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THE YSUNDAY TIMES
Sunday, November 13, 2011 , by Franco Mercieca

Why medicines cost more in Malta

Most of us who have had the opportunity to either live or travel abroad would have come across medicinal items at lower
prices than Malta.

If one is dealing with an originator medicine, which refers to the patented
original medicine behind which there would be a hlgh cost of many long years A Cha"qe in thg p"escribi"q
of research and development, one would expect prices to be similar to abroad. habits ivithin the medical :

But it's often not the case. o R
profession coupled with more

Once the 10 to 12 year grace is over and the monopoly on the production of common sense in the

the particular medicinal is up, different companies can copy the previously government’s tendering

patented drug and produce what are called generic medicines. Several local

; : S : process would bring about
companies are involved in this market with great success. *

lower prices

The result of the production of generics is that the medicine is the same as - Franco Mercieca

the originator drug and therefore as safe and effective, but a lot cheaper. In

fact, it is shown that in most European countries the price of the medicine once generics start being produced drop by up to
80 per cent within the first year. The savings are passed on to the state, individual or third party payer. In Malta this effect is
not really enjoyed for various reasons.
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Discussion points (i)

A Low generic penetration inflates average
medicine prices

A E.g. some patients still buy a branded
biphosphonate at U 38 when there are
generic versions as low as u 14

A Pharmacist and doctor bias is present

J. Vella [PH 3340]



Public knowledge is limited

12/13112 Distinction needed between generic, counterfeit medicines - timesofmalta.com

THE ? TIMES
Wednesday, February 15, 2012

Distinction needed between generic, counterfeit medicines

There must be “very clear” distinction made between generic medicines, which are cheaper but completely legal, and counterfeit

medicines, the use of which is “totally illegal and dangerous fo patients”, Health Minister Joseph Cassar wamed in Pariiament
yesterday.

It was the counterfeit medicines that ACTA would fight, among other issues.

J. Vella [PH 3340]



Discussion points (i)

A INN prescribing must be enforced at medical
school and become compulsory

A Brands should only be indicated in
extenuating circumstances

A Combined with the right public campaigns
this would empower the patient

J. Vella [PH 3340] 6



Wasn't prescribing a brand discriminating against a generic one? Surely the best way to avoid promoting one company rather than
another would be to prescribe by INN and fo then let the patient see what was on offer at the pharmacy?

Dr Balzan did not answer directly. "Most doctors in private practice do tell the patient what is available - if they ask."

He also raised concem as to whether higher use of generics might pose a threat to the manufacturers of branded products.

"Globalisation has already led to a reduction in the number of pharmaceutical companies and of the existing ones, very few actually do
research. People forget that new products are not always successful and the cost of all the research has to be recouped during the
patent life of the successful products. Generics can pose a threat to this research,” Dr Balzan said.

Could these arguments be justified when Glaxo Smith Kline announced profits in 2005 of £6 billion?
"I don't want to go into that" Dr Balzan said.

"There is no doubt that generics provide competition and ensure sustainability of health care, especially in developing countries. But
there is no doubt that the cost of research pushes up the price of new drugs.”

What about doctors in health centres? Shouldn't they follow government guidelines and prescribe by INN and not by brand - at least as
a general nile?

"They should prescribe by INN, but | will stop there," he said, declining to comment on whether "should" franslated to "did"
Dr Balzan thinks that doctors are far more sensitive to the cost of the medicines they prescribe than people realise.

"| think that doctors are very aware of their patients’ social context," he said.

So does their prescribing depend on how affluent their patients looked?

"No," he bristled. "Do not tum what | said into a negative thing. | said that they are very aware of the impact of the cost of medicines.
Let us not forget that a doctor wants his patient to get better.




Benefits of generics and INN

A 58% of prescriptions dispensed in the UK in
2005 were generics, as opposed to just 15%
INn 1975

A 80% of prescriptions in the UK are INN (35%
In 1985)

J. Vella [PH 3340] 8



The patient has a right to know!

Your prescription,
your choice.
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Letter in the press - 2012

12/412 Medicine prices still high too high - timesofmalta.com

THE FTIMES
Monday, September 24, 2012 by Eddy Privitera, Mosta

Medicine prices still high too high

Another 14 medicines have just had their price reduced. | had written in the past that, despite such price reductions — in many cases
a very minimal reduction, medicine prices in Malta remain scandalously higher than in other EU counines, even those where salaries
and pensions are much higher than in Malta.

