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Introduction

This paper seeks to provide some reflections on lbbaviour of health

expenditure and the evolution of public health ficiag, with particular attention

to spending on pharmaceuticals. The first paringits to lay the foundations for
a series of considerations on the effects of pedi@imed at restraining public
health expenditure, in particular drug expenditimethe second part we offer the
reader some reflections on what could constitutalernative framework which

would help to rationalise decision-making processepharmaceutical financing
and spending.

The problems involved in financing health care

For some years now, the sustainability of the $qumatection systems that have
shaped what we call the welfare state has beeouariey theme in the European
political and economic debate. In this debate fiingre of the financing of public
health care has been one of the most controvessiag¢s, for at least two reasons:
because health spending is one of the items tltaivies most attention from
citizens, and because this spending has risenfisgmiy (the proportion of
Spain’s income spent on public health care hasrisearly 25% in the last
decade). Furthermore, the factors that contriboitéhis growth do not appear to
be abating, thus raising doubts as to the finarstistainability of the system.

Spain undoubtedly constitutes an atypical caseh@ dontext of the European
Union (EU) as regards the growth of public healdpenditure within health
expenditure as a whole. A cursory look at the #gureveals that the percentage
of public spending within overall health expend#turemains very stable (if
anything, showing an upward trend) throughout tleeigal considered. This
means that the pressure of increases in healthdsmgnn a period of relative
growth in income (between 1980 and 2000 the incgaye between the Spanish
figure and the average for the European Union shibgrnl5 points, up to the 85%
level at present), was directed just as much aligab at private financing, if not
more. Income elasticity (the extent to which a g@donsidered a “luxury”) has
proved no different for public and private provisid his observation is contrary
to what we would expect (beyond a certain threshdlbrmal” social



development substitutes public spending with peavapending), although

perfectly explicable from the perspective of poltiand social choice (in the
disjunctive between funding at the expense of #&x@dyer and at the expense of
the user, ultimately the former weighs more hedily

Neither does cross-national comparison of the Spahiealth spending yield
straightforward conclusions. Although it is trueatlaggregate data on Spanish
public health expenditure show a major differersx@r{e 25%) from the average
for many advanced countries, it is important toarsthnd that the comparison is
misleading, as it fails to take into account eitther different development levels
of different countries or the inordinate weight ajuntries with a tradition of
insurance (whether social as in Germany, the Niethés and France or private,
as in the USA) in the OECD sample. Thus, usingltkeischmark is tantamount to
accepting that Spain should increase its expemditar match that of these
countries (a move that we doubt is shared by sdntigose who propose changes
to the system), and that we do not consider theaqtrof income elasticity in the
growth of this social expenditure (which contraslitteir own arguments). Both
extremes strike us as erroneous.

Therefore, if we take into account the income gagi'ar limit the comparison to
European countries with public health systems sintd those established by the
Spanish General Law on Health, or alternativelyyeflook into how much these
countries spent — in the past, because they hbadaver Spain — when they had
the same level of income as Spain has now, wetlfiadSpain’s expenditure is as
it should be for its level of development and redsl The overall valuation is,
therefore:a) if Spain has the right level of health expenditwy are mistaken
arguments for increases in public health spendinglded for the
(indiscriminate?) satisfaction of various pressgr@ups or lobbies (trade unions,
the industry) without any point of reference asarelg coordinated actions for
health improvement?®) as the relative income of the Spanish population
increases, it seems likely that the growth in teakpenditure will likewise do so,
the evolution of its distribution (between publicdaprivate health spending, i.e.,
at the expense of either the user or the taxpdyeng at any rate, a crucial
endogenous decision for health policy.

In effect, there is an additional error in the cemwonal argument in favour of
new (an indiscriminate) increases in spending: ordy is the destination not
selected, but there is not even any self-interrogaas to how it would be
financed. In practice this means ignoring the nieeldalance the budget (nothing
is free in this world: so what taxes are to beeased? Indirect regressive taxes?),
or even opting to return to public deficit (as i€ld did not have perverse
intergenerational redistribution effects): how cae be concerned about the
environmental legacy we leave to our children bot the financial burden of
debt?.

Common sense thus requires us to shun fundamergppsoaches and pay more
attention to the details of public spending pokgiee., what Atkinson calls the
“subtle” structure of welfare programmes (type pemsding, aims, institutional

aspects, profit regulation, conditions of acces&dion of beneficiaries, method
of financing, etc.). In short, it is not true tHall's fair”.



To sum up, the question that should concern detisiakers now is not so much
whether Spain’s current level of expenditure campiieon a par with that attained
by its neighbouring countries, but rather to wheteet current growth rates of
public health spending are compatible with the meoscenarios fixed by the
Spanish public sector in the process of Europeanargence and its frameworks
of stability.

Prognosis

However, in order to voice an opinion on this isstes first necessary to gain an
understanding of the behaviour of expenditure dvelfactors that do most to
stimulate its growth.

