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1 Background and Introduction 

1.1 This Study is submitted to the Pharmacy Review Group by Indecon 
International Economic Consultants. It is concerned with an ex-ante 
appraisal of a number of proposed regulatory models for the 
pharmacy sector in Ireland. These proposed models arise from 
detailed discussions within the Pharmacy Review Group. Indecon 
International Economic Consultants have been asked to prepare an ex
ante assessment of these models to assist the work of the Group. 

Acknowledgements 

1.2 We acknowledge the valuable inputs made by various organisations 
and members of the Review Group. Particular thanks are due to the 
Chairman, Professor Michael Mortell and the Secretary, Ross 
Hattaway. Inputs from the IPU and other interested parties are also 
acknowledged. 

Disclaimer 

1.3 The usual disclaimer applies and the views and analysis in this report 
represent the independent views of the consultancy team. 
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2 Review of Proposed Models and 
Regulatory Instruments 

Introduction 

2.1 The models being considered by the Pharmacy Review Group contain 
a number of different types of proposed regulations. In this section 
we review and summarise the proposed regulations for the sector. In 
order to set the context we also briefly highlight the current regulatory 
regime for the sector in Ireland. 

Current Regulatory Framework 

2.2 The pharmacy sector in Ireland has traditionally been highly 
regulated. In 2002 the Minister for Health abolished the restrictions 
on new pharmacy contracts included in the 1996 Regulations. This 
partly liberalized the market and allowed market entry for suitably 
qualified pharmacists with suitable premises. The previous rules that 
a new pharmacy contract must be a certain distance from an existing 
pharmacy, serve an appropriate catchment area and not affect the 
viability of services provided by existing pharmacies were abolished. 

2.3 With the current regulatory framework the Irish market is relatively 
liberalised in terms of ownership structures. In the current regime 
there are no restrictions on the growth of chains or the number of 
contracts held by anyone contactor. There are also no restrictions on 
the ownership of pharmacies. To a large extent there is unhindered 
market access with services being provided to consumers by a variety 
of .market players. This changed regime has led to a significant 
increase in the number of outlets since the 1996 Regulations were 
abolished. This has also increased competition with potential benefit 
in terms of improved service quality and lower prices. It is also likely 
to have had a positive impact on improving access. 

2.4 It is important to note that a number of the proposed regulations 
being considered by the Group would involve significant restrictions 
and a change in current market practice. This would have a major 
impact on market structure and potential market entrants. 

2.5 Notwithstanding the reforms that have taken place there are a number 
of regulations that still exist. One important regulation relates to the 
EU derogation. This prevents graduates from outside of Ireland from 
opening up a new pharmacy in Ireland or managing a practice that is 
less than three years old. However graduates from EU countries are 
allowed to work as a pharmacist in Ireland. 

2.6 Prices are also highly regulated in the pharmacy sector. Firstly, the 
wholesale price of drugs is regulated in Ireland as in other countries. 

l"deeo" 
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In Ireland prices are regulated with respect to the International 
Reference Pricing Regime. Table 2.1 shows the other countries that 
are covered by this regime. In the USA there is free pricing setting at 
the wholesale level. 

Table 2.1: Pricing Regimes in Selected OECD Countries 

Pricing Regime I Country 

International Reference Pricing Austria, Belgium, Canada, Greece, 
I Ireland, Italy, Luxembourg, 
I Netherlands, Portugal, Spain 

_________________ 1 ______________ _ 
Therapeutic Benefit ' France, Belgium and Sweden 

I 

~",~peutic Refere~,=, PriCin~ __ j GermanY ~Swed_en~n~etherlands -

~: ::::~ups ----- -----~in - - --

Sources: Burstall (1997), British Pharma Group (1995) and Kavanos 

2.7 Prices at the retail level are also regulated in Ireland. For products 
sold to GMS patients the terms are negotiated centrally by the 
Department of Health and the !PU. For GMS products there is no 
mark-up but an agreed dispensing fee. For other schemes where the 
Government is the purchaser, the Government pays a dispensing fee, 
V AT and a mark-up of 50 %. This ensures that all non-GMS 
purchasers of drugs including all private patients are charged at a 
retail mark-up of 50%. 

Proposed Regulations 

2.8 In assessing the models being reviewed by the Group it is proposed in 
the first instance to consider the different regulations. For 
convenience these regulations are grouped together and subject to an 
ex-ante assessment where possible. Based on this analysis of groups of 
regulations we then reach overall conclusions on the models being 
reviewed by the Pharmacy Group. 

ltuleeD" 
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2.9 The first set of regulations to be considered are a set of basic quality 
related regulations. These set out a number of entry requirements that 
supervising pharmacists should meet. They also include some basic 
contract conditions. These regulations are set out in Table 2.2. 

Table 2.2: First set of Standard Regulations 

A supervising pharmacist shall have at least 3 years community or other 
relevant pharmacy experience, including at least 6 months post
registration community pharmacy experience. 

Contracts shall be subject to, and on the basis of, regulations currently 
in force. 

Contracts shall be non-transferable i.e. not tradable, specifiC to that 
contractor and address. 

A contractor shall undergo a review/performance assessment, by or on 
behalf of the health board, at least every 5 years. Contract conditions 
shall be enforced by the health board, with a range of appropriate 
sanctions. 

Pharmacies shall display a quaUty service charter, including Clause 9 
and other contractual quality service requirements, opening hours and 
out of hours arrangements. 

There shall be pricing transparency at point of sale, including advising 
, of prescription prices before dispensing and the price of all dispensed 
I items on labels. 

-~ --~ 
Source: Pharmacy Review Group 

2.10 The second set relates to proposals which we understand were 
designed with the objective of improving access to pharmacy services 
in rural locations. Ensuring access to pharmacy services throughout 
the State is an important objective of policy. In the absence of specific 
initiatives, we understand it is felt by the Group that adequate 
services would not be provided in rural locations. A number of 
proposals are being considered to address this and these are set out in 
Table 2.3. This is despite the fact that the ratio of pharmacies to 
population numbers is relatively high in Ireland. 
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Table 2.3: Proposals for Incentivised Contracts 

Health boards shall identify, through a needs assessment, any areas 
with a significant pharmacy need, including areas served by a 
dispensing doctor, which the market has not filled and is unlikely to do 
so. 

Where a needs assessment identifies an area, the board shall offer an 
incentivised contract for that area, on a full-time, continuous service 
basis. Contracts will be awarded by competitive tendering, on the basis 
of service level and standards. 

Health boards shall review all incentivised pharmacy contracts on a 
regular basis (at least every five years) to determine if incentives are still 
required. 

Incentive options include: differential remuneration scheme (budget 
neutral) such as weighted fees for marginal pharmacies or a universal 
sliding fee scale; limited restriction of competition e.g. for a finite 

I period; establishment or other grants_. ~ _________ _ 

Source: Pharmacy Review Group 

2.11 The next set of proposals relate to regulations that would seek to 
separate the dispensing and prescribing of drugs. These are set out in 
Table 2.4. 

Table 2.4: Regulations on Separation of Dispensing and 
Prescribing 

I
, There shall be no beneficial ownership or business interest of any kind 

between dispensing and prescribing. 
, 

L
' Group practices and pharmacies: contracted pharmaCies and general 

practices shall occupy discrete premises, with separate entrances. 
~ - ------ --- - ---- ~ -.- ~ - -
Source: Pharmacy Review Group 
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2.12 Proposed regulations on ownership address a range of issues that fall 
within the category of restrictions on ownership, development of 
chains and the number of contracts that can be held per contract 
holder. One proposal seeks to restrict the development of chains and 
provides for a restriction on the number of contracts which can be 
held in a given Health Board area. A variant of this are a set of 
quantitative entry restrictions. This proposes that pharmacy 
ownership is limited to pharmacists only and that no more than one 
contract can be held per contractor. 

Table 2.5: Regulations on Ownership 

I Restrictions on the growth of chains -

(a) - A small indicative maximum number of contracts: 5 to 10 
nationally 

(b) - The lesser of a range of contracts per health board (5 
contracts or 5% of the total number of contracts in that health 
board area, 10 or 10%,20 or 20%). 

(c) - Up to 20% of contracts per health board area (reflects current 
maximum position) and up to 10% of contracts nationally. 

(d) - Up to 10% of contracts in each health board area, and any 
contracts above this must be matched by contracts in CEO
designated marginal areas, without marginal area incentives. 

lOne owner, one contract - new contracts therefore only available to nan
I contractors. (Only affects the issue of new contracts) 

! Where the contractor is a body corporate: majority control by 
I pharmacists. 
I 

I 
All contracts awarded subject to qua~ty and service requirements. 

A national body to plan the distribution and delivery of pharmacy 
I services to ensure that services are widely available and distributed in 
I the best possible manner for patients/clients of pharmacy. This would 
I include assessing the impact of granting contracts in certain defined 
I locations (such as health centres, supermarkets and other areas of high 
: economic activity) on consumer choice and to refuse contracts where 
I 
: they consider that this impact would be negative. 

.... ---
Source: Pharmacy Review Group 
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2.13 A number of regulations provide for auxiliary contracts, where 
incentivised contracts are not taken up. The intention is that some 
form of pharmacy service can be provided in areas with an identified 
need where, for instance, there may be no GP, or the population may 
be too small or too dispersed to sustain a full-time pharmacy service, 
with or without incentives. 

Table 2.6: Regulations on Auxiliary Contracts 

Where a full-time incentivised contract is not feasible (i.e. no 
incentivised contract is taken up within a reasonable period), an 
auxiliary pharmacy contract may be made available to fulfill the area's 
needs. An auxiliary contractor will provide pharmacy services by a 
qualified supervising pharmacist from a designated fixed premises, in 
accordance with the usual regulatory and contractual requirements, at 
defined times only. Health Boards shall review the quality of the 
pharmacy services delivered from auxiliary services on a regular basis 

I 
but at least every 2 years. Quality reviews shall be carried out with 
reference to the Pharmaceutical Society of Ireland and its statutory role 

I in the assurance of professional practice standards. 

Health boards shall review auxiliary pharmacy contracts on a regular 
basis (at least every five years) to determine if they can be replaced with 
a full-time, continuous and permanent pharmacy service. Where the 

I health board receives an application to provide a full-time, continuous 
! and permanent pharmacy service to replace the auxiliary service, it shall l c~nduct the rev~w at tha~e_. ____ . ____________ .. 

Source: Pharmacy Review Group 
-- 'I 

EU Derogation 

2.14 The final issue that is assessed relates to the EU derogation. This 
derogation prevents graduates from outside of Ireland from acting as 
a supervising pharmacist where the pharmacy is less than three years 
established. This prevents these graduates from establishing 
pharmacies in Ireland. 
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3 Review of Basis for Regulations 
Introduction 

3.1 Before reviewing the proposed regulations for the pharmacy sector it 
is useful to review the rationale for market regulations. Regulations 
can be introduced to achieve a number of different policy objectives. 
These are reviewed in this section. 

Review of Rationale for Regulations 
3.2 The operation of the pharmacy profession sector in Ireland has a 

major bearing on the health and well being of Irish society. Most 
practitioners operate to a high ethical and professional standard. 
These standards are regulated by the PSI while the level of service 
provision required in respect of Government contract is set out in 
Clause 9 of the contracts. The importance of a high quality patient
driven sector is highlighted in the Department of Health's vision of 
the pharmacy sector. Moreover, Indecon research suggests that most 
pharmacists believe that a high quality service is being provided to 
the public. 

3.3 It is generally accepted that the appropriate purpose ofregulation is to 
protect consumers by maintaining high standards of service and 
ensuring systems of accountability. Of course, regulation can 
potentially impede competition. Entry restrictions may serve to create 
barriers to entry and reduce competition and consumer choice. The 
task for policy makers is to reach a balance between maintaining the 
appropriate type of service through regulation and ensuring this does 
not hinder competition and consumer choice. 

3.4 There is a range of potential impacts from regulations. lf regulations 
or restrictions result in barriers to the provision of the services or 
disincentives to innovate this can have negative consequences for the 
Irish consumer. The fact that pharmacy is such an important service 
increases the importance that should be attached to a sound and 
appropriate regulatory framework. 

3.5 In many cases, regulation in areas such as ethical standards, 
professional competence, trustworthiness and confidentiality have no 
impact on competition. However, in some other cases regulations can 
unnecessarily restrict competition and damage economic welfare. 
Sometimes these regulations can be valid and may be justified on 
public policy grounds. It is however essential to ensure that such 
regulations do not simply protect certain practitioners or serve to 
support retailer or pharmacist interests. It is important to also 
recognise that in most cases maintaining standards and facilitating 
competition are mutually supportive. 

llldecoll 
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3.6 Accordingly, the overall objective of policy is to ensure that the 
regulations directly target market failures in the least distortionary 
manner. The rationale for market regulation is, thus, to address 
sources of market failure and to promote quality pharmacy services in 
a cost effective manner. 

Sources of Market Failure 

3.7 This section examines potential sources of market failure. Market 
failure could potentially exist in some elements of the supply 
pharmacy services. It is, however, important to evaluate whether 
these exist and what is the least distortionary response. There are 
three principal sources of potential market failure: 

• Asymmetric information; 

• Externalities; and 

• Public goods. 

3.8 Asymmetric information between buyers and sellers may arise from 
the particular type of product that is provided. Economists 
distinguish between 'search goods' and 'experience goods'. The 
former are goods that can be inspected by either touch or Sight prior 
to purchase. Experience goods are goods the quality of which cannot 
be discerned prior to purchase. The significance of the distinction 
between search and experience goods has important implications for 
the ability of consumers to make judgements on pharmacy services. 

3.9 In some cases the service provided is neither experience nor search 
goods but a 'credence good'. This is a good whose quality cannot be 
fully assessed before or after consumption. This is likely to be the 
case when a judgement about quality requires the consumer to have 
specialised knowledge of the product or service. It could be argued 
that the supply of pharmacy services falls into this category. 
Asymmetric information between buyers and sellers is likely to be 
more pronounced with these types of services. 

3.10 Externalities may also arise in situations where third parties are 
affected by a transaction. 

3.11 Public good considerations may also apply if pharmacy services are 
not available throughout the State. 

3.12 In certain circumstances and in the absence of regulation, the market 
may not function efficiently. In the case of inadequate regulation low 
issues of safety standards may arise in the market. Thus, regulation 
may be appropriate if it aims at limiting the extent of externalities 
arising from transactions and seeks to redress consumers' information 
deficit relative to providers' knowledge and expertise. 

ludecon 
larlllan} 2003 9 





3.13 The case for regulation would be· reinforced if alternative mechanisms 
to achieve these objectives were not available. 

Regulatory Instruments 

3.14 Self-regulation is an important concept when considering regulations. 
Self-regulation may also involve professional bodies drawing up and 
implementing rules and procedures relating to discipline, complaints 
and the enforcement of standards. The appropriate purpose of self
regulation is to protect consumers by maintaining standards of service 
and operating systems of accountability in the supply of professional 
services. However, self-regulatiOli can potentially impede competition 
amongst practitioners with negative consequences. 

3.15 Regulation encompasses a wide range of instruments and policy 
levers. This could relate to entry requirements, rules regarding 
conduct and minimum level of service provision and regulations in 
relation to ownership and organisational structure. Regulations could 
include the following: 

• Restrictions on entry into the pharmacy sector; 

• Restrictions on the development of types of ownership structure 
in the pharmacy sector; 

• Restrictions on the conduct of pharmacists and restrictions on 
services that only pharmacists can provide. 

3.16 These are general restrictions that could be unrelated to the provision 
of Government services or the allocation of government contracts to 
undertake services. It is also possible to place restrictions that are 
solely related to Government contracts. For example, the 1996 
Pharmacy Regulations introduced de facto quantitative restrictions on 
the number of pharmacy contracts to be awarded and stipulated the 
quality and quantity of services that should be provided by each 
contract holder. 

3.17 Accordingly, there are a range of potential restrictions that are linked 
to Government contracts rather than the practice of pharmacy in the 
State. These could include: 

["deeD" 

• Restrictions on the types of organisations that may compete for 
new contacts; 

• Restrictions on the number of Government awarded contracts 
per contract holder. 
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Conclusion 

3.18 Regulations can in some cases be justified if they are focused on 
protecting consUIller interests and responding to a market failure. 
Regulation of pharmacies must, however, be justified on basis of 
protecting consumer interests and responding to a market failure and 
not based on protecting vested interests. 

3.19 We believe that certain forms of regulation of pharmacies may be 
justified as restrictions and may bring beneficial effects. However, 
they might also lead to less competition, lower standards and can 
damage consumer interests. Policy needs need to balance costs and 
benefits in implementing regulations. However, where regulations 
impact on competition, it is essential that consumer interests are 
protected. In implementing regulations, it is also essential that less 
distortionary mechanisms are considered which may achieve the same 
objectives. 
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4 International Review 

Introduction 

4.1 It is useful to consider the regulations that operate in other countries. 
This is useful in comparing the proposed models with international 
practice. The Pharmacy sector traditionally has been highly regulated. 
This is still the case in a number of countries but a process of reform is 
taking place. 

4.2 The main focus is primarily on those issues that are the concern of the 
proposed regulations. These include: 

• Pharmacy ownership; 

• Restriction on the number of pharmacies owned; 

• Sale of the pharmacy; 

• "New Pharmacies "derogation. 

Pharmacy Ownership 

4.3 The first issue to be examined relates to whether ownership of a 
pharmacy is vested only in the holder of a pharmacy qualification. 
Table 4.1 shows data taken from a European Commission Report on 
pharmacy in the EU. Of the 15 countries reviewed, 10 limit ownership 
to pharmacists only. In these countries owners must be holders of a 
pharmacy diploma. 

4.4 The five countries that do not restrict ownership include: 

• Belgium; 

• Ireland (the owner may be a pharmacist, a partnership of 
pharmacists or a company); 

• Netherlands (a pharmacist can be employed by pharmacists and 
others); 

• Sweden (owned by the Government); 

• UK (the owner may be a pharmacist, a partnership of 
pharmacists or a company). 
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BELGIUM I 
DENMARK 

I 
X 

GERMANY X 

-----1--·-GREECE X 

SPAIN X 

FRANCE 

I 

X 

IRELAND 

ITALY 
t 

X 

LUXEMBOURG I X 

NETHERLANDS 

AUSTRIA X 

PORTUGAL X 

FINLAND X 

SWEDEN 

UNITED KINGDOM 

Source: European Commission 

4.5 Overall the position is highly regulated with the majority of countries 
limiting control to pharmacists only_ 

4.6 A related question is whether multiple-ownership should be allowed. 

IJldecoJl 

Table_4.2 shows the position for the EU 15. Of the 15 countries 4 allow 
pharmacists to own more than one pharmacy. These are: 

• Belgium; 

• Ireland; 

• Netherlands; 

• UK. 
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Table.4.2: Restrictions to a Single Pharmacy/Operation of more 
than one pharmacy 

A. A pharmacist may not own more than one pharmacy. 

B. A pharmacist may own several pharmacies in the same Member State. 
~~-- - ~- ~ ---~-- ~~-~-

A B 

BELGIUM x 
D-E-N-M-A-RK--~- -----------,x-,---- -1---

GERMANY X 

GREECE X 
- - - - ---

X SPAIN 

FRANCE 
---~--+-----:-X-:----~--~---- ~~ 

---~~-~-~- -I----------~---~--~----

IRELAND X 
-------j-~ ~---~c_---+------ -----

X ITALY 
--------- -~-------_f-
LUXEMBOURG X 
-'-N=E=T=-H=E=R-L-A-ND~S~ --+~-- ~ - - --- ~ - ~~- -~X- -

-----
AUSTRIA x 

:;:::~o:,;l-: ---= ~---- ~- -~ 
Source: European Commission l 

4.7 Most EU countries have placed a limit on the number of pharmacies 
that can be owned by more than one pharmacist. In recognition of the 
potential negative impact of ownership restrictions on competition, a 
number of EU countries are considering changes to these regulations. 
In Denmark a pharmacists is only allowed to own one contract. 
Under consideration is a proposal that a Danish pharmacist could 
own up to four pharmacies. 