Among the latest batch of medicines which have had their price reducted, | note Lynca 75 mg and 150 mg, hard capsules by 56.
Their old prices were similar: €106.94. Their new reduced prices are: €85.96 (75 mg ) and €96.42 (150 mg) — a reduction of €2098
and €10.52 respectively.

On May 16, Labour MP Anthony Agius Decelis had tabled PQ 34630, asking Minister Jason Azzopardi why Lyrica 25 mg capsules by
56, which had their price reduced from €106.94 (the same old price of the 75 mg and 150 mg capsules), to €75.44, were sfill being
sold in Malta much higher than in taly (€23.14) and Portugal (€15.88).

In his reply on May 23, Dr Azzopardi said that “negotiations have not yet started between the authonty and the importer concemed
about the pnice of Lyrica 25 mg capsules (by 56)". He added that the price “had been reduced by the importer on his own accord”.

It seems that the same story is being repeated today: the new reduced prices of Lynica capsules, at €85.96 and €96.42, are still
ndiculously much higher than in ltaly and Portugal. Or have the prices of Lyrica capsules again been reduced by the importer “of his
own accord™? Will the minister clanfy?

J. Vella [PH 3340] 10



Cross-border comparisons

A Very difficult to carry out objectively

A Must take into account currency, cost-of-
living(Purchasing Power) and state or local
subsidy effects

A The issue of volume must also be
considered for the Maltese Islands

J. Vella [PH 3340] 11



Branded/generic shares in the UK

Figure 4 20 Market share of branded and generic prescription tems dispensed by chearmtsts”, Enpland,
1949 - 2006
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Brand Prescription Share of Molecule Post-Expiry
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Underhand tactics in the US?!

Drugmakers Still Pay to Keep Generics Off Market, FTC Says

0

Share

. 0
* Business Exchange
* E-mail

» Print

By Jeff Bliss
(Updates with pharmaceutical industry responses starting in 10th paragraph.)

Oct. 25 (Bloomberg) -- Brand-name drugmakers are continuing an “anticompetitive” trend of paying generic-drug manufacturers to delay introducing their
lower-cost products, according to a Federal Trade Commission report.

Drug companies completed 28 potential deals to delay generics in the fiscal year that ended Sept. 30, according to the report released today. That's just under
the record of 31 such agreements in the previous fiscal year, the FTC said.

The commission has been pressing Congress and the courts to limit the deals, which the FTC said delay the introduction of cheaper drugs. Drugmakers have
said that the agreements cut legal costs and in some cases speed up the introduction of the less-expensive drugs.

“While a lot of companies don’t engage in pay-for-delay settlements, the ones that do increase prescription drug costs for consumers and the government
each year,” FTC Chairman Jon Leibowitz said in a statement.

The 28 deals involved 25 different brand-name drugs with combined U.S. sales of more than $9 billion, according to the FTC. The agreements, which
drugmakers are required to report to the FTC, are otherwise confidential, said Mitchell Katz, a commission spokesman.

J. Vella [PH 3340] 14



EU mounts new generic pharma probe - timesofmalta.com

Saturday, December 4, 2010 by AFP
EU mounts new generic pharma probe

The European Commission announced new surprise inspecfions in the phamaceutical sector yesterday amid suspicions companies
are colluding o block the development of cheaper generic drugs.

A spokeswoman for AstraZeneca, Britain's second biggest drugmaker by sales after market leader GlaxoSmithKline, said that it had
been inspected in checks relating to heartbum drugs.

“Commission officials camied out unannounced inspections at the premises of a limited number of companies active in the pharma-
ceutical sector in several member states,” the commission said of the spot checks held on Tuesday.

“The Commission has reason to believe that the companies concemed may have acted individually or jointly, notably to delay generic
entry for a parficuiar medicine.

“If confirmed, this could be a potential violation of EU anfitrust rules that prohibit restrictive business practices and/or the abuse of a
dominant market position.

The AsfraZeneca spokeswoman said visits “relate to alleged practices regarding esomeprazole (Nexium) in Europe and we're
cooperating with the authorities”

European citizens spend hundreds of euros on medicine each year, with the market worth hundreds of billions of euros at retail prices,
according to commission data.

