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In the 1960s, economists at Chicago’s Graduate School of Business (hereafter, GSB) began to 

develop a novel research program for the study of political economy.  Led by George Stigler, 

this program devoted itself over the next two decades to changing what Stigler believed to 

be economists’ misguided views on the “causes and effects of governmental control over 

economic life,” and sought funding from corporations and conservative foundations to do 

so.  During the same period, the American pharmaceutical industry came to take keen 

interest in fostering sympathetic academic research on regulation, largely as a response to 

passage of the Kefauver-Harris Amendment to the Food and Drug Act.  In a development 

that would be crucial to the future unfolding of both economic theory and the American 

medical marketplace, the GSB program and the pharmaceutical industry forged an alliance 

for the express purpose of giving the pharmaceutical industry a voice in academic 

discussions about how the medical marketplace should be constructed and regulated.  This 

‘Chicago pharmaceutical project’ would prove wildly successful: although many of the 

recommendations it produced for organizing the pharmaceutical industry were unpopular 

at the time, the views of the pharmaceutical project on topics ranging from intellectual 

property protection to pharmaceutical pricing policy came to assume prominence in both 

academic and policy circles. 

The purpose of this paper is to examine how ideas about the appropriate way to organize 

science and the method of research funding came to influence both the extent and the 

nature of the Chicago pharmaceutical project’s success.  It argues that George Stigler’s views 

pertaining to the “marketplace of ideas” profoundly influenced the recommendations 

provided by the pharmaceutical project. The initial output of this project was a volume 

devoted to critical appraisals of the Kefauver-Harris Act entitled Regulating New Drugs.  

However, the book was merely a trial run for a much larger effort that would eventually 

result not only in the rollout of “Chicago Political Economy” (within which the study of 

regulation would hold a central role), but also a privately funded institute to promote it, the 

Center for the Study of the Economy and the State.  Of course there were other approaches 

to economics of the medical marketplace available at the time, but most have in the interim 

fallen by the wayside.  After comparing the GSB approach to these alternatives, this paper 

relies on archival evidence (taken from the George Stigler Archives at the University of 

Chicago) to establish the role of private funding by certain pharmaceutical companies and 

policy oriented foundations in ‘selecting’ the Chicago GSB approach. 
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1. Introduction 

The pharmaceutical industry has provoked considerable fascination among 

industrial organization economists and business historians who are eager to explain the 

development of what is perhaps the exemplary instance of a “knowledge industry.”  For 

example, Giovanni Dosi points to “advances in pure and applied sciences, together with 

complementary progress in research technologies – undertaken both within public 

research institutions and business firms” (Mazzucato & Dosi, 2006, p. 1).  At the hands 

of Dosi, major advance in the industry is attributed to technological change, a move from 

“quasi-random screening” to “guided discovery” (p. 3), a move to be celebrated because 

it lowers barriers to entry and facilitates the “division of innovative labor.”  Others have 

explored its formation from the ‘inside.’  In his work on the pharmaceutical company 

Merck, Louis Galambos has argued for an approach that foregrounds the role of the 

                                                        
∗ This is a first (and very rough) draft.  Please do not cite without the author’s permission. 
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“partnership principle” as the driving force behind the transformation of the 

pharmaceutical industry into its current form (Vagelos & Galambos, 2004; Galambos & 

Sturchio, 1997; Galambos & Sturchio, 1996).  These “partnerships” involve networks 

between corporations, universities, and the government (Galambos & Sturchio, 1996, p. 

84).  By this account, innovation comes from the success of corporate managers in 

maintaining “creative relations with the research networks,” the “ability to interpret 

signals” from these networks, and to “manage interactions” with key actors (Galambos & 

Sturchio, 1997, p. 229).  These accounts tend to take for granted the existence of a 

number of features that have recently been subjected to close scrutiny—such as the heavy 

reliance on direct to consumer advertising and granting the pharmaceutical industry 

absolute control of research and pricing (e.g., Angell, 2004).  For the sake of brevity, I 

will refer to this set of features by the term ‘Modern Medical Marketplace.’ 

The purpose of this paper is to begin to explain how a set of attitudes pertaining to 

the Modern Medical Marketplace came to assume prominence.  This paper will attempt 

to trace the supporting ideas of these seemingly disparate features to a single point of 

origin, a project concocted by the University of Chicago economist George Stigler to 

study the regulation of new pharmaceuticals (hereafter, the “Pharmaceutical Project”).  

This project, which devoted itself to giving the pharmaceutical industry a seat at 

academic discussions of pharmaceutical policy, produced a number of recommendations 

and fostered several of the supporting attitudes.  After reviewing these recommendations, 

this paper will illuminate the contribution made by Stigler’s views on what might be 

called the “marketplace of ideas.”  Finally, this paper will provide one possible 
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explanation for their triumph of the views promoted by the Pharmaceutical Project by 

revealing the crucial role of private funding.  