4.8 The position in Italy is also changing. Municipally owned pharmacies 
are now permitted to sell to bodies that are not individual 
pharmacists. Gehe and Alliance Unichem now own over 60 
pharmacies and have plans to increase their presence. 

IndeeDII 
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Developments in Non-EU Countries 

4.9 We also examined the approaches to pharmacy regulation in other 
countries. Table 4.3 below shows the regulations in Norway, the USA 
and Canada based on recent research. 

Table 4.3: Regulation of Phannacies in Norway, the USA and 
Canada 

Yes 

Re~latory Measur~ ____ IN _--,o..,.rw_a_y.-+ __ U.,.S,---A_ Canada 

Licence or contract required? Yes I Yes 
~~~~-~--~--+----,~-~--.,---4-----
Location of new pharmacies Yes I No No 
restricted? I 
Ownership structure restricted? 

Number of stores per owner 
restricted? 

No I-··N~--No-
--+-- ______ L _________ _ 

: Yes : No No 
! I 

~----~~~~------------~--------~--------~--------, 
Source: OFT (2003) i 

4.10 In all three countries, a licence or contract is required to operate a 
pharmacy, but ownership regulations are liberal. However, the 
countries differ on the other regulatory measures. Some price 
competition is allowed in Norway and Canada, but only Norway 
places restrictions on where pharmacies can open and how many 
pharmacies may exist in any area. 

4.11 Regulations in a number of countries are changing. At the beginning 
of March 2001 the ownership of pharmacies was opened up in 
Norway permitting different types of ownership patterns. A large 
proportion of Norwegian pharmacies were sold to four competing 
chains. It is believed that more than 60 per cent of Norwegian 
pharmacies are now owned by multiples. 

4.12 In the US there are no restrictions on chains and they have now 
moved to be in a majority market position. Independents, which at 
one stage were the leading players in the market, now control less 
than 15 % of the total market. 

4.13 In Australia there has been a recent review of legislation in the area. 
This followed a review of the current regulations entitled the 
"National Competition Policy Review of Pharmacy". It was proposed 
that only pharmacists could own and control pharmacies. Moreover, 
the review proposed placing limits on the number of contracts that 
can be held by one pharmacist. This varies by State but is set at a 
maximum of 4 per pharmacist. 

",deeDU 
TalJUan} 2003 15 



4.14 In New Zealand there has also been a recent review of regulations. 
The revised law retains the restriction that majority ownership of 
pharmacies by pharmacists. Pharmacists must be the majority 
shareholder with 51 % of shares but cannot own more than 5 
pharmacies while there are no restrictions on the number of 
pharmacies a minority shareholder may hold. 

Restrictions on Sale or Tradability 

4.15 Restrictions on the sale of pharmacies also operate in a number of 
countries. Table.4.4 sets out the details. According to this information 
in six countries the sale or tradability of pharmacies is restricted only 
after the pharmacy has been open for a certain period. In five 
countries, including Ireland, there are no restrictions. However, in 
Ireland pharmacists trained outside of Ireland are restricted from 
ownership of pharmacies of less than 3 years old. 

Table.4.4: Sale of Pharmacies 

A. Sale is permitted only after pharmacy has been open for a certain 1 

period. J 
B. There are no restrictions on sale. 

~BELGIUM--~--T- - : --·i---B~~-_=-
r-- -- -.- --l-·---X -GERMANY 

SPAIN I X i 
-.-----~.------ _._--+--

FRANCE I' X . __ 1-1

1 

__ --:-::----

IRELAND X 
-- -~-

I F·-x-ITALY X 

LUXEMBOURG 
--j-----

- - ----.- --- ~ 
NETHERLANDS 

---i-- - ----
AUSTRIA ! X , 
PORTUGAL -----,--- X 

- - -----+ ---
SWEDEN X . _________ L_. ____ ._..!.. ___ _ 

UN~D~GD~~J _______ 1 ___ :. 
Source: European Commission 
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Application of the "New Pharmacies II 
Derogation 

4.16 Table.4.5 includes details on the application of the EU derogation. In 
seven countries the derogation is not applied suggesting that there is 
scope for Ireland to take an independent stance on this issue. Where it 
does apply, a pharmacist can only be responsible for a pharmacy that 
has been in operation for less than 3 years. 

TabIe.4.5: Application of the "New Pharmacies" Derogation 

(Article 2(2) of Directive 85-433-EEC 

A. The derogation is applied. 

B. The Derogation is not applied. 

A B 
.. --- -

BELGIUM 
---- - - f----.------J-- -.---

X 

DENMARK X 
~-=;---.--- -1-----;:;-- -1-----. --... --

GERMANY X 

S-P-A-.IN=-=-____ -. - --_-.--. -,--il·-_ -__ -_-_ .-__ - _-_-=-_-__ -=.-X_-·-
1- _ ~ __ FRANCE 

I IRELAND X 

-'L=-U-.,.,X-,-~E=-M-:-_BO=UR=cGc:----_L 
-------X--

- ----_ .. - -- -----

I 
NETHERLANDS X 

AUSTRIA X 
. --- -- - -- .,--

PORTUGAL X 
---

----_._------j------ -----\---- ----
fiNLAND X 

SWEDEN -- -t 
- --- ------- [ 

UNITED KINGDOM 

X 

X 

Sou ree: European Commission 

Conclusion 

4.17 While a number of countries are changing the regulatory framework 
governing the pharmacy sector, in most countries reviewed the sector 
is highly regulated with a number of entry and other restrictions. 
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5 Establishing the Criteria for Evaluation 

Introduction 

5.1 Before undertaking an ex-ante evaluation of the proposed regulatory 
models it is important to set out the criteria used for assessment. We 
have taken into account a number of different documents when 
considering the approach that should be adopted. These include: 

• The Pharmacy Review Group's terms of reference; 
• The Department's Vision of Pharmacy statement; 
• Clause 9 of the pharmacy contract; 
• OECD Regulatory checklist; 
• Recommendations on Regulations included in the 

Mandelkem Report in Better Regulation; 
• Indecon's analysis of the likely impact on competition. 

Pharmacy Review Group - Terms of Reference 
5.2 A key consideration in assessing these models is the Terms of 

Reference of the Pharmacy Review Group. The objectives of the 
Group are to review the operation of the sector with a view to: -

l"decoll 

• facilitating the provision, maintenance and development of a 
high quality pharmacy service to service recipients; 

• maximising the potential to increase competition within the 
sector with a view to ensuring lower prices and improved 
services to the consumer as envisaged in the OECD Report on 
Regulatory Reform in Ireland; 

• assessing and responding to the recommendations in the OECD 
Report on the current restrictions on pharmacists educated in 
other EU countries with a view to enabling this country to 
discontinue the derogation incorporated in Article 2.2 of Council 
Directive 85/433/EEC on the free movement of pharmacists; 

• ensuring a high quality pharmacy service in remote and 
deprived areas (to include an assessment of the dispensing 
doctor scheme); 

• ensuring that the opening hours of pharmacies facilitate 
consumers and meet all reasonable health needs of the 
population in its area; 

• assessing the extent to which the 1996 Regulations' (together 
with the Community Pharmacy Contract) have achieved their 
objectives in regard to locating new pharmacies in remote or 
disadvantaged areas and their impact on the quality of the 
service provided by pharmaCists to the public; 
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• taking full account of pharmacy regulation in other jurisdictions; 

• taking full account of the wider regulatory framework in which 
pharmacy operates; 

• considering how a universal service and public service 
obligation can be identified and met and assessing any funding 
consequences which may arise. 

5.3 Improving the quality of patient care and the services provided to the 
consumer are also important. Clause 9 set out a range of provisions 
for improving the quality of the pharmacy services available to the 
public by-

• encouraging the greater involvement of pharmacists in the 
discharge of their professional responsibilities; 

• reducing the involvement of pharmacists in activities which are 
not related to their professional responsibilities; 

• encouraging greater investment in community pharmacies, in 
the equipment, facilities, reference texts and stocks, so as to 
ensure that the full prescription, medicine and healthcare needs 
of the population are adequately met. 

5.4 We understand that these objectives were designed to ensure that the 
role of the pharmacist is appropriately discharged in the interest of 
protecting public health and that this is facilitated in the most cost 
effective manner both from the point of view of the pharmacist and 
the State. 

Department of Health's Vision 
Pharmacy Sector 

for the 

5.5 The Department's vision of community pharmacy seeks to ensure the 
availability of a reliable, equitable and accessible professional service 
for all patients, and which delivers reimbursable medicines and other 
healthcare products under the various State schemes promptly and at 
reasonable cost to the Exchequer. 

5.6 In particular the vision seeks to: 

IndeeolJ 

• provide a quality service to the patient, in accordance with Clause 
9 of the contract, thereby maximizing the pharmacists' 
contribution to patient care by fully exploiting their professional 
knowledge and expertise, and promoting proper patient care, and 
appropriate communication between pharmacist and patients on 
the safe, effective and rational use of their medicines; 
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• ensure a geographicai spread of community-based pharmacy 
services, according to public health need, which adequately serves 
the needs of communities including those in rural areas and 
deprived urban areas; 

• enable the effective involvement and development of the role of 
community pharmacists in preventive health programmes, health 
promotion, and in the delivery of primary care, including 
community drug schemes, the methadone protocol, domiciliary 
visits, and the prOvision of advice on minor ailments and general 
health; 

• delivers a comprehensive, .reliable and cost-effective dispensing 
system; 

• facilitates community pharmacists in initiating collaboration with 
other.health-care professionals involved in primary care where the 
needs of the patients require it, including liaison with hospital 
pharmacists, and co-operation with general practitioners in the 
development and maintenance of practice formularies; 

• provides a structured our-of-hours service, and premises that have. 
appropriate facilities for communication and interaction with 
customers, including patient counseling. 

5.7 In establishing the criteria for the Study these objectives were taken 
into account. 

OEeD Regulation Principles 

5.8 In setting regulations, policy must balance the benefits of regulations 
with the costs. We know from experience that hindering market 
access can lead to negative effects. Likewise we are aware that 
regulations are required to safeguard public health and service 
quality. Reflecting this the OECD has a set of principles that are used 
in considering the regulations. These are included in Table.5.1 and 
represent the OECD's policy approach to such regulations. These 
represent the OECD's view based on extensive policy research. 
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Table.5.l: Regulation Principles 

• First, exclusive rights to practice sJwuld not be granted where other mechanisms erist 
which more directly address the market failure with less restriction on competition, 
sudl as the collection and publication oj infonnation on quality, assistance to 

accreditation or quality-rating agencies or the strengthening of civil liability rules. 

• Second, where there is no alternative to granting a profession an exclusive right to 
perform a seroice, the entrance requirements into that profession shauld not be 
disproportionate to wluzt is required to perform the service competently. Where the 
competencies required for different seroices differ widely new professions should be 
created with different entrance requirements. 

• 171ird, regulation should Jacus on the need to protect small consumers. Sophisticated 
commercial purchasers of professional services (including large corporations and large 
hospitals) are iu a posih'on to assess their own needs and to assess the quality of the 
services they purchase and should not necessarily be required to use the services of a 
licensed professional. 

• Fourth, restrictions on competition between members of a profession should be 
eliminated. These include agreements to restrict price, to divide markets, to raise 
entrance requirements or to limit truthful advertising. Recognih·on of qualifications 0/ 
professionals from other countries should be promoted. Citizenship and residence 
requirements should be eliminated. 

• Fifth, professional associations should not be granted exclusive jurisdiction to make 
decisions about entrance requiremeltls, mutual recognition, or the boundary of their 
exclusive nghts. At a minimum these decisions should be subject to independent 
scrutiny, perhaps by an independelll regulator. For example, where entrance to a 
profession is by means of an examination, the professional association should not have 
exclusive control over tile difficulty of tile exam and what constitutes a passing 
standard. 

• Sixth, competih·on between professional associations should be encouraged, prot1ided 
meclzanisrns are in place to ensure the entrance requirements for entry into Hre 
profession do not drop below the standard of competency required to per/oml the 
exclusive seroice. VVhere two professiollal assodations have similar entrance 
requirements tJle1} should bolll be allowed to perfon11 the exclusive services of the 
o/her." 

5.9 A useful checklist from the OEeD is also available that we propose to 
use where possible in this Study. This seeks to set out a number of 
questions that should be asked when assessing regulations. These are 
included in Annex 2. When assessing the regulations these questions 
are addressed where relevant. 
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Establishing the Key Ex-ante Assessment 
Issues 

5.10 The next step is to establish the issues that need to be addressed in 
undertaking an ex-ante evaluation of the proposed regulations. It is 
our view that the proposed regulations should be assessed against a 
number of issues. The quality of service provided to patients is a 
consideration. The role of the pharmacy sector in providing a range of 
services is an increasingly important element of the Government's 
Health Care strategy. It is, however, important to recognise that even 
if there are differences in aspects of service quality, this does not 
imply that restrictions are necessarily justified. Thls issue is discussed 
further in our report. Access to this service throughout the State and 
the prices paid by patients is obviously important. The overall 
objective of policy is to provide a high quality cost-effective service to 
the public. As the largest purchaser of drugs through a number of 
schemes, the implications for the Exchequer of the proposals are also 
clearly important. 

5.11 Table 5.2 summarises these key social and economic issues. 

Table 5.2: Social and Economic Issues 

Quality of pharmacy service 

Urbani rural service delivery 

Prices and cost effectiveness 

Implications for the Exchequer 

Source: Indecon 

5.12 The effectiveness of the regulations to provide a high quality cost 
effective services will depend on the extent to which they are 
consistent with best regulatory practice. The effect on competition in 
the sector is an important aspect of this. Finally, the ex-ante 
assessment will examine, where relevant, the practical application of 
the regulations. This includes an assessment of whether the 
regulations are capable of being implemented and would involve 
assessing whether the regulations can be effectively monitored. A key 
concern arising from the 1996 regulations related to their practical 
implementation. The second set of considerations is set out in Table 
5.3. 
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Table 5.3: Other Issues 

Competition in the sector, both locally and nationally 

Implications for Competition policy (e.g. Concentration in the sector 
and Boundaries of geographical markets) 

Scope for abuse of market position 

Practicality of proposals 

Ability to implement 

Ability to monitor effectively to ensure that the proposed objectives are 
I being met. 

Source: Indecon 

5.13 The impact of the proposed regulations on these issues will determine 
the key outcomes for the sector. In considering these outcomes the 
key issues are: 

• Quality of service 

• Prices 

• Exchequer implications 

• Accessibility. 
5.14 Quality of service is obviously important. What impact are the 

regulations likely to have on patient care, the type of care provided? 
Can we adequately assess the impact of specific regulations? 

5.15 The next issue is prices. Would the regulations tend to increase or 
lower prices faced by consumers? The experience from other markets 
is that enhancing competition can maximise efficiency and lead to 
lower prices. This extent to which prices are currently regulated is 
important in considering the impact of additional regulations on 
prices. 

5.16 Also of critical importance is the extent to which regulatory 
intervention to maintain service quality is appropriate. Service 
standards must meet health and safety requirements but this is not to 
suggest that regulatory intervention in all aspects of service is 
appropriate. 

5.17 The exchequer implications would to an extent depend on the impact 
of the first two issues as the State is primarily interested in high 
quality cost effective service. For example, more competition could, 
over time, lead to price reductions with potential benefits to the State 
depending on the extent of price regulation. 

5.18 Finally, the regulations could have an impact on the accessibility of 
pharmacy services. 
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5.19 The key criteria of relevance are summarised in Table 5.4. It is 
proposed to provide a view on the impact of the regulations on each 
of these outcomes. 

Table 5.4: Key Outcomes of Regulatory Struchtre 

Quality of Service 
Prices 
Exchequer implications 
Accessibility 

Source: Indecon --1 

5.20 In addressing these issues there are a number of standard competition 
questions issues that we address where possible. These are set out in 
the Annexes. 

Scope of Assessment and Constraints 

5.21 In undertaking this ex-ante assessment we have based our views on 
evidence from a variety of different sources. This includes rigorous 
analytical examination and detailed empirical evidence from research 
on the operation of other markets. While the pharmacy sector is a 
specific case, it shares many features of other markets. An 
understanding of how these markets operate can help in this analysis 
and this understanding is used where possible. 

5.22 The assessment also builds on the available data for the sector. 
Regarding the pharmacy sector in Ireland, detailed data is analysed 
including the Indecon survey which was commissioned previously by 
the Review Group. Empirical evidence on key issues based on Irish 
and international research is also used. 

5.23 It should be noted that in considering any specific restrictions on 
competition, the onus is to establish that the proposed regulations are 
addressing a clearly identified market failure and that the benefits are 
proportional to the cost involved. 

5.24 Secondly, in assessing the proposed models and regulations we 
endeavour where possible to address each of the issues discussed 
above. It should be noted that not all of the issues are relevant for all 
of the proposed regulations. It is proposed to offer an overall 
judgement on the costs and benefits of the proposed regulations based 
on the available information. 

5.25 Finally, in considering an ex-ante assessment it is important to 
consider that a regulation can have an impact on a market in a 
number of ways. This is considered when assessing the regulations. 
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6 Proposed Review of Proposed 
Regulations on Quality Standards, and 
Incentivised Contracts 

Introduction 

6.1 Based on the analysis in previous chapters, in this section we assess 
the impact of the first set of proposed regulations. These are assessed 
against the listed criteria where appropriate. 

Review of Regulations 

6.2 The first set of regulations to be considered are a set of basic of quality 
and market related regulations as set out in Table 6.1. 

Table 6.1: First set of Standard Regulations 

A supervising pharmacist shall have at least 3 years community or other 
relevant pharmacy experience, including at least 6 months post
registration community pharmacy experience. 

I Contracts shall be subject to, and on the basis of, regulations currently 
I in force. 

I Contracts shall be non-transferable i.e. not tradable, specific to that 
I contractor and address. 

i A contractor shall undergo a review/performance assessment, by or on 
behalf of the health board, at least every 5 years. The health board, with 

I a range of appropriate sanctions, shall enforce contract conditions. 

I Pharmacies shall display a quality service charter, including Clause 9 
. and other contractual quality service requirements, opening hours and 
lout of hours arrangements. 
I 

I There shall be pricing transparency at point of sale, including advising 
I of prescription prices before dispensing and the price of all dispensed 
, items on labels. 

- ~~--- -- -----
Source: Pharmacy Review Group 
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Likely Costs and Benefits of Proposed 
Regulations 

6.3 The first regulation stipulates that a supervising pharmacist shall 
have at least 3 years community or other relevant pharmacy 
experience, including at least 6 months post-registration 
community pharmacy experience. We recognize the importance 
of professional standards in the pharmacy sector which is a key 
component of Irish healthcare system. We, therefore, strongly 
support the requirement that a supervising pharmacist should 
have completed the necessary academic training and. gained 
sufficient experience. This is key from a quality of service and 
health care perspective. 

6.4 The question for policy is whether the proposed requirements are 
too onerous and place unnecessary restrictions on new entrants. 