The relationship befween companies that patent their products as brand-named medicine, as well as their ties with generic drug prod-
ucers, has been a focus for commission inspectors over recent years.

Generic drugs are cheaper and save patients and insurance firms money without compromising on effectiveness. But some
companies have in the past been accused of using patent filings to stop generic medicines hitting the market, or tying up potential
competitors for years in legal disputes.

In the worst example uncovered, 1,300 separate patent filings were made for a single medicine across the 27-nation EU.




Market manipulation?

A Innovator companies pay generic producers
to delay entry of cheaper versions

A This results in the loss of potential savings to
the consumer and payer organisations

A Is technically legal, but being investigated by
the FTC(Federal Trade Commission)

J. Vella [PH 3340] 16



THE PSUNDAY TIMES
Sunday, October 30, 2011 , by Maria Cassar, Victoria

Vital medicines unavailable even against payment

The Pharmacy of Your Choice system was an excellent initiative by the Ministry of Health.
However, during the past five months, a serious problem has arisen.
Some medicines are totally unavailable, even against payment.

Obviously, for many people this is a matter of life and death. A relative of mine had to go abroad to get the medication for
his wife, a cancer patient — a truly shameful situation.

The responsibility rests squarely on the minister’s shoulders.

Health Minister Joe Cassar has the tools to right this sorry state of affairs and | appeal to him to give top priority to this
urgent matter.




Out of stock items?

ASuch |l etters are worr
environment

A The public system of drug procurement and
delivery Is at present inconsistent and prone
to OOS situations

A The fact that the private market can be
depleted leads to a country-wide shortage

J. Vella [PH 3340] 18



Possible solutions

A This is unacceptable and certain procedures need
to put in place

A At the very least, we could pre-empt a crisis by
forewarning local suppliers of a pending shortage
and maybe divert stocks to the state supply system

A Alternatively, fast track import procedures could be
devised by the Medicines Authority to enable one-
off stock refills

J. Vella [PH 3340] 19



Steep discounts!

Drugmakers Discount in U. K. Up to S0%6, NICE
Chairman Says

Pharmaceutical companies have dropped prices by as mmuch as half to convince the body that
advises the UK. health system that their products help patients enough to justify the cost, the

agency's chairiman said.

Companies have offered the state-run INational Health Service “commercially confidential” price
cuts when the INational Institute for Health and Clinical Excellence has considered whether their
medicines are cost-effective, WICE Chairman MMichael Rawlins said in an interview . The number of
treatments discounted in the past few wvears is in the double- digits, he said.

“Wewe had discounts up to 50 percent,” Rawlins said vesterdaw in an interview. “It does mean

patients are getting access to medicines.™

FRawlins, 71. is leaving his post in March after 14 vears. He defended the agency against industry
criticism that it slows or blocks INHS patients’ access to new medicines. He said WICE had spurred

companies to increase that access, beginning with Johnson & Johnson's (JMN.T) Velcade for blood

cancer.

In zoo7, the New Brunswicls, WNew Jersev-based company said it would payv back the government
for people who didn't benefit from Velcade after WNWICE rejected it. Other companies have since
struck deals offering their medicines at lower prices to the TT. K., enabling them to pass WNWICE’'s cost-
effectiveness tests, Rawlins said. He declined to specifv the amounts, citing commercial
confidentialityv.

J. Vella [PH 3340] 20



NICE as a gatekeeper

A In the UK NICE?! plays a pivotal role

A It evaluates drugs and interventions for
Inclusion into the NHS

A It rejects around 40% of those put forward

A Drug companies complain but control is
necessary

A INational Institute of Clinical Excellence

J. Vella [PH 3340] 21



J. Vella

Getting 1t all wrong!

The Department of Health and
Human Services' Death Panel

+ Comment now

This article originally appeared in the Nov. 21, 2011 issue of Forbes
magazine.

We already have one. It's called the U.S. Preventive Services Task Force, a
committee of “experts” appointed by the Department of Health & Human
Services. This group recently de-clared that men should not be routinely
screened for prostate cancer. The most common test is the PSA, which is part
of a blood test. The panel also said no to rectal exams and ultrasounds,
claiming that testing does no good, that it doesn’t save lives.