As we have stated elsewhere (Lépez-Casasfhpveere is ample reason to
believe that the rise in health spending in Spamlee traced to the diagnostic and
therapeutic content of average health provision,whbich the forecasts to date
predict an increase in use as a consequence afjgheg of the population.

Although it is true to say that health care priaes to a large extent endogenous
in the public sector (doctor’s salaries, at leasthe short term) and demographic
change is predictable, the evolution of averagé peavision depends to a lesser
degree on governmental decisions.

In fact, the evolution of the factor utilisationpi#snds on a series of variables (the
system’s ability to solve problems using lower-caaternative treatment,
frequency of service use and the evolution of thensity of care and/or the
degree of “intensity” of technology per care epmpdhe control of which by the
authorities is complicated at best. If the tecbgalal frontier is being moved up
rapidly in the health sector (combinations of drugthe treatment of AIDS as the
main challenge), new drugs such as statins, ahtregtcs, antipsychotics and
antidepressants are appearing (adding rather thastitsiting existing ones), the
population is ageing, life expectancy is increas{aghough some unknown
quantities remain in the association between ageingrage functional disability
and morbidity) and we aspire to improvements inghality of life (thus blurring
the dividing line between health expenditure andiadoexpenditure). Indeed
everything is pointing in the direction of new g8sen spending due to the
diagnostic and therapeutic content of averagehealth provision.

If this is the case, the relevant question is nbetiver health expenditure will
increase or not (in our opinion it will undoubtedhcrease) but rather how its
financing will evolve: will both curing and caringe provided through public
funds?. Note that this question is easier to angittbe variation in average real
health provision occurs mainly in terms of effeetiess, in which case it is
possible to discuss its cost-effectiveness ratioegards public financing. It is
much less so, however, when the evolution of tloipron incorporates elements
of utility or welfare. Although the line betweenuitng” and “caring” is not
always easy to draw, it would seem logical for ‘lexecge value” components
(e.g., utility derived from freedom of choice) tave a financial treatment that is
closer to the individual user than to the jointcotlective user, considering the



greater importance of subjective (and as such defimable) judgements in the
former than in the latter.

Thus, in the absence of a general process of edisation of decision-making in

the health sector, social pressure on public heajpenditure can put its financing
in a very complex situation. The influence of amcreasingly “medicalised”

society that expects the health care system tableeta solve practically all its

health problems on the rise of new technologiess(palised treatments) and in
the face of new diseases, forces authorities totigea very cruel prioritisation:

the possibilities that health science opens up giobal, but the resources
available for applying it are local. Hence, anyia@ihg is seen largely as a
frustration of collective welfare, and political ifeontation can yield major

electoral rewards.

A minimum of realism in the definition of health lpmes would thus advise
governments to start drawing up alternative scesain order to direct all the
foreseeable pressure that will be generated bytbeth in health expenditure
along channels other than those that at presesttatie public financing of this
expenditure. In the coming context, perhaps then@btapproach would be to
concentrate this financing selectively, on prowistbat passes cost-effectiveness
criteria, thus “decompressing” the general tax bardThis is the case not so
much because of the level this burden has reacgath an Spain (the ratio
between compulsory government receipts and GDPitiethe low bracket in
cross-national comparisons) as because of thecuiffi of introducing new tax
increases when rates are strait-jacketed by theefieompetition in international
trade.

Pharmaceutical expenditure within health expenditue as a whole

Let us now go on to take a look at some aspectseofole played by medicines
within average real health provision (i.e., thattleé growth of pharmaceutical
spending within health spending). This implies tume to the view that drugs
constitute an element of the overall combinationfuofctional expenditure for
health production and not an isolated input. Untles approach, and as
mentioned above, the expectations of a medicabsetety regarding the ability
of modern medicine to cure and care, together \thih appearance of new
lifestyle drugs (drugs against depression or ope¥iagra®, etc.), all contribute
to raising the pharmaceutical bill (see Table 9-1).

Table 9-1.Distribution by categories of the 50 top-sellingigs in the world.
Years: 1988-2002 (estimate) (number of products)

Category 1988 1993 1998 2002
Elderly 27 28 22 25

All ages 21 15 18 15
Lifestyle® 2 7 10 10

& Defined as drugs that make one feel better rathan fjust well, for example, drugs for treating
impotence, high lipids or menopause symptoms, antraceptives.
Source: The Economist, Special Supplement on DAGHO.




The realities concealed by the figures are, howefar more complex than a
straightforward reading would imply. Although it isue from a temporal
perspective that Spain went from spending 14.9%tsoverall public health
expenditure on pharmaceuticals in 1987 to figureshe region of 23% — not
including hospital pharmacy — in 2003 (as opposethé European average of
around 13%), the figures for spending in terms opylation are far less
anomalous. Pharmaceutical expenditure per capitdspa very different picture,
actually showing lower levels for Spain than foe thverage of Western countries.
For the purpose of these comparisons, the infesewagy according to whether
the yardstick is captitative (populational) or khsen the GDP (income), and
whether we consider pharmaceutical spending as@ogion of overall or public
health expenditure. Therefore, simply contemplatimg multifaceted nature of
the problem enables us to reach diagnoses that ctuser to reality, as we will
explain in the sections below.