On balance we believe that the proposed regulations on 
supervising pharmacists are reasonable. It is our assessment that 
they do not represent an unreasonable barrier to entry and are 
required to provide necessary protection for the public. This is 
also in line with international practice. 

6.5 It is proposed that pharmacies shall display a quality service 
charter and ensure pricing transparency at point of sale. Once 
again, this seernsto bea reasonable customer protection 
mechanism and would not constitute a barrier to entry or damage 
competition. Indeed, this may help overcome consumer 
information deficits and could enhance price competition in the 
sector. 

6.6 An important dimension to the proposed regulations is that a 
contractor shall undergo a review/performance assessment, by or 
on behalf of the health board, at least every 5 years. It is standard 
practice that the Government would ensure that services carried 
out on its behalf are discharged in line with the obligations of both 
parties. Given the importance of the service being provided by the 
sector, the performance of contractors should be reviewed on an
ongoing basis. 

6.7 Accordingly, we would support a mechanism that seeks to assess 
the quality of service being provided and the performance of 
pharmacists in terms of discharging their duties. A difficulty with 
the 1996 regulations is that service quality was not subject to 
routine examination despite its role in the regulations. 
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6.8 It is assumed that these reviews would be separate from assessments 
of professional competence. Currently standards in the profession are 
the responsibility of the PSI. In addition to the proposed contract 
reviews it is assumed that the PSI would continue to retain 
responsibility for maintaining professional standards. It is our 
understanding that the current proposal involves an additional set of 
obligations that pharmacists as contract holders would be asked to 
meet. Ensuring these there are measurable and are in line with 
minimum necessary requirements would however be important. 
Assuming this is the case, we would support this proposed regulation. 

6.9 The transferability of contracts is also addressed in this group of 
regulations. It is proposed that the contracts shall be non-transferable 
i.e. not tradable and specific to that contractor and address. 

6.10 The 1996 regulations allowed the tradability of contracts in a market 
where there were barriers to entry. The 1996 regulations both limited 
additional contracts based on a set of criteria and allowed the contract 
to be transferred to a new owner of the pharmacy. This tended to 
increase the capital cost for market entrants, as the value of the 
contract was included in the pharmacy purchase price. This increase 
in entry costs for new market entrants conferred an advantage to 
existing owners of pharmacies. It is, however, important to realise 
that this was not due to the transferability feature but due to the 
restrictions on the number and location of contracts. 

6.11 This combination of factors may have contributed to the growth of 
multiple ownerships. In 1998 the largest chain according to the PSI 
had 19 pharmacies. The largest chain now has over 50 outlets. 
Increases in the price of pharmacies and the value of contracts confirm 
that restrictions plus transferability may have disadvantaged potential 
small-scale market entrants. 

6.12 The issue of tradability is inextricably linked to the existence of 
barriers of entry. In a de-regulated market where barriers to entry are 
low the value of the tradable contract would not be significant. The 
key issue is not tradability but to ensure that there are not 
unnecessary restrictions which make it difficult to open a new 
pharmacy. In general there should be no restrictions on tradability 
unless needed to address some specific quality issue. Tradability 
would ensure that contracts can be traded and the number of 
contracts does not fall. If the contracts were not transferable then this 
could restrict an existing pharmacist selling the business on to a more 
efficient owner. The proposed restriction would also prevent a 
contract holder moving premises to a more suitable location for 
consumers. Clearly, however, transferability should be conditional on 
new Owners meeting qualification requirements. 

IndeeDII 
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6.13 Table 6.2 outlines our assessment of the overall impact of this set of 
regulations based on quality of service, prices, exchequer implications 
and accessibility. Based on a rigorous analysis of the regulations and 
on evidence from other markets and the pharmacy sector in Ireland, 
we believe that they would be positive for quality of service and have 
a neutral impact on the other issues. Our assessment is that these 
regulations are justified by legitimate consumer protection interests 
and would not damage competition. We believe that the benefits 
outweigh the costs. 

Table 6.2: Overall Impact of Proposed Regulations of Key 
Outcomes 

Positive Negative Neutral 
--~I-----·-I- --i------

Quality of Service I X 

Prices I 

I 

Exchequ';r--- -I -

(potential 
marginal 
benefit) 

. ___ . ___ .0-
, 

Implications . __ .L . _______ . ____ _ 
Accessibility 

Source: Indecon 

X 

X 

X 

6.14 Based on our analysis, as is indicated in the table 6.3 below, we would 
strongly support the introduction of the proposed regulations 
outlined in table 6.1 subject to the omission of the restriction on 
transferability. 

Table 6.3: Recommendations on Proposed Regulations 

We recommend the adoption of these regulations except on the issue of 
contract transferability. 

Source: Indecon 
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Proposals to Improve Rural Services 

6.15 The second set of proposals which we have been asked to evaluate 
relate to proposals to improve access. These are set out in Table 6.4. 

Table 6.4: Proposals for Incentivised Contracts 

Health boards shall identify, through a needs assessment, any areas 
with a significant pharmacy need, including areas served by a 
dispensing doctor, which the market has not filled and is unlikely to do 
so. 

Where a needs assessment identifies an area, the board shall offer an 
incentivised contract for tha t area, on a full-time, continuous service 
basis. Contracts will be awarded by competitive tendering, on the basis 
of service level and standards. 

Health boards shall review all incentivised pharmacy contracts on a 
regular basis (at least every five years) to determine if incentives are still 
reqUired. 

Incentive options include: differential remuneration scheme (budget 
neutral) such as weighted fees for marginal pharmacies or a universal 
sliding fee scale; limited restriction of competition e.g. for a finite 
period; establishment or other grants. 

Source: Pharmacy Review Group 

6.16 Access to pharmacy services is a fundamental and appropriate 
objective of policy. A lack of access undermines the key role of the 
pharmacy sector as part of the primary health care infrastructure of 
the Sate. This role was re-affirmed and, indeed, enhanced in the most 
recent National Health Strategy. The Government has taken the view 
that, where possible, this service should be available as widely as 
possible. If the market fails to deliver there could be a role for 
Government action, but it is important to take account of deadweight 
issues. 

6.17 Proposals to promote the widespread availability of pharmacy 
services throughout the state raise a number of issues that require 
detailed examination. Before assessing the merits of these proposals, 
it is useful to consider data on the geographical spread of services. 
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6.18 The 2002 lndecon Survey of pharmacists provides information on the 
location of pharmacy services. Of the survey responses 120 or 32.3% 
are based in cities, while 169 or 45.6% are based in large towns. 29 
respondents are based in small urban areas and 30 in rural areas. This 
represents 7.8% and 8.1 % or respondents respectively. This suggests 
that most of the pharmacies in Ireland are located in cities and large 
towns. 

6.19 Also of interest is the size of pharmacies by location. The available 
data, as set out in Table 6.5, show that pharmacy size varies by 
location. The average number of employees per pharmacy is highest 
in cities and large towns at 9.7 and 10.4 respectively, almost twice the 
average for small town and rural pharmacies. Not surprisingly, small 
towns and rural pharmacies tend to be smaller. 

Table 6.5: Average Number of Employees in 1995 and 2002, and 
Current Number of Full-time Pharmacists by Location 

-----~--~ --E-J.LP-I-OY-e-e-s-----~l- Fu-I-I--tj';'-;-' -~
Pharmacists 

-----~1995 --1-2002 - --~20m 
, 

2.4 City 6.3 I 9.7 
f-

-T=~ Large Town 5.6 10.4 
-~---- f---
Small Town 3.8 4.7 

-~- .1----- '--1-

1.9 

1.5 

Rural 3.4 I 5.2 1.3 

Source: Confidentiallndecon Survey of Pharmacists in Ireland. 

Options to Improve Rural Access 

6.20 The proposed regulations propose a number of options to improve 
rural access. These include: 

• Incentivised contracts; 

• Differential remuneration schemes; and, 

• Restricting competition in certain areas. 
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6.21 The key policy concerns include: 

• Ensuring access to pharmacy services in rural areas; 

• Maximising value for money for the Exchequer. 

6.22 In our view there are four main responses/options for improving 
rural access as outlined below, which are not mutually exclusive. The 
latter three are covered in the regulations being examined by the 
Review Group: 

• Increase the supply of pharmacists 

• Restrict competition; 

• Introduce incentivised contracts in certain locations; 

• Introduce differential remuneration fee schemes. 

Option One - Increasing the supply of Pharmacists 

6.23 The first option to improving access to pharmacy services is to 
examine the overall supplY'of pharmacists in the state. The available 
evidence suggests that there is a shortage of pharmacists in Ireland. 
Increasing the su pply of pharmacists should improve the overall level 
of service and could have an important impact on the provision of 
nual services. 

6.24 A key objective of the 1996 Regulations was to restrict openings in 
some areas on the basis of the population and distance criteria. It was 
hoped" to spread" pharmacy services to less commercially lucrative 
rural areas by restricting new opening in urban areas. This was 
predicated on the view that there were a limited number of 
pharmacists and that pharmacists would prefer to establish practice in 
the more lucrative markets. By restricting openings in these areas it 
was hoped that pharmacists would be encouraged to open in more 
rural areas. 

6.25 Increases in the supply of pharmacists could help to address this issue 
without damaging competition. With sufficient increases in supply 
over time, it is likely that the attractiveness of opening new rural areas 
could change. With competition in urban areas intensifying, 
opportunities in rural areas might become more attractive. It is 
important to note that the cost of establishing in rural areas is likely to 
be lower and a proportion of any increase in the supply of 
pharmacists may wish for personal, family or other reasons to 
establish in rural areas. 
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6.26 Increasing the supply of pharmacists to achieve this policy objective 
would have implications for policy on the EU derogation and overall 
policy on the numbers of qualified pharmacists that are trained in 
Ireland. Removal of the derogation would increase the supply of 
supervising pharmacists from the current stock of pharmacists 
working in Ireland. It could also have an impact in terms of 
increasing the supply of pharmacists from outside of Ireland who are 
permitted to act as supervising pharmacists at present. This could 
have a beneficial effect in the short-run. 

6.27 increasing the number of undergraduate pharmacy places would also 
increase supply. However, this would take some time to have an 
impact on the number of supervising pharmacists given the length of 
degree courses and time required as a practicing pharmacist. 

6.28 Table 6.6 outlines our assessment of this option based on quality of 
service, prices, exchequer implications and accessibility. Based on our 
analysis of the likely impact and on evidence from the pharmacy 
market, and the experience of other markets, it is our view that 
increases in supply would be positive. This issue is discussed in more 
detail in chapter 9. 

Table 6.6: Overall Impact of increasing the Supply of Pharmacists 

Quality of Service + Positive 

x 
-- ~-

Prices 

Exchequer 
Implications 

Accessibility 
-- - ---- - -

Source: Indeeon 

, x I ,-- -----

I 
I 
! x 

-L __ _ 

Option Two - Restricting Competition 
6.29 One suggested approach would be to make a location attractive by 

restricting competition for a defined period. The 1996 Regulations 
sought to restrict competition in certain geographical areas. As 
discussed previously, this was based on the notion that the supply of 
pharmacists was constrained and that policy should re-distribute 
pharmacists in order to encourage a better spread. It was also 
motivated by a belief that restricting competition would provide 
pharmacy with the leeway to grow and thus develop a high quality 
service. 
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6.30 The experience of the 1996 regulations suggests that such an approach 
is not effective. The impact of the 1996 regulations was discussed in 
detail in the first Indecon Report for the Pharmacy Review Group. 

6.31 Alternatively we believe that enhancing competition by limiting 
barriers to entry could increase access by increasing the number of 
outlets throughou t the State. 

6.32 The conclusion of research from the UK, which assessed the impact of 
new entrants into the UK market, was that they increased the overall 
number of outlets and improved service access. This assessed the 
impact of exit and entries in the UK market over the period 1997-2001. 
In most cases it was found that a new entry did not lead to an exit 
from the market. In a minority of cases it was found that a new store 
over time displaced an old store. The clear evidence was that entrants 
increased the number of outlets operating in the market. This is 
positive for access and also positive for competition in the sector. 

6.33 Based on evidence from the pharmacy market in the UK and other 
markets, Table 6.7 outlines our assessment that restricting competition 
would be negative for each of the key outcomes. We believe that 
unhindered market entry is positive for improving access to pharmacy 
services. 

Table 6.7: Overall Impact of Restricting Competition on Key 
Outcomes 

Neutral 

Option Three - Introducing Incentivised Contracts 
6.34 It is accepted that rural pharmacies serving low population areas may, 

in some cases, be less viable than pharmacies serving larger catchment 
areas. To assist these pharmacies and maintain a service, the 
Pharmacy Review Group has considered the option of providing 
incentivised contracts in areas where a need for a service that may not 
be provided by the market. This would involve providing a 
pharmacy contract on more favourable terms than the normal 
contract. 
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6.35 As part of this it is proposed that Health Boards would undertake a 
needs assessments and identify areas where the market is not 
providing an adequate service. We would see some merits in this 
proposal. 

6.36 In considering incentivised contracts there are a number of important 
principles to bear in mind. Firstly, we believe that before an 
incentivised contract is considered that the Health Boards should 
advertise the availability of a standard contract and the existence of a 
potential market opportunity where the contract terms would be on 
the same basis as other contracts. This is important to ensure that 
incentives only encourage openings in areas where policy-makers are 
certain that services would not be provided in the absence of an 
incentive. These so-called dead weight costs need to be minimised in 
order to maximise the benefits from the State's perspective. 

6.37 Secondly, the likely costs and benefits of the proposed regulations 
depend on the overall regulatory framework for the sector. In our 
view there would be questions about a policy, which sought to restrict 
investment in the sector, while having incentivised contracts in certain 
locations. We do not believe that incentivised contracts should be 
considered if the Group recommends restrictions that hinder market 
access· elsewhere. 

6.38 Thirdly, we believe it is crucial that incentivised contracts are subject 
to competitive tendering and awarded on a competitive basis. This is 
essential to ensure that the State receives value for money. 

6.39 Each year the Exchequer makes significant payments to the pharmacy 
sector. It is our view that any proposals which would further increase 
these costs would have to be rigorously evaluated and take into 
account the cost effectiveness of existing expenditure. The Health 
Boards pay for prescriptions under a number of schemes. Under the 
GMS scheme pharmacies receive the ingredient costs of drugs, a 
dispensing fee and V AT for each prescription received. Under the DP 
the Health Boards pay prescriptions costs for non-GMS eligible 
persons up to a monthly limit. Under this scheme, and the other 
schemes LTI and EEA, the pharmacist receives the ingredient cost of 
the items dispensed, a dispensing fee, a mark-up of 50 % of the costs 
of the items and V AT. Prices inclusive of this 50% mark-up tend also 
to be paid by private patients for costs up to the monthly limit. 

6.40 Table 6.8 shows the total payments to pharmacists under each of the 
Government schemes for 1999 to 2001. Overall payments in 2001 
amounted to over €650 million. Payments under the GMS account for 
the bulk of payments but the other schemes are now increasingly 
significant. 
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Table 6.8: Total Payments to Pharmacies by Health Board in 2000 € 

GMS OP LTI *EEA Total 

2001 422,464,077 177,616,777 52,080,599 1,410,112 653,571,565 ._- ~ 

2000 328,348,214 140,598,362 41,736,348 1,318,976 512,002,039 

1999 291,211,632 86,670,341 34,556,050 1,161,213 I 413,599,236 _._. ._- _._-I-.. ---.~ ----.•. -'-'-.. --. 

I 
----~-,. 

Source: General Payments Board Annual Report 

6.41 The cost of these schemes is also rising rapidly. In the two years 
between 1999 and 2001 the increase in costs amounted to over 58 %. 
While this partly reflects changes in Government policy, they are very 
Significant increases. 

6.42 Table 6.9 shows the trends in the cost of the GMS in more detail. Of 
interest is the increase in the dispensing fee which amounted to €85.4 
milIion in 2001. 

Table 6.9: Total Payments to Pharmacists under the GMS 1996 to 2001 (€) 

Total Cost of 
Prescriptions 

Ingredient Cost 
- ~. 

Dispensing Fee 

1997 

I (000'5) 

1223,48o i 
, 172,649 ! 
• 46,173' t 

1998 

(000'5) 

248,988 

194,652 

49,204 

1999 2000 2001 

(000'5) (000'5) (000'5) 

281,699 328,348 422,464 

223,209 262,881 -_ .. 
-----s9~325 52,843 

VAT 

329,497 r 85,413 -

1.. 4,659 t _5,_13_2~~~ . __ 5'~'_1--_6_'1_4 .. 2_C_554_~~ 

Source: General Payments Board Annual Report 

6.43 Further details on the average costs of clispensing fees per pharmacists 
are included in Table 6.10. The data for 2001 show that average 
dispensing fees per pharmacy for the GMS amounted to €71,000. This 
compares to €38,932 in 1997, an increase of 55%. These fees relate 
exclusively to GMS payments. 
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Table 6.10: Total Dispensing Fee and GMS Contracts 1996 to 2000 (€) 

I 1997 1998 I 1999 2000 2001 
(OOO's) (OOO's) 

I 
(OOO's) 

I 
(OOO's) (OOO's) 

Dispensing Fee 46,173 49,204 52,843 59,325 85,413 

Number of Contracts 1,186 1,168 I 1,174 1,180 1,203 
.- ---- - ,---~.- -- ~ --
Dispensing Fee per 

! contract holder 38,932 42,127 45,011 50,275 71,000 
------ -

I .-----
Source: General Payments Board Annual Report 1 

6.44 Given the scale of these GMS and other payments a fundamental 
question for policy is whether the current system represents value for 
money. There are a number of important elements to be considered. 
Firstly, there have been very significant increases in the overall budget 
in recent years. This raises questions about the incentives faCing 
doctors to prescribe the most effective drugs and the balance between 
expensive branded drugs and less expensive generic drugs. 

6.45 Secondly, wholesale prices are regulated using the International 
Reference Pricing scheme. Countries are facing alternative approaches 
to regulating prices and these could be worth exploring. 

6.46 Thirdly, there is the question of the 50 % retail mark-up. This 
guaranteed mark-up is very high compared to mark-ups in other 
comparable businesses. Moreover, evidence prepared for previous 
work in the sector suggested that these mark-ups are higher than in 
other countries. Comprehensive evidence on price levels are not 
available but widely reported anecdotal evidence indicates that prices 
in Ireland are also higher than other countries and that for some 
products the price gaps are considerable. 

6.47 Any proposals, which would increase the current higher exchequer 
costs, need to fundamentally review the current payments 
arrangements. In a different regulatory environment it is likely that 
increased competition would lead to lower prices for those 
services/ products not currently subject to price regulation. 

6.48 A final issue relates to the stipulation that incentivised contracts 
should be offered on a full-time and continuous service basis. It may 
be more beneficial, in some circumstances, to offer part-time 
incentivised contracts. This may help in promoting a more diversified 
service. 
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6.49 With the caveats discussed above on the introduction of incentivised 
contracts, Table 6.11 outlines our assessment based on the available 
data and the evidence from the pharmacy market. 

Table 6.11: Overall Impact of Incentivised Contracts on Key 
Outcomes 

Positive Negative Neutral 

Quality of Service X 
J 

Prices i X 
--, 

Exchequer 

t I 
X I 

Implications 

Accessibility X ~ 
Source: Indecon 

Option Four - Introduction of a Sliding Scale Fee 

-- -1 