[PH 3340] 22



Short-term outlook

A Rising expenditures are causing a knee-jerk
reduction in the softest targets

A Preventative care, screening and health
promotion lay the groundwork for a healthy
future

A And a healthy citizen is inherently cheaper to
provide care for

J. Vella [PH 3340] 23



A deferred cost

A Deaths from prostate cancer dropped 40% in
the last four years

A An increase in QOL for patients and less
loss in productivity for them and care-givers

A Decisions sometimes are politically
motivated with problems being pushed into
the future onto incoming administrations

J. Vella [PH 3340] 24



A new suggestion?

THE PTIMES
Thursday, October 27, 2011

Credit vouchers suggested for out-of-stock medicines

Labour MP Anglu Farrugia on Wednesday suggested that with 80,000 people under or near the poverty line, the government
should consider issuing credit vouchers to cover the cost of privately-bought pills that were out of stock in government

stores.

The suggestion was made during a mini-debate between opposition members and Minister George Pullicino, standing in for
Health Minister Joseph Cassar, during question time in Parliament.

When Mr Pullicino said the government was ready to consider any feasible solution, Marie Louise Coleiro Preca (PL) asked
when the government would start to consider, because the problem of out-of-stock medicines had been around for years.

The question and answer session had started when Mr Pullicino read Minister Cassar's reply to a number of PQs by
Anthony Agius Decelis (PL).

Dr Cassar had replied that almost invariably the reason for medicines falling out of stock was the time lapse between
approval of the purchase and the time of delivery.

During the first six months of this year there were 120 types of medicines out of stock at Mater Dei Hospital, the Pharmacy
of Your Choice scheme and the Department of Primary Care.

J. Vella [PH 3340] 25



Discussion points (i)

A Initially does not seem to be a bad idea

A How long would a medicine have to be OOS
to qualify for reimbursement?

A Would the state pay the full private price or
only the cost It usually pays at tender?

A Would the credit be cash or a tax credit?

J. Vella [PH 3340] 26



Discussion points (i)

A If a tax credit, most elderly people who are the
main consumers of state sponsored
pharmaceutical aid, do not pay tax

A Also, some elderly would not have the disposable
Income to purchase the medicines

A Possibly a system of vouchers cashed at
pharmacies and then refunded by the state

J. Vella [PH 3340] 27



Discussion points (lil)

A Alternative ideas are welcome, but the main
alm should be to have an accetpably
efficient state system

A Presently, to quote Dr. Michael Porter of
HBS, we have automated an inefficient
process and got an automated inefficient
process!

J. Vella [PH 3340] 28



More evidence that obesity does
not pay

Obesity Yields Less Protection From Influenza Vaccine cwmerce

News Author: Larry Hand
CME Author: Penny Murata, MD

CME/CE Released: 11/03/2011; Valid for credit through 11/03/2012

Clinical Context

According to the Centers for Disease Control and Prevention in the July 17, 2008, issue of MMWR. Morbidity and Mortality
Weekly Report, obesity was identified as an independent risk factor for influenza morbidity and mortality during the influenza
A/H1N1/2009 pandemic. In the March 10, 2010, issue of the Journal of Immunology, Karlsson and colleagues reported
impaired CD8+ T-cell memory response to secondary influenza challenge in obese mice. However, the immune response in
obese humans is not clear.

This ongoing, prospective observational study by Sheridan and colleagues assesses the effect of body mass index (BMI) on
humoral and cell-mediated immune responses to influenza vaccination.

Study Synopsis and Perspective

As the influenza season opens this month, researchers at the University of North Carolina at Chapel Hill warn for the first time
that obese individuals may be getting less protection from vaccines than healthy-weight people. They reported their
conclusions in an article published online October 25 in the International Journal of Obesity.

In an ongoing study involving patients getting vaccinated at an academic outpatient center, results from the first 2 years
indicate that higher BMI is associated with a larger drop in influenza antibodies 12 months after vaccination with trivalent
influenza vaccine. Previous research had linked obesity to risk for influenza infection, but this is the first time researchers have
tested for antibodies a year after vaccination.

J. Vella [PH 3340] 29



Worrying news!

A Obesity decreased the immune response by
four times

A This gave backing to observations that
Individuals with higher BMIs were more
susceptible to infection in influenza
epidemics

A Vaccinations are less effective

J. Vella [PH 3340] 30
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Basics economics terms &
definitions
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What IS economics?