  

2. The Pharmaceutical Project  

At the University of Chicago during the 1960s and 70s, George Stigler led a 

research project that studied the “government control of economic life.”  Since 1959 he 

held the Walgreen Chair, a position that carried control of the Walgreen Foundation, and 

importantly for the present purposes, nearly unlimited discretion over how to spend its 

sizeable funds. 1  Stigler’s project, which throughout the 1960s had focused on industrial 

organization, regulation, and politics, had at the beginning of the 1970s turned its 

attention to pharmaceutical regulation.  As it turns out, this was an opportune time, since 

the previous decade had seen much upheaval in the politics of pharmaceuticals. During 

that time, a number of interconnected issues that were lingering in the background had 

come to assume prominence: the escalating price of drugs, the wastefulness of 

advertising, the decrease in major drug breakthroughs, and the appropriate role of the 

government in providing medical care.  A rising chorus of politicians—in some cases 

                                                        
1 The Walgreen Foundation was named for Charles Walgreen Sr., the founder of the famous 
drugstore chain.  Although initially placed under the authority of Jerome Kerwin, a professor of 
political science, its activities were halted in 1955.  Following a period of inactivity, the 
foundation was relocated in the Graduate School of Business, and control given to George Stigler 
as an inducement for him to move to Chicago from Columbia.  Between 1958 and 1980, Stigler’s 
Walgreen Foundation provided well over a hundred fellowship grants, with the vast majority over 
$1000 (in unadjusted dollars), and several over $10,000 (GSRL Box 3, File: University of 
Chicago Walgreen Fellowship and Grants).  The purposes for these fellowships ranged from 
stipends and tuition wavers to post doctoral fellowships to research grants for both visiting and 
Chicago faculty.  The story of the Walgreen Foundation and Stigler’s construction of a distinct 
research program at Chicago’s Graduate School of Business can be found in (Nik-Khah, 2008). 
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cheered on by the medical community—called for major structural changes in the 

organization of the pharmaceutical industry, including the application of antitrust 

measures and the imposition of government pricing of drugs.  The US Congress in 1962 

passed the Kefauver-Harris Amendments to the Pure Food and Drug Act, which 

significantly enlarged the regulatory scope of the main drug regulatory agency in the US, 

the Food and Drug Administration (FDA).  Although most of the measures designed to 

impose major structural changes on the pharmaceutical industry died in congressional 

committees or were otherwise eventually beaten back and therefore never made it into the 

Amendments, the political environment did provide the impetus for certain 

pharmaceutical companies to mobilize “public relations” efforts that included advertising, 

the production of literature for pharmacists, and most notably the forging of alliances 

with academics (Tobbell, 2008).  Showing remarkably shrewd judgment, pharmaceutical 

companies sought to forge relationships with “academic prigs,” university investigators 

whom they viewed as their harshest critics (p. 893), and co-opt them on the basis of 

shared concern over the role of government in medicine.   

At precisely this time Stigler concocted a project to expand the alliance, to include 

not only the pharmaceutical industry and academic medical investigators, but also legal 

scholars and economists. The most immediate result was the December 1972 Conference 

on the Regulation of New Pharmaceuticals, which attracted contributions from 

economics, business, and law, academic medical researchers, and leaders of the 

pharmaceutical industry, and would eventually result in the publication of the volume 

Regulating New Drugs.  It exhibited a shared concern over the role of government in 

medicine, and reiterated a number of arguments and complaints put forward by the 
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pharmaceutical industry and its allies in the wake of the Amendments, but moved beyond 

them in providing supporting economic arguments, in suggesting new areas of focus, in 

proposing policy responses, and in fostering a set of complementary attitudes.    

In particular, the contributions made three crucial points.  The first pertains to the 

control of pharmaceutical research.  The pharmaceutical industry had long viewed the 

1962 Act—which granted the FDA authority to mandate specific research methods that 

increased the expenses of pharmaceutical companies—as an unwarranted encroachment 

on its research prerogatives.  Participants argued that the methods demanded by the FDA 

must be ‘rationalized,’ for example by getting them to appreciate various important 

statistical features of the way that clinical science worked and by speeding up the trials.  

The advantage of making this argument was that it provided a ready explanation of the 

widely perceived decrease in pharmaceutical innovation: a “drug lag,” and not any 

exhaustion of the stock of fundamental knowledge (or, for that matter, an addiction to the 

quick and easy payoff promised by “me too” drugs) would be blamed for the decreasing 

rate of innovation in pharmaceuticals.  But the Pharmaceutical Project moved beyond 

restating these previous arguments by framing the problem as pertaining to the ‘cost 

minimizing’ method of providing information about pharmaceuticals, and then using this 

method to audit the performance of the FDA.  In particular, Sam Peltzman (Peltzman, 

1973) frames the appropriate regulatory policy as the answer to the ‘cost minimizing’ 

method of providing information to the public. 2  Drug patients were conceived to 

demand a “tied product” of “pill-cum-information”; the production of information would 

                                                        
2 In the paper, Peltzman devises a method of calculating the ‘information costs’ of current FDA 
regulation.  Basically, Peltzman devises a method of calculating the triangle losses from poor 
information, determines these losses to be quite small, and then argues there are some features of 
regulation itself that introduces its own set of losses. 
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either be determined the same firms that provide the drug, or by the government. 

Although some might express concern with the reliability of this information, this is not 

important since people need no help learning the ‘true value’ (or something close enough 

to it that any error is too minute to be of consequence) of drugs in a relatively short 

period of time. What people should be concerned with is that by restricting what drug 

firms could claim about their products, 1962 Amendments reduced the amount of 

available information. 

