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Executive summary

Phar ma ceu ti cal costs are es ca lat ing at a rate that out paces in fla tion, forc ing gov ern -
ment pro vid ers to bal ance con sumer needs against bud get ary re al i ties. 

Sev eral strat e gies for better man ag ing drug expen di tures are attract ing sig nif i -
cant atten tion, includ ing bulk pur chase agree ments. Bulk pur chas ing agree ments seek
to reduce per unit costs by increas ing the vol ume of prod uct pur chased. In phar ma -
ceu ti cal mar kets this is done by com bin ing mul ti ple pur chas ing enti ties, such as
employ ers, states, prov inces or munic i pal i ties, and the drugs they buy to secure lower
prices for their med i cines, usu ally directly from the man u fac turer. Bulk pur chas ing is
fre quently used in com bi na tion with other strat e gies such as sole ten der ing, ther a peu -
tic sub sti tu tion, ref er ence-based pric ing, restricted for mu lar ies, and pre ferred drug
lists. 

The real ity of phar ma ceu ti cal mar kets is such that dis counts and pric ing are
extremely nuanced, mak ing a straight for ward cal cu la tion of bulk pur chas ing and the
asso ci ated sav ings impos si ble. Spe cif i cally, bulk pur chase agree ments are always
employed in com bi na tion with mul ti ple other cost-sav ing strat e gies, mak ing it vir tu -
ally impos si ble to tease out the sin gu lar impact or cost sav ings accru ing to the bulk
pur chase agree ment alone.

While a sys tem atic anal y sis of bulk pur chase agree ments is impos si ble, this study 
gath ers ample anec dotal evi dence to estab lish that these agree ments con sis tently gen -
er ate cost sav ings, rang ing from mod est to quite impres sive. Admit tedly, the esti mates 
are very sen si tive to the spe cif ics of the strat e gies in use, the sophis ti ca tion of the plan,
the size of the pro gram, as well as his toric pur chas ing pat terns. This study iden ti fies
three sources of direct sav ings: 

4 pro vider phar ma cies will accept lower reim burse ment and dis pens ing fees in
exchange for a larger vol ume of pre scrip tions; 

4 admin is tra tive expenses are reduced when spread over a larger num ber of units, essen -
tially low er ing the per-unit cost through econ o mies of scale; 

4 there is an enhanced oppor tu nity to influ ence mar ket share from increased vol umes
and con cen tra tions in a given region, which will result in increased rebates nego ti ated
with phar ma ceu ti cal com pa nies.

While bulk pur chas ing agree ments are ben e fi cial to cov er age and for tax pay ers,
they may have an adverse impact on the dis abil ity bur den and not be good for patients’
health. In addi tion, these pol i cies have angered many phy si cians who were unable to
pre scribe the drug of their choos ing since the patient would have to pay out of pocket
for it. Bulk pur chase agree ments may result in a sit u a tion in which the insured receive
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opti mal brands in some areas, but less opti mal brands in oth ers. Fre quent rene go ti a -
tion (annu ally in some cases) can lead to abrupt changes in treat ment for insured
patients, lead ing to patient dis sat is fac tion and a poten tial for adverse out comes,
includ ing lack of adher ence, which in turn can lead to a require ment for more expen -
sive treat ment options, such as hos pi tal admis sion.

There are other poten tial prob lems with bulk pur chas ing agree ments, too. One
con se quence may be drug monop o lies or lim ited num bers of drug sup pli ers. This
reduc tion in com pe ti tion may lead some man u fac tur ers to leave the mar ket, fur ther
restrict ing oppor tu ni ties for sub sti tu tion. At the extreme, drug short ages may occur,
which would harm patients. Addi tion ally, these pol i cies lead to both restricted access
to med i cines due to the pre ferred drug list, as well as delayed intro duc tion of new
inno va tive med i cines, poten tially lead ing to poorer health out comes and addi tional
expen di tures on non-phar ma ceu ti cal forms of care. Bulk pur chas ing agree ments also
have the poten tial to limit access to other med i ca tions that are not included in the
agree ments. As a result, pre scrip tion costs may shift to patients if the nec es sary med i -
ca tions are not part of such agree ments, thereby requir ing higher co-pay ments, or
forc ing patients to cover the entire cost of these drugs—or even go with out. Finally,
there can be an impact on inno va tion. Price pres sure on the inno va tive phar ma ceu ti -
cal indus try will reduce the incen tives for phar ma ceu ti cal research and devel op ment,
sti fling inno va tion and reduc ing the number of breakthrough therapies in the pipeline.
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Intro duc tion