Some more figures and facts

In Spain, pharmaceutical expenditure has recemriinlsubject to all possible cost
containment measures (negative lists, referenagngyi price control, generic
introduction, transfer of return above an agreeddold, and price reduction by
decree). Nevertheless, it should be stressed thgtmtices in Spain appear to be
below the European Union average (see Table %12jew of which the problem
with pharmaceutical expenditure is above all a f[@mwbof overconsumption and
dispensing costs. Given the existence of an agiaallel trade, control over
expenditure entails more factors than one-to-omgotiion with the laboratories
directly involved: pharmacies, users and especiatfscribers are key, despite
which many of the measures used in pharmaceutsaloontainment often do not
seem to be fully directed at these protagonists.

Table 9-2. Weighted average price of pharmaceutical in the main
European Union countries in 2001 (Spain 100)

Retail price + VAT
%

Germany 203
Netherlands 176
UK 186
Belgium 169
Italy 116
Spain 100
France 93

Source:La industria farmacéutica en cifraBarmaindustria, 2001.

2 A valuation that is properly adjusted to realityght to consider the weightings of these pricegréater detail
(given the diversity in amounts of consumption etiéel) and their different composition between ioéold
and new products (given the effect this can haveheir dynamics). Other studies provide a varidtylata,
quantifying with various weightings and at PPP ealubut to date we have not encountered any statisit
offers a synthetic price index that is higher tila® European Union average. Obviously, if this weoe the
case, the well-known problem of parallel trade wloubt exist.



We would draw attention to some additional infonmatshown in the tables
below: Spending on drugs show for Spa#) a public pharmaceutical
expenditure/GDP ratio 50% higher than the averdgea per capita PPP
expenditure much closer (still below) to the averagndc) the highest public
drug expenditure expressed as a percentage obthleout of all the countries
considered (Table 9-3). A good analysis of this lsarfiound in Puig-Jundy

Table 9-3. SpanishSocial Security drug consumption through pharmagiesil
price + VAT) (1988-2001)

Year Consumption Annual increase
(current  million (rate)
pesetas)

1988 310,845 16.2

1989 360,363 15.9

1990 413,208 14.7

1991 481,189 16.5

1992 558,534 16.1

1993 600,027 7.4

1994 635,007 5.8

1995 720,949 13.5

1996 800,853 111

1997 842,264 5.2

1998 926,262 10.0

1999 1,016,003 9.7

2000 1,097,472 8.0

2001 1,211,582 11.1

Source:La industria farmacéutica en cifrafarmaindustria, 2001.

In this context, Table 9-4 shows a certain amodrdonvergence in the relative
weight of public pharmaceutical expenditure wittiie GDP. Over the last two
decades those countries that started at lowerdédxale come to have higher rates
than those that started at higher levels (Germ&sygium, France), with the
result that the 2000 percentages are closer thasetlior 1980. Finland and
Denmark are extreme cases, considering the corystéditiceir low ratios in time.

Table 9-4.Public pharmaceutical expenditure as a percentbGO®

1980 1985 1990 1995 2000
Austria 0.5 0.5 0.5 0.6 0.8
Belgium 0.7 0.6 0.5 0.6 0.9
Denmark 0.3 0.3 0.2 0.4 04
Finland 0.3 0.3 0.4 0.5 0.5
France 0.8 0.9 0.9 1.0 1.2
Germany 0.9 0.9 0.9 0.9 1.1
Ireland 0.5 0.5 0.5 0.6 0.7
Italy 0.7 0.9 1.0 0.5 0.7
Netherlands 0.4 0.4 0.5 0.9 0.9

Portugal 0.8 1.0 1.0 1.3 1.3




Spain 0.8 0.7 0.9 11 13

Sweden 0.4 0.4 0.5 0.8 0.9
UK 0.5 0.5 0.6 0.7 0.7
Source: OECD

Health Data

Table 5 shows the evolution of public pharmaceugg@enditure as a percentage
of total public health spending. Note at this padiat the very high Spanish figure
rises over time, whereas Germany and Italy seenstatad still. Although they
have managed to “anchor” their total spending argslrat a low percentage of
their GDP, the Nordic countries unmistakably regjigtiso significant rises in the
public pharmaceutical component within public heapending: Sweden doubled
their proportion, and Denmark and Finland’s rosé&0% or more.

Table 9-5.Public pharmaceutical expenditure as a percenthiggad public
health expenditure

1980 1985 1990 1995 2000
Austria 10.3 10.0 10.3 11.1 14.4
Belgium 11.9 9.8 8.2 8.9 14.9
Denmark 3.7 3.7 3.1 55 5.6
Finland 6.3 5.5 5.5 8.6 10.4
France 13.0 13.9 13.6 12.5 17.4
Germany 12.5 12.8 13.6 11.4 11.6
Ireland 7.1 7.9 10.4 10.8 13.0
Italy 12.1 15.7 15.6 10.2 12.2
Netherlands 7.0 7.5 8.8 12.7 17.2
Portugal 21.2 30.1 23.7 26.3 22.8
Spain 16.8 15.7 16.2 18.7 23.7
Sweden 5.0 5.4 6.4 10.6 11.7
UK 9.3 10.5 10.9 12.0 14.3
Source: OECD
Health Data

Table 9-6.Some other (financing) pharmaceutical indicatd€£0

Public /total Public Pharmac Patient copay/
Pharmac. exp/ Public public pharmac.
Costs pharmac.costs costs

Austria 90.3 85.9 14.1
Belgium 69.8 82.9 17.1
Denmark 79.7 54.2 45.8
Finland 66.6 61.7 38.3
France 83.0 76.4 23.6
Germany 79.0 92.6 7.4
Greece 53.9 82.0 18.0

Ireland 78.1 91.3 8.7




Italy 50.3

Netherlands 100.0
Portugal 69.4
Spain 78.0
Sweden 92.6
UK 83.4

Source:OECD Health Data

90.7
93.9
76.0
93.3
63.6
95.1

9.3
6.1
24.0
6.7
22.4
4.9

An initial reading of the evolution of pharmaceaticonsumption within the
Spanish Social Security system enables us to cdeclalbeit in isolation and
tentatively, that in per capita terms drug consuomphas grown more than the
nominal GDP, but that it has maintained its positiwithin public health
expenditure as a whole. Therefore, in terms of g, rising consumption does
not represent a differential feature within thegm@hgrowth in health spending.

Lastly, Tables 9-7 to 9-10 provide various addisibdata.

Table 9-7.Total drug consumption in the European Union irosur

per person per year 2000

Austria
Belgium
Denmark
Finland
France
Germany
Greece
Ireland
Italy
Netherlands
Portugal
Spain
Sweden
UK

EU total

234
388
287
318
470
373
245
253
283
254
290
265
334
238
325

Source:La industria farmacéutica en cifraBarmaindustria, 2002.

Table 9-8. Pharmaceutical consumption and expenditure in SpaSocial Security

prescriptions per insured person per year (1993-Pid0Opesetas/year

Pharmaceutical consumption 1995 1997 1999 2001
Pharmaceutical consumptfon 21,552 25,036 30,035 33,724
Consumption of products 19,406 22,58¢ 27,156 30,647
Pharmaceutical expenditure by the 19,645 22,978 27,825 31,379
Social Security
Beneficiary’s contributioh 1,908 2,059 2,210 2,358
Number of prescriptioris 14.1 15.1 15.2 15.7




# Includes consumption of products, formulas, effeamd accessories, through prescriptions dispensed
through pharmacies.
Source:La industria farmacéutica en cifraBarmaindustria, 2002.

Table 9-9. Average sum per prescription of pharmaceutical pectglin the
Spanish Social Security market (retail price + VABP2-2001

Year Current pesetas Variation (%)
1992 1,133 14.7
1993 1,227 10.2
1994 1,330 8.4
1995 1,419 6.7
1996 1,500 5.7
1997 1,547 3.1
1998 1,703 10.1
1999 1,837 7.9
2000 1,901 3.0
2001 2,014 6.0

Source:La industria farmacéutica en cifraFarmaindustria, 2002.

Table 9-10.Pharmaceutical expenditure in Europe by categari@999 (in million
USS$)

France Germany Italy Spain UK
Cardiovascular 3706 3802 2140 1219 1740
Alimentary/metabolism 2144 2558 1363 843 1501
CNS 2009 1920 1054 862 1463
Anti-infective 1584 1381 1207 538 455
Respiratory 1327 1481 775 577 1230
Urinogenital 878 956 504 223 477
Musculoskeletal 688 697 506 252 448
Skin care 528 656 310 202 388
Cytostatic 233 712 495 245 234
Blood agents 307 361 343 142 72
Sensory organs 265 235 185 100 143
Mixture 90 218 33 8 37
Hormones 240 339 179 155 96
Diagnostic agents 179 315 99 3 95
Hospital solutions 14 45 29 3 10
Parapsychology 32 24 7 3 37
Total 14224 15700 9229 5375 8426

Source:IMS Health, 2000.

