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Relevance & objectives of the analysis



Pharmacy regulation in Germany
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Objectives of the analysis

m Goals/ Benefits of regulation:
- accessibility in terms of geographic coverage or opening hours
- quality of services (e.g. sufficient expert advice)
- reasonable price levels of pharmaceuticals
- avoidance of misuse

- independence of pharmacists” decision

m vs. Costs of regulation (direct + indirect)

» Are there less regulatory interventions to achieve the
objectives?
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Theoretical background

Assumption: Deregulation of ownership restrictions

» \What can be expected from a scientific point of view?
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Business Management

Production and transaction cost theory

Economies of scope + economies of scale by horizontal and vertical co-
operations:

» Generating buyers” power

» Making use of common resources: specialisation, division of labour, centralisation

(e.g. accounts department, branding/ marketing activities, logistics, delivery services)
» fix cost per unit decline

» Predictability of planning

» Internalization of market operations (reduced transactions, reduced contracts)
> ...

At the moment these effects cannot be efficiently utilised:
mEmaximum number of 4 pharmacies

Emissing management capacities: knowledge concerning logistics or
leadership etc.

mmissing access to capital
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Market and welfare economics

Polypoly (perfect allocation of resources) vs. Oligopoly
(arranged reactions, monopolistic profit)?

» No! It's not that easy!

Slide 7



Oligopoly models: Hotelling
(product differentiation)
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Long-term consequences:

B More heterogeneous market despite relatively homogeneous goods

m Different strategic directions - various concepts (product differentiation):
quality leadership, price leadership, brands, market niches, etc.

» rivalry in terms of quality (e.g. consulting, additional services) and price
competition

... trying to meet preferences of various customer groups

» competition of ideas: trial- and discovery processes will lead to new and
different forms of horizontal and vertical co-operation and integration

Slide 8
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Conclusions
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Conclusions

1. Independence of pharmacists decision:

- the obligation that a pharmacy must be managed by a pharmacist
should be distinguished from the ownership

- employed pharmacists can also be legally liable

- owner-managed pharmacies are under economic pressure as well

2. Accessibility (geographic coverage, opening hours,

additional services):

- market niches will get filled (Hotelling), less price regulation could
support this additionally

- bigger companies have more resources (economics of scale and
economics of scope)



Conclusions
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3. Quality or affordability:

quality of advisory services depends first and foremost on the
qualification of the staff (and not on the ownership structure)

economies of scope + economies of scale: cost advantages, no
quality disadvantages

oligopoly models: Different suppliers with different concepts create a
welfare-enhancing multiplicity of products. Heterogeneity of offered
products and rivalry in terms of quality- and price-competition will
better serve the preferences of different customer groups
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Thank you very much for the attention!
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