Phar ma ceu ti cal costs are es ca lat ing at a rate that out paces gen eral in fla tion, sev eral
times over, leav ing gov ern ment pro vid ers with the dif fi cult task of bal anc ing con -
sumer needs against bud get ary re al i ties. The chal lenges of reign ing in drug ex pen di -
tures are com pli cated by a com bi na tion of fac tors that drive es ca lat ing drug costs.
Ac cord ing to a 2005 re port, the driv ers of es ca lat ing drug costs include:

4 changes in the size and demog ra phy of the pop u la tion,

4 increases in the unit price of drugs,

4 changes in the pre scrib ing pat terns of phy si cians,

4 increases in the num ber of drugs dis pensed per patient,

4 changes in the num ber of drug options avail able for spe cific health con di tions,

4 increas ing use of newer, more expen sive and/or more effec tive drugs,

4 increas ing reli ance on drug ther apy instead of other med i cal treat ments, and

4 emerg ing con di tions and dis eases requir ing drug ther apy. (Cana dian Phar ma cists
Asso ci a tion, 2005: 2) 

In response, policymakers are focus ing their efforts on find ing strat e gies for
better man ag ing drug expen di tures. They are plac ing spe cific empha sis on reduc ing
drug costs, get ting value for money, patient com pli ance, and effec tive, appro pri ate,
and safe drug use (WHO, 2007; Cana dian Phar ma cists Asso ci a tion, 2005; Euro pean
Com mis sion and the Eco nomic Pol icy Com mit tee, 2010).

In this con text, sev eral strat e gies are attract ing par tic u lar atten tion, includ ing
bulk pur chase agree ments. Bulk pur chas ing agree ments seek to reduce per unit costs
by increas ing the vol ume of prod uct pur chased. In phar ma ceu ti cal mar kets this is
done by com bin ing mul ti ple pur chas ing enti ties, such as employ ers, states, prov inces
or munic i pal i ties, and the drugs they buy in order to secure lower prices for their med -
i cines, usu ally directly from the man u fac turer. Bulk pur chas ing agree ments are also
known as aggre gate pur chas ing, con sol i dated pur chas ing, pooled pur chas ing, and
price vol ume con tracts. Bulk pur chas ing allows plan spon sors (pur chas ing enti ties) to
coor di nate with other plan spon sors in order to increase the total num ber of cov ered
lives, to lever age more favour able finan cial arrange ments. Accord ing to the Com mon -
wealth Fund, poten tial sav ings from bulk pur chase agree ments com monly increase
with expanded par tic i pa tion since drug prices and rebates are tied to vol ume. Aggre -
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gate pur chas ing of pharmaceuticals encom passes not only the pur chase of med i ca -
tions, but also includes the ser vices asso ci ated with admin is ter ing the phar macy
ben e fit, such as man age ment of drug use, claims admin is tra tion, and man age ment of
the insur ance net work (Lewis, 2001: 4). Spe cif i cally, bulk pur chase agree ments may
result in more favour able pric ing and in dis counted phar macy dis pens ing fees. Both
reduce costs for the pur chas ing entity. Bulk pur chas ing is most fre quently used as a
cost con tain ment strat egy, fre quently in com bi na tion with other strat e gies such as
sole ten der ing, ther a peu tic sub sti tu tion, ref er ence-based pric ing, restricted for mu lar -
ies, and pre ferred drug lists. 