A Economics is a social science

A It evaluates the utilisation of resources, as no
service or good is infinite and must be rationed

A Because of the fact that economics is a social
science It can never be as exact and definite as it
purports to be, since human behaviour is full of
nuances

J. Vella [PH 3340] 32



Adam Smith

A Adam Smith (1723-1790) is considered to be
the father of modern economics

A His most famous work - The Wealth of
Nations - attempted to identify the reasons
why certain countries prospered and others
remained mired in abject poverty.

J. Vella [PH 3340] 33



A better definition

A Alfred Marshall, at the beginning of the 20th
century, rationalised thought and defined
economics thus :"Thus it Is on one side the
study of wealth; and on the other, and more
Important side, a part of the study of man."

J. Vella [PH 3340] 34



Basic assumptions

A All members of society are rational, that is
every individual will make the most logical
and profitable choice

All members of society will act to maximise
their self interest

J. Vella [PH 3340] 35



Exceptions

A As we can see immediately, there are a
multitude of exceptions to these
assumptions

A Merck gives away medicine; consumers
make Irrational choices when health is
Involved and pay prices beyond
comprehension

J. Vella [PH 3340] 36



Economic viewpoints

A Economics can be taken from two
perspectives

A Macro-economic and micro-economic
aspects can be considered in economic
study

J. Vella [PH 3340] 37



Macro-economics

A Macroeconomics looks at the total output of
a nation and the way the nation allocates its
limited resources of land, labour and capital
In an attempt to maximize production levels
and promote trade and growth for future
generations. e.g. price inflation, GDP,
unemployment figures

J. Vella [PH 3340] 38



Micro-economics

A Microeconomics looks into similar issues,
but on the level of the individual people and
firms within the economy

A It tends to be more scientific in its approach,
and studies the parts that make up the whole
economy.

J. Vella [PH 3340] 39



Micro-economics

A Analysing certain aspects of human
behaviour, microeconomics shows us how
iIndividuals and firms respond to changes In
price and why they demand what they do at
particular price levels.

J. Vella [PH 3340] 40



A combination of both

A Both are interlinked and help the
understanding of market forces and price
behaviour and enable better informed
resource allocation

J. Vella [PH 3340] 41



Scarcity

A The concept of scarcity is basic to economics

A One must keep in mind that economics is not just
about numbers, graphs and mathematical
formulae,

A But consists of the study of human behaviour and
the manner in which individuals and social groups
or entities exchange units of value

J. Vella [PH 3340] 42



Price!

A These units can be monetary or in kind,
payment can be instant or pushed into the
future

A In any case every transaction occurs when
both the buyer and the seller agree on a
mutually acceptable figure for the exchange
to take place: THE PRICE.

J. Vella [PH 3340] 43
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Price behaviour
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An introduction

A Prices can be fixed or variable. In the case
of variable price scenarios

A There exists a simple pricing equilibrium
which governs all markets, all other factors
and externalities being constant.

A These are the laws of supply and demand

J. Vella [PH 3340] 45



Demand and supply

A This is an inverse relation between demand
for a product or service, and its availability

A To take a simple example: strawberries are
cheaper in the months when they are In
season, more product Is available and
retailers have to watch their prices to be
competitive

J. Vella [PH 3340] 46



A simple example

A Out of season prices can be raised as
product Is scarce and demand outstrips
supply

A This is a simplified version of an ideal market

INn a state of perfect competition, which Is
rarely or never the case In reality

J. Vella [PH 3340] 47
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Elasticity
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Definition

A Elasticity is a function of price
A lt is defined by

A PRICE ELASTICITY OF DEMAND =
percentage change in demand
percentage change in price

J. Vella [PH 3340]
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A Equi
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Explanation

ibrium In the graphical depiction is
ned when both the supplier and the

naser have no further incentive to

Increase or decrease their price bids

A Prices whose behaviour is mirrored by the
Supply/Demand equilibrium are said to be
elastic

J. Vella
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Demand and supply again!

A This is because the inverse relationship
between price and quantity iIs maintained

A Demand rises, supply drops and price rises,
supply climbs and price and demand drops

A The degree of elasticity is directly
proportional to the magnitude of the inverse
correlation
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Inelastic goods

A That is if a small variation in price causes a
large drop In demand, then a product Is said
to be highly elastic

A On the other hand, if a considerable
variation in price does not severely impact
the supply/demand relationship, then the
product Is an inelastic good or service
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Demand elasticity variables