As Figueras and Saltman note in their report f&@ WHC?, however, cross-
national comparisons prove to be extraordinarilgleadinga) depending on our
choice of benchmarks, and on whether we considéliqwr overall health
spending, or per capita pharmaceutical expendituyén view of the fact that
final pharmaceutical expenditure includes taxes amdrmediaries’ markups,
when both of these factors vary greatly from coptdrcountry, ana) given the



variety of combinations of functional expenditutgpe of care and regulation of
access to health services. Figueras and Saltmawntbiab if we calculate spending
using ex-factory prices and applying the same n@gko both prescription and
non-prescription drugs, the UK (which accordingdhe conventional indicators of
the first group is always in the low spending betglcomes to have the largest
percentage of pharmaceutical expenditure as aidracf overall spending. It
even surpasses Germany, which as a gross percenttdgrit accounting for
margins had a figure no less than 25% higher, aoc rthan doubled the British
one in terms of per capita in US$.

Having said this, we nevertheless have no answersydny other questions
relating to the behaviour of pharmaceutical expemei What is the degree of
efficiency of Spain’s pharmaceutical consumptios?itl high or low? Will a
solution be forthcoming with the introduction of@neric market (considering the
poor prospects for introducing one), or the libeetlon of markups, or the
opening of pharmacies, or the vertical integratbnthe wholesalers? In short, is
pharmaceutical spending excessive in Spain?

Public financing and pharmaceutical policy

Quite apart from the above reflections, it shoule diressed that no single
approach to the problem can provide an ultimattficetion for a general policy

of decreasing or increasing this item of expendititharmaceutical expenditure
is really just another input in health productionligies, and complementariness
or substitutability with other inputs, and crosteefs in general, make it
necessary to take an overall approach to any mdigation process.

Seen from this angle, measures like timetlicamentaZdthe popular name given
to Spain’s first major negative list, passed by eyomental decree in 1993),
despite their immediate aim of cutting expenditusg discouraging the

unnecessary use of medicines, often have a rebetfedt on other items of

expenditure. Thus, “all’s fair” is an unacceptalspproach for a health care
rationalisation policy. The design and structureefpayment offers a descriptor
of the extent to which the objectives of more fumgdi(without reducing

consumption, higher unit prices) and less spentingt containment by reducing
consumption in the face of higher prices) are aff@dy health care regulation.
As a result, only when the measure has a strongctefin the reduction of
“unnecessary” drug consumption are we dealing aittase of effective health
care prioritisation.

Specifically, Spain’s experiences in the selectimancing of pharmaceuticals up
to 1997 (Order of 6 April 1993, developing Royaldpee 98/93 of 22 January
1993, which regulates the selection of medicineptoposes of financing by the
National Health System, BOE No. 88, 13 April 1988drid, Boletin Oficial del

Estadg lead us to conclude that the effectiveness o$dhmeasures has been
small as regards their cost containment objectiVée. decrees on the selective
financing of pharmaceuticals of 1993 and 1997 wameed at the exclusion of
drugs judged to have a low therapeutic value; aljhoempirical studies value
this aspect positively, the results in terms ofuetobn in spending are less



conclusive. Indeed, the recent increase in the etddk the prescription of drugs
amounts a 9% (2000), 11.3% (2001), 9.9% (2002)touime 11.7% increase for
2003.

From an overall perspective, everything seemsdcate that on the whole there
has been no downward trend to date in pharmacéetpeenditure in Spain, but
quite the opposite.

In general, the results confirm the short-term reatof the pharmaceutical cost
containment strategy. The trend followed by spegdmnthe long term effectively
shows a return to the initial levels prior to theasures.

This has lead some observers to support the inttmofuof direct measures aimed
at containing consumption, such as raising theayoxent rate or the imposition
of a generaticket modérateuon consumptich In effect, Spain has one of the
lowest beneficiary contributions to public pharmae=al consumption in Europe:
6.7% in 2001 (a third and a sixth of those for Sewedand Denmark,
approximately). Intrinsic to this are the growingnks of pensioners, whose
numbers increased by 21.8% over the period 1982;2@8e number of
prescriptions per person per year rising steadiby/q in 2002). All this leads us to
similar conclusions to those seen when analysiegpiievious issue. These are
utilisation factors for which the ceiling is an urdwn quantity, with very difficult
management measures (as they affect society’s &ters of the system), the
de-marketing of which is highly problematic. In #&duh to the liberalisation
measures already undertaken and efforts to resthet profits of the
pharmaceutical industry, there seem to be cleacatidns that it is also advisable
to attempt to moderate users’ consumption and aehgebetter integration for
pharmaceutical provision within professional praetiThe dissociation between
pensioners and the poor should perhaps accompangeam policies undertaken
in the future.

Having stated the above, it is absolutely essetdiaiake some comments on the
current package of measures regulating the Spahstmaceutical market. As we
mentioned earlier, the expected effectiveness aklitey the problem of
pharmaceutical consumption in a single spheretefwention (supply, demand or
wholesalers) is small. Equally, the study of th@att of any measure of this sort
must therefore incorporate an integral approachdé@roblem (see Table 9-11).

Table 9-11. Some cost-containment measures in the pharmaceutical sector

Devolution of the implementation of pharmaceutiegjislation to several autonomous communiti
(Catalonia, Navarre, Canaries, Galicia, and CaatitkLedn)

Relative deregulation of pharmacies (marginal esitenof the number of authorised establishments

and opening hours) and continual adjustments tiumpar(decrees of 1997 and 1999)

Promotion of generic policy and setting up of tissh Pharmaceutical Agency in June 1999, in
attempt to achieve more rational pharmaceuticatcigsl

The potential effects of the decree passed on 8 1899, regulating the reference pricing system,
the financing of pharmaceuticals by Social Secutitds. Similarly for 2003 (implemented Jan 2004

The move towards selection in the latest decreputitic financing of pharmaceuticals (1998) and
a result from a new reference pricing system dustetd in 2004.
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In addition to the economic objective of savings gablic health care funds, the
regulation of the Spanish pharmaceutical sectorsyms other goals, both
economic and social. Thus, from a social welfasswaoint, it is important to bear
in mind the repercussions of regulation on thethesthtus of the population, the
equity of the health system either generally omfra more sectoral perspective,
and innovation and localisation processes in tharmhceutical industry as a
whole.

We can divide the package of measures regulatiagSianish pharmaceutical
market up to 1997 into those that directly afféet supply side and those (such as
themedicamentazdhat fall on the demand for drug consumption.

Measures affecting the supply side

One of the most important factors on the supple dids been the agreements
between the Department of Health and the pharmaetutindustry
(Farmaindustria), first for the period 1995-199'hieth imposed a ceiling on the
pharmaceutical industry rate of return, at 7% i®6.%nd 4% in 1997. These
agreements established the refunding of the groasgins corresponding to
increases in expenditure above the fixed percentgether with a series of
recommendations for pharmacies to offer discoumpst® 2% of the retail price)
to the users of the drugs. The contributions ofgharmaceutical industry to the
Spanish Social Security as a result of this agreéeramounted tdts 14,173m,
17,909m and 18,043m (Ministry of Health and Consuéairs estimate) for
1995, 1996 and 1997 respectively. This sort of @agents was extended up 2003,
when the new reference pricing system was appravitld the opposition of
Farmaindustria.

On a different front, a debate has been initiatedhe suitability of single linear
markups, alternative proposals being made for diffeated markups according
to the services offered, by likewise differentiagadtors or groups.

Indeed, the recent history of the financial regatatof pharmacies provides us
with practically the whole range of possibilities:fixed 25% markup in 1945,
subsequently increased to 30% (but with a 6.6% atemlu for “Compulsory
Insurance” drugs), then progressive markups inliegseportional to the retail
price, which were introduced in 1963 and 1964 Farske that exceeded a certain
amount and then modified in 1977, then the singlrkop again in 1981,
although with modifications to the rate for varioeasons in 1985, 1988, 1993
and 1997, and finally a return to special markupsyg@l Decree Law 5/2000 on
the rationalisation of drug use). This establishedaximum markup of 27.9% for
drugs with a retail price of up s 20,000, a fixed sum dhs 5,580 for drugs
costing more than this amount, and a markup of 38%ogenerics. It also



authorises a discount on over-the-counter druggdb 10%. On a different note,
the decree also regulates the deductions (refunttetpublic health system) to be
applied as a function of the monthly turnover afgh dispensed in pharmacies.

The alternatives to this system of remunerationvee# known, although their
effects on the present status quo appear to béostaate to their being applied.
For example, one possibility would be to determarfexed component (for active
service or stand-by) or a semi-fixed one (accordmthe number of pharmacists
in service), and a variable component per presonfgackage dispensed, a
percentage of the price and a fee for special sesviThere is no need here to
enter into the details of the incentive compatipiproblems raised by one type of
contractual rule or another, whether it is viewadthe context of the agency
relationship between health authorities and phaishawr the more liberal or
private one between user and pharmacist (see Gabimmtl Ort¥). The actual
effects of the markups resulting from the varioombinations can be calibrated
in relation to their present values, dependingajiihe size of the municipalityn)
sales (and how they are distributed between ppesmm and over-the-counter
drugs),c) the evolution predetermined by the fixed comporéithe formulations
(nominal GDP or CPI, basically), and of couthethe weight of the amount per
prescription versus the markup on the retail pri8enulations and subsequent
calibrations have been carried out in Catalonid weial data for the provinces of
Gironallfand Tarragona. An excellent analysis oféhasanges can be found in
Andreu’.

Some of the above changes have been proposed eectiom to the incipient
introduction of a generic market in Spait{owever, taking into consideration
that this market barely accounts for 3% of totasgription costs, together with
the scant development of European regulation amrdsg patents in the
pharmaceutical sector (and the little impact of phegress made in this direction
in Spain) we can forecast that the effect on phaeukical expenditure will be
small. This may take the form of a mere “exchanfyeopies”, which represent
30% of the country’s prescriptions. The OECD recandations for the future
that are being introduced into several works hingethe need to carry out a
thorough evaluation of variations in prescriptioattprns within and between
countries, and to advance towards selective demggulof the retail market.

Measures affecting the demand side

As regards distribution, there is a clear needafdaroader structural reform than
the political situation sometimes allows, althougie law passed by the
autonomous community of Navarre (Statutory Law @@ on Pharmaceutical
Care) seems to have opened up something of a breatths respect. In our
opinion the necessary reform, which affects bothanisational and financial
aspects, requires a coherent strategy centrednewaegulatory arrangement for
pharmacies.

This could be based around the following points:



1. A minimum coverage health plan could be esthbtisthat would guarantee
one pharmacy for a certain number of inhabitant8ana certain distance to
travel to one. For example, one pharmacy for a tewith 800 inhabitants
and/or at a distance of no more than 250 metresStatutory Law in Navarre
mentioned above attaches each pharmacy to a BasitthHZone, moreover
adding that unless this coverage is guaranteedemo pharmacies will be
authorised to open anywhere in Navarre, as inrdgpect the public interest
predominates over business initiative). If to thigl it is necessary to invite
inverse tenders (public non-private financial congaion for sharing capital
gains derived from the barriers to competition tigeserated) the previous
thresholds should be guaranteed.

2. Once this minimum pharmaceutical care is covepddrmacists would be
free to set up any other initiative. The erosioraining power that this might
spell for existing pharmacies could be offset byangeof minimum market
protection periods and by prohibiting chains of nof&cies without a single
owner per pharmacy.

3. Initially the system of public grants for phaweisas and would only affect
pharmacies that correspond to planned authorisafitve initial realistic
approach would require the maintenance of the gramith existing
pharmacies, although the system of allocating tlest lxlause tendered
(possibly guaranteeing the established minimumsiidcte imposed. This
would be particularly plausible after an initialripel (e.g., three years) before
the pharmacies broaden their range of pharmacéuatica services to raise the
initial requirements of the health authorities poblic pharmaceutical care. In
this way, the awards could be made by invitationtéader (even with
different levels: basic, and complementary wittopprogrammes) to a given
number of pharmacies, at least equivalent to threb&n planned according to
population size and not necessarily coinciding witle number that had
previously enjoyed public grants.

It would be desirable for the above process toltesuhe future pharmaceutical
grants taking in the entirety of pharmaceuticalvieess. Possible lines of
implementation would bea) the definition of the range of services offered by
each pharmacybh) the purchase of these services from each pharriopdpne
corresponding health services) selective grants depending on the services
offered, andl) changes in the dispenser’s remuneration systdmirig it more in
line with priority pharmaceutical care activities.

This strategy might help to generate a level ofgasional competition between
pharmacies that would encourage them to performnpdi@eutical care activities
with the ultimate goal of improving the quality tife care received by citizens.
This would include aspects such as the manageniethieproduct (as regards
guaranteeing the accessibility of the drug: avditsgh product quality and
dispensing), clinical management (appropriate us¢he drug by the patient,
including evaluation of the outcome of pharmaceltiatervention, treatment
monitoring, observance, information, detectiontwrapeutic problems, etc.) and
a series of preventive activities (e.g., healthmpobon in primary pharmacy, and
screening in specialised pharmacy).



Summary

To sum up, the diagnosis derived from the foregaggregate analysis shows
that:

1. The problem of Spain’s pharmaceutical expenéitappears to lie in its
growth rate over the last two decades. But thisnctabe judged without
considering the point of departure: its share imgeof GDP was already high
in 1980 and has remained high to the present. Tterniational price
convergence is behind its dynamics but it doedullyt explain the values. In
most countries the diagnosis is the opposite: iprisnarily a problem of
growth rate already from a high spending level.

2. The problem of Spain’s pharmaceutical expenéitiges not lie in its absolute
level but in the large proportion financed publi€ig.4% of the total, whereas
the European average is 58.3%). The absence dfisigm co-payments for
the population as a whole and little screeninghie type of drugs financed
may explain this.

3. In spending per capita, Spain also stands alawerage, although less
strikingly so. But contrary to what we find in mangighbouring countries, in
Spain the problem has more to do with excess copsomthan with relative
prices. Thus, for example, more than half the ghowt spending between
1995 and 2002 can be explained by the number aicppions per capita.
The effect of prices is especially strong on thengonent (which stands at
around 15% of the total) of consumption of new picid (those that have
been on the market for less than five years), ag thore than double the
prices of old products (those marketed for 10 toy&ars). Indeed, over the
period 1980-1996 the price of new products had \@rage impact on the
upward trend in health expenditure of 442%

Final considerations

It is extremely difficult to forecast what the SjpEn health system of even the
near future will be like, particularly if it conties to be “anchored” in the
dynamics offered today by national health servitestvices” as if they were just
another administrative service, “national” implyirg strong tendency towards
uniformity, and “health” denoting an intention thatnot always translated into
the best integration (for instance, between ultnwddjectives and the provision of
services, or between health sector policies anthallother economic and social
sector policies).

It seems likely that in the future we will needtéxkle health problems from an
angle that has more in common with the idea of @atdnsurance system.
“System” for a better interlocking of ultimate objwes and health care services
between public and private actors, and betweereréifit public actors, all
politically legitimated throughout the territorynea for their better coordination,
crucial for the success of any health policy. “hasce” because of the
inescapable nature of the idea of specifying lee¢ltealth care coverage and
selective limitation of provision. “Social” becauskthe foreseeable continuity of
the implicit objective of solidarity in its systeof financing, protection through



the coverage of all or part of the population, andoser integration of the social
health needs of the population.

As we mentioned above, the health sector may essitpin stuck in the present
status quo, and as such incapable of respondititetoew needs of society. This
can be attributed, among other reasons, to thereetg of universalism (benefits

that tend to be presented as “necessary” fortak) short-term approach of health
policies (which works against major changes), thstamary corporatism of

today’s prevalent interests, and the frequent uséealth care as a political

weapon in elections.

Thus, reorientation towards a new social insuraystem may take a very long
time to impregnate the health care of the futuit@s Twvould come to replace the
British model of the NHS (imported for the Spanidéneral Law on Health, more
than 50 years too late), a service that was, aftecreated under very different
circumstances from the present (in a postwar peob@&xtreme poverty with
“compassionate” Conservative governments and agtpoedominance of social
over individual responsibility). It is difficult teee this instrument, which was so
successful in the past in improving the welfaretlo¢ population, as being
extrapolable today in the face of a future markgdhitherto barely imaginable
possibilities such as the appearance of genetingeand personalised treatments,
the irruption of new and costly “lifestyle” druggechnological capabilities in
which “caring” is of greater value than “curing’nd strong expectations to
introduce elements of individual welfare — not oglinical effectiveness — into
health care provision. And of course, in consonamath all this, greater
acceptance within society of shifts of respondipiiiom collective state action to
the individual sphere.

Between the “old” that puts off its death and tmew” that puts off its birth,
doubts are rife, but discussion on the subjectualuable.

In this context, and in the specific case of phamun#ical provision, the prognosis
provided by the series of considerations raisedthis chapter leads us to
emphasise the following points.

First of all, if, as we have seen, the problemrie of overconsumption first and
cost level (including dispensing costs) second.rdfoee, it should be the former
and not the latter that dominates policy agendas.

Despite this fact, beyond the pressure exertechenaboratories, almost none of
the measures that have been implemented in Spagatiae lists, reference
pricing, control of authorised prices, genericanlinction, transfer of return above
an agreed threshold, and price or markup redudiioecree) have any direct
influence on the day-to-day development of expemditind its key protagonists:
users, pharmacies and above all prescribers.

As we understand it, only combined action involvthg participation of decisive
parties, and a return to the view that drugs ctutstian element of the overall
combination of functional expenditure for healtloguction (and not an isolated



input), can lead to the creation of a stable fraor&vior the sector, thus pointing
it in the right direction to face the future chaliges of the Spanish health system.

Second, there is every reason to believe thatxterralities that pharmaceutical
development has in technological innovation, thdustrial policy of a country
and patients’ welfare require a more stable framikwioan is the case at present.
In this regard, we would stress that general pub&gulation should be
sufficiently broad and long-term to be able to guile sector through short-term
upheaval in the financing of expenditure. Most loé¢ tutilities in any country
(electricity, gas, telecommunications) enjoy a lgtatiegal” framework that
enables the parties to know where they stand, diegprto a semicontractual
arrangement with obligations and duties for bothtipg The constraint of
discretionality is particularly necessary for thasmnomic sectors that require
long-term investments entailing major fixed coseséarch and development) that
are often irrecoverable. Although this demands aentizorough public regulation
study than is possible here, it strikes us thatfigieg a particular line to follow
according to variables such as the evolution ofGRd°, plus an additional index
for diagnostic and therapeutic value (similar tattdeveloped by Berndt and
others) provides a better formula than sporadic adjustmemade to variables
that fail to discriminate sufficiently between athindustries or products or
turnover (volumes versus margins).

This may encompass the substitution of drugs witkatgr therapeutic value
(economy clause), levels of advancement in sekectimancing (favourable
evolution of private financing in the joint finamg of the expenditure), positive
adjustment for convergence of prices in the singbeld market (against parallel
trade) and other factors concerning industrial ecan policy (weight of R&D
spending over the total for the sector in relatmmolume of business).

We consider that working towards a stable frameworkthe sector in Spain is
one of the main challenges for the evolution of lgullinancing of health
expenditure. The necessary consensus to achiesecthild be built on the
discussion already formalised in parliament aroantroad agreement for the
pharmaceutical sector, although we are very muchdathat in the end electoral
issues will outweigh what is advisable and rational
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