6.50 The final option seeks to improve the viability of rural pharmacies by 
changing the current GMS dispensing fee system which is currently 
based on a fixed fee per subscription. We know that pharmacies differ 
in terms of size and one would expect that the cost of dispensing 
would decline with the size of pharmacy. There could be merit in 
recognising this by increasing the average payments per item for 
smaller pharmacies. 

6.51 Su bstantial research has been undertaken on this issue and the 
evidence from a number of different studies indicates that the retail 
sector benefits from significant economies of scale. Increases in the 
size of stores and groups of outlets can lead to a fall in costs through 
bu lk purchasing, sharing services etc. Depending on the extent of 
competition these cost reductions can be passed on to consumers in 
lower prices. Given the role of the State as a large purchaser of 
services provided by the pharmacy sector these efficiency gains could 
also be passed on to the State. 
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6.52 We also know that size is a function of location and that urban centres 
tend to support larger outlets. Thus, the fixed fee system does not 
recognise the fact that average costs are higher in smaller rural 
pharmacies that are not benefiting fully from economies of scale. 
Thus, the fixed payments per prescription may accentuate any under 
supply in rural locations. An analysis of the size structure of 
pharmacies in cities, towns and rural areas is presented in table 6.12. 

Table 6.12: Average Number of Employees in 1995 and 2002, and 
Current Number of Full-time Pharmacists by Location 

Full-time 
Pharmacists 

SmaU Town I 3.8 4.7 1.5 
~~-t----~ 

Rural I 3.4 5.2 1.3 

__ .J _______ i ___ ~ _______ _ 
Source: Confidentiallndecon Survey of Pharmacists in Ireland. 

6.53 A more equitable system may be to introduce a sliding system of fees. 
It is outside the scope of the Study to recommend changes that would 
increase Exchequer costs. This would require a full-scale value for 
money assessment of the costs and options of different dispensing 
systems. Accordingly, we believe there is merit in examining reforms 
that keep the overall budget unchanged but shift the distribution of 
income within these sectors. The easiest approach would be to adjust 
the GMS fees. Of course it is also possible to adjust the 50% mark-up 
for different markets. For this analysis we focus only on changes in 
GMS dispensing fees. 

6.54 Data on the distribution of GMS dispensing fees are available and are 
set out in Table 6.13. These show the number of pharmacies in each 
GMS dispensing fee range. For example, the first column indicates that 
there is a total of 69 pharmacies where total dispensing fee income is 
between 0 and €20,OOO per annum. Reading across the table it shows 
the number of pharmacies in each fee range and provides an indication 
of the different scale of pharmacies. This suggests that performance 
per pharmacy in terms of fee income can differ considerably. 
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Table 6.13: Number of Pharmacies in each Dispensing Fee Range 

I Between Between I Between Between 

'I' 20,000 40,000 60,000 80,000 
Between I Between 
100,000 120,000 

Up to and and and and 
20,000 40,000 60,000 80,000 100,000 

and I and 
120,000 i 140,000 

, 

ERHA M i ~ n ~ e 171M 
--------I------r----~r_----+_----_r----~r_----~------

2 5 6 11 1 11 12 1 4 MHB 
- -- -~------------+_-----;,-----~- -----1·--- -,-------
MWHB 1 7 I 18 26 i 23 1 23 12 1 4 

NEHB I 6 I 9 11: 25 I 25 10 -'- 6 
'NwHBI3---+-I' --'6--+--1-4 -~1--7--+---7---+--8---r--4---

SEHB 1 4 1 13 18 I 26 26 20 I 8 

-S_HB~--_ 15--( -3-3 - +-4-2---~1- 35 35 12 ~--=_ 

1 8 : 20 24 24 24 12 ~ 11 WHB 

TOTAL I 69 I 171 212 I 204 194 103 71 
, 

Between Between Between Between I Between 
I 140,000 ! 160,000 180,000 200,000 220,000 

and and and I and and Over 
1 160,000 180,000 200,000, 220,000 1 240,000 240,000 

=---~J ~---i _ -__ :~_=_+--:- ~: 1-~-:===I===J:-~'~~I __ --=+-~ ___ ' ___ ' 

NEHB 

NWHB 

SEHB 

SHB 

----
2 

-----I -~- ---- --- -" -1-

~ ---'------ ---- - ---- "-, --,- -

2 3 2 ,1 
~-

, 2 5_ J_l_--; __ I--__ --~--__ --,--L--lt--__ --~--__ --;----
+-, ,2 ' ___ 3 __ I __ 1 ___ '_, ___ 1_ 1 
I -T I ' 

5 _'_~ ___ 4_, __ ,1 __ ; ______ _ 

Source: General Medical Payments Board 

6.55 The current system provides for a fee of €2.8676 per item. This is paid 
for every item dispensed irrespective of whether it is in respect of a 
small rural pharmacy or a large outlet in an urban area. The 
introduction of a sliding fee approach would change the payments per 
item. For illustrative purposes, it is useful to consider an example 
whether payments were €3 for the first 40,000 items dispensed by a 
pharmacy, €2 for the next 40,000 and €1 for the Rest. The potential 
implications for this for dispensing fee incomes can be estimated and 
would indicate that smaller pharmacies gain under such as system 
while larger pharmacies would lose out. 
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6.56 Such an approach would help to incentivise smaller and rural 
pharmacies by increasing the average payment per item. This should 
make rural pharmacies more viable and recognise the fact that smaller 
pharmacies face higher costs, as they do not fully benefit from 
economies of scale. 

6.57 This relates only to payments under the GMS scheme where 
pharmacists receive a dispensing fee. Changes could also be 
considered to the price structure for other schemes. This could be 
changed to reflect the attractiveness of different markets. As 
highlighted above there is a strong case for a review of these 
payments. 

6.58 Table 6.14 outlines our assessment of the impact of the sliding scale 
fee income proposal based on data on the pharmacy market. 

Table 6.14: Overall Impact of Sliding Scale on Key Outcomes 

Positive I Negative Neutral 

_QU~~!Of5e:i==-+ _~ I 
Prices I I 
Exchequer I I 
Implications 

X 

X 

x 

Acces~~~ility=--= L.~ X ~j-
Source: Indecon -I 

Conclusions 

6.59 Improving access in rural areas to pharmacy services is a goal of 
policy. A number of different approaches are proposed. 

6.60 A key over-arching point to make is that policy in this area depends 
on the overall regulatory framework for the sector. For example, if it 
were decided to restrict entry into the sector this would raise 
questions about the wisdom of providing incentives for pharmacies to 
locate in certain locations. 

6.61 Improving service and quality and rural access have implications for 
the supply of qualified pharmacists in Ireland. It is our view that 
increasing the number of pharmacists in Ireland could facili tate over 
time an improved service in all parts of the country including rural 
areas. This has implications for policy in relation to the EU derogation 
that is being considered by the Group. It could also have implications 
for the number of training places available on pharmacy courses in 
Ireland. 
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6.62 It is suggested that restricting competition in certain areas is one 
policy options. This type of approach, which was implicit in the 1996 
regulations, was not, in our view, successful in meeting some of the 
stated objectives. We would not recommend this option. Available 
research shows that reducing barriers to entry can improve access. 

6.63 Introducing incentives could provide a more efficient way of making 
rural pharmacies more viable. However, in considering incentives it is 
important not to put in place incentives to encourage openings which 
would happen in any event. These represent a deadweight cost to the 
Exchequer. There is a particular danger that could happen while the 
market is responding to the introduction of a new regulatory 
environment. Before incentivised contracts are considered it is 
important that the market is given the opportunity to settle down. 
This would help in minimising potential deadweight costs. It is also 
important to ensure that contracts are advertised in advance without 
incentives after a Health Board has identified a specific need. 

6.64 There would also be questions about policies which restricted 
openings in certain areas while incentivised contracts operated in 
some areas. This could have implications for the proposed regulations 
on ownership. 

6.65 We would support the proposal that incentivised contracts should be 
subject to a competitive tendering process. This would minimise the 
cost to the Exchequer and ensure value for money. 

6.66 An alternative approach would be to change the fees under the GMS 
scheme to incentive smaller and rural pharmacies. This could 
potentially represent an exchequer neutral approach to improving the 
viability of such pharmacies. Changes in the arrangements in the 
other Government schemes could also be considered. 

Table 6.12 Conclusions and Recommendations on Improving 
Access in Rural Areas 

We recommend increasing the supply of pharmacists to improve services in 
rural areas. 

Incentives for pharmacies to locate in certain areas may be warranted in 
certain circumstances but this needs to take account of the overaU cost 
effectiveness of pharmacy service provided to the State. 

We would recommend consideration of the introduction of sliding GMS fee 
scales. 

We do not recommend the proposals to restrict competition in specific 
locations 
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7 Regulations on Separation of Dispensing 
and Prescribing 

7.1 Regulations are also being considered that would separate the 
dispensing and prescribing functions. These are set out in Table 7.1. 

Table 7.1: Regulations on Separation of Dispensing and 
Prescribing 

There shall be no beneficial ownership or business interest of any kind 
between dispensing and prescribing. 

Group practices and pharmaCies: contracted pharmaCies and general 
practices shaU occupy discrete premises, with separate entrances. 

Source: Pharmacy Review Grou p 

Likely Costs and Benefits of Proposed 
Regulations 

7.2 The rationale for these proposed regulations were set out in the note 
prepared by the Review Group. It is suggested that such links are 
undesirable and would adversely affect patient care. In addition, it is 
suggested that the Government's Health Care Strategy does not 
envisage that these elements of the wider primary care network 
should be in "one stop shops". Also, it has been argued that 
Government policy for some time suggested the separation of 
professional services is in the public interest. Indecon are not, 
however, convinced that these points accurately reflect Government 
policy and, in any case, our approach is to independently evaluate any 
proposed restrictions. 

7.3 We note the suggested concerns that, in the absence of monitoring of 
prescribing practices and assessments of service quality, a conflict 
may arise if dispensing and prescribing are not separated. However, 
we believe that these concerns could be addressed by on-going 
monitoring of prescribing patterns. In addition, both doctors and 
pharmacists subscribe to ethical codes of conduct and in this context 
we see no evidence that beneficial ownership would result in over 
prescribing. In some other countries there is no artificial restriction on 
dispensing and prescribing and we have no evidence that such 
practices have resulted in any negative impacts. 
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7.4 Benefits could accrue from allowing dispensing and prescribing in the 
same premises and with beneficial owners. This could encourage 
innovation in the sector and encourage new sources of ownership and 
investment. There could be benefits in general practices and 
pharmacies in sharing the same premises. Access could also be 
improved, for example, in rural areas where full time pharmacists 
may not be viable. 

7.5 Table 7.2 outlines our assessment that these restrictions would be 
negative for each of the key outcomes. We believe that the benefits of 
introducing these regulations are unlikely to exceed the costs. 

Table 7.2: Overall Impact on Key Outcomes 

Positive Negative i Neutral 
~------

______ 1--___ -
Quality of Service X I 

I 

Prices X 
I 

---- ~- +--~-- -

Exchequer X i Implications 
I - - ---~- -

Accessibility X 

Source: Indecon 
i ------, 

I 

I 

7.6 Based on our analysis we would not recommend that regulations 
should enforce a separation between dispensing and prescribing. 

Table 7.3: Recommendations on Regulations on Separation of 
Dispensing and Prescribing 

I We would not recommend these proposed regulations. 
---' -

Source: Pharmacy Review Group 
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8 Proposed Regulations in Relation to 
Ownership 

Introduction 

8.1 Regulations considered in this section address a range of issues that 
fall within the category of restrictions on ownership, development of 
chains and restrictions on the number of contracts that can be held per 
pharmacist. One proposal seeks to restrict the development of chains 
and provides for a restriction on the number of contracts which can be 
held per Health Board area. Another proposes that contractors 
should be limited to one contract each and that new contracts should 
be given to non-contract holders 

8.2 This raises key questions about the perceived market failure that the 
regulations are proposing to address. 

8.3 The proposed regulations are set out in Table- 8.1. These encompass 
elements of a number of the models being examined. In summary the 
principal proposals purport to: 

• Limit ownership to pharmacists only; 

• Ensure that new contracts are awarded to non-contractor 
holders only; 

• Place a cap on the potential growth of chains. 

8.4 The direct effects of these proposals would be to restrict the size and . 
conduct of pharmacy business. This would have significant 
implications for the current structure of the sector affecting both the 
type and quantity of investment in the sector. 

8.5 The likely impact of these proposals differs. Limiting new contracts to 
new pharmacists only would have a number of impacts. It would 
prevent the growth of any multiple, even very small multiples, which 
has more than one contract. For example, this would prevent a 
pharmacist who has two outlets from acquiring'a third, It would also 
constrain the further development of chains. It would also hinder the 
potential for new entrants such as supermarkets (which have a 
growing share of the UK market) from entering the market. 
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B.6 While accepting that some of these ownership restrictions have 
different potential impacts they are motivated by a similar set of 
concerns. Accordingly we believe it is appropriate to analyse these 
together although the effects in some cases are more significant than 
others. 

Table B.1: Proposed Regulations on Ownership 

Restrictions on the growth of chains -

(a) - A small indicative maximum number of contracts: 5 to 10 
nationally 

(b) - The lesser of a range of contracts per health board (5 
contracts or 5% of the total number of contracts in that health 
board area, 10 or 10%, 20 or 20%). 

(c) - Up to 20% of contracts per health board area (reflects current 
maximum position) and up to 10% of contracts nationally. 

(d) - Up to 10% of contracts in each health board area, and any 
contracts above this must be matched by contracts in CEO
designated marginal areas, without marginal area incentives. 

One owner, one contract - new contracts therefore only available to non
contractors. (Only affects the issue of new contracts) 

Where the contractor is a body corporate: majority control by 
pharmacists. 

I 
All contracts awarded subject to quality and service requirements. 

A national body to plan the distribution and delivery of pharmacy 
I services to ensure that services are widely available and distributed in 
I the best possible manner for patients/clients of pharmacy. This would 

include assessing the impact of granting contracts in certain defined 

I 
locations (such as health centres, supermarkets and other areas of high 
economic activity) on consumer choice and to refuse contracts where 

i they consider that this impact wou ld be negative. 
----- - -- --- --~ - _._- ---,---- --1 

Source: Pharmacy Review Group 
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Suggested Rationale for Proposed regulations 

8.7 The first step is to assess the suggested rationale for these proposed 
regulations. Thus, those supporting restrictions on chains argue that 
these would: 

• Protect small individual-owned businesses from competition 
from chains; 

• Ensure that market strength cannot be used to dominate 
particular locations at the expense of smaller or single owner 
pharmacies; 

• Ensure that chains are distributed over less attractive areas 
and that consumer choice is maintained. 

8.8 Those who support the concept that the control and ownership of 
pharmacies should be confined to pharmacists only and' that new 
contracts should be confined to new pharmacists argue that this 
would: 

• Ensure that the owner is directly responsible for service 
.provision to the Regulator; 

• Guarantee pharmacy as a professional activity not driven 
purely by commercial consideration; 

• Ensure public safety by maintaining pharmacy owners as the 
supervisor of their businesses; 

• Ensure that the running of a pharmacy practice requires the 
close personal supervision of professional operations by a 
pharmacist, who if he/she owns the pharmacy will ensure 
that best professional practice is followed; 

• Protect patients against professional malpractice and abuse 
that might arise where there are a small number of dominant 
commercially driven providers. 

8.9 The PSI in their submission puts forward these arguments on the basis 
that 'interests of the patient' are best served by ensuring that the 
practising pharmacist has final authority and responsibility for the 
delivery of that service. The reasons suggested by the PSI are 
highlighted in their submission: 

IndeeD'r 

• "The practice of pharmacy is a healthcare profession as 
opposed to a retail trade. The pharmacist is skilled in the safe 
and effective use of all medicines and exercises this skill to 
enhance public health and welfare; 
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• A proprietor pharmacist will be both professionally and 
directly more accountable to the appropriate regulatory 
au thority for the pharmacy services provided by his or her 
pharmacy; 

• This would protect patients against professional malpractice 
and abuse that might arise where there are a small number of 
dominant commercially driven providers." 

8.10 It is argued that the supervising pharmacist's position is subject to the 
directions of his employer, being the person who holds the contract If 
the inclination of the contractor, be they pharmacist or not, is directed 
more by commercial than professional considerations, the supervising 
pharmacist can do little to oppose this. 

8.11 The PSI Society envisaged that restrictions would provide for a system 
of regulation that would empower the individual practicing 
pharmacist providing the service to have authority over and take 
responsibility for the delivery of the service she I he would provide. 

8.12 The SoCiety in their submission addresses a number of arguments 
against these proposals. 

• Would it result in a poorer pharmacy service being provided 
to patients? 

8.13 The SOCiety believes that the model will ensure that pharmacy service 
provided is more focused on the patient or citizen than on commercial 
considerations. 

• Would it place barriers in the way of achieving greater 
efficiencies in the community pharmacy sector by not 
allowing effective price-based competition between 
pharmacies? 

8.14 The PSI have suggested that, on the issue of reduced pricing, chains of 
pharmacies will not contribute to price reductions as such a large 
percentage of dispensing or prescription practice is covered by 
various schemes. In relation to Over-The-Counter Medicines, it is 
suggested "the Society is not aware that the economies of scale 
enjoyed by these chains already has resulted in significantly cheaper 
OTC medicines for their clients". Detailed price comparisons were not 
however provided by the PSI and selective evidence in other countries 
suggested that discounting has often been introduced by multiples 
and supermarkets. 
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Costs and Benefits of Proposed Regulations 
Pharmacy Ownership 

, ' 

8.15 Although the impacts of specific proposals differ, in assessing the 
regulations it is important to have regard, where possible, to the cost 
and benefits of the restrictions. In the following sections some of the 
likely costs and benefits are analysed. 

Suggested Costs of Regulation 

Restricts Competition 
8.16 All of these proposed ownership regulations would limit competition 

to some degree. The regulations that limit new contracts to new 
contact holders would have a major negative impact on the level of 
competition in the sector. Restrictions on new entrants would 
prevent the further development of chains, prevent the, expansion of 
pharmacy services by supermarkets and also affect the potential for 
other market entrants, Evidence from the UK indicates that 
supermarkets are significant providers of competitive pharmacy 
services. Overall these proposals would have severe negative impacts 
on competition. 

8.17 Experience from other markets and evidence from the pharmacy 
sector in the UK indicate that competition can have a positive, impact 
on service quality. This research will be discussed in detail later. 
Competition also tends to lower prices in the ,non-regulated segment 
of the market. 

8.18 The proposed restrictions would also reduce access to pharmacy 
services. Research discussed in the previous chapter highlighted the 
importance of unhindered market entry in improving access to 
pharmacy services. 

8.19 The proposed restrictions on the number of outlets controlled by 
chains would also have a negative impact on competition but possibly 
not to the same extent as the other proposals .. 

8.20 It is also .important to note that these restrictions would recenforce 
some of the negative consequences of the non-competitive aspects of 
the market. The market is highly regulated in respect of prices. 
Enhanced competition could address some of the negative 
consequences of this leading to a better quality service and more 
competition on prices where possible. 