A The availability of substitutes
A Income factors

A Time factors

J. Vella [PH 3340]
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Product substitutes (i)

A Goods or services that are easily replaced
tend to be highly elastic

A E.qg. if your favourite brand of milk doubles in
price you are very likely to switch to a similar
but better priced brand

A The same applies of beef costs rise;
consumers tend to buy more pork or poultry

J. Vella [PH 3340] 57



Product substitutes (i)

A On the other hand, if the price of a necessity
rises, substitution iIs sometimes not possible

A E.qg. if the price of fuel rises, we might curtail
travel, but certain essential journeys must be
carried out

A Plus there are no alternatives, especially in
Malta!

J. Vella [PH 3340] 58



Income factors

A Price changes may be exhibit elastic
behaviour until the absolute price remains
within the financial reach of the majority of
consumers

A E.g.,if income is constant and price rises,
then less goods can be purchased

J. Vella [PH 3340] 59



Time factor

A An initial inelastic reaction, such as a rise in
the price of cigarettes, may In time become
elastic

A Over time an individual might give up
smoking In response to an increase In
expenditure on tobacco

J. Vella [PH 3340] 60
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Assumptions (i)

A A number of producers and purchasers
fighting to establish a foothold and reach the
equilibrium seen earlier

A Prices react according to supply and
demand, and consumers can take
advantage

J. Vella [PH 3340] 62



Assumptions (i)

A Substitutes exist for products, and thus no
supplier can charge a premium as he Is not
the sole producer or service provider

A Both the buyer and seller have equal
opportunity to influence the market price

J. Vella [PH 3340] 63



Reality

A In practice, observation of real-world
scenarios proves the previous assumptions
to be idealistic

A This leads to the development of
environments which can be described as
being monopolistic and oligopolistic in nature

J. Vella [PH 3340] 64



Monopolies (i)

A One supplier controls the majority of the
market and can dictate price

A Can be created by a government using
tariffs as a barrier to entry for outside
corporations

J. Vella [PH 3340] 65



Monopolies (ii)

A Government control of electricity or oil
production; still the case in Malta as the
entry barrier Is too expensive for local
Industry

A A social construct ( the patent system for
medicines); does this stifle innovation?

J. Vella [PH 3340] 66



Patents, a necessary evil?

A Quoted by pharmaceutical companies as
being essential for continued investment in
R&D

A Pipelines are drying up and a multitude of
me-too drugs with dubious benefits to
soclety

A Time for change? Open source innovation?
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Oligopoly (i)

A In this case, a few players control the market

A The oil producing market is an example, with
OPEC controlling 42% of the world's crude
oll

A In effect, OPEC can change the going price
for oil by increasing or decreasing production
guotas

J. Vella [PH 3340] 68



Oligopoly (i1)

A We often hear this in news reports, with any
statement by OPEC having a ripple effect on
world markets

A In most cases, oligopolies are industries with
a few interdependent companies or entities

A Price-fixing and cartel formation, whether
Implicit or by direct agreement can occur

J. Vella [PH 3340] 69



Oligopoly (i)

A To a certain extent, big pharma
manufacturers are heading in that direction

A A number of significant mergers in recent
years (Pfizer-Wyeth, Sanofi-Aventis, Astra-

Zeneca ) have led to a decrease In the
number of major actors
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A few companies dominate

Table 2.3 Ovwerview of the size distribution of pharmaceutical firms in the EU-27 (1999-20086)

Company size (# % total EU | % of total % total EU | % of total EU | % total EU | % of total EU
employees) companies EU turnover companies turnover companies | turnover
< 20 57.8% 4 0% G0,5% 3,2% G50.4% 2.2%
20-49 12, 7% 3,5% 11,0% 3,0% 10,8% 2.8%
50-249 17.6% 14 7% 17,8% 13,4% 17.5% 12, 7%
= 250 11,3% 77 8% 10,4% 80.4% 10.5% 82,3%
Source: ECORYS, based on Euro stat data 2009
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Markets roundup

A The two extremes are monopoly or perfect
competition

Reality is a complex mixture of both

Usually economic studies study two or three
variables and keep other externalities
constant
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Monopsony

A Monopsony, when a single buyer dominates
the market, i1s the mirror image of monopoly

A An example is the local market for a large
number of hospital only products

A Suppliers must accept the state's tender
conditions or sell nothing at all

J. Vella [PH 3340] 73



Medicines and economics
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Only hypochondriacs will disagree

A Medicinal products are what economists
term a negative good

A Purchasers experience no goodwill or
pleasure Iin expenditure on pharmaceuticals

A The system is a complex, four tiered
structure
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Multi-layered structure

A There are four main actors: the prescriber,
the dispenser, the patient and the payer

A In some cases the third and fourth may be
one and the same

A As we can see this arrangement can lead to
a conflict of interests
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Asymmetrical information

A In economic terms healthcare provision
leads to a situation that can be termed as
above

A This is because one party to the transaction
IS better informed; the doctor has more
knowledge than the patient
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Professional & ethical

considerations

A Asymmetrical information leads to what
economists term Omor a

A Actors are tempted to take a more financially
profitable decision, as they cannot
experience a negative outcome

A The well-being and health outcome of the
patient Is now secondary
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Definition

A Cost of living is a common term, especially
INn news and political quotes

A Everybody complains about ' I-gholi tal-hajja’
|

A In general we always hear that the cost of
living has gone up by a certain percentage
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What is the COL?

A What are we really talking about?
A Where do medicine prices come into it?

A Can we actually make some sense out of all
the hype
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Measuring the COL

A The National Statistics Office (NSO) is
charged with the remit of maintaining official
statistics

A It compiles a monthly version of the Retail
Price Index(RPI)

A All statistics must be impartial and released
to all public bodies at the same time
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The Retall Price Index (i)

A The RPI is constructed by grouping the
average citizen's expenditure into segments

A The inter-segmental proportions are
determined by a five/ten yearly Household
Budegtary survey

A Monthly surveys update the prices and thus
the index
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J. Vella

RPI makeup

. 1971/72 1980/81 1988/89 1994 2000/01
RPI Section
1974=100 | 1983=100 1991=100 1995=100 2002=100

Food 40.08 41.91 36.78 29.92 23.82
Beverages & Tobacco 10.25 9.46 8.60 7.34 6.11
Clothing & Footwear 11.87 10.57 8.23 10.14 8.24
Housing 3.70 3.97 3.90 5.27 7.57
Water. Electricity. Gas & 2.90 3.14 2.83 2.53 2.25
Fuels

Household Equipment & 6.08 6.15 5.22 9.31 7.65
House Maintenance Costs

Personal Care& Health 9.41 9.93 13.40 16.00 23.13
Transport & Communications 4.81 5.55 6.35 6.47 6.22
Recreation & Culture 6.62 4.92 8.26 8.31 8.84
Other Goods and Services 4.28 4.40 6.43 4.71 6.17
Total 100.00 100.00 100.00 100.00 100.00

[PH 3340]
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The Retall Price Index (ii)

AAs can be seen the in

adjusted according to changes in consumer
habits

A The RPI covers all monetary consumption
expenditure incurred by the Maltese

residents, and Its best use iIs as an indicator
of Iinflation
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Inflation (i)

A Inflation can be defined as the rate (usually
annualised) at which a previously defined
Indicator of consumer prices increases

A Inversely, inflation can be defined as the rate
of loss of purchasing power
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Inflation (i)

A When prices rise, the value of money falls,
bringing into play the old saying that money
IS not what It used to be

A If prices remain stable, then a productive
cycle of economic growth cannot occur as a
country's productivity and GDP will not
Increase

J. Vella [PH 3340] 87



Inflation (i)

A On the other hand, unbridled inflation will
lead to high prices and a consequent
economic downturn

A The European Central Bank(ECB) attempts
to keep annual inflation for the EU at around
2%
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Inflation (iv)

A Traditionally, inflation and unemployment
have an inverse relationship (The Phillips
Curve)

A In the 70s and also later stagflation came
about and the Phillips curve has been
modified and adapted to various theories by
Friedman and others

J. Vella [PH 3340] 89



HEERSEEEEEE

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

0

Year




Rate of inflation, ROI

A The annualised rate of change of a specific
price index, having a predefined base year

A This enables a comparison of the relative
6cost of | ivingd at d

AThe ROI, or O6cost of
Indicator that is widely utilised and guoted by
various stakeholders in policy formulation
and implementation,_.....
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Medicine prices in Malta and
thelr relation to economic
Indicators

John Vella
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