The second point pertained to the control of pricing.  For some time prior to the 

Project, the pharmaceutical industry had engaged in efforts to “educate” the medical 

profession about the high cost of research for the purpose of blunting criticism of what 

was widely perceived to be excessively high drug prices (Tobbell, 2008, pp. 886-887).  A 

primary innovation of the Project was to attribute a portion of these costs to the 

misguided efforts of the FDA in regulating the conduct of pharmaceutical research, and 

then to propose as a solution to it the expansion of intellectual property rights.  They 

argued that the procedures mandated by the 1962 Act “not only increase the cost, they 

decrease the time period over which the drug pioneer can rely upon his patent to enable 

him to recoup his expenditures” (p. 86).  The pharmaceutical industry had previously 

fought efforts to reduce the length of patents; the Drugs book argues that the 1962 

Amendments had effectively already done so, and that the best response would be to 

increase the length.  The Drugs book then goes on the offensive in calling for an 

expansion of intellectual property rights. The unchallenged presumption was that 

increased patent protection would provide more pharmaceutical innovation, and anything 

that dilutes patent rights would retard ‘innovation.’  Especially noteworthy is that this 
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argument strongly suggests that all the costs of research are borne by the single corporate 

“drug pioneer.”  Several “distortions” in the patent system are identified, such as 

limitation on the breadth of patents (i.e., that the thing patented must actually be novel).  

Although this immediately calls into question just what is the status of the ‘innovation’ 

under consideration, under no circumstances should the worthiness of a ‘new’ drug be 

called into question, even if its molecular attributes were basically the same as a 

predecessor.  The solution, therefore, is to award longer patents, and patents over a 

greater variety of ‘innovations.’  One of the most salutary features is that reliance on 

patents would advance the goal of giving control of research to pharmaceutical 

companies:  

The steady commercial focus of a private system may offset some of the peculiar, 

politically-induced foci of government subsidized research.  Moreover, [the use of 

a patent system] makes it possible for the drug industry to continue to innovate 

without the burden of the extensive economic control that his proven both costly 

and ineffective elsewhere (Kitch, 1972, p. 106). 

Again, the arguments hew closely to the position that the one true source of innovation is 

the pharmaceutical industry.  Since the industry must control the process of innovation, 

and since this innovation is quite expensive, there is a built-in justification for the 

pharmaceutical company to charge high prices for its product.  Should people still 

complain about the prices (for example, by pointing out that even if costs are high, profits 

within the pharmaceutical industry are inordinately large), the response issued is that 

innovation is risky.  Finally, if it is pointed out that this would bias research controlled by 
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the pharmaceutical industry in the direction of low risk-quick payoff-low social benefit 

‘me too’ drugs, then this is flatly denied (Kitch 1973, p. 105). Either the minor variation 

proves much more important than initially anticipated, in which case the new drug is a 

valuable addition, or it will become apparent to all and sundry that the new drug is a 

perfect substitute for the old one, in which case the resulting increased competition would 

bring prices down.  In general, though, patent protection is viewed to be not too strong, 

but too weak (Kitch, 1973). 

 The final point is that academic discussions of the appropriate regulation 

of the pharmaceutical industry should include as participants the pharmaceutical industry: 

 Although a portion of the public seems to believe that its concerns about 

drug safety and efficacy are now dealt with more effectively [after passage of the 

Amendments], the pharmaceutical industry, members of the academic medical 

community, and some medical practitioners have the feeling that regulations are 

keeping valuable and potentially useful drugs from the market, to the detriment of 

the health of the American people (Landau, 1973, p. 4). 

At first glance, the decision to invite representatives of pharmaceutical companies might 

look like a proposal advanced to “open the dialogue,” but few government officials 

attended, and representatives of consumer groups were not invited.  The reason for this 

decision becomes immediately apparent with even the most cursory reading of the 

contributions.  Among the participants there was a palpable anxiety about the role of 

consumer groups in evolving regulation of the pharmaceutical industry, a fact noted by at 

least one reviewer of the Drugs volume (Megirian, 1975, p. 708).  In noting that policies 
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opposed by the pharmaceutical industry are actually politically popular, the book clearly 

announces its orientation:   

There is widespread agreement on the regulation of economic and social affairs in 

the United States…The great majority of Americans would not dream of 

abandoning the important regulatory policies, and are in full agreement with a 

regime which adds five or ten new regulatory items a year (Stigler, 1973, p. 10). 

The widespread public support for agencies such as the FDA should be treated as a 

barrier to overcome (although this does not necessarily mean the FDA should be 

eliminated.)  The primary ongoing threat to the FDA is “political pressure”:  “That 

agency, however, needs the support of, and indeed the protection from, it political and 

legal antagonists if its judgments are to be most heavily dependent upon scientific 

explanation and the opinions and experts of the field” (Hubbard, 1973, p. 49).  The vision 

informing this work is of an FDA besieged by irresponsible reformers, and prone to make 

unwarranted intervention into areas best left to the pharmaceutical industry to conduct 

itself as it sees fit.  A close reading of Regulating New Drugs reveals the common enemy 

to be not the FDA, but instead citizen groups.3  In the view of the participants, the FDA 

needed to be equipped with the correct view of how the pharmaceutical market should 

work, and then audited by either academics or the industry to make sure they are 

correctly adhering to it (Stigler, 1973). 