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8.21 The evidence from other markets clearly indicates that competition 
could improve the quality of service. Unless the view is that 
multiplies provide an inIerior service it is our assessment that these 
proposals would reduce competition and the quality of service for 
consumers. The issue of service quality differences by type of outlet is 
an important issue which we analyse in detail later in this chapter. 

8.22 The proposed restrictions could potentially also prevent existing 
pharmacies from coming together to benefit from shared facilities. 
This would reduce the potential benefits from common stock 
purchasing arrangements, bulk purchasing, sharing of corporate 
services etc. and other aspects of economies of scale. Restrictions that 
hinder the achievement of economies of scale lead to an inefficient 
delivery reflected in higher costs and prices. 

Impact on consumer choice 
8.23 The proposed restrictions by definition could limit consumer choice. 

Consumers may be deprived of accessing a service provided through 
new or expanding outlets. 

8.24 Reducing potential sources of new capital could also reduce 
innovation, and could reduce the number of new entrants and the 
overall benefits of competition. 

Suggested Potential benefits of Regulations 
8.25 The alleged benefits of the proposals were, in part, covered in the 

discussion of the proposed rationale. 

Professional Service Above Commercial Consideration 

8.26 This argument assumes that an independent pharmacist owner would 
place more emphasis on professional considerations. 

8.27 Moreover, as they are directly accountable to the Regulator for the 
conduct of the service, it is suggested they are more likely to lead to a 
patient focused and friendly service which involves a close 
relationship between patient and pharmacist. 

8.28 This arises from the "Pharmacy owner" arguments and the small size 
of these outlets when compared to chains. We have not, however, 
seen any evidence that non-owner supervising pharmacists act in a 
less professional manner than owner pharmacists, but this is 
evaluated in more detail later in this chapter when we consider the 
issue of service quality. 
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The consumer benefits from an improved service 
8.29 It is argued that the regulations supporting a community-based 

service promote a culture of care with better patient care. It is also 
suggested that pharmacy related improvements in health care could 
help to reduce hospital admission rates. We are not, however, 
convinced that restricting competition would have these benefits. 

Contribute to wider Health Care Objectives 
8.30 It is suggested that the regulations ensure that the pharmacy sector 

remains a key part of the countries' primary health care network. As 
health care develops, pharmacists are providing a range of 
health! community care activities. These go beyond the traditional 
role to the management of health care programmes on behalf of 
Government. This role is re-enforced by the government's health care 
strategy. It is argued that this role would be diminished with the 
development of chains. This is considered further in this chapter. 

Equal Access 
8.31 It is argued that regulations on ownership would result in a localised 

network of pharmacists ensuring access to quality community 
pharmacy services. It is suggested that ownership restrictions are key . 
to sustaining these local networks. In the absence of these, it is 
suggested that outlets would dose as chains become dominant and 
reduce the number of ou tlets. 

8.32 It is argued that this is in the interest of consumers as ease of access 
and proximity are key determinants of choice. It is also argued that 
marginal areas are not attractive for large non-pharmacists that would 
locate in large geographical centres. It is suggested that smaller outlets 
that may be dose to such areas could close. 

8.33 We believe the evidence suggests that lower barriers to entry would 
improve access and that the establishment of new outlets does not 
generally lead to the closure of others. The available research suggests 
that access is best achieved by supporting competition. 

Response to Arguments on Restrictions of 
Ownership 

8.34 There are two potential arguments which have been suggested by 
independent pharmacists in support of these proposed regulations, 
which, not surprisingly, have been vigorously challenged by chains. 
These arguments relate to: 

• Quality of service; 

• Potential abuse of market power by chains. 
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8.35 In the following sections we address these arguments. Our 
conclusions are based on an extensive independent examination of the 
available evidence and a rigorous analytical consideration of the 
issues involved. 

Quality of Service 

8.36 The quality of service issue is based on the suggested view that the 
level of service provided by a pharmacy varies by ownership type. 

8.37 It is argued that the delivery of this strategy points to the 
development of the sector in a particular way. In essence, it is argued 
that the type and quality of service offered by pharmacist-owned 
outlets is better than the service offered by chains. First we examine 
the basis for this view and subsequently consider the available 
evidence. It is also important to assess whether, even if service levels 
vary by ownership type, whether this would justify a restriction on 
chains. 

8.38 It is argued by those favoring restrictions that an employed 
pharmacist would be put under undue commercial pressure and that 
the culture/ practices in chains are not in the patients' interests. It is 
also suggested that limiting one contract per pharmacist would make 
it easier for the Regulator to enforce. standards. Finally, it is implied 
that the incentives facing owner-pharmacists versus an employed 
pharmacist are likely to lead to different patterns of behaviour which 
are not in the interest of patients. Of course it could also be argued 
that employed pharmacists do not directly benefit to the same extent 
in financial terms as owner pharmacists and, thereby, would be even 
more independent and for this group the potential conflict between 
commercial and patient interest would be reduced. We do not 
believe, however, that this is an issue and we see no evidence that 
owner pharmacists do not act in a totally professional and ethical 
manner and we therefore discount any suggestion that employed 
pharmacists would necessarily be likely to provide a better service 
than owner pharmacists. 

8.39 We are also not convinced by suggestions that employed pharmacists 
would provide an inferior type of service when compared to owner 
pharmacists. All pharmacists are subject to the same ethical codes and 
standards of practice and we believe that pharmacists in Ireland, like 
other medical care providers, take these obligations and values very 
seriously. We have seen no a priori reason why an employed 
pharmacist or an owner pharmacists would provide a lower quality 
service. Indeed, in a profession which places such a value on the 
provision of a professional service it would seem inappropriate to 
base policy on the grounds that pharmacists in certain situations 
would not meet their ethical codes and standards. 
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8.40 Finally, quality of service is a key element of competition. It is in the 
interests of pharmacists from a competition perspective to provide a 
good quality of service. This applies to chains as it does to 
independents. If the consumers preferred one type of service to 
another this would be reflected in the actual service provided. 

8.41 Experience from the Irish market suggests that there are a variety of 
different ownership types. Table 8.2 outlines information on different 
ownership structures for 1985, 1993 and 2000. These show that the 
pharmacy sector included different types of structures including 
companies, partnerships and sole traders. Both pharmacists and non
pharmacists have a presence in the market under the current 
regulatory framework 

Table 8.2: Details of Ownership Structure 

Nature of Ownership 1985 1993 2000 

-------- ---+------------ --+!-_.-
By companies owned by 
pharmacists 

--- _ .. _- -----
By companies owned by 

I 
775 312 498 I 

- --- -f----- -', 

non-pharmacists 
--.--'--------+--------1----- -+------

58 103 124 

By representatives of 
deceased pharmacists % 11 4 J_____ !--. _____ ; _____ . 

By pharmacists 693 495 318 
~~------ --~--------~---~--- -

By partnerships 28 30 23 

------ , 
Source; PSI __________ . ___ . ______ J 

8.42 The shares of each of the main categories are included in Table 8.3. 
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Table 8.3: Details of Ownership Structure 

Nature of Ownership , 1985 1993 2000 
I 

I· 
By companies owned by , 
pharmacists I 27.4% 43.8% 62.3% 

By companies owned by I 

non-pharmacists I 5.1% 

By representatives of 
deceased pharmacists 4.0% 

._----

By pharmacists 60.9% 43.5% 25.6% 

By partnerships I 25% I 26% 1.8% 
-- '--------------1- ... 

I 
Source: PSI 

-.-------- -----

8.43 This analysis suggests that the Irish market is characterised by 
different ownership structures and both chains and independents 
operate in the market. We have seen no a priori reasons in the Irish 
market why the quality of service provided by chains would be either 
higher or lower. The success of chains would tend to suggest that 
they are providing a service which is in demand from consumers. 

Should Issue of Service Above Minimum Levels 
Required be a Matter for Intervention 

8.44 While we have not identified any convincing a prior reason why one 
could conclude that the level of service provided by fully trained 
professional pharmacists would vary, either positively or negatively, 
depending on whether the pharmacist was an employee or had a 
financial interest in the pharmacy, it is useful to look at whether 
empirical evidence suggests any definitive relationship between 
service quality and ownership. 

8.45 Before we consider the empirical evidence, it is important to raise the 
fundamental question of even if it was established that some aspects 
of services provided by chains were either better or worse than 
independent pharmacies, whether this would justify a restriction on 
the market share of either chains or independent pharmacies. To 
justify such a restriction, we believe, the Review Group should 
identify why other than for health safety reasons it should be 
concerned with the level of service offered in the retail pharmacy 
market and what specific market failure is being addressed. 
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8.46 If there is a health safety issue then this is a different question but if it 
was established that either chains or independent pharmacists were 
not operating to the minimum required standards then this raises 
fundamental questions regarding training and health safety 
monitoring and is not an issue of whether market restrictions on the 
overall size of any form of distribution should be capped. 

8.47 Moreover, if the Review Group were to conclude that chains provide 
an unsafe level of service this raises fundamental questions about the 
right of chains to hold pilarmacy contracts. If this view is accepted 
should current chains be allowed to trade unhindered? The logical 
extension of this argument is that current holders of multiple contracts 
should have their contracts withdrawn. The inverse would apply if.it 
was concluded that owner pharmacists provided an unsafe level of 
service. 

8.48 If however the issue is not that either employee or employer owned 
pharmacists are providing an unsafe level of service but simply that 
one type of outlet is providing a superior service, it is very 
questionable whether any regulatory intervention is appropriate or 
whether the level of service should be left to consumer requirements 
as applies in other markets. 

8.49 For example, some types of pharmacists might open for longer hours 
or might provide a greater level of friendly or personal service or 
might provide more medical related advice or may have a separate 
consultation area or a home delivery service or provide a wider range 
of non prescription services or other different aspects of service. Some 
consumers may value such service aspects while others may prefer 
lower prices or simply not have any requirements for some of these 
services. In most areas of life a range of service providers are 
permitted offering differentiated services at different costs in line with 
consumer requirements. 

8.50 Of particular concern would be any regulations which prevented 
suppliers from providing a lower cost service unless there were health 
safety issues involved which, if such issues arise, would be addressed 
by health regulatory or training requirements and not by arbitrary 
market restrictions. This is particularly important in an area such as 
pharmacy services where cost issues could prevent some low to 
medium income families from accessing the critical services provided 
by the pharmacy sector. In this context, it is important to note that if 
prices are too high some consumers may be forced to, or may decide 
not to secure required services. See Box 8.1. 
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Box S.l Impact of Costs on Demand for Prescription Services 

Market research in the UK shows that 10% of individuals 
who did not cash a prescription which was issued in the last 
six months, did so because they didn't want to pay the 
prescription charge. 

8.51 Any discussion of service levels above minimum needed for health 
safety must therefore in our view, take account of the cost 
implications and the impact on price competition. In this context it is 
noteworthy that the detailed OFT investigation in the UK concluded 
that removing restrictions in the pharmacy sector had distinct benefits 
in terms of cost savings. Also of note is that in the UK, when retail 
price maintenance was ended in May 2001, supermarket pharmacies 
reduced prices for a basket of medicines to levels which were up to 
30% lower than other pharmacies. 

BoxS.2 OfT Findings on Impact of Regulation Versus 
Deregulation. 

"This study finds that there are benefits to deregulation and 
the increased competition in pharmacy markets. Benefits 
can be generated in terms of cost savings both to patients 
paying at source and to health care payers through lower 
retail prices. As well, ease of access to pharmacies located in 
supermarkets or mass merchandisers may potentially reduce 
transaction costs for some consumer although in so doing 
may transform the market characterized by independent 
pharmacy retailers". 

SOl/ree: The Control of Entry Regulations and Retail Pharmacy Services in the 
UK - OFT Report, January 2003. 

",deeo" 
JalJuary 2003 55 



Empirical Evidence 

8.52 Our analysis has suggested that we have found no convincing a priori 
reasons why, in Irish circumstances, given the common training and 
the legislative requirement to have a qualified pharmacist, the level of 
service would necessarily be higher or lower in chains versus 
independent pharmacies. We have also suggested that even if such 
service difference exists, this would not in most circumstances justify 
a cap on the market share to be held by either chains or independent 
pharmacies. It is, however, of interest to consider empirical evidence 
on whether any relationship between service and form of distribution 
outlet exists. 

8.53 For timescale and resource reasons a comprehensive examination of 
all research in all markets of the relationship between service quality, 
costs and distribution outlets is outside the scope of this study. 
lndecon have however undertaken a detailed review of the 
international evidence on service quality. The research shows 
conflicting evidence on the relationship between service quality and 
whether a pharmacy is an independent or a multiple chain. 
Significant differences also appear to exist between countries. 

Research from the United States 
8.54 In the United States, the IPU have presented some research which 

suggested that consumers prefer the service provided by independent 
pharmacies. We have not attempted to undertake a comprehensive 
review to establish whether other US research shows different results 
because of our belief that there are limitations to the applicability of 
the US model for reasons we discuss later. It is however useful to 
highlight the research presented by IPU. According to a submission 
prepared by the IPU, "research in the US has shown that the public 
perceives the independent pharmacies as prOViding a service whereas 
multiples provide a product." For example, a consumer survey 
research conducted by pharmacists in Texas USA. by Bond and RaehI 
(2001) summarised in Table 8.4 suggested that service quality was 
higher in Independents in the US.. This survey also suggested that 
there were differences in the risk of dispensing errors occurring 
between independently owned pharmacies and multiple chains. The 
study suggested that risk to patients suffering a dispensing error for 
multiples was high at 83.1 %, while the risk for independents was 
lower at 56.2%. Moreover, it was suggested that the risk of moderate 
to serious dispensing errors occurring in multiples was 18.1 %, while 
for independents was 4.3%. 
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Table 8.4: US Research - Independent versus Multiple Pharmacies 
- Performance Ranking 

Phannacy Type Perfonnance Ranking J 
Service I Information i Speed I Combined 

_I~n~d~e~pe_n_d_e_n_ffi ___ + __ ~5~ __ !I ___ ~~4~ ______ ~5~ ___ ~ 
Chains 2.6~ 2.9 2.9~_ 

-;::---;::---:---:e::---:--:-:c ----~.- - -1 
Source: Bond and Raehl (2001). _ 

8.55 Other material also related to the United States presented to the recent 
!PU conference by Calvin Anthony suggests that consumers show a 
preference for independently owned pharmacies. In a survey of 15,000 
consumers (Consumer Report, 1999), independents were rated by 
consumers as the best for personal attention, speed of dispensing and 
medication information. Anthony also cited a second survey of 18,000 
households completed by Ortho Biotech (2001) which found that 
independents registered the overall highest level of satisfaction of 
customers 

8.56 In considering the evidence on service quality and distribution outlets 
in the United States, it is important to recognize the differences in the 
pharmacy /health care system in the US compared to Ireland and 
whether the findings are applicable to the issues being considered by 
the Review Group. A part from obvious clifferences in terms of scale 
and training of pharmacists, there is a much more active involvement 
by group insurers, employers and other third party players which 
may influence the cost/service relationship in pharmacies in the 
United States. In this context it is important to note that in the United 
States only a minority of prescription drug expenditure is now paid 
directly by final consumers as out of pocket expenses and a majori ty 
of expenditure is paid for either by private insurers including HMOs 
or by government programmes. 

8.57 It is clear that the nature of the health care system in the United States 
complicates the issue of the service quality versus cost relationship by 
different distribution outlets. For example, in the United States, 
pharmacy benefit managers are active in negotiating very significant 
price discounts with networks of retail pharmacies and this has 
inevitably added to the price sensitivity of pharmacists and may 
impact on service levels. In considering any US experience on service 
levels between different types of retail outlets it is therefore essential 
for the Review Group to clifferentiate between clifferences due to the 
inherent characteristics of chains versus independents and clifferences 
arising from price negotiations between pharmacy benefit managers 
or other features of the very clifferent US health system. 
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8.58 In the United States some aspects of the pharmacy sector are highly 
regulated despite some suggestions that it is an unregulated market. 
Because of the deficiencies in the US health care sector there is heavy 
dependence on pharmacies and significant pressures for cost 
reduction. Regulatiot:tS also vary significant by state. For example, 
Medicard maximum allowable cost rules vary significantly by state 
and states such as illinois have reduced its payments to pharmacists 
for Medicard recipients to average wholesale prices minus 11 % for 
branded drugs and average wholesale prices minus 20% for generics. 
Drug discount card schemes are also common and there are hundreds 
in operation in the market designed to reduce retail prices for 
consumers. These cards can offer discounts of between 20-40 per cent 
for certain categories of consumers. There is also widespread use of 
internet pharmacies and mail order pharmacies and also relevant is 
that independent community pharmacies represent only a small share 
of the US market. 

Research from the UK 
8.59 Because of the radically different health care system in the US, the 

Review Group may conclude that experience from the UK on the issue 
of service quality by different distribution chains may be more 
applicable to Irish circumstances. 

8.60 The Office of Fair Trading in the UK has competed a review of 
pharmacy regulations which examined these issues. In the UK there 
are different ownership structures so research can be based on an 
empirical analysis of actual experience. The research examined two 
issues that are of interest 

• They examined the relationship between competition and 
service quality 

• They examined the type of service provided by different 
ownership types 

8.61 In the case of non-prescription items, pharmacies are able to compete 
both in terms of price and quality of service. Conversely, as the price 
consumers pay for prescription medicines is fixed, pharmacies cannot 
compete on price. Therefore, we would expect pharmacies to compete 
more strongly on other areas that consumers value, such as location 
and service quality following deregulation. 
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8.62 In addition to competing on price, competition between pharmacies is 
based on many elements of service quality, including location, the 
quality of advice offered, opening hours, speed of prescription 
dispensing, quality of shop fixtures and fittings, and the range of 
