and the Employee Retirement Income Security Act’s (ERISA) protection 
against state regulation accelerated the trend: CVS acquired Caremark in 2007 
and insurer Aetna in 2018; Express Scripts absorbed Medco in 2011 and was 
bought by Cigna; UnitedHealth built OptumRx and bought Catamaran in 2015.9

After two decades of consolidation, CVS Caremark, Express Scripts, and 
OptumRx grew to control approximately 80 percent of the market.10 As Figure 1 
shows, all three major PBMs are now vertically integrated, each owned by a large 
health insurance company while also operating their own mail-order, specialty 
pharmacies, and other related businesses.

Today, the spoils of vertical and horizontal integration allow PBMs to exert 
power over almost every stage of the pharmaceutical supply chain. They influ-
ence premiums for employers and unions. They determine which drugs make the 
formulary, which makes them de-facto kingmakers for generic and biosimilar 
manufacturers. They decide which pharmacies are in network and how much 
those pharmacies get reimbursed. They dictate what patients pay out of pocket. 
They even co-manufacture some drugs themselves (more on this later). This 
leverage lets PBMs extract fees from every participant in the prescription drug 
market. What was once a simple fee-for-service business model is now an un-
wieldy menu of direct and indirect fees, some so nonsensical even the sharpest 

PART I: HOW PBMS BROKE  
THE DRUG MARKET
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PBM executive would struggle to explain them with a straight face. Many of these 
fees are buried in vague contract language and reported in bulk, leaving plan 
employers unable to audit pricing. Faced with limited insight into claims and few 
viable PBM alternatives, employers usually pass the increases to employees 
through higher premiums.

PBM business models have a habit of shapeshifting. Every time regulators 
have targeted a source of PBM extraction, a new one emerges to replace it. A 
decade of state and federal reform has been aimed at where the money used to 
be and PBMs simply moved the money.

To further protect their revenue streams, the Big Three have moved rebate 
negotiation offshore. Each runs it through its own captive group purchasing orga-
nization (GPO), a subsidiary of the PBM that negotiates manufacturer rebates, 
letting the PBM shift those flows off its own books and out of regulators' line of 
sight while collecting percentage-based "administrative fees" along the way. 
Ascent Health Services (Switzerland) handles rebates for Express Scripts, while 
Emisar Pharma Services (Ireland) performs the same function for OptumRx. 
Although CVS Caremark has kept its GPO, Zinc Health Services, onshore, it has 
adopted a largely similar organizational model.11 

FIGURE 1:  
VERTICAL BUSINESS RELATIONSHIPS  

WITHIN THE U.S. DRUG MARKET

Source: Drug Channels Institute

https://www.drugchannels.net/2026/06/mapping-vertical-integration-of.html
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How PBMs Profit from Inflation
What’s most problematic about the pharmaceutical industry is that PBMs, 

whose stated purpose is to control costs, often make more money when they 
place higher-priced drugs on their formularies, because many of the fees they 
collect across the supply chain scale with the price of the drug. Rebates, GPO 
administrative fees, and specialty-pharmacy margins all increase when manufac-
turers raise prices. The result is higher drug costs for payers, patients, and 
employers.

TABLE 1: NON-EXHAUSTIVE LIST OF HIDDEN FEES  
CHARGED BY PBMS OR AFFILIATED ENTITIES 

Rebate Retention
PBM retains a portion of the rebate instead of 
passing the full amount to the plan sponsor.  

Often undisclosed.
Drug Manufacturers

Administrative Fees  
(Rebate Admin)

Charged for managing rebate negotiations  
and contracts. May be a flat fee or percentage  

of total rebates.
Manufacturers,  
Plan Sponsors

Formulary Access /  
Placement Fees

Payments to ensure a drug is included  
or favored on the formulary.  