                                                        
3 Ralph Nader in particular is subjected to quite a flogging (pp. 54, 69). 
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The most obvious example of direct corporate participation in the conference was 

the inclusion of a paper by William Hubbard, Vice President of Upjohn4, although 

pharmaceutical companies had other methods at their disposal to participate: Pfizer, 

Smith, Kline, and French, G. D. Searle, Merck, Sharp and Dohme, and Upjohn all 

pledged funds for the conference (GSRL Box 3, File: Walgreen Conferences).  Although 

it is tempting to conclude that the influence went in one direction, with the 

pharmaceutical companies ‘buying’ the support of a group that had traditionally been 

hostile to their interests, such a reading of the Pharmaceutical Project is not quite 

supported by the evidence.  Participants were not shy in offering pharmaceutical 

companies appraisals in what their interests lie: 

I think the drug companies are talking against their interests in supporting, as Dr. 

Hubbard does, standards set by “wise regulators” instead of full risk bearing…I 

would suggest that one of the functions of people like us is to help drug company 

executives to try to understand this argument (Calabresi, 1973, p. 57). 

This serves as a useful indication of the impact of the economists participating in the 

Pharmaceutical Project.  While the pharmaceutical industry had been grappling with a 

number of the issues addressed by it well before the project, participants in the project 

brought their own ideas about how to reorganize the relationship between science and 

industry.  

                                                        
4 One possible reason for the interest of Upjohn is that it was very recently involved in litigation 
with the FDA over its refusal to grant approval of several products, including the antibiotic 
Panalba.  Upjohn sued the FDA in federal district court.  The FDA ultimately prevailed (Temin, 
1980, pp. 133-135). 
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The Drugs volume was remarkably ambitious. It proposed nothing less than a 

thoroughgoing reorganization of pharmaceutical science and regulation for the purpose of 

giving the pharmaceutical industry control of it from top to bottom: 

[B]usiness decisions ought to be made by business people…“business people” in 

this context are the drug companies, with the academic establishment and medical 

doctors tied into them as consultants (Calabresi, 1973, p. 56).   

No less importantly, the Project also promoted a complementary set of attitudes.  All drug 

innovation would be viewed as coming from pharmaceutical industry.  Even though 

government-funded science in universities was one of the major ‘inputs’ into 

pharmaceutical innovation, the value of this contribution would either be denied or 

denigrated: 

By and large, the pharmaceutical industry has been singularly successful in 

improving the physicians’ pharmacotherapeutic armatorium… State-sponsored 

institutions up to now [have not] contributed significantly to the innovative 

process in the development of new and better drugs (Bloch, 1973, p. 245)  

Information provided by the industry about the uses of these drugs would be considered 

on par with that provided by the government or university researchers.  As “consumers,” 

people are able to collect all the information they need to make a decision about the 

appropriate drug regimen (of course, as citizens people are unable to make any judgment 

of value about the regulation of the industry).  The consumer would then naturally leave 

the task of producing the information upon which the decision was to be based to 
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pharmaceutical firms; these firms would in turn supply to the consumer the joint product 

of “pill-cum-information” (Peltzman 1973).  And finally, production decisions are 

portrayed as guided by the demand of these consumers: even if consumer groups claim 

otherwise, the pharmaceutical industry gives the public what it wants. 

 

3. The Stigler Program As an Applied Economics of Science 

Having identified Stigler as the primary organizer of the Drugs conference, I 

would now like to advance a slightly more controversial claim: Stigler’s role in the 

pharmaceutical project was far more substantive than merely organizing a conference and 

securing its funding, but extended to promoting ideas about the best way to reengineer 

the system of drug production and science itself.  To make this case, I will need to 

overcome a persistent belief that Stigler took no interest in changing of policy.  For 

example, in his influential survey of the Chicago School of Economics, Melvin Reder 

(1982) attributes to Stigler the position that “politicians are incapable of acting on advice 

as to the promotion of the general welfare, and unlikely to be much interested in 

receiving such advice,” a position he blames for the “apolitical” orientation of the 

“younger Chicago economists” (p. 26).5  The impression persists within some quarters of 

the economics profession—particularly in the field of “public choice”: 

“Practitioners of CPE are politically agnostic…Though it may be a hard pill for 

some to swallow, there are simply no politics” (Tollinson, 1989, p. 294); “[W]hen 

                                                        
5 Apparently, Chicago students shared this impression: “Stigler is a kind of quasi-Chicago school 
Marxist history.  According to him, the function of economists is to sit back and laugh at the 
world” (Klamer & Colander, 1990, p. 152). 
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economists purport to discover harmful economic policies, it is in fact the 

economists who are mistaken” (Pasour, 1992, p. 154); “[A]ttempts to change the 

course of history, by and large were deemed to be futile and wasteful uses of 

scarce resources” (Rowley, 2008, p. 8).  

These judgments hinge on the belief that by applying Chicago price theory to a domain 

where it might not be appropriate Stigler had gone ‘too far.’  It would indeed be hard to 

understand why someone who views active intervention into policy debates a waste of 

time would take such personal interest in the debates over how to organize the 

pharmaceutical industry. 

One is tempted to ask, though: Why would members of a program that is 

supposed to be “politically agnostic” find it interesting to focus so much of its attention 

on—of all things—regulation and politics?  Those who find Stigler’s project “apolitical” 

have no good answers, but are nonetheless content to charge Stigler & Co. with 

incoherence: “Differentiating a coherent Chicago political economy is a good deal more 

difficult than discerning and describing the more basic paradigm of Chicago Economics” 

(Mitchell, 1989, p. 283).  And with respect to the case at hand, the foray into 

pharmaceuticals is treated as “inconsistent” with Stigler’s larger project (Mitchell, 1989, 

p. 290; Pasour, 1992, p. 158).  Observers have preferred to ignore evidence that should 

otherwise have spurred them to rethink their positions a bit, such as the fact that both 

Stigler and Peltzman have rejected Reder’s characterization of their program as 

“politically agnostic” (Reder, 1982, p. 26).  More to the point, Stigler was an enthusiastic 
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supporter of Peltzman’s work on the FDA, a fact that was quite apparent to those close to 

them at the time:  

Sam Peltzman is suffering from “drugs.”  I am trying to get him to kick the “drug 

problem” and return to work in Economics, but apparently you have become a 

successful pusher (GSRL Box 6: File, Alchian, Armen).6   

Within the Drugs volume Stigler singled out Peltzman’s paper for his highest praise.  He 

declared it to be “pathbreaking and monumental,” he urged “other scholars [to] follow his 

example and methods” (1973, pp. 14-15), and backed up his praise with $12,000 of 

support from the Walgreen Foundation.  Privately, he gushed in a letter to Peltzman, “you 

are the best purchase the Walgreen Foundation has yet made” (GSRL Box 3, File: 

Walgreen Conferences).  This is a remarkably powerful endorsement from a person not 

normally given to praising the work of others.  Stigler’s enthusiasm for Peltzman’s 

work—which, recall, did carry within it clear policy recommendations—strongly 

suggests that he, too, was interested in policy formation.7 

The difficulty comes from an uncritical acceptance of the widespread belief that 

Stigler’s work on regulation and politics is a straightforward application of a Chicago 

type price theory to the domains of politics and regulation.8  In fact, the best way to 

understand Stigler’s project is that he is engaging in a kind of ‘applied economics of 

science,’ designed to meet what he viewed to be the primary threats to science in his 

                                                        
6 At that time, Alchian was, along with Peltzman, employed at UCLA’s economics department. 
7 To wit: “we shall not, and need not, abandon all policy advising until we have unraveled all the 
mysteries of the political-regulatory process.  The very measurement of the costs and benefits of a 
policy will influence opinion and policy” (Stigler, 1975, p. xi). 
8 This belief is expressed in every single one of the works surveyed above. 



 16 

times, ranging from the deteriorating financial position of ‘elite private universities’ 

relative to their public counterparts (Geiger, 1993) to the ‘egalitarian’ policies informing 

the public funding of science.9  Not only is the pharmaceutical project consistent with 

Stigler’s approach to politics and regulation, but it should be viewed as a straightforward 

‘application’ of some of his most deeply cherished beliefs about the organization of 

science and knowledge.  To put it slightly differently, rather than viewing his work on 

politics and regulation as an application of Chicago price theory, reversing the arrow of 

influence is much closer to the truth.   

With respect to the organization of science, Stigler had two unshakable 

convictions.  Firstly, Stigler believed that businesspersons—whom he called “top-quality 

leaders of the marketplace” (1963, p. 87)—do a better job of safeguarding academic 

freedom than do either politicians or professors.  He believed elite businesspersons were 

open minded and had an instinct for good science, whereas he believed both politicians 

and professors threatened academic freedom: “Inquiry has been most free in the college 

where trustees are a group of top-quality leaders of the market place” (p. 38).  For this 

reason, elite private universities (such as Chicago) do a much better job of promoting 

academic freedom than public ones.  But, unfortunately for Stigler, “the state has taxed 

away great private fortunes and generously supported public institutions,” thereby 

removing the private university’s most important source of support.  For Stigler, there 

would not be another Rockefeller, and this was a fact to be lamented. 

                                                        
9 The analysis of Stigler’s position provided in (Diamond 2005) is mostly unhelpful.  I have 
elsewhere described in detail the development of Stigler’s views in (Nik-Khah 2008). 
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Secondly, Stigler believed that that scientific talent works best where it is highly 

concentrated and subjected to the discipline of strict oversight: 

The university world, with its tenure and tradition of freedom from supervision 

has not shown itself to be capable of organizing research teams, and so 

universities provide a weak organizational basis for a strong program-building 

scientist.  Such a scientist can make a large impact at the head of a research 

institute, with its definite lines of authority resting on salary control, nontenure 

appointments, etc.  (1967, p. 279). 

Attempts to spread out research would deteriorate the quality of science.  He feared a 

funding crisis in higher education, as well as the deleterious consequences of what he 

viewed as misguided “egalitarian” research policies.  Not only was the state, through its 

policy of taxation, harming the private university, but its pattern of funding public 

universities dissipated talent: “The basic trends of our time are strengthening the forces of 

diffusion of able men among institutions” (Stigler, 1963, p. 38).  In the past concentrated 

wealth lead to concentrated talent and therefore better knowledge—however, with the 

evaporation of concentrated fortunes, a new way of organizing the production of 

knowledge was needed.  Science would now forge a relationship with corporations 

(which had emerged as the new centers of concentration in the economy) and policy-

oriented conservative foundations (which offered some shelter from the tax laws).  

Furthermore, it would reorganize itself internally to rationalize its operations, for 

example by providing the appropriate pecuniary inducements:  
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The fact that the financial incentive to an inventor is optimum only if he has 

perpetual and exclusive ownership of the patent is not commonly recognized.  

The well-known dislike of the economics profession for long patent periods is in a 

sense anomalous… (GSRL Box 23, File: Discussion of K. Arrow). 

Although the “basic trends of the time” presented serious problems for the 

university, Stigler viewed this as providing a golden opportunity to engineer a major 

reorganization of science. Knowledge production must be concentrated outside the 

traditional structures of the university, protected from the unwarranted transgressions of 

the public and its misguided representatives, and submitted to economic elites for 

approval:   

Affairs of science, and intellectual life generally, are not to be conducted on 

democratic procedures.  One cannot establish a mathematical theorem by a vote, 

even a vote of mathematicians.  [Therefore] an elite must emerge and instill 

higher standards than the public or the profession instinctively desire (GSRL Box 

26, File Mont Pelerin Society 10th Anniversary Meeting). 

Knowledge is properly understood to be an elite phenomenon.10  Its production should be 

entrusted to an elite group of scientists, funded by and subjected to the approval of an 

elite group of businesspersons.  It was definitely not for public consumption.  In fact, it 

would be inappropriate for the public to acquire much information: 

                                                        
10 Philip Mirowski (forthcoming) identifies this view of knowledge as a defining characteristic of 
neoliberalism.    
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[Average people] lead useful lives, and they buy the amount of economic 

information that’s appropriate for them to have.  And they don’t go home every 

night and say, “I wonder what Friedman wrote today that I can read” (Hazlett, 

1984, p. 45). 

I cannot believe that any amount of economic training would wholly eliminate the 

instinctive dislike for a system of organizing economic life through the search for 

profits (Stigler, 1963, p. 95). 

It immediately follows that a rationally ignorant public has no business dictating either 

economic or science policy. Scholars are not in the position to engage in reform because 

democracy has not figured out how to put social scientific knowledge to work (Stigler, 

1975, pp. 31-32):  If the instincts of the public and the profession alike are untrustworthy, 

then it is the instincts of an elite that must win out.  The challenge to the elite scholar, 

then, is that these instincts are not already articulated, but instead are “latent,” awaiting 

an “intellectual entrepreneur” who then must innovate to find out what the latent desires 

of the elite are (Hazlett, 1984, p. 48).  Elites, in turn, will know a good account when they 

read it, and will pay accordingly.   

It is but a very small step from this view of the economy of knowledge to the 

proposals advanced via the pharmaceutical project.  The State was a danger to scientific 

research—it should never be considered to be a vital component of it—and therefore 

alternatives to state funded science must be sought.  Furthermore, universities were not 

optimally set up to produce major breakthroughs, and therefore the responsibility for 

conducting science should be (at least partially) removed from them.  If science is 
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entrusted entirely to universities—whether economics or any other field—knowledge will 

become homogenized and talent will become dissipated.  The solution is to conduct 

science at places that are not subject to normal disciplinary and departmental structures, 

for example in a privately funded research institute or a corporate lab, where control is 

entrusted to a strong program-building scientist and funding provided by “top quality 

leaders of the market place.”  The optimum organization of the pharmaceutical regulatory 

apparatus would have both pharmaceutical researchers and economists tied to 

corporations as consultants, a view not only defended by the Pharmaceutical Project but 

also exemplified by it.   

 

4. The Pharmaceutical Project in the Marketplace of Ideas 

The Pharmaceutical Project made a big splash.  In the short run, Milton 

Friedman’s Newsweek called attention to Peltzman’s contribution, putting the FDA on the 

defensive, and generally causing a firestorm.11  In the long run, many of the 

recommendations made by the Project were adopted, while other proposals (such as the 

regulation of pricing, the shortening of patent duration, and the curtailment of 

advertising) fell by the wayside.  Viewed from that time period, this outcome would have 

seemed highly unlikely.  Nearly contributors to Drugs acknowledged that their position 

on regulating pharmaceuticals would be opposed by the majority of the public.  

Furthermore, there were several alternative approaches to the economics of the 

                                                        
11 The column initiated hearings in the US Senate.  Henry Simmons, director of the FDA’s bureau 
of drugs, responded with a 133 page statement, presented at the Senate monopoly subcommittee, 
chaired by Gaylord Nelson of Wisconsin (Wade 1973, p. 775). 
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pharmaceutical industry that more broadly comported with the prevailing political 

sentiments of the time (Comanor, 1986).  Why did the Chicago approach triumph? To 

identify a possible answer, it will help to contrast it with that of another FDA critic, Peter 

Temin.12 

Peter Temin brought together in his analysis of drugs a reliance of models of 

imperfect competition in making welfare claims and a willingness to entertain themes 

found in Herbert Simon’s program of bounded rationality and Cyert and March’s 

“behavioral theory of the firm” (Temin, 1980).  Whereas the Chicago group had taken as 

its motivation the transgressions of the 1962 Amendments, for Temin this complaint 

missed the point about the FDA.  The problem for Temin was not that the FDA was 

interfering with prerogatives of consumers, not producers. One of Temin’s central 

complaints about the “prescription drug” model is that it relegated the person taking the 

medicine to the category of “patient,” a person who is removed from the decisionmaking 

process, whereas he would prefer to see the FDA act in such a way as to enlarge the 

scope of choice.13  But doing so would not be merely a simple matter of increasing the 

number of drugs on the market.  There are two reasons why. 

                                                        
12 Peter Temin (PhD MIT, 1964) completed his graduate work in economics, and following his 
graduation spent most of his career at MIT, first as an assistant professor of industrial history at 
the Sloan School of Management, then moving to the economics department as a professor of 
economic history.  It was in economic history that he first made his name, where he came to be 
associated with the “new economic history.”  After working on the Great Depression and Slavery, 
he turned his attention to drug regulation.  In step with his previous work, his work on drugs had 
a strong historical component in that it attempted an explanation for the historical evolution of 
regulation in pharmaceuticals. 
13 This is not to say that the FDA did not have a good reason.  Temin (1980, p. 138) argues that 
the primary motivation of the FDA is not to “protect consumers from wasting their money, that is, 
from making bad purchases.”  The primary problem would then be the danger of getting an 
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Firstly, because imperfect information pervades the pharmaceutical industry, it is 

necessary to make sure that adequate information is available.  For Temin the process by 

which patients and their doctors come to learn about the effects of drugs is complex: 

The multidimensional nature of drug effectiveness…means rather that knowledge 

is costly to acquire and that different investigators will concentrate on different 

dimensions.  Information is likely to be incomplete, confusing, and sometimes 

contradictory” (Temin, 1980, p. 10). 

Either because they are unable to understand the available information, or because their 

sickness reduces them to a diminished capacity, patients will wish to seek help in 

selecting drug regimens from doctors (even in the absence of prescription requirements).  

Unfortunately, doctors will in general not make the correct decisions, either.  Doctors are 

ineffective in collecting information on drugs because they do not have enough 

opportunities to observe their use (Temin, 1981, pp. 179-180).  Therefore, they tend to 

rely on “custom” in prescribing medicines, a method of decisionmaking Temin finds to 

be suboptimal.  In response, Temin suggests subjecting doctors to a periodic 

recertification exam designed to ascertain whether they possess up to date knowledge on 

drug therapies.  The purpose of doing so is to break doctors’ habit of relying on “custom” 

to make their decisions, and instead to make drug regimens the outcome of more 

“instrumental” decisionmaking. 

Secondly, market power within the pharmaceutical industry led to departures 

from efficiency.  For Temin, pharmaceutical companies enjoyed excessively high profits 

                                                                                                                                                                     
“innocuous” drug (p. 205)—not merely a “pocketbook” issue, but also accounts for the cost of 
“foregone aid” (i.e., from getting effective therapy in a timely fashion).   
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(Temin, 1979, p. 432), which they secured by using all the tricks in the imperfect 

competition book.  Firms used patents as a method of securing monopoly profits, and 

once other firms developed their own drugs that were for all intents and purposes 

identical they engaged in product differentiation; sometimes they engaged in bargaining 

to collude; they vertically integrated patenting with packaging and selling (1979, p. 442); 

and their innovation often resulted in “me too” drugs. As firms introduced chemically 

similar drugs, the result was not lower prices stimulated by greater competition, but an 

increase in efforts to engage in product differentiation—and likely higher prices.  Insofar 

as these efforts were merely allocating market share, rather than increasing the 

knowledge of consumers or produce new breakthrough products, then they should be 

viewed as socially wasteful (p. 444).  The lesson is clear: high prices for pharmaceuticals 

did not necessarily reflect optimum research expenditure, but could be attributed to 

various tactics to acquire and hold on to market power. 

Both the Chicago Pharmaceutical Project and Temin criticized “regulation,” but 

the supporting arguments would come to assume greater importance. Temin (1980, pp. 

147-148) argues that Peltzman’s assumption that people can learn from their experiences 

with drugs fundamentally misunderstands the way knowledge about drugs is acquired.  

Sometimes the problem is that sick people aren’t in the position to think through all their 

choices; other times the problem is that doctors don’t have enough opportunities to gain 

experience with drugs.  The point of both observations is that both the patient and the 

doctor need help to make their decision about drugs.  Although Peltzman’s analysis 

implies that firms might provide the solution to this problem by providing the 

information themselves, Temin is skeptical.  More fundamentally, Temin strongly 
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suggests that pharmaceutical companies are not doing a good job of allocating either 

research or marketing resources effectively and points the blame at the way patent laws 

had been used to establish and hold onto market power. For Temin, the decisions made 

by the pharmaceutical industry were often wasteful.  This leads him eventually to call for 

sweeping changes in the industry.  Where he called for more information to be provided 

to the patient, it would not take the form of advertising, (which would be socially 

wasteful) but of package inserts written for the patient (Temin, 1980, p. 305).  For the 

Pharmaceutical Project, there is simply never any question that more ‘new’ drugs will 

result in increased welfare, nor is there any acknowledgment that the market power 

granted by patents might have deleterious consequences.  

These differences came to matter in the wake of the Pharmaceutical Project, as 

pharmaceutical companies sought more durable alliances with academics.  The 

Pharmaceutical Project was undertaken at a crucial time for the reorganization of 

science—immediately prior to the shift from a “Cold War Regime” of science to a 

“Globalized Privatization Regime” (Mirowski & Sent, 2002, pp. 23-32).  This time 

period saw the beginning of the commercialization of the medical sciences—as 

evidenced by the advent and spread of the contract research organization (Mirowski & 

Van Horn, 2005)—and the spread of think-tanks, private research institutes, and other 

quasi-academic units in the social sciences.  With respect to the Pharmaceutical Project, 

three important quasi-academic units became major players in the production and 

promulgation of studies of pharmaceutical policy.  The first was a research institute 

developed by George Stigler that would be affiliated with the University of Chicago, but 

would receive the bulk of its funding from corporations and conservative foundations.  
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This “Center for the Study of the Economy and the State” was the natural terminus of 

Stigler’s view about the organization of science: it would set up a highly concentrated 

group of researchers who are mostly exempt from teaching, subjected to (Stigler’s) close 

supervision, and funded by “top quality leaders of the market place.”  After Stigler, the 

leadership of the Center was handed to Sam Peltzman; under Peltzman the renamed 

George J. Stigler Center for the Study of the Economy and the State has continued to 

publish on intellectual property, pharmaceutical regulation, and the FDA—and receives 

significant support from pharmaceutical companies such as Pfizer to this day.  The 

second quasi-academic entity is the Center for the Study of Drug Development, which 

was established at Rochester by Pharmaceutical Project participant Louis Lasagna—

again, with the funding of the pharmaceutical industry.14  Lasagna had also been seeking 

an alliance for some time between universities and the pharmaceutical industry to 

“preven[t] unwise participation of the government in drug development” (Tobbell, 2008, 

p. 888).  After a few years, the Center decamped for Tufts University where it remains to 

this day.  The third entity is the Center for Health Policy Research at the American 

Enterprise Institute, which published several book-length studies, released several policy 

briefs, hosted several conferences, and published two major edited volumes.15  It also 

receives funding from the pharmaceutical industry.  Since that time, this tightly 

connected network of privately funded academic institutions and think tanks has 

registered an enormous impact on the public discussion of the pharmaceutical policy. All 

                                                        
14 It is interesting to note that Allen Wallis—the figure responsible for bringing Stigler to 
Chicago—was President of the University of Rochester at this time, and cites the work of Wardell 
in his book The Overgoverned Society. 
15 It is worth pointing out that Yale Brozen, a Pharmaceutical Project participant and colleague of 
Stigler’s at the Chicago GSB, was in charge of the AEI Evaluative Book Series. 
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three were funded by the pharmaceutical industry; and members of the Pharmaceutical 

Project would become closely affiliated with all three. 

The Chicago approach had a large network of quasi-academic units prepared to 

deliver its message to a number of different constituencies.  To take but one example, the 

notoriety enjoyed by Sam Peltzman for his paper for the Drugs volume was greatly 

facilitated by this network of newly established and privately funded units.  Although 

both Peltzman’s measures of the “costs” of the 1962 Amendments, as well as his policy 

recommendations, have been subject to vigorous criticism (Temin, 1980, pp. 147-148; 

McGuire, Nelson, & Spavins, 1975), his paper was revised into and AEI book-length 

study (1974) that quickly became an obligatory reference for anyone there writing on 

pharmaceutical policy.  For a figure like Peter Temin, access to this network was 

extremely limited, a fact that constituted a distinct disadvantage for the his approach. For 

the most part, Temin’s concerns about market power were deemed to be irrelevant for 

pharmaceutical policy.  One could surmise that a rallying cry, ‘reduce the market power 

of pharmaceutical companies’ was hardly likely to find support from a pharmaceutical 

industry intent on impacting regulation, and indeed it did not.16  

 

5. Conclusion 

                                                        
16 The only exception comes in the form of a grant from the Nonprescription Drugs 
Manufacturers Association (now, the “Consumer Healthcare Products Association”), an 
organization of producers that had been excluded from the Pharmaceutical Manufacturers 
Association (because they produced generic medicines), and not exactly in the same lobbying 
league as PharMA.  
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Since completion of the Pharmaceutical Project the pharmaceutical industry has 

transformed itself into a major interest group that has assumed a leading role in crafting 

public policy.  It has championed a number of proposals ranging from the expansion of 

intellectual property rights to the commodification of scientific research to relaxation of 

regulation on the direct marketing of drugs to consumers.  The transformation into the 

Modern Medical Marketplace would be so profound for the organization of science that it 

would be hard to imagine it being undertaken without some justification provided for 

undertaking it.   

This paper has argued that the Chicago Pharmaceutical Project supplied the 

justification for some of these changes, and that the Pharmaceutical Project was 

profoundly influenced by the views of George Stigler on the marketplace of ideas.  

Stigler not only provided a vision for the organization of science, but also actively 

developed some of the necessary structures and alliances to support it.  In stressing the 

role of Stigler, this paper avoids committing to the interpretation that the pharmaceutical 

industry “knew” beforehand precisely which direction it wanted to take science and 

technology policy, and simply set out to enlist a set of mouthpieces.  At the same time, in 

stressing the circumstances surrounding the transformation of science, this paper avoids 

an equally incorrect interpretation that it was merely the power of ideas alone that 

triumphed in constructing the modern medical marketplace.  Rather knowledge of both 

structure and ideas is necessary to make sense of such a profound transformation.  

Finally, as a bonus, understanding the Pharmaceutical Project can help to correct 

potentially serious misunderstandings of the work of George Stigler. 
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