products stocked. For some of these service aspects, regulations 
specify the minimum service standards to be offered by pharmaCies. 
For the other aspects of service quality, the standard is determined by 
competition. 

8.63 In order to empirically assess this issue an econometric analysis was 
undertaken to quantify the way non-price indicators vary with local 
competitive pressures in the UK. 

8.64 Evidence from the consumer survey conducted for the study reveals 
that consumers value some non-price aspects provided by pharmacies 
higher then others. Table 8.5 presents the findings of the survey, 
showing the importance consumers attach to various aspects of non
price competition. The data clearly reveals that the most important 
factors for consumers are location and convenience. It is assumed that 
the pharmacy market in Ireland would have similar characteristics. 

Table 8.5: Reasons cited by Consumers for choice of Pharmacy Outlet 

Reason ! Iyo of Respondents 

~:-avli-e~en-c-e/H-a-n-d-Y-/-Qui:er~-- - --1-----:-:----- -
Pleasant/Help_ftI_I/_Kn_~wledgeable Staff .. _ ~,__ _ __~8 _____ _ 

Good/Reliable Service 4 

No choice 

Surgery lodges prescription there 

Habit 

-Know staff / -;;"ork there -

Total 

Source: OFf (2003, p.39) 
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100 
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8.65 In view of the importance of consumer requirements and choices we 
further examined the detailed survey results for specific types of 
outlets. 11tis is presented in Table 8.6. What is particularly 
noteworthy from the findings from the consumer research is that 
independent pharmacies rate higher than multiples or supermarkets 
in the reasons for the choice of chemists on the criteria of locality. 
However, some multiples such as Boots rate much higher in the 
reasons for the choice of chemist on the criteria of good reliable 
service than the average rating for independents. (As measured by % 
of customer rating this factor as the reason for their choice of chemist.) 
They also rate higher on the convenience handy/quicker criteria. The 
results interestingly also show that there are marked differences 
within the multiples with Lloyds having only the same good reliable 
service rating as independents while Boots had a much higher rating. 
It is also likely that significant differences could exist in ratings for 
individual independents. 

Table 8.6: Reasons for Choice of Chemist in UK 

Boots Lloyds In Attached Independent 
Supermarket to Surgery 

Locality 42 60 54 49 61 

Convenience/ 36 12 51 55 26 
handy/quicker 

Pleasant! 3 7 6 2 8 
helpful/ 
knowledgeable 
staff 

Good reliable 9 4 5 3 4 
service 

SOl/ree Survey of 1431 households 2002 

8.66 As non-price competition covers a wide range of variables, in order to 
empirically assess the relationship between non-price competition and 
local competitive pressure, the OFT Study identified three key aspects 
of non-price competition. These included: 

• the existence of a consultation area in the pharmacy; 

• whether the pharmacy offered a collection and/ or delivery service 
for prescriptions; 

• and the number of hours the pharmacy was open on different 
days of the week. 
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8.67 These indicators were chosen because they are important to 
consumers and are easily quantifiable. They do not represent a 
complete meaSure of service quality but are useful. 

8.68 Table 8.7 below presents data showing the number of supermarket, 
independent and multiple pharmacies that have a consultation area. 
Overall, half of all pharmacies have a private consultation area. Over 
60 per cent of both supermarkets and independents have a 
consultation area, but the percentage of multiples that have a 
consultation area is lower, at about 32 per cent. 

Table 8.7: Proportion of Pharmacies with Consultation Area 

Pharmacy Type 

Independents 

Multiples 
--c-

Supermarkets 

Total 

Source: Off (2003, p. 41) 

% with Consultation Area 

62 

32 

67 

52 

8.69 Information on the number of pharmacies that provide a home 
delivery service, classified by type of pharmacy, is presented in Table 
8.8. From this data, it is worth noting that many of the independent 
and multiple pharmacies and all supermarkets surveyed with home 
delivery only make this service available to patients in need. 

Table 8.8: Proportion of pharmacies offering a Home Delivery Service 

Pharmacy Type 

Independents 

Multiples 

% to patients in need only I % to all patients 

·-r 
I 

--~---~---Su permarkets 
--- ---_. -'-__ _ 
Total 

, --r----.-

----
Source: Off (2003, p.42) 
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8.70 With regard to opening hours, the study found that the number of 
opening hours per week varies between types of pharmacy, as shown 
in Table 8.9 below. Supermarkets rated highest on this aspect of 
service while multiples had the second largest opening hours and 
independents the most restricted opening hours. 

Table 8.9: Average number of Opening Hours per week, classified 
by type of pharmacy outlet 

Pharmacy Outlet Type 

Average number of Opening 
Hours per week 

------------~--
Independents 49 

Multiples 54 
-~--

Supermarkets 79 
-------

Source: OFf (2003, p. 42) 

8.71 The results of this analysis reveal interesting differences between 
independent, multiple and supermarket pharmacies, showing that 
different types of pharmacies are relatively strong on different aspects 
of non-price competition. Multiples are weak as regards providing 
private consultation areas, but strong on home delivery. Independents 
are strong on provision of private consultation areas and home 
delivery, but are weak on opening hours. Finally, supermarket 
pharmacies are strong on consultation areas and opening hours. 

8.72 Econometric analysis was undertaken to investigate the empirical 
relationship between quality of service indicators and measures of 
local competition. In other words they tried to establish whether 
there was a systematic statistical relationship between some aspects of 
quality and some measures of local competition. Overall they 
concluded the quality of service - as measured by these indicators -
was higher where there was local competition. 

8.73 In particular, the OFT research on the links between the quality of 
service and local competition found the following: 

h,decoJJ 

• "Pharmacies are more likely to open before 9am if they face a 
higher number of pharmacies per GP in their locality, or if they are 
the closest pharmacy to a GP, 

• Pharmacies are more likely to provide a private consultation area 
if there are more supermarket pharmacies in the area, and 

• Pharmacies were less likely to offer home delivery if there was not 
another pharmacy within Skm." 
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8.74 On the basis of this information, OFT concluded that more pharmacies 
will result in a higher quality of service. They considered the likely 
effect of entry deregulation on non-price aspects of competition and 
explored the question of whether increased competition will improve 
or worsen the quality of service offered by community pharmacists. 
The evidence presented in the study shows that deregulation is not 
likely to result in reductions in service, but rather that increasing 
competition is likely to improve aspects of service quality, particularly 
opening hours. 

8.75 The OFT analysis suggested that consumers could benefit by: 

• Increasing the availability of stores providing a high quality of 
service, and 

• Increasing the level of competition on non-price aspects of service. 

8.76 In addition to the potential benefits for quality of service arising from 
increased competition, it was argued that price competition where 
possible could result from a deregulated market. 

8.77 For certain aspects of service, UK consumer research suggests that 
there may not be marked differences between different types of 
outlets. For example, detailed research on whether consumers sought 
pharmacist consultation in relation to over the counter sleeping aids 
suggests that in most cases consumers did not obtain pharmacist 
consultation. 

Table 8.10: Issue of Pharmacist Consultation on Over the Counter 
Sleep Aids by Distribution Outlet 

Supermarkets Chain Independent 

Pharmacist Yes 90% 91% 95% 
Consultation No 10% 9% 5% 

Phelan, M., Akram, C" Lewis, M .. ,Blenkinsopp"A., MiUson, D., Croft, P. 

A Community Pharmacy - based on survey of users of over the counter sleep 
aids. The Pharmaceutical Journal (Vol. 269) August 2002. 
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8.78 In considering the issue of service levels it is clear that different types 
of pharmacies in the UK are rated better by consumers on different 
aspects of service. Also of significance is the fact that different 
categories (such as multiples) are not uniform in the level of service 
provided and common sense would suggest the same applies to 
independents. Also of critical importance is the issue of costs and 
prices to consumers. Even those who accept the very important role 
of community pharmacists in terms of accessibility, some recognise 
the fact that some forms of outlets may provide many items at a lower 
cost. (See Box 8.3). 

Box 8.3 Issue of Relationship Between Cost and Quality and 
Alternative Distribution Outlets 

"We must also recognise that there is cost competition between 
pharmacies, with the supermarkets and chain pharmacies selling 
many items at a lower cost than the small local pharmacy. That is 
what the public expects and demands, though we should also 
recognise that many of these pharmacies also provide a highly 
professional service including counselling and a range of 
supplementary services as well as convenience for the grocery 
shopper ...... 

One of community pharmacy's major strengths is good local 
public access and accessibility, as indeed it is with general 
medical practice" . 

Source: Extracts from Furber, T., The Pharmaceutical Journal Vol. 266 
(March 2001). 

8.79 Finally, the UK evidence shows that chains or supermarkets may 
provide a different type of service and some are stronger on certain 
aspects of service and weaker on others. Consumers that have a 
preference for a particular type of store may choose independents 
instead of chains while others may wish to use other distribution 
outlets. 
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Conclusions on Quality of Service Arguments 

8.80 It is our view that there is no a priori evidence in Irish circumstances 
to suggest that the quality of service is necessarily better or worse 
between ownership types. Indeed, changes in market structure and 
the success of chains suggests that they are providing a service that is 
sought after by customers. 

8.81 Selective evidence from the US suggests that the quality of service 
provided by chains in the US market context could be a cause for 
concern. The quality standards as proposed by others regulations 
should guard against this potential outcome. This is, however, related 
to a very different health care system in the US. 

8.82 The evidence for the UK, which may be more applicable to Ireland, 
suggests the quality of service varies by ownership type but chains are 
superior on some aspects of services while independents are superior 
on other aspects of service. There are also differences within these 
categories. The evidence from the UK also suggests that competition 
can lead to an· improvement in service and has a positive effect on 
prices. 

8.83 Based on the evidence the best approach would seem to be a 
competitive market with limited barriers of entry and minimum 
standards of service quality which would be monitored. 

Potential Abuse of Market Power of Chains 
8.84 Another argument on the issue of ownership restrictions and the role 

of chains in the pharmacy market is that chains could, in theory, 
become too dominant, "take-over" the market and reduce consumer 
choice. There are several related concerns according to this view: 

• Without-regulations it would be more difficult for first time 
pharmacists to enter the market; 

• This could lead to excessive concentration and abuse of 
market power. This could ultimately reduce competition and 
the benefits that flow from lower barriers to entry. Consumer 
choice would also be eroded. 

8.85 The experience of Norway is often cited as an example where 
deregulation has led to market dominance by a number of multiples. 
According to data made available by the IPU 3 chains in Norway have 
307 outlets which equate to about 65 % of the market. Only 65 
pharmacies are fully owned by pharmacies and that a further 133 are 
partly owned by chains, pharmacists or other individuals. To explore 
these concerns further it is useful to consider the trends in market 
concentration and ownership in the Irish market. 
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8.86 According to the PSI, in 1998, the largest pharmacy chain controlled 
19 pharmacies. In December 2001, the largest chain controlled 30 
pharmacies, 2 controlled between 20 and 29 pharmacies each, 6 
controlled between 10 and 19 pharmacies each while a further 5 
controlled between 5 and 9 each. Table 8.11 shows the current position 
in respect of chains in Ireland. Now the largest chain controls over 50 
pharmacies, there are 2 chains with between 21 and 30, 5 controls 
between 10 and 19 while 8 controls between 5 and 9 each. Trends 
clearly indicate that the chains are becoming more significant in the 
provision of pharmacy services in Ireland. 

Table 8.11: Review of Pharmacy Groups in Ireland 

Group Category (Corresponding to 
Number of Pharmacies) 

2 

3 

4 

5 

Number of Groups 

31 

19 

2 

1 
-f------------ -.-

6 2 

7 2 

8 2 

9 
.~---~-

1 
------

10-19 5 

21-30 2 

31-55 __ L 1 
-

Source: PSI 

8.87 It is also useful to examine the ownership characteristics of new 
contracts. For the period July 1996 to July 2001 there were 42 new 
pharmacies notified to the PSI. According to the PSI 67% of these 
were owned by existing pharmacy owners. The PSI has undertaken 
an analysis of openings since the 1996 Regulations were revoked. 
Between February 1" 2002 and November 27th 2002 there have been 32 
new pharmacies and according to the PSI 66% are owned by existing 
pharmacy owners. 
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Table 8.12: Review of New Pharmacy Openings for the period 1st 
February 2002 to 27th November 2002 

I 
Number Existing First Time 

Pharmacy Pharmacy 
Owners Owners 

New pharmacies I 22 14 8 
notified and 
operational : 

--

----------------1--------------------- --- ---
New Pharmacies 11 7 3 
notified but not 

I yet operational 

TOTAL I 
__ L._ 32 21 11 

Source: PSI 

8.88 It is interesting to note that this total of new opening during this brief 
unregulated period is very high when compared to the overall level of 
openings during the period from July 1996. 

8.89 It is also necessary to examine trends in transfers. For the period July 
1996 to July 2001, of the pharmacies transferred 51 % were to those 
acquiring their first pharmacy_ Since the 1996 Regulations were 
revoked 33 pharmacies were either transferred or being transferred 
and 33 % were to pharmacists acquiring their first pharmacy. This 
would indicate, not surprisingly, that first time pharmacists are not as 
successful as existing owners acquiring businesses but that some first 
time pharmacists did acquire new businesses_ 

Table 8.13: Review of Pharmacy Transfers for the period 1st 
February 2002 to 27th November 2002 

__ _____ _ ___ 1_ 

Transfer of I 
Pharmacies notified 

_ an~ complete~___i __ 

Transfer of 

Number Existing First Time 
Pharmacy Pharmacy 
Owners Owners 

26"---r--19- -t - -7-

I , 
I 

7 3 
-I ----4---

, 

Pha rmacies notified I 

~_~_:;_~:_ing =- _ --L- ~ 33 ~-~ _ L_ 22 ----=-1-=_ 1~ 
Source: PSI 
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8.90 The evidence in recent years indicates that chains are increasing their 
market share. Notwithstanding these trends, the question for policy 
makers is whether the composition of the sector in terms of multiple 
owners versus single owners is an issue for regulatory intervention. 

S. 91 It is argued that expanding chains could lead to a reduction in the 
actual number of outlets reducing consumer choice and competition. 
U this were to happen this would not be in the interests of consumers. 
It is also suggested that chains could dominate the market and that the 
assumed consumer preferences for an independent service would not 
be delivered. Related to this is the view that they would abuse their 
market position. 

Likely Behaviour of Chains 

8.92 How likely is it that expanding chains would reduce the number of 
outlets? The validity of this view rests on the likely behaviour of 
chains in the marketplace. Chains can expand in two ways: they can 
buy existing premises or open new outlets. Under the 1996 
Regulations buying outlets was the easiest way given the restrictions 
that were in place. Without these restrictions establishing a new 
premises should be easier thereby reducing the need to buy. On 
balance it is likely that multiplies would expand by both establishing 
new outlets, where appropriate sites are available, and by opening 
existing premises rather than relying exclusively on buying 
pharmacies. 

8.93 UK researchers examined the argument that new entrants and chains 
would push outlets out of the market and that larger outlets may push 
out more than one outlet and particularly smaller outlets. It examined 
the impact of exit and entries in the UK market. This research 
analysed aU entries and exits in the UK over the period 1997-2001. In 
most cases it was found that a new entry did not lead to an exit from 
the market. In a minority of cases it was found that a new store over 
time displaced an old store. The clear evidence was that entrants 
increased the number of outlets operating in the market. This is 
positive for access and also positive for competition in the sector. 

8.94 They concluded that there were a number of factors that would limit 
the reduction in the number of outlets. Consumers express a high 
preference for a local pharmacy. Accordingly, it is unlikely that they 
would switch from local pharmacies to larger outlets in large towns. 
In addition, repeat prescription business is an important part of a 
pharmacy business. This would reduce the likelihood of switching. 
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8.95 It should be noted that outlets are displaced in a market if there are 
not meeting customers expectations. Exists from a sector are part of a 
process whereby consumer welfare is improved by replacing poorer 
inefficient providers with a better quality service. 

8.96 Our judgment is that the expansion of chains has positive results for 
competition and access. It is unlikely to lead to a significant reduction 
in the number of outlets or a reduction in consumer choice. A similar 
conclusion was derived by the UK Office of Fair Trading following an 
exhaustive review of this issue (see Box 8.4). 

Box 8.4 UK Off Conclusion on Regulations and Number of 
Pharmacies 

"Without entry controls we would expect to see more firms 
entering the market over time and offering a wider range of 
services and opening times. Over time, we would also expect 
some existing pharmacies to exit the market, as happens in any 
competitive market. However, we would not expect to see 
substantial net exit of pharmacies. Analysis of recent pharmacy 
entries and exits, and common sense support the view that entry 
into a given area tends to increase the total number of outlets in 
that area.# 

Source:: The Control of Entry Regulations and Retail Pharmacy Services in the 
UK, January 2003. 

Market Position of Chains 
8.97 The next issue relates to the likelihood of chains becoming so 

dominant that consumers would not have access to an independent 
pharmacy and that they might abuse their market power. 

8.98 For there to be an abuse of market power it is necessary first that the 
chains would have market power. The potential for any pharmacist 
whether an independent or a chain to have market power would be 
significantly influenced by the barriers to entry. Under the 1996 
regulations given the difficulty of accessing a new contact, barriers to 
entry existed in the sector. However, this is much less significant now 
since a new entrant into the local market faces lower barriers to entry. 

8.99 Fears about the growth in chains which motivate some of these 
propose regulations are concerned with the dominance of a type of 
outlet rather dominance by a specific firm. This is an important 
distinction as competition law is based on the dominance of a firm in a 
market and the possibility that this may this rise to an abuse of this 
dominant position. In this section we examine the dominance of 
chains and specific finns. 
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8.100 Market dominance is measured in a number of different ways. One of 
the key indicators is estimated market share. Table 8.14 presents data 
on the distribution of firms in the sector according to the number of 
stores in each chain. 

Table 8.14: Number of Pharmacy Chains by Size 

Number of Stores per Chain Number of Chains 

50 1 

26 1 
.- - --

22 1 
---- -

15 1 

13 1 
--- --- _. --

12 2 

11 1 
------ •.•. _._------ ----""- .-

9 1 

8 2 
---- - ._--- . --. 

7 2 

6 2 

5 1 

4 2 

3 19 

2 31 

1 906 

8.101 It is more instructive to present this data in terms of shares of the total 
market. We know from the PSI data that there are 1,250 pharmacy 
outlets. Table 8.15 shows the percentage share of the market held by 
these firms. This indicates that one firm controls 4 % of the total 
market, 2 firms control 6.1 % of the market and 50 on. The data 
indicate that 5 firms control 10 % of the market, 11 control 15 % and a 
total of 18 firms with a minimum number of 4 outlets control 18 % of 
the market. Overall firms with at least 2 firms control 27.5 % of the 
market and that there are 68 firms in this category. Overall over 70 % 
of the market is controlled by independent pharmacy operations. 
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Table 8.15: Number of Stores Controlled by Chains 

Total Number of Stores Controlled in 
Number of Firms Descending Order 

1 4.0% 

2 6.1% 

3 7.8% 

4 9.0% 
-

5 10.1% 

7 12.0% 
--~ 

8 12.9% 

9 13.6% 
-r-- -- ------~--

11 14.9% 

13 16.0% 

15 17.0% 

16 17.4% 

18 18.0% 

37 22.6% 

68 27.5% 

974 100.0% 
----, 

Source: PSI 

8.102 The conclusions of this analysis are clear: chains represent a small 