This study was envi sioned as an exam i na tion of bulk phar ma ceu ti cal pur chase
agree ments in New Zea land, the United States, and Europe, spe cif i cally con sid er ing
how such agree ments are used in each juris dic tion, quan ti fy ing the sav ings, and
explor ing the con se quences of employ ing such agree ments. How ever, the real ity of
phar ma ceu ti cal mar kets is such that dis counts and pric ing are extremely nuanced,
mak ing a straight for ward cal cu la tion of bulk pur chas ing and the asso ci ated sav ings
impos si ble. Spe cif i cally, bulk pur chase agree ments are always com bined with mul ti ple 
other cost-sav ing strat e gies, mak ing it vir tu ally impos si ble to tease out the sin gu lar
impact or cost sav ings accru ing to the bulk pur chase agree ment alone. These strat e -
gies are pur sued by both plan spon sors and sup pli ers. “A sup plier will readily offer dis -
counts, rebates, or kick backs in exchange for con trac tu ally bind ing pur chas ing
agree ments” (Kittridge, Rivera, Coyle, and Zucarelli, 2011: 31). The Acad emy of Man -
aged Care Phar macy (AMCP) describes how man aged care drug ben e fit cov er age pro -
grams rou tinely incor po rate numer ous strat e gies, fre quently in tan dem, to man age
phar ma ceu ti cal costs. The mech a nisms used include for mu lar ies or pre ferred drug
lists, vol ume dis counts, nego ti at ing max i mum allow able cost, work ing with pre scrib -
ers to ensure appro pri ate drug usage, pro mo tion of generic med i ca tions, dis ease man -
age ment and med i ca tion ther apy man age ment pro grams, prior autho ri za tion, drug
uti li za tion review, and nego ti at ing bulk dis counts and other con tracts with phar ma -
ceu ti cal man u fac tur ers to obtain lower prices (AMCP [no date]: 2). This study finds
that gov ern ment, state, pro vin cial, and munic i pal enti ties use com bi na tions of these
strat e gies.

For some per spec tive on the mul ti plic ity of reg u la tions that gov ern ment
policymakers employ to man age phar ma ceu ti cal expen di tures, table 1 lists the vari ety
of sup ply-side and demand-side mea sures avail able.

Accord ingly, this study describes the com pre hen sive strat e gies used in New Zea -
land, the United States and a selec tion of Euro pean coun tries. The anal y sis aims to
describe the spe cific strat e gies in use in each juris dic tion and quan tify the impact of
those in use. While a sys tem atic anal y sis of bulk pur chase agree ments is impos si ble,
this study gath ers ample anec dotal evi dence to estab lish that bulk pur chase agree -
ments con sis tently gen er ate cost sav ings. This is dem on strated with an explo ra tion of
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the spe cific strat e gies used, and under what con di tions, in each of the three regions. In
order to under stand the vari ety of strat e gies employed it is nec es sary to define the
mech a nisms used and describe the unique char ac ter is tics that apply to each. These
def i ni tions fol low.

Drug for mu lar ies have become a prin ci pal tool for many policymakers seek ing
to man age phar ma ceu ti cal expen di tures. A drug for mu lary is a list of both branded
and generic pre scrip tion drugs that the plan spon sor (insurer or gov ern ment) pre fers.
Pre scrip tion cov er age may only extend to med i cines that are on this pre ferred list,
effec tively steer ing pre scrib ers and patients to the least costly med i ca tions suf fi ciently
effec tive for treat ing the par tic u lar health con di tion. Drug for mu lar ies may either be

Fra ser Insti tute   4   www.fraserinstitute.org

The Bulk Purchase of Pharmaceuticals  4   May 2013   4   9

Table 1: Overview of Regulation on the Supply- and Demand-Side

Supply-side Demand-side

Price Controls Physicians

Based on: Clinical practice

Clinical performance Prescription guidelines

Economic performance Education

Cost of existing treatments Information

Cost-plus calculations Monitoring/audit

International prices Prescription quotas

Controlled price update Pharmaceutical budgeting

Free Pricing Overall budgets

Expenditure Control Patients

Discounts Cost sharing

Rebates Information

Pay-back Education

Price-volume agreements OTC spending

Price freeze/price cuts

Industrial Regulation Pharmacies

Profit controls/Rate of return Generic Substitutions

Tax benefits Monetary Incentives 

Claw-backs

Margins

Discounts

Source: von der Schulenburg, Vandorors, and Kanavos, 2011: 3. Reproduced with permission.