Often bundled into rebate agreements.
Drug Manufacturers

Data Access Fees Fees for de-identified claims or utilization data  
to support market access or pricing strategy. Drug Manufacturers

Fixed Participation Fees Entry or membership fees for manufacturers to 
participate in GPO-negotiated contracts. Drug Manufacturers

Non-Pass-Through Rebates
Rebates routed through GPOs and retained  
or partially passed on to the plan sponsor  

without full disclosure.
Drug Manufacturers

Spread Pricing
PBM charges more for a drug than it  

reimburses the pharmacy, keeping the  
difference (the “spread”).

Plan Sponsors

Per-Claim Fees
Flat fees for each prescription processed,  

regardless of cost or value.  
Often buried in administrative billing.

Plan Sponsors

Specialty Pharmacy  
Markups

PBMs-affiliated pharmacies purchase high-cost 
specialty drugs at discounted prices and  
resell them at marked-up rates to plans,  

keeping the spread. These markups are often  
not disclosed or auditable.

Plan Sponsors

Network Access Fees Charges for participating in preferred or limited 
networks, often required for volume. Pharmacies

DIR Fees (Direct and  
Indirect Remuneration)

Retroactive fees clawed back after point-of-sale 
transactions, sometimes months later. Pharmacies

FEE / CHARGE DESCRIPTION PAID BY
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The clearest illustration of this dynamic is Humira. AbbVie’s blockbuster 
anti-inflammatory, used to treat rheumatoid arthritis and similar conditions, was 
the single most profitable drug in U.S. history for most of the last decade.12 Its list 
price climbed for twenty consecutive years, eventually passing $80,000 per pa-
tient per year.13

Pricing for Humira was the product of a mutually reinforcing arrangement 
between AbbVie and the PBMs. The PBMs benefited because each time AbbVie 
raised the list price, it paid larger rebates to keep Humira on preferred formularies. 
Some of those rebates reached insurers or employers, but much of the value was 
retained by the PBMs directly or captured by their corporate affiliates through the 
fee structures described above. AbbVie, in turn, benefited enormously, generating 
nearly $200 billion in revenue over Humira’s twenty-year run, while the rebate 
strategy helped preserve its market exclusivity by keeping biosimilar competitors 

off formularies.14 Everyone inside 
the arrangement did exceptionally 
well, except the patients, who 
were left paying deductibles and 
coinsurance based on an 
$80,000 list price.15 

Even when Humira biosimi-
lars began reaching the U.S. 
market in 2023, PBMs kept them 
off formularies. Through 2024, 
despite more than a dozen bio-
similar alternatives available, 
Humira still accounted for roughly 
70% of prescriptions for its mole-
cule.16 The alternatives were not 
worse; their manufacturers could 
not match AbbVie’s rebate pay-

ments. The Federal Trade Commission (FTC) documented the mechanism in its 
2024 interim report on PBM practices and again in its 2025 administrative com-
plaint: a “rebate wall”—exclusive contracts in which a brand manufacturer’s re-
bate is conditional on competing biosimilars being kept off the preferred 
formulary.17

Today, biosimilars have made inroads, but PBMs have predictably found 
new ways to extract value. By December 2025, biosimilars accounted for more 
than 50% of the Humira-molecule market.18 But the products gaining share were 
often not those from independent manufacturers. Instead, they were PBM-
owned private-label biosimilars marketed through subsidiaries the Big Three 
created for precisely this purpose: CVS’s Cordavis (incorporated in Ireland), 
Express Scripts’ Quallent Pharmaceuticals (Cayman Islands), and OptumRx’s 

By some estimates, over 41% of  
the dollars flowing through this 
system go not to scientific 
innovation but to middlemen like 
pharmacy benefit managers (PBMs), 
the firms that manage prescription 
drug benefits on behalf of insurers, 
employers, and other payers.
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Nuvaila (Ireland). About 60% of new Humira-equivalent prescriptions now flow 
through Cordavis’s product19. It is priced roughly 81% below Humira’s original 
list price, yet the margin on every prescription still flows back to CVS Caremark, 
its affiliated specialty pharmacy, 
and its captive GPO. Rather than 
allowing biosimilar competition 
to lower prices as intended, 
PBMs restructured the market so 
the biosimilar transition itself 
became a new revenue stream.

So while biosimilars have 
lowered costs, PBMs continue to 
limit the full potential of those 
savings. For comparison, in 2025 
Cost Plus launched Starjemza, a 
biosimilar to the blockbuster 
immunology drug Stelara, at a list 
price roughly 99% below the 
Stelara reference product.20 That 
is what a transparent, 
non-PBM-mediated biosimilar 
market can produce. The differ-
ence between an 81% discount 
and a 99% discount reflects the cost of routing a biosimilar through the same 
intermediaries that inflated the reference drug in the first place.

Humira encapsulates the paper’s argument in a single drug: when the 
profits were in rebates, PBMs kept Humira on formulary; when the profits shifted 
to specialty dispensing and GPO fees, they relaunched the same molecule under 
their own private-label biosimilars. PBMs consistently find the gaps policymakers 
fail to address.

And beneath all this complexity and profiteering, we have to remember that 
it is the patient who bears the cost.

The Human Cost  
of PBM Dominance

Consider the case of Cole Schmidtknech. Cole was 22 years old, living in 
Arcadia, Wisconsin. Like millions of Americans managing chronic conditions, he 
was working hard to build a stable life—and relying on his insurance and pharma-
ceutical benefits to help him stay healthy.

Humira encapsulates the paper’s 
argument in a single drug:  
when the profits were in rebates, 
PBMs kept Humira on formulary; 
when the profits shifted to specialty 
dispensing and GPO fees, they 
relaunched the same molecule 
under their own private-label 
biosimilars. PBMs consistently  
find the gaps policymakers fail  
to address. 
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For close to a decade, the medication for his chronic asthma had been 
covered by his insurance, with an out-of-pocket cost of less than $70. But in 
January 2024, when he went to Walgreens to refill his Advair Diskus inhaler, the 
pharmacist informed him that OptumRx, the PBM subsidiary of UnitedHealth, 
would no longer cover it. The price of purchasing the inhaler out-pocket would be 
$539. Cole received no advance notice of the change. Faced with the choice 
between paying rent or buying his medication, he chose rent. Five days later, he 
suffered a severe asthma attack, lost consciousness on the way to the hospital, 
and died after six days on life support.21

One year after his death, Cole’s parents filed a lawsuit against Walgreens 
and OptumRx. The complaint alleges that OptumRx violated state law by removing 
the medication from coverage without medical justification or proper notice.22 It 
further alleges that the coverage decision was based on a financial arrangement 
between OptumRx and a manufacturer, prioritizing higher-cost medications over 
what was best for Cole’s health. Specifically, the complaint alleges that “OptumRx 
would only cover Advair HFA or Breo Ellipta, two newer brand drugs, whose man-
ufacturer had paid OptumRx substantial kickbacks (euphemistically called “re-
bates” and/or “compensation”) in exchange for their favorable placement on 
OptumRx’s updated formulary, while excluding Advair Diskus and its generic 
equivalents.”23

Cole’s story reflects the daily experience of countless patients across the 
country—a person with diabetes whose preferred insulin suddenly needs prior 
authorization, or an arthritis patient suddenly saddled with a $300 copay for an 
anti-inflammatory drug. These are the real-world consequences of a system 
where intermediaries make critical coverage decisions based not on clinical value, 
but on maximizing revenue thanks to an incentive system that rewards high 
prices.
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Part II:  
Why Reform  

Has Fallen Short
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PART II: WHY REFORM  
HAS FALLEN SHORT

POLICYMAKERS HAVE LONG RECOGNIZED these problems. Yet the response has 
failed to confront the structural drivers of cost or deliver relief at a meaningful scale.

FEDERAL
The Inflation Reduction Act marked a historic shift by allowing Medicare to 

negotiate the prices of a limited set of high-cost drugs24. But the law did not ad-
dress the role of pharmacy benefit managers in inflating list prices or obstructing 
access to generic and biosimilar alternatives.

The FTC, under the Biden Administration, initiated enforcement action 
against the three largest PBMs—Caremark Rx, Express Scripts, and OptumRx—
and their affiliated group purchasing organizations (GPOs). In February 2026, the 
FTC secured a settlement with Express Scripts, requiring it to stop favoring high-
list-price drugs, base patient out-of-pocket costs on net drug prices, move its 
offshore rebate purchasing organization (Ascent Health Services) back to the 
United States, and operate under an independent compliance monitor for three 
years.25 The FTC estimates the settlement will deliver roughly $7 billion in patient 
savings over a decade but whether it delivers that in practice is an open question. 

The Consolidated Appropriations Act of 2026, signed into law on February 
3, 2026, enacted the most significant federal PBM legislation to date.26 It requires 
Medicare Part D PBMs to charge flat administrative fees and pass through all 
manufacturer rebates, while adding new reporting requirements and an “any 
willing pharmacy” rule27. These are meaningful changes—but they apply only to 
Medicare, leave commercial plans untouched, and will not be fully implemented 
until 2028–2029.

The Trump administration has also taken steps on drug pricing, including 
executive orders on PBM transparency and “Most Favored Nation” pricing, along 
with voluntary agreements with drug manufacturers.28 But these measures do not 
address the underlying PBM rebate system, fees, or pricing practices that can 
significantly increase what patients pay at the pharmacy counter.

STATE
In 2024, 20 states enacted 33 bills aimed at regulating PBMs, ranging from 

laws targeting shady fees and spread pricing.29 But most of these reforms are 
narrowly tailored, often limited to Medicaid markets or a specific subset of PBM 
activities.
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And when states have been aggressive, they’ve been blocked by courts. 
Arkansas passed a groundbreaking law banning PBMs from owning or operating 
pharmacies in the state, a move designed to eliminate structural conflicts of in-
terest. However, in July 2025, a federal judge issued a preliminary injunction, 
citing likely violations of the Commerce Clause.30 Tennessee is considering a 
similar bill and that would likely face similar challenges in court.31 

In May of this year, Iowa passed sweeping PBM regulation aimed at trans-
parency, network composition, and pharmacy choice. In July, this reform was also 
blocked, with a federal court issuing a preliminary injunction, finding that key 
provisions were likely preempted by ERISA and violated the First Amendment by 
restricting commercial speech.32 Like the Arkansas case, this showdown high-
lights how legal constraints derail state-level attempts to rein in PBM practices.

PRIVATE
New entrants like Mark Cuban’s Cost Plus Drugs Drug Company (MCCPDC) 

and Amazon’s Rx Pass aim to bypass intermediaries entirely by purchasing drugs 
directly from manufacturers and selling them to cash-paying consumers through 
online pharmacies. These initiatives have shown promise, delivering significant 
savings on select medications and illustrating just how much PBM markups inflate 
prices at the pharmacy counter33. 

Yet their impact remains limited. First, these models primarily serve unin-
sured patients or those with high-deductible health plans, since partnering with 
insurance plans requires working through PBMs and, consequently, accepting 
their pricing structure. Second, and more fundamentally, the drugs offered 
through these platforms are almost entirely off-patent generics, which are already 
relatively affordable. In fact, generic drugs in the U.S. are, on average, priced 
33% lower than in other OECD countries.34 Meanwhile, the top ten drugs by 
Medicare spending are all brand-name medications—precisely the segment 
where price inflation is most acute.35 

In recent years, a wave of "transparent PBMs" have also entered the 
market. They offer basic PBM services without the hidden fees and profit-seeking 
tactics associated with the vertically integrated giants. Companies like AffirmedRx 
and Navitus Health Solutions offer 100% pass-through pricing, flat-fee compen-
sation models ("delinking"), and technology that enables data sharing across 
patients, insurers, pharmacists, and other stakeholders.36 These measures have 
the potential to reduce costs for both plans and patients. For example, one trans-
parent PBM reports that it can lower the cost per claim of oral beta blockers used 
to treat high blood pressure by 90% compared to traditional PBM pricing.37 

While these models are promising, transparent PBMs have yet to achieve 
the scale needed to meaningfully disrupt the dominance of Caremark, Express 
Scripts and OptumRx. Nearly three-quarters of employers still contract with a “big 
three” PBMs and only 12% work with a smaller transparent PBM.38
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Neither regulation nor private competition has curbed the excesses of PBM 
power. Part of the reason is incentives: despite growing criticism, governments 
and employers continue to pay PBMs enormous sums, leaving little market pres-
sure to change and giving new entrants few opportunities to compete.39 
Reformers have also missed the mark. While well-meaning, many remain focused 
on outdated issues like spread pricing and rebates, even as PBMs evolve, create 
new revenue streams, and reorganize to stay ahead of oversight.
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Part III:  
A Public Option  

for PBM Services
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PART III: A PUBLIC OPTION  
FOR PBM SERVICES

TO MEANINGFULLY REFORM THE PHARMACEUTICAL supply chain, we propose that 
the federal government, in partnership with states,  create its own democratically 
accountable PBMs, in direct competition with private PBMs in federal healthcare 
benefits, state employer and Medicaid programs, and commercial insurance 
markets. Critically, the public PBM would also publish negotiated prices for each 
drug in its formulary, a vital step towards restoring transparency, accountability, 
and affordability at scale. 

State Evidence:  
Public PBMs Already Work at Smaller Scale

Public provisioning of PBM services is not new. It just hasn't been done 
systematically or at scale. At the state level, a growing number of states have 
already begun reclaiming democratic control over pharmacy benefit services.

Most state approaches stop short of creating a full public PBM but they 
prove that a direct government role in the provision of PBM services can produce 
cost savings and transparency gains.

WEST VIRGINIA 
West Virginia led the way in 2017 by carving pharmacy benefits out of its 

Medicaid managed care program.40 By assuming direct control over purchasing 
and benefit management, the state saved over $54 million annually, eliminated 
spread pricing, and improved oversight of rebate flows. Maybe more salient for 
lawmakers, it also meant that local West Virginia community pharmacies made 
over $120 million more in revenue because they got fair prices and weren’t facing 
extraction from the Big Three.

OHIO
Following West Virginia’s lead, Ohio conducted an audit of its Medicaid 

pharmacy program in 2018, which found that PBMs were charging the state far 
above what they reimbursed pharmacies. In response, Ohio implemented a single, 
transparent PBM contract model in 2022, awarding the contract to a vendor oper-
ating on a pass-through pricing basis and with strict data reporting require-
ments.41 The new structure gave the state better control over formulary design 
and pharmacy reimbursements while eliminating opaque PBM profit-taking.
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KENTUCKY
Kentucky also took steps to reform its Medicaid PBM practices after dis-

covering significant pricing discrepancies and complaints from independent phar-
macies.42 In 2021, the state enacted legislation mandating the transition to a 
single-PBM model under state oversight.43 The move was designed to increase 
transparency, reduce administrative complexity, and stop PBMs from leveraging 
vertical integration to direct patients toward affiliated pharmacies.

INDIANA 
Indiana recently passed PBM legislation that, among its provisions, estab-

lishes reimbursement floors for pharmacies in the commercial market and im-
poses new guardrails on PBM pharmacy networks.44 An early version of the bill 
included a provision to create a state-owned PBM that would serve all state plans, 
including Medicaid and state employee health programs.45 But a surge of PBM 
lobbying watered down the promising provision. 

ARRAYRX 
More ambitious is ArrayRx, a joint effort by Arizona, Oregon, Washington, 

Nevada, and Connecticut designed to centralize and coordinate critical pharmacy 
benefit functions, including drug price negotiations, claims processing, and phar-
macy network management, under a transparent, publicly accountable frame-
work.46 By pooling their purchasing power, these states negotiate larger rebates, 
all while operating under a transparent, pass-through pricing model that elimi-
nates spread pricing and hidden fees. In doing so, ArrayRx functions as a qua-
si-public PBM, demonstrating that states can not only administer pharmacy 
benefits directly but can also collaborate regionally to increase leverage, improve 
accountability, and deliver lower costs to patients. Originally launched as the 
Oregon Prescription Drug Program, ArrayRx has expanded its model to other 
states seeking alternatives to opaque, profit-driven PBM practices.

FEDERAL PATHWAY: TWO MODELS 
What transparent PBM startups and state-level efforts lack is scale. PBMs like 
Express Scripts cover 100 million lives, and matching that purchasing power re-
quires coordination.

The federal government is the obvious place to build that scale. A federal 
PBM could offer a single alternative to the large, vertically integrated PBMs and 
make it available to any plan sponsor in the country. There are several ways to do 
this, ranging from options that rely on existing executive authority to more expan-
sive models that would require new legislation.
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Model 1:  
Public PBM for Federal Employees

The first option for a federal PBM could be implemented under existing 
legal authority, without new legislation. This model would initially focus on serving 
federal employees and beneficiaries within the FEHB and TRICARE programs. 

The Federal Employees Health Benefits (FEHB) Program is the largest em-
ployer-sponsored health insurance program in the country, providing more than 
$40 billion in health care benefits annually to employees and retirees of the fed-
eral government, the largest employer in the United States.47 Today, the FEHB 
contracts out management of health benefits to private insurance plans that, in 
turn, subcontract pharmacy benefit management services to private PBMs (usu-
ally their own vertically integrated PBM). 

Similarly, TRICARE, the Department of Defense’s health insurance program, 
covers approximately 9.6 million beneficiaries, including active-duty service 

members, their families, retirees, 
and eligible survivors.48 The pro-
gram spends over $8 billion an-
nually on prescription drugs and 
operates through two main com-
ponents: a direct purchasing 
program, where drugs are dis-
pensed at military treatment 
facilities (MTFs), and a mail and 
retail pharmacy program.49 

Like FEHB, TRICARE con-
tracts out its mail and retail phar-
macy benefit services to Express 
Scripts, one of the big three 
PBMs. Express Scripts has ad-
ministered TRICARE’s pharmacy 
benefits since 2009 and, in 2021, 
was awarded a new eight-year 
contract worth up to $4.3 billion, 
not including the cost of the 

drugs themselves.50 While TRICARE’s direct procurement model achieves rela-
tively low drug costs, the Express Scripts–managed retail pharmacy program has 
been shown to result in higher average unit prices for both brand-name and ge-
neric drugs compared to the Department of Veterans Affairs (VA).51

While FEHB is required by statute to contract its services out, it can legally 
contract it out to another government entity. The VA has tremendous experience 

To meaningfully reform the 
pharmaceutical supply chain,  
we propose that the federal 
government, in partnership  
with states,  create its own 
democratically accountable PBMs, 
in direct competition with  
private PBMs in federal healthcare  
benefits, state employer and 
Medicaid programs, and 
commercial insurance markets.
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FIGURE 2:  
PROPOSED MODEL 1  

(FEHM, TRICARE)

negotiating drug prices across multiple programs. Its Pharmacy Benefits 
Management Services section already sets up and manages a national formulary 
and operates a pharmacy network for 9 million veterans.52 Likewise, its National 
Acquisition Center manages the Federal Supply Schedule for pharmaceuticals, 
known as Schedule 65IB, negotiating multi-year, multiple-award contracts directly 
with drug manufacturers to secure fixed prices that are among the lowest in the 
U.S. market.53

The Office of Personnel Management (OPM) could change the eligibility 
requirement in its contracts such that only an entity performing at the VA PBM’s 
level qualifies to provide the services, meaning that either the VA gets the con-
tract, or one of the Big Three PBMs after reforming their practices to minimize the 
value they siphon off through rebates and other practices.54 

The VA’s prices would serve as the baseline for negotiations, with pharma-
cies reimbursed through a transparent cost-plus model—eliminating spread 
pricing, hidden rebates, and incentives that reward high list prices. Publishing 
these prices would also pressure private PBM negotiations toward greater 
transparency.
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Model 2:  
Public PBM for Federal Employees,  

Medicare Beneficiaries, State Medicaid Plans,  
and Commercial Insurers

 
While an option that doesn’t rely on Congress is appealing, the VA-based 

approach applies largely to drug purchasing for federal employees and excludes 
other major government programs like Medicaid, Medicare, and Affordable Care 
Act (ACA) marketplace exchanges. To achieve a meaningful impact on drug 
prices nationwide, a more expansive solution is needed: the creation of a unified 
federal prescription drug contracting program, a broader program that would 
require congressional authorization and dedicated funding. 

Similar to the VA-based model for federal employees, the unified program 
would run its own national formulary and perform core PBM functions in-house, 
including drug-price negotiation, claims adjudication, and pharmacy-network 
management. It would also operate with transparent, fixed pricing, eliminating 
rebates and other opaque payment structures. As its name suggests, this federal 
PBM would span Medicare, Medicaid, TRICARE, and FEHB, serving different 
functions for each program:

In FEHB and TRICARE, the federal PBM would become the sole  
administrator for federal employees and beneficiaries.

In Medicare Part D and Medicare Advantage, the federal PBM would 
compete with private PBMs, bidding for market share as an alterna-
tive plan sponsor.

In Medicaid, the federal PBM would be made available to states (in-
cluding those that have carved PBMs out of their Medicaid programs), 
offering optional support in claims processing, rebate negotiation, 
and pharmacy network oversight. This would probably require some 
restructuring of Medicaid Drug Rebate and 340B programs. 

Perhaps most importantly, it would be open to all health plans in the United 
States. Commercial insurers, both in employer and ACA exchange markets, that 
contract private PBMs could opt in to use the federal PBM’s services and pricing 
framework. It would also contain similar drug level transparency requirements, so 
even those insurers who did not join the PBM could see the pricing structure that 
is available under its negotiations.



 PAGE 20JUNE 2026VANDERBILT POLICY ACCELERATOR + GROUNDWORK COLLABORATIVE

CUTTING OUT THE MIDDLEMAN: A PUBLIC OPTION FOR PHARMACY BENEFITS

FIGURE 3:  
PROPOSED MODEL 2  

(MEDICARE AND MEDICAID)

GOVERNANCE AND IMPLEMENTATION
We argue that the most effective path is to establish a quasi-public institution 

that combines public oversight with operational independence. One example is the 
National Semiconductor Technology Center (NSTC), established under the CHIPS 
and Science Act of 2022.55 It was overseen by a federal board but operated by an 
independent, nonprofit entity that could engage directly with industry, manage 
intellectual property, and respond rapidly to technological and market shifts.

This entity could be governed by a board composed of all relevant federal 
healthcare payers, including the U.S. Department of Health and Human Services 
(HHS), FEHB, VA, and TRICARE, ensuring alignment with national health priorities. 
One agency, likely HHS, would take the lead on oversight and contribute a greater 
share of resources, as the Department of Commerce does with the NSTC, but the 
public PBM itself would act as a flexible, independent public corporation, free 
from the bureaucratic constraints of any single agency. 

Considering that PBMs had the highest profit margins among all intermedi-
aries in the pharmaceutical supply chain, with $60.6 billion in profits in 2022, 
reducing their market share would be a rare policy intervention that delivers cost 
savings to both taxpayers and patients across public and private insurance 
markets.56
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This model should also include statutory authority to operate in the com-
mercial insurance market as an optional PBM for private plans. By leveraging the 
scale of its core government 
contracts, the federal PBM would 
have sufficient market presence 
to serve as a consistent and 
credible alternative, essentially a 
maverick player capable of of-
fering transparent, cost-effective 
services to private employers, 
unions, and health plans that 
choose to opt in. 

Both models would be 
fee-for-service and consequently 
also revenue neutral, or even 
slightly profitable. The current 
private versions of PBM services 
are wildly profitable which sug-
gests that a federal or state op-
tion would be able to provide fair 
and consistent services at a 
significantly lower cost without 
spending taxpayer dollars. They may even be net contributors to the federal 
budget, though any reform should not seek to replace private monopoly pricing 
with public monopoly pricing.

Conclusion
IN THE U.S., the core problem with PBMs lies in their incentives, market power, and 
scale—all deployed to keep prices high and extract revenue rather than deliver 
value. A public PBM would not solve every problem in the healthcare system, but 
it could achieve meaningful cost savings and improve the experience for patients, 
pharmacists, and manufacturers.

We have floundered for years attempting to fix the drug market while re-
lying on the tired ideology of privatization. But to fix drug negotiation markets, we 
need to invest in democratically accountable institutions with the power to deliver 
for the people, not put more faith in the private corporate model that has failed us 
time and again. 

Considering that PBMs had  
the highest profit margins  
among all intermediaries in the 
pharmaceutical supply chain,  
with $60.6 billion in profits  
in 2022, reducing their market  
share would be a rare policy 
intervention that delivers cost 
savings to both taxpayers and 
patients across public and private  
insurance markets.
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APPENDIX A: A BRIEF ROADMAP  
FOR STATE POLICYMAKERS

FEDERAL LEGISLATION REMAINS the most scalable path to break the Big Three’s 
grip on the pharmaceutical market. But state action delivers savings now, builds 
political constituencies for federal reform, and continues to matter even once a 
federal public option is established. States considering independent action have a 
number of tools and authorities at their disposal. The recommendations below 
consolidate what has worked in West Virginia, Ohio, Kentucky, Indiana, and the 
ArrayRx coalition.

Transition from managed care to fee-for-service. States should move 
Medicaid pharmacy benefits from managed-care capitation to a fee-for-service 
carve-out administered directly by the state. Managed-care arrangements bury 
PBM fees inside per-member-per-month payments that the state cannot audit. 
Fee-for-service creates the transparency baseline every other reform depends 
on. Ohio’s 2022 transition to a single fee-for-service contract administered by 
Gainwell delivered roughly $140 million in first-year savings.57

Pool purchasing power across state agencies. Most states operate mul-
tiple separate drug-purchasing streams — Medicaid, state employees and re-
tirees, corrections, state university systems, community colleges, and 
participating counties and K–12 districts. Consolidating these into a single pur-
chasing entity gives the state leverage closer to that of a mid-sized PBM.

Use an accountable public institution for formulary decisions. States 
should route formulary management through an existing public body—a state 
university school of pharmacy, an independent board of clinicians, or a state 
pharmacy commission—rather than a contracted PBM. West Virginia’s decision to 
route formulary management and prior authorization through WVU School of 
Pharmacy is the cleanest precedent.58 It keeps drug-coverage decisions 
grounded in clinical judgment rather than rebate economics.

Allow commercial plans to opt in. Once a state has stood up a transparent 
public PBM function, it should allow private employers and commercial plans in 
the state to buy in for a low, fixed administrative fee. Opt-in expands the sub-
scriber base, increases negotiating leverage, and solves the scale problem that 
has kept standalone transparent PBMs from competing with the Big Three.

Coordinate across state lines. Individual states plateau at a few million 
covered lives; that cap is the reason state reforms deliver real but bounded sav-
ings. Interstate coalitions on the ArrayRx model—currently Oregon, Washington, 
Nevada, and Connecticut—give smaller states leverage approaching a regional 
PBM’s. There are no prohibitive federal barriers to states offering PBM services 
across state lines, and multi-state compacts can be authorized by legislation or 
executive compact.
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