share of the national market. Moreover, there are a number of chains 
that are competing against each other and against independents. 

8.103 It is important to all to note the market share of chains in value terms 
would be higher than indicated by the figures above although perhaps 
not by a significant amount. 

8.104 Table 8.16 set out estimates of the number of chains owned by specific 
firrns in the sector. These data are taken from a Study by the 
Competition Authority and relate to period from end-December 2000 
to June 2001. Accordingly, they are different to the data presented 
earlier. 
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Table 8.16: Number of Stores Owned by the Principal Chains in 
Ireland 

Unicare/ Gehe 52 
- -

Boots pic 28 

McSweeney Group 22 
_.-

McCabe Group 12 

Walsh Group 12 
- - ---
Phelan Group 11 

McCauley Group 9 
- --

Hickey Group 7 
-- -- - --

Source: Competition Authority 

8.105 Data are also available on the percentage of the total retail market 
controlled by these firms based on an analysis undertaken by the 
Competition Authority at the beginning of 2002. As the data show the 
percentage of the number of retail outlets market controlled by the 
largest firm is estimated to be 4%. Moreover, there are a large of 
number of chains which have a small portion of the total market. At a 
national level there is no evidence to suggest that the market is overly 
concentrated amongst a few dominant players; the market is well 
represented by a number of chains and a large number of 
independents_ 

Table 8.17: Share of the Retail Market by the Principal Chains in 
Ireland 

Unicare/ Gehe 

Boots pic 

McSweeney Group 
--------

McCabe Group 

Walsh Group 

Phelan Group 
-~-----

McCauley Group 

Hickey Group 

Source: Competition Authority 
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4.3 

2.3 

1.8 
------

1 

1 T---- 0.9 
------,- -, ---

0.7 

0.6 
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8.106 It could be argued that policy has a role in ensuring that none of these 
firms becomes too dominant or abuse market power. This is certainly 
the case and is part of the mandate of the Competition Authority. 
However, none of the proposed regulations purport to limit the 
expansions plans of a firm; rather the policy would limit the growth of 
particular types of firms namely chains. 

8.107 The OFT recently examined the market structure and concentration 
ratios for the UK Pharmacy market. Table 8.18 below presents the 
number of outlets and market share of various chains in the UK. 

Table 8.18: Contractor Pharmacies in the UK, Number of Outlets and 
Market Shares 

Pharmacy Number of Outlets Share of Total 
Outlets (%) 

-
Lloydspharmacy 1,321 10.9 

--------- ---- I--- --- -- -
Boots the Chemist 1,268 

Moss Pharmacy 
, 

773 
--- t- ---

L Rowland & Co. 300 

National Co-operative I 290 
Chemists I -----
Superdrug 228 

Tesco 210 

Cohens Chemist Group 107 
-~----!------- - ~ 

I 107 

------

10.5 

6.4 

2.5 

2.4 

1.9 

1.7 

0.9 

0.9 

-- - -

I -------------+---~~----~----~----Safeway 

Sainsbury's 

105 0.9 - --- -1-
Others __________ ~_ 

- - --

-~ 
----

80 0.6 

7,335 60.4 

, 

Asda 

Total ------ I ---
12,124 100.0 

----~I--------r---------

Source: Off (2003) 

8.108 The data presented above shows that the national market is 
characterised by low market concentration. Furthermore, the 
fragmented structure of the market is also shown by the market share 
of 'Others', which accounts for 60.4% of the market, but is comprised 
of firms with market shares of 0.6% or below. 
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8.109 The research shows that there has been a substantial change in the 
structure of the market over the past decade. Since 1990, the 
proportion of pharmacies that are part of a chain of five or more 
outlets has risen to from a third to a half. TItis trend is exemplified by 
Superdrug Ltd., which did not have any outlets ten years ago, but has 
grown its chain of NHS contractor pharmacies to include about 230 
outlets today. Another significant change in the market structure over 
the past decade has been the emergence of 'supermarket pharmacies' , 
which number some 450 in the UK. 

8.110 TItis above analysis implicitly assumes that the market is national. It 
is, however, necessary to take account of geographic market 
definitions. 

8.111 The Irish Competition Authority examined many of these issues in a 
recent decision in relation the Gehe case, particularly in relation to the 
definition of the market. The Competition Authority concluded that 
the "demand from Pharmacy customers tends to be local in nature as 
customers are not generally willing to travel long distances to obtain 
prescription and OTC medicines .... A number of factors influence 
consumer's choice including location". The Competition Authority 
further state that "Customers with chronic conditions are likely to 
choose a pharmacy in a location which is convenient for their lifestyle: 
for example, a pharmacy located near to their preferred supermarket." 
Thus, the market for retail pharmacy is local in nature. 

8.112 The exact catchment area for a market thus depends on the particular 
circumstances. For example, in higher income areas people tend to use 
cars and travel further to avail of services. In lower income areas most 
prescriptions are purchased in the local pharmacy according to the 
Competition Authority. 

8.113 Defining the market in this way gives rise to a different set of 
concerns, namely would the increasing dominance of chains, if this 
occurs, reduce competition in local markets. The first question to 
address is the current location of chains. Table 8.19 is taken from 
work prepared by the Competition Authority on the location of 
outlets in-the principal chains. As the table shows Unicare is focused 
on the Dublin market. Boots the second largest chain are located 
throughout the State as is the third largest group, McSweeney. Two of 
the other largest Groups, Phelan and Walsh, are located in the Cork 
Region. 
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8.114 

Table 8.19: Geographical Spread of Principal Chains in Ireland 

Chain 

Unicare 

Boots pIc 

McSweeney 
Group 

GEHE 
Group 

Number i Description 
of outlets ' 

30 

28 

22 

22 

i 25 outlets are in Greater Dublin area. 
i 

Boots stores are located primarily in large shopping 
centres and busy high streets. These are located 

I throughout the State. 

i These are located throughout the State. 

! These are located throughout the State. 10 of its 
: outlets are located in the Dublin area and 6 are in 
! Limerick 

_~~_;,_a:e _-+I_----,1-::-2_--.I-::Th:::-e_se_ar_e_c_o_n_centrated in Dublin. 

~r~~~ I 12 : These are concentrated in the Cork region 

____ _ __ ~ ______ "."---L-__ _~ ___ . _____________ _ 

Phelan 11 i These are concentrated are in the Cork region. 
Group , 

McCaulry 
Group 

9 ! These are concentrated in Cork and the south east of 
i the State. 

,"'- 7- --l- These are concentrated in north Dubun. .. --. ------ - . Hickey 
Group ___ I ___ : 
Source: Competition Authority 

The figures in table 8.19 show that chains are well diversified in a 
geographical sense. The current chains are not overly dominant in 
a particular part of the country. This was confirmed by the 
Competition Authority examination of two local markets in its 
recent study. It considered markets in Killester and 
Blanchardstown in Dublin where the takeover of Unicare could 
reduce competition in these local markets. These where the two 
locations where a Gehe and Unicare pharmacy were located close 
to one another. The analysis of the Blanchardstown market 
suggested that there were seven pharmacies within a one-mile 
radius of the Gehe and Unicare pharmacies. These included two 
Boots pharmacy and three independents. Accordingly, the merger 
would reduce the number of owners from 6 to 5. This would still 
facilitate competition, where possible in the regulated market. For 
Killester they found that there were 12 pharmacies other than 
Gehe and Unicare in the area. This could still facilitate 
competition despite the consolidation. 
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8.115 

8.116 

8.117 

This analysis suggests that concerns about chains taking over the 
market seem exaggerated. The market is well diversified with a 
large number of chains present in the market but where the most 
dominant has no more than 4 % of the market. Moreover, there 
are a large number of independents. In local markets there are a 
number of different players and significant consolidation would 
have to take place before concerns about competition would arise. 

Our belief that blanket restrictions on the growth of chains is not 
desirable should not be misinterpreted as suggesting that all 
expansions or all mergers in the sector would be appropriate. We 
believe, however, that this should be addressed on a case-by-case 
basis by the Competition Authority as is practice in numerous 
other sectors. We would be strongly against any proposed 
mergers if they resulted in a Significant loss of competition on 
either the retail or wholesale pharmacy sectors. Mergers should, 
therefore, be subject to appropriate rigorous investigation by the 
Irish Competition Authority. Some mergers or expansions may be 
pro competitive while others may be inappropriate. For example, 
the Competition Commission in the UK investigated the proposed 
UniChem JUoyds merger and found that as regards retailing, any 
small loss of competition from this merger would have been 
outweighed by some improvements in standards of service. 
However, in the wholesale market, the Competition Commission 
concluded that the merger would be against the public interest 
because of the expected adverse effects arising from this loss of 
competition in wholesaling. 

Based on a comprehensive analysis of the evidence in Ireland and 
internationally and of the arguments put forward, we do not 
believe that there is sufficient justification for the proposed 
regulation that all new contracts should be made available only to 
non-contract holders. This proposal would introduce significant 
barriers to entry into the market with significant implications for 
competition and service quality. Low barriers to entry enhance 
competition which according to the available evidence shows is 
positive for service quality. Our key conclusions are presented in 
table 8.20. 
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Table 8.20: Summary of Key Conclusion on Proposed Ownership 
Regulations 

We see no reason that employed pharmacists or multi-owned would 
lead to poorer quality service than owner pharmacists as all 
pharmacists are subject to the same ethical codes and standards of 
practice. 

There is no comprehensive evidence from the Irish market or 
internationally that the quality of service proVided by chains is lower 
and while some chains may rate lower on some aspects of services, 
chains can also score higher on other aspects of services. 

Even if there were differences in service levels between types of 
outlets, this would not justify a restriction on market share unless 
minimum health safety levels were in question. U this argument 
were accepted, this would raise questions about the current position 
of chains and their right to hold contracts on behalf of the 
Government. 

This analysis suggests that concerns about chains taking over the 
market may be overstated. The market is well diversified with a 
number of chains present in the market but where the largest has no 
more than 4 % of the market. 

From a competition perspective the local market in the pharmacy 
sector is the basis for the analysis and competition at a local level 
does not seem to be dominated by any firm. This is an issue which 
should be monitored by the Competition Authority. 

Source: lndecon 

8.118 Proposals to restrict the growth of chains are sometimes justified by 
arguments concerning the quality of service provided by chains and 
market dominance issues. Based on our review of evidence from 
Ireland, the UK and the US we do not accept the quality of service 
arguments. Chains may in some cases provide a different service that 
appeals to different market segments. Concerns about minimum 
quality standards can be addressed through appropriate regulations. 
Specifically, concerns that the pharmacy sector in Ireland will follow 
the US model can be addressed by enhanced regulations of minimum 
standards of service quality. 

8.119 Regarding dominance arguments there are a large number of players 
in the market and the largest firm has no more that 4 % of the market. 
In most markets there is a choice of a chain or an independent. 
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8.120 There are legitimate concerns about potential dominance of a specific 
firm in a local market. If any company whether part of a chain or 
independent expands in a manner that could threaten competition in 
local markets this would be a matter for the Competition Authority. 
However, dominance arguments do not provide a basis for capping 
the size of chains at health board level as proposed by these 
regulations. 

8.121 Table 8.21 outlines our assessment that introducing ownership 
restrictions would be negative for each of the key outcomes although 
the negative implications of the proposed cap on the size of chains 
may not be as great as the other proposals. This conclusion is based 
on empirical evidence from the Irish market, international research 
and evidence from the operation of other markets. 

Table 8.21: Overall Impact of Ownership Restrictions on Key 
Outcomes 

Positive I Negative I Neutral 

Quality of Service X I --- -- -- . 
Prices X 

, 

i _. 
~--

I 
Exchequer X 
Implications 

Accessibility X l---·· .-=----
--------_. ~ ~ --

Source: Indecon 

8.122 We understand the Review Group are also considering the 
introduction of a national body to plan the distribution and delivery 
of pharmacy services to ensure that services are widely available and 
distributed in the best possible manner for patients/clients of 
pharmacy. It is suggested that this body would assess the impact of 
granting contracts in certain defined locations (such as health centres, 
supermarkets and other areas of high economic activity) on consumer 
choice and to refuse contracts where they consider that this impact 
would be negative. 
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8.123 We do not believe that a national body has the capacity to plan the 
distribution of pharmacy services. In the first instance the location of 
pharmacy services will be decided by consumer requirements. Of 
course, there are policy instruments available that could help to 
encourage the widest coverage of services and we believe that these 
instruments should be used where needed. We are unclear as to the 
proposed body's role in assessing the impact of granting contracts and 
we would be concerned about any potential for this body where to 
refuse contracts if this would have a negative impact on competition. 
This seems like to a return to the philosophy that underpinned the 
1996 regulations. The only grounds for refusing a contract would be if 
it could be showed that the applicant did not fulfill the necessary 
conditions to be a supervising pharmacist. 

8.124 We full agree that all contracts awarded should be subject to quality 
and service requirements. We believe that there is a role for the 
Department of Health in monitoring market developments and 
service levels. On-going assessments of quality through a monitoring 
system would ensure the type of service that the Department is trying 
to achieve without imposing potentially costly market restrictions. As 
is indicated below, the detailed analysis presented in this section 
would not support the set of proposals reviewed which would restrict 
ownership and entry into the pharmacy sector. 

Table 8.22: Recommendations on Proposed Ownership 
Regulations 

Apart from proposal to assess market trends and monitor service 
quality, we do not recommend the adoption of any of the proposed 
regulations to restrict ownership. 

Source: lndecon 
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9 Review of Proposals on Auxiliary Services 
and the Impact of the Derogation 

Introduction 

9.1 The next set of regulations provide for auxiliary contracts, where 
incentivised contracts are not taken up. The intention is that some 
form of pharmacy service can be provided in areas with an identified 
need but where, for instance, there may be no GP, or the population 
may be too small or too dispersed to sustain a full-time pharmacy 
service, with or without incentives. These are included in Table 9.1. 

Table 9.1: Regulations on Auxiliary Contracts 

Where a full-time incentivised contract is not feasible (i.e. no 
incentivised contract is taken up within a reasonable period), an 
auxiliary pharmacy contract may be made available to fulfill the area's 
needs. An auxiliary contractor will provide pharmacy services by a 
qualified supervising pharmacist from a designated fixed premises, in 

I 
accordance with the usual regulatory and contractual requirements, at 
defined times only. Health Boards shall review the quality of the 
pharmacy services delivered from auxiliary services on a regular basis 
but at least every 2 years. Quality reviews shall be carried out with 
reference to the Pharmaceutical Society of Ireland and its statutory role 

I in the assurance of professional practice standards. 

I 
Health boards shall review auxiliary pharmacy contracts on a regular 
basis (at least every five years) to determine if they can be replaced with 

I a full-time, continuous and permanent pharmacy service. Where the 

I 
health board receives an application to provide a full-time, continuous 
and permanent pharmacy service to replace the auxiliary service, it shall 

__ ~conduct the review at that time. 

Source: Pharmacy Review Group 

9.2 We do not have any difficulty with the provision of so-called auxiliary 
contracts. This seems to be in essence a part-time contract where a 
service has to be provided at a certain or defined time only. Thls 
seems reasonable. As discussed in relation to the incentivised 
contracts, it is suggested that in the first instance a full-time contract 
should be established. There could be merits in allowing individuals 
to propose either full-time or part-time services. 
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9.3 Based on analysis of the market, Table 9.2 outlines our assessment that 
flexible contracts would be positive for accessibility of the key 
outcomes. 

Table 9.2: Overall Impact on Key Outcomes 

Positive Negative Neutral 

Quality of Service X 
~ 

Prices X 

Exchequer X 
Imp lica tions 

.~--

Accessibility X 

Source: Indeeon -, 

9.4 As outlined below, we support the introduction, where appropriate, 
of auxiliary contracts as we believe these could provide services in 
areas where no service would otherwise be available and that this 
proposal would not damage competition or consumer interests. 

Table 9.3: Preliminary Recommendations on Auxiliary Contracts 

I 

We would support the introduction of flexible part-time or full-time 
contracts. 

Sou rce: Indeeon 

EU Derogation 

9.5 Finally, we examine policy options in relation to the EU derogation. 

,,,deeD" 

The background and complexity of the EU derogation was discussed 
in detail in a working paper prepared by the Pharmacy Review 
Group. The focus of our assessment is on: 

• the impact of changes to the derogation on pharmacy services 
in Ireland; 

• the implications of the derogation on equity of treatment for 
graduates from Ireland and other European countries. 
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Suggested Costs/Benefits of Removing 
Derogation 

9.6 The effect of the derogation is that pharmacists graduating from 
institutes outside of Ireland are not entitled to act as an authorised 
person in respect of a pharmacy that has been in operation for less 
than three years. In other words they cannot operate or manage a 
pharmacist that is less than three years old. They can establish a 
pharmacist as a corporate body but another pharmacist must operate 
it for three years. Inter alia, this prevents pharmacists currently 
working in Ireland who graduated outside of Ireland from 
establishing a pharmacy. 

9.7 The first impact of abolishing the derogation would be to allow 
graduates from other countries (including Irish nationals graduating 
in the UK for example) to manage pharmacies that are less than three 
years old. This could increase the number of pharmacy openings with 
positive implications for the number of pharmacy outlets, competition 
and access to services. 

9.8 The second impact is likely to be to increase the number of 
pharmacists from other EU countries working in Ireland. Depending 
on the ease with which a new pharmacy could be established in 
Ireland, pharmacists from other countrIes could be in a position to 
open a pharmacy in Ireland. This could increase the number of 
pharmacy openings with positive implications for the number of 
pharmacy outlets, competition and access to services. 

9.9 This is particularly the case in circumstances where there is a shortage 
of pharmacists in Ireland. The supply of pharmacists in Ireland has 
been subject to a number of detailed assessments by lndecon and 
others. The research has indicated that there are shortages of 
community pharmacists. 

9.10 A recent survey by Indecon for a study prepared for the Higher 
Education Authority provides data on the extent of these supply 
difficulties. This Survey was undertaken to assess the supply and 
demand for pharmacists in order to assist policy formulation in 
relation to the provision of pharmacy places in the Third-Level sector. 

9.11 The Survey was undertaken of pharmacists working in the 
community sector, hospitals and industry. Table 9.4 shows the 
number of unfilled vacancies in the Community sector. 427 responses 
were received from Community pharmacists and a significant number 
indicated that they had unfilled vacancies. 
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Table 9.4 Survey of Unfilled Vacancies - Community Pharmacists 

None 244 

One or more 146 

No Answer 37 

Total 427 

Average 0.5 

Source: Indeeon Survey for HEA. 

9.12 A further indication of the level of demand or shortage of pharmacists 
is given by considering the issue of recruitment difficulties. Table 9.5 
below presents survey data on the levels of difficulty faced in 
recruiting community pharmacists. It shows that of the 427 
respondents, 59.5% have experienced difficulties in recruiting 
community pharmacists. 

Table 9.5 Difficulty in Recruiting Community Pharmacists 

Number Percentage 

__ ,l __ _ 
Yes 254 

No I 155 

59.5% 

36.3% 
N~~w;---1"---1s-- -. ---- -4.2-%--

Total 
-I -

427 ____ C-.. =--_--. 1-. ~-O_.O-_o/.=o -.--

Source: Indeeon Survey for HEA. 

9.13 Of course, there are potential implications to the removal of the 
derogation in Ireland. For example, it would make it easier for 
pharmacists educated in other European countries to locate in Ireland 
than for pharmacists educated in Ireland to practice in certain other 
member states. This could be seen as unfair given the exclusion of 
graduates from Ireland from certain other European markets. This 
reflects the fact that some countries apply the derogation and others 
do not. The removal of the Irish derogation could be a basis for 
bilateral agreements with other countries to permit access by Irish 
pharmacists. However the benefits for Ireland of being able to 
address the identified shortage of pharmacists is overwhelming. 
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9.14 Potential increases in the number of non-national pharmacists 
highlights the importance of ensuring that all pharmacists are 
performing in accordance with best practice. At present the PSI must 
recognise the qualifications of pharmacists from all other EU /EEA 
member states. However, the PSI is of the view that their capacity to 
regulate members of the profession is not sufficient. This should be 
addressed by the proposed pharmacy act and would ensure that all 
pharmacists are appropriately discharging their responsibilities. 

9.15 Previous Indecon research also asked pharmacists their opinions on 
the EU derogation. In total 139 respondents, representing 37.5% 
indicated they were in favour of the restrictions, while 188 
pharmacists or 50.7% of respondents indicated they were opposed. 

Table 9.6: Are You in Favour of the Current Restrictions which 
Prevent Pharmacists Educated Outside of Ireland from Managing 

and Supervising new Pharmacies? 

I -Y-es---~--- ·-~~1L.~~~-13-9~~~- ~~~~37-.5-%~-
Number % 

~------~----------------4-----~----

_N_o~ _____ ~ ____ 188 ____ ~1 ~ ___ ~_O._7_% ___ _ 

: ;:::t;_:;_ed~._l--!-: ~~~~~;_:l_--_· __ ·_n -l-:::-
__ ..L-I L __ - -- ---1 

Source: Confidentiallndecon Survey of Pharmacists in Ireland. 

9.16 It is worthwhile to examine whether the views of contractor and 
employee pharmacists differ on this issue. Table 9.7 presents the view 
of both. Overall, 38.3% of pharmacists holding a contract indicated 
they were in favour of the regulations, while 49.5% indicated they 
were not in favour. For employee pharmacists, 38.4% were in favour 
of the derogation restrictions, while 50.3% were opposed. 
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Table 9.7: Are You in Favour of the Current Restrictions which 
Prevent Pharmacists Educated Outside of Ireland from Managing 

and Supervising new Pharmacies? Views of Contractor and 
Employee Pharmacists 

I 
ConlradorPhannacis3 Employee Phannacists 

.--_ .. 

Number % Number % 
1 

Yes 79 38.3% 58 38.4% 

1 I 
_.-

No 102 49.5% 76 50.3% 

Don't know 22 I 10.7% 13 8.6% 
----

I Not 3 4 
specified 1.5% 2.6% 

1 

Total 206 151 

I 
1 

-

-

-

Source: Confidentiallndecon Survey of Pharmacists in Ireland. I 

9.17 The evidence shows that a majority of all respondents are against the 
current restrictions, which prevent pharmacists educated outside of 
Ireland from managing and supervising new pharmacies that are less 
than three years old. A higher percentage of employee pharmacists 
are opposed to the restriction. 

Conclusion on EU Derogation 

9.18 From a public policy perspective abolition of the derogation would 
have a positive effect on the development of the pharmacy sector in 
Ireland and the provision of patient care. On this basis we would 
support removal of the derogation. It could also assist the provision 
of services in rural areas. Based on an analysis of the pharmacy 
market and available data, Table 9.8 outlines our assessment of the 
impact of removing the EU derogation. 
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Table 9.8: Overall Impact of Removing Derogation on Key 
Outcomes 

Positive Negative Neutral 

Quality of Service X 
---

Prices X 

Exchequer X 
Implications 

Accessibility I X 
L--__ ~ ... ___ L ______ 

Source: Indecon 

9.19 As is indicated in table 9.9, we would support the removal of the 
derogation. 

Table 9.9: Recommendations on the EU Derogation 

We would recommend the removal of the derogation. 

Source: Indecon 
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10 Conclusions on Appropriate Models 
10.1" This report has undertaken an independent ex-ante evaluation of the 

proposed regulations being considered by the Review Group. Our 
analysis suggests that there is a need to demonstrate market failure 
before introducing regulations which would damage competition and 
consumer choice. 

10.2 Our analysis of the proposed regulations involved a rigorous 
assessment in respect of each of the proposed pharmacy models. We 
assessed the models based on the impact on: 

• Quality of service 
• Prices 
• Exchequer 
o Accessibility. 

10.3 Based on this analysis we have set out below our recommendations in 
respect of each of the models. These"models are set out in the Annex. 
These recommendations are based on our assessment of the 
costs/benefits and pros and cons of each of the proposed regulations 
as discussed throughout the Report. 

10.4 We would favour the removal of the EU derogation, however, our 
assessment of the proposed models is not affected by any decision the 
Group takes in respect of the derogation. If the Group decides to 
retain the derogation our recommendations as set out below would be 
the same. However, we believe that the benefits from the 
development of a competitive market in pharmacy services would be 
maximized by removal of the derogation. 

10.5 Overall we feel that all elements of the core model should be 
introduced except for the restriction on the transferability of contracts. 

10.6 Modell allows any pharmacy to hold a contract, subject to quality 
and service requirements and where there are no restrictions on a 
contractor holding more than one contract. We would support this. 

10.7 Model2a - 2d model allows for restricted development of chains. We 
would not recommend restrictions on the development of chains. 

10.8 Model 3 is based on quantitative entry restrictions where pharmacy 
ownership is limited to pharmacists only and no more than one 
contract can be held per contractor. We would not recommend these 
proposed regulations. 

10.9 Model 4 provides for auxiliary contracts, where incentivised contracts 
are not taken up. We would support this proposal. 

10.10 Our assessment has been based on a rigorous analytical examination 
of the likely impact of the proposed regulations and on the basis of 
experience in Ireland and in other countries. We hope that this 
independent analysis will be of assistance to the Pharmacy Review 
Group with its important work. 
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Annex 1 OECD Checklist 
10.11 A useful checklist from the OECD is also available that we propose to 

use where possible in this Study. This seeks to set out a number of 
questions that should be asked when assessing regulations as set out 
below. 

Question No.1 - Is the problem correctly defined? 

10.12 The problem or market failure to be solved should be precisely stated, 
given clear evidence of its nature and magnitude and explaining why 
it has arisen. 

Question No.2. - Is government action justified? 

10.13 Government interventions should be based on clear evidence that 
government action is justified, given the nature of the problem, the 
likely benefits and costs of action (based on a realistic assessment of 
government effectiveness), and alternative mechanisms for addressing 
the problem. 

Question No.3 - Is regulation the best form of government action? 

10.14 Regulators should carry out early in the regulatory process an 
informed comparison of a variety of regulatory and non-regulatory 
policy instruments, considering relevant issues such as costs, benefits, 
distributional effects and administrative requirements. 

Question No.4 - Is there a legal basis for regulation? 

10.15 Regulatory processes should be structured so that regulatory 
decisions rigorously respect the 'rule of law'; that is, responsibility 
should be explicit for ensuring that all regulations are authorised by 
higher - level regulations and consistent with treaty obligations, and 
comply with relevant legal principles such as certainty, 
proportionality, and applicable procedural requirements. 

Question No.5 - What is the appropriate level (or levels) of 
government for this action? 

10.16 Regulators should choose the most appropriate level of government to 
take action, or, multiple levels are involved, should design effective 
systems of co-ordination between levels of government. 

Question No.6 - Do the benefits of regulation justify the costs? 

10.17 Regulators should estimate the total expected costs and benefits of 
each regulatory proposal and of feasible alternatives, and should 
make the estimates available in accessible format to decision-makers; 
the costs of government action should be justified by its benefits 
before action is taken. 

Question No. 7 - Is the distribution of effects across society 
transparent? 
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10.18 To the extent that distributive and equity values are affected by 
government interventions, regulators should make transparent the 
distribution of regulatory costs and benefits across social groups. 

Question No.8 - Is the regulation clear, consistent, comprehensible, 
and accessible to users? 

10.19 Regulators should access whether rules will be understood by likely 
users, and to that end should take steps to ensure that the text and 
structure of rules are as clear as possible. 

Question No.9 - Have all interested parties had the opportunity to 
present their views? 

10.20 Regulations should be developed in an open transparenUashion, with 
appropriate procedures· for effective and timely input from interested 
parties such as affected businesses and trade unions, other interest 
grou ps. or other levels of government. 

Question No. 10 - How will compliance be achieved? 

10.21 Regulators should assess the incentives and institutions through 
which the regulators will take effect, and should design responsive 
implementation strategies that make the best use of them. 
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Annex 2 Standard Questions for Ex-Ante 
Assessment of Regulations 

Q1: In the market(s) affected by the new regulation, does any firm have more 
than 10 per cent market share? 

Q2: In the market(s) affected by the new regulation, does any firm have more 
than 20 per cent market share? 

Q3: In the market(s) affected by the new regulation, do the largest three firms 
together have at least 50 per cent market share? 

Q4: Would the costs of the regulation affect some firms substantially more 
than others? 

Q5: Is the regulation likely to affect the market structure, changing the 
n umber or size of. firms? 

Q6: Would the regulation lead to hlgher set-up costs for new or potential 
firms that existing firms do not have to meet? 

Q7: Would the regulation lead to higher ongoing costs for new or potential 
firms that existing firms do not have to meet? 

Q8: Is the market characterised by rapid technological change? 

Q9: Would the regulation restrict the ability of firms to choose the price, 
quality, range or location of their products? 

ludecoll 
/""uan} 2003 90 



\ 

Annex 3 Model Proposals - Ex-Ante Analysis 

Core Model 

TIre core model contains the elements agreed as essential for a new contract structure. 

The contractor's performance is reviewed on a regular basis. The contract is nOn
transferable ie cannot be sold. Supervising pharmacists must have 3 years 
community or other relevant pharmaClj experience. Health boards must identifij 
marginal areas and offer incentivisedcontracts for those areas through competitive 
tender. Marginal area incentives will provide for a greater spread of plUlrmllClj 
services. General medical practices and pharmacies should be physically separate. 

1. A supervising pharmacist shall have at least 3 years community or other 
relevant pharmacy experience, including at least 6 months post
registration community pharmacy experience. (I1lis is a patient safehj issue. 
A similar provision applies to general practitioners. Other relevant plUlrmaClj 
experience means tlwt hospital ·or other pharmacists lrave better access to 
communihj pharmacy.) 

2. Contracts shall be subject to, and on the basis of, regulations currently in 
force. 

3. Contracts shall be non-transferable ie not tradable, specific to that 
contractor and address. (Under tire 1996 Regulations, contracts became, in 
effect, tradable commodities, at no benefit to lire consumer or the State, and this 
was an additional entry barrier to the sector.) 

4. A contractor shall undergo a review/performance assessment, by or on 
behalf of the health board, at least every 5 years. (I1rere is currently little or 
no fornwl assessment of the contractor's perfonnance and compliance.) 

5. Contract conditions shall be enforced by the health board, with a range of 
appropriate sanctions. (Enforcenrent requires sanctions for non-compliance.) 

6. Pharmacies shall display a quality service charter, including Clause 9 and 
other contractual quality service requirements, opening hours and out of 
hours arrangements. (While tire sector is understands its obligations under the 
contract, customers may not be moare oflV/rat tllelj should expect.) 

7. There shall be pricing transparency at point of sale, including advising of 
prescription prices before dispensing and the price of all dispensed items 
on labels. (Part of a qualihj customer service etllOs lVhich should underpin all 
state services, contracted or ollrerwise.) 
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8. Health boards shall identify, through a needs assessment, any areas with 
a significant pharmacy need, including areas served by a dispensing 
doctor, which the market has not filled and is unlikely to do so. (8-11 
provide for a geograpllic spread of pharnt11Cl) services. The OECD accepts that 
some degree of incentivisation may be necessary to develop pharmaCt) services in 
marginal areas.) 

9. Where a needs assessment identifies an area, the board shall offer an 
incentivised contract for that area, on a full-time, continuous service basis. 
Contracts will be awarded by competitive tendering, on the basis of 
service level and standards. 

10. Health boards shall review all incentivised pharmacy contracts on a 
regular basis (at least every five years) to determine if incentives are still 
required. (It is likely that community plmTmaCt) services would not be tire only 
services to be encouraged in an identified area, and that tire need for direct or 
indirect assistance would change over tillre.) 

11. Incentive options include: differential remuneration scheme (budget 
neutral) such as weighted fees for marginal pharmacies or a universal 
sliding fee scale; limited restriction of competition e.g. for a finite period; 
establishment or other grants. (A targeted sliding fee scale would in effect be a 
weighted fee SlJstem - tlrerefore, a sliding scale would Imve to be nah·onal.) 

12. There shall be no beneficial ownership or business interest of any IGnd 
between dispensing and prescribing. (In line with tire positions of both the 
Pllannaceutical Society of Ireland and tire Irish Pharmaceutical Um·oll, whic11 
view such links as undesirable wlrere it would adversely affect patient care.) 

13. Group practices and pharmacies: contracted pharmacies and general 
practices shall occupy discrete premises, with separate entrances. (I1rere 
is, in tire absence of fomml monitoring of prescribing practices, an obviolls 
potential for conf/ict of interest at no benefit for tire patient. In addition, tire 
Priman) Care StrategJ) does not envisage those in tire wider primanJ Care nehvork 
being in "one stop shops". This provision acknowledges tlmt pOSition, while 
recognising tire commercial reality tlmt general practices and plmrmacies will 
tend to locate near each other.) 

Modell 

This model is relatively lin restricted in temls of entry bam·ers, and allows for tire 
operation and development of clmins, wlrere a clUJin means more than one slJOp with 
tire Sanre beneficial ownersllip, and includes franchises and cooperative ven hI res. 
Restrictions on access to plUJrmacy contracts are qualitative. (NB One stop shops are 
dealt with in Core 13) 
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1. Any pharmacy can hold a contract, subject to quality and service 
requirements ie unrestricted total contract numbers. 

2. No restrictions on a contractor holding more than one contract. 

Mode12a - 2d 

TIlis model allolVs for restricted developmen t of chains. All tlte figures are maximum 
figures. 2(d) provides for a restriction on tlte number of contracts which can be lteld 
in a given health board area, and public service requirements above that limit. In 
general, these models seek to ensure that market strength cannot be used to dominate 
particular locations at tlte expense of smaller or single owner pharmacies, that chains 
are distributed over less attractive areas, and that consumer choice is maintained. 
(b)-(d) seek tlmt expansion of plmrmacy chains beyond a certain level involves some 
geographic spread. 

(a) - A small indicative maximum number of contracts: 5 to 10 nationally 

(b) - The lesser of a range of contracts per health board (5 contracts or 5% of 
the total number of contracts in that health board area, 10 or 10%, 20 or 20%). 

(c) - Up to 20% of contracts per health board area (reflects current maximum 
position) and up to 10% of contracts nationally. 

(d) - Up to 10% of contracts in each health board area, and any contracts 
above this must be matched by contracts in CEO-designated marginal areas, 
without marginal area incentives. 

Model 3 

TIlis model is based on quantitative enln) restrictions. PIUlrnmCl) olVnership is 
limited to pitarnmcists only, and no more tlUln one contract can be held per 
contractor. COntracts for new premises and new contracts for existing" premises 
would only be available to non-contract Iwlders. A national body would deal with 
plUlrmacy contracts, on belwlf of the health boards. TIre body would operate as a 
"caWl needs planning service ie location restrictions based 011 national need, to 
promote geographic spread. 
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1. One owner, one contract - new contracts therefore only available to non
contractors. (Onlyaffocts the issue of new contracts - existing contractors may 
retain their current contracts, but, as set out in the core model, such contracts are 
not transferable.) 

2. Where the contractor is a body corporate: majority control by 
pharmacists. (Control of the retail pllllrmaCl) sector is held In) professional 
pllarmacists.) 

3. All contracts awarded subject to quality and service requirements. (New 
state pllarmaCl) contracts to be distributed according to needs assessment.) 

4. A national body to plan the distribution and delivery of pharmacy 
services to ensure that services are widely available and distributed in the 
best possible manner for patients/clients of pharmacy. ·This would 
include assessing the impact of granting contracts in certain defined 
locations (such as health centres, supermarkets and other areas of hlgh 
economic activity) on consumer choice and to refuse contracts where they 
consider that this impact would be negative. (To limit contracts in lucrative 
areas, facilitating geographical spread.) 

Model 4 

Model 4-provides for allxilian) contracts, where incentivised contracts are not taken 
up_ Tire intention is tllllt some form of pllllrmaCl) service can be provided in areas 
with an identified need but where, for instance, there mizy be no GP, or tire population 
may be too small or too dispersed to sustain a full-time pllllr1Jl/lCl) service, witll or 
witlwut incentives. 

1. Where a full-time incentivised contract is not feasible (ie no incentivised 
contract is taken up within a reasonable period), an aUXiliary pharmacy 
contract may be made available to fulfill the area's needs. An auxiliary 
contractor will provide pharmacy services by a qualified supervising 
pharmacist from a designated fixed premises, in accordance with the 
usual regulatory and contractual requirements, at defined times only. 
Health Boards shall review the quality of the pharmacy services delivered 
from auxiliary services on a regular basis but at least every 2 years. 
Quality reviews shall be carried out with reference to the Pharmaceutical 
Society of Ireland and its statutory role in the assurance of professional 
practice standards. (This provision recognises tire commercial realih) that 
establisl,mellt of a pllarmacy is unlikely where tlrere is no GP. Tire reqllirement 
for fixed premises and qualih) inspections reflects qualih) colltrol and pllblic 
Irealth concenrs ) 
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2. Health boards shall review auxiliary pharmacy contracts on a regular 
basis '(at least every five years) to determine if they can be replaced with a 
full-time, continuous and permanent pharmacy service. Where the health 
board receives an application to provide a full-time, continuous and 
permanent pharmacy service .to replace the auxiliary service, it shall 
conduct the review at that time. 

EU Derogation 
The recent court decision on the use of the derogation in Ireland confirmed 
that there was no scope to alter the application of the derogation, and it must 
therefore remain or be removed. 

As the derogation was an attempt to address an EU market distortion which 
still exists, unilateral removal will not resolve the issue of establishment or of 
quality of service which that raises. In light of the court ruling, the Group 
may only recommend that the derogation be retained or removed, and the 
recommendation on the derogation will be in the context of the 
recommended mode. Therefore, the ex-ante analysis should show how each 
model addresses the issues raised by removal or retention of the derogation. 
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