“pos i tive” or “neg a tive.” As described by Mor gan et al. (2006), pos i tive list ings indi cate
which med i cines are cov ered under a given pro gram and pro vide infor ma tion about
the sub sidy level and the con di tions under which it applies. Drugs that are not listed
are gen er ally not cov ered. In con trast, in the case of a “neg a tive” for mu lary, vir tu ally all 
drugs are cov ered unless they are listed. Cen tral ized reviews are used in both cases to
deter mine which drugs will be placed on the for mu lary, to either receive or be
excluded from cov er age. For neg a tive for mu lar ies, drugs need not be for mally
reviewed to be eli gi ble for cov er age. Mor gan et al. (2007) note that numer ous stud ies
have estab lished that when a for mu lary “is national in scope, poten tial inclu sion on a
for mu lary is a very pow er ful incen tive for man u fac tur ers to price their prod ucts com -
pet i tively” (Mor gan et al., 2007: 4).

Closely related to for mu lar ies are pre ferred drug lists (PDLs), which are imple -
mented to encour age pro vid ers to pre scribe and dis pense the most clin i cally appro pri -
ate and cost-effec tive med i ca tions, requir ing prior autho ri za tion for any med i ca tion
not deemed “pre ferred.” A PDL may be vol un tary or man da tory. Under a vol un tary
pre ferred drug list, a list of pre ferred med i ca tions is devel oped and pro vided to pre -
scrib ers, but reim burse ment of non-pre ferred med i ca tions is not restricted. In this
case, the pur chas ing entity (insurer or gov ern ment) relies on pre scrib ers to vol un tarily 
change their pre scrib ing hab its to favour the drugs on the PDL. Given a man da tory
pre ferred drug list, pre ferred drugs do not require prior autho ri za tion. Pre ferred drugs 
may be pre scribed and dis pensed with out any addi tional ver i fi ca tion or clin i cal doc u -
men ta tion. Non-pre ferred prod ucts, how ever, require prior autho ri za tion, a pro cess
that may be com plex and bur den some. Pre ferred drugs lists have suc cess fully shifted
mar ket share to less-costly pre ferred prod ucts. “In the pri vate-payer mar ket place,
restric tive for mu lar ies typ i cally cause an 80 per cent to 90 per cent mar ket shift to pre -
ferred agents” (Kittridge, Rivera, Coyle, and Zucarelli, 2011: 21).

Ten der ing is a pro cess in which a pur chas ing entity (insurer or gov ern ment)
nego ti ates the low est price for a phar ma ceu ti cal prod uct. Fre quently the low est bid der 
becomes the sole ten der and its drug is the only one avail able from a spe cific ther a peu -
tic class of drugs to patients par tic i pat ing in the drug plan (Better Pharmacare Coali -
tion [BPC], 2010: 2). 

Ther a peu tic ref er ence-based pric ing pol i cies are imple mented such that
insurers or gov ern ments reim burse the cost of only one drug, the so-called “ref er ence
drug,” in an entire class of drugs. This is fre quently the least expen sive drug within the
class (BPC, 2010: 2). Ref er ence-based pric ing assumes that drugs within the same ther -
a peu tic class are inter change able, pro vid ing the same ther a peu tic ben e fits, such that a
com mon level of reim burse ment may be estab lished. While drugs within a spe cific
drug class may dif fer chem i cally and struc tur ally, they are con sid ered ther a peu ti cally
equiv a lent (BPC, 2010: 2). Drug plans employ ing ref er ence-based pric ing may also use
ther a peu tic sub sti tu tion, which requires patients to start with or switch to the ref er -
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ence drug, even if it was not the drug within the same ther a peu tic class pre scribed by
their doc tor. As Ess, Schneeweiss, and Szucs (2003) describe, ref er ence-based pric ing
sys tems are char ac ter ized by two pri mary weak nesses: dif fi cul ties in apply ing them to
inno va tive drugs due to a lack of com pa ra ble ref er ence drugs, and the estab lish ment of 
ther a peu tic equiv a lence, which is often based on weak data. 

It is essen tial to dis tin guish ther a peu tic ref er ence-based pric ing pol i cies from
exter nal ref er ence-based pric ing, also known as inter na tional ref er ence-based
pric ing. In the case of the lat ter, pur chas ing enti ties (fre quently gov ern ment health
agen cies) employ a reim burse ment pol icy under which pay ers set a max i mum reim -
burse ment price based on the com par i son of prices across other nations. The selec tion 
of coun tries is fre quently based on a cri te rion of sim i lar pur chas ing power. 

VanLandingham (2009) out lines a com ple men tary mech a nism for cap tur ing
addi tional cost sav ings. Spe cif i cally, he describes how Florida in par tic u lar, and other
states and enti ties more gen er ally, could save addi tional costs by con sol i dat ing drug
repack ag ing ser vices. VanLandingham notes that each of sev eral state agen cies has a
sep a rate con tract to dis pense drugs. Con sol i dat ing the unit dose and pre scrip tion dis -
pens ing fees paid could result in sig nif i cant cost sav ings (VanLandingham, 2009: 9).
More over, state agen cies could rec og nize fur ther cost sav ings with a coor di nated
state wide for mu lary. State agen cies fre quently estab lish dif fer ent for mu lar ies, result -
ing in addi tional for mu lary man age ment and pre scrib ing policymaking costs. More
closely align ing state for mu lar ies would allow for more effec tive drug use man age ment 
and more rapid adop tion of best prac tices. This, how ever, is not with out its own com -
pli ca tions and risks. As McKesson noted in a 2010 study, “there may be a small eco -
nomic advan tage to buy ing in bulk and repack ag ing dis cre tion ary oral solid
med i ca tions when the acqui si tion cost dif fer en tial approaches $0.20 or more per dose.
How ever, this advan tage may be off set or more than off set by the increased risk inher -
ent in the addi tional pack ag ing respon si bil ity, since any med i ca tion pack ag ing error
can affect patient care and safety” (McKesson, 2010: 8).

Nego ti ated dis counts and rebates are applied based on vol ume, prompt pay -
ment, and mar ket share. For example, the phar ma ceu ti cal man u fac tur ers who wish to
have their drugs cov ered by Medicaid must pro vide rebates to state Medicaid pro -
grams for med i ca tion pur chases. More over, many states have nego ti ated addi tional,
sup ple men tal rebates (Kai ser Fam ily Foun da tion, 2010: 6). Rebates are broadly
defined as dis counts that are pro vided fol low ing a pur chase, based on vol ume, mar ket
share, and other param e ters. Rebate dis counts is the mech a nism phar ma ceu ti cal man -
u fac tur ers use most fre quently to pro vide lower drug prices (AMCP [no date]: 5).

Phar ma ceu ti cal man u fac tur ers use mar ket share rebates, also known as “incen -
tive for mu lary rebates,” to increase a spe cific drug’s mar ket share rel a tive to a com pet i -
tor’s drugs within a par tic u lar drug plan (AMCP [no date]: 7).
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Beyond the use of mul ti ple strat e gies, which com pli cate the mea sure ment of the
direct impact of bulk pur chas ing, cost sav ings esti mates are dif fi cult to come by. Such
cal cu la tions are com pli cated by the dif fer ent meth ods of bulk pro cure ment and by the
fact that much of the most desir able infor ma tion is unavail able. For instance, when
tasked with con duct ing a full audit of pre scrip tion drug costs, the Office of the Utah
Leg is la tive Audi tor Gen eral encoun tered numer ous obsta cles that ulti mately pre -
vented the com ple tion of the audit. Table 2 pres ents the inac ces si ble infor ma tion and
the rea sons for the lack of avail abil ity. 

Despite the numer ous chal lenges in eval u at ing bulk pur chase agree ments, a sig -
nif i cant num ber of infor ma tive stud ies are avail able, pro vid ing evi dence of the ben e fits 
of such agree ments. At the same time, these sav ings are not accrued with out poten tial
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Table 2: Obstacles that Prevented a Full Audit of Prescription Drug Costs
The lack of accessible data among fully-insured state-funded entities prevented a
full audit

Information not
accessible

Reason information is 
not accessible

Effect on audit

Actual cost for prescription
drug benefits for those
fully-insured state-funded
entities that are not Public
Employees Health Program
(PEHP).

Many fully-insured entities
contract with the insurance
carrier to provide both the
prescription drug and medical
benefits. The entity does not
generally know the cost
breakout of the individual
benefits.

We cannot accurately
determine the cost for
prescription drug benefits.

Employee pharmacy cost
share and dispensing fee costs 
per member per month for
fully-insured state-funded
entities not with PEHP.

Proprietary information
between the insurance carrier
and pharmacy benefits
manager.

We cannot accurately
compare prescription drug
benefit costs among
state-funded entities.

The amount of selected drug
discounts applied to the
average drug wholesale price
for fully-insured entities that
are not with PEHP.

Proprietary information
between the insurance carrier
and pharmacy benefits
manager.

We cannot accurately show a
difference in the actual cost of
specific drugs.

Rebates from drug
manufacturers received by the 
insurance carriers of
fully-insured state-funded
entities that are not with
PEHP.

Proprietary information
between the insurance carrier
and pharmacy benefits
manager.

We cannot verify that rebates
received by the insurance
carrier are being passed on to
the state-funded entities
through lower premiums.

Source: Utah, 2006: 7.



costs. Those costs include lim ited access to med i ca tions, reduced med i ca tion sup plies, 
risks of short ages, wors en ing health out comes, restricted choices, and sti fled inno va -
tion. The remain der of this study describes the spe cific strat e gies in use in New Zea -
land, the United States, and Europe, and quan ti fies the impact of those strat e gies
wher ever pos si ble. Reforms in New Zea land, dat ing from the early 1990s, are
described first, fol lowed by an explo ra tion of multi-state pro grams imple mented in
the United States. The pro grams in effect in a selec tion of Euro pean coun tries fol low.
Finally, the study describes the con se quences (both the risks and ben e fits) stem ming
from the use of such cost con tain ment strat e gies. 
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New Zealand

New Zea land pro vides uni ver sal pub lic health in sur ance through 21 dis trict health
boards which also pay for med i cines. These dis trict health boards are re quired to pro -
vide the drug sub si dies pub lished in the na tional Phar ma ceu ti cal Sched ule. Close to 80 
per cent of all of New Zea land’s phar ma ceu ti cal ex pen di tures are funded in this way,
while the re main der are cov ered by pa tient co-pay ments and charges for drugs out side 
the Phar ma ceu ti cal Sched ule (Mor gan et al., 2007). Fol low ing a pe riod of in dus try lit i -
ga tion and un sus tain able bud get ary in creases, the Phar ma ceu ti cal Man age ment
Agency of New Zea land (PHARMAC) was es tab lished as a non-profit gov ern ment
agency in 1993 to im prove the man age ment of the Phar ma ceu ti cal Sched ule and stem
the growth of phar ma ceu ti cal ex pen di tures. PHARMAC it self is gov erned by the dis -
trict health boards and has had great suc cess in man ag ing phar ma ceu ti cal ex pen di -
tures while main tain ing uni ver sal ac cess. The New Zea land ex pe ri ence dem on strates
that strong ne go ti a tions, un der par tic u lar cir cum stances, can re duce phar ma ceu ti cal
ex pen di tures by up to 90 per cent on some drugs (Fayerman, 2007).1 PHARMAC has
suc cess fully con trolled phar ma ceu ti cal ex pen di tures, “sav ing the equiv a lent of its
orig i nally al lo cated bud get ev ery year, de spite a 50% in crease in vol umes” (Da vis, 2004: 
171). The re sults were ap par ent al most im me di ately. Fig ures 1 and 2 rep re sent the
dra matic im pact of PHARMAC pol i cies, il lus trat ing pub lic ex pen di tures and growth
in ex pen di tures, as well as the changes in price and vol ume over time. Fig ure 1 shows
that gov ern ment spend ing on pharmaceuticals grew at a rate of 20 per cent per year
through the 1980s, num bers that dropped af ter the estab lish ment of PHARMAC.

PHARMAC uses a vari ety of strat e gies to accom plish its dual objec tives: man -
age ment of phar ma ceu ti cal expen di tures and main te nance of uni ver sal access. Pri -
mary among these strat e gies is PHARMAC’s national for mu lary. PHARMAC makes
its list ing deci sions based on pop u la tion health needs, safety, effi cacy, and cost effec -
tive ness. Beyond this, PHARMAC uses nego ti ated rebates and dis counts, pack age
agree ments (also known as cross-prod uct or bun dling agree ments), ten der ing
sole-sup ply, ther a peu tic ref er ence pric ing, and con tracts. Given the com bi na tion of
pol i cies in use, it is dif fi cult to tease out the pre cise impact of bulk pur chas ing. This is
fur ther com pli cated by the lack of infor ma tion on the rebates and dis counts received
by PHARMAC and which thereby dis tort the pric ing infor ma tion and cal cu la tions of
cost sav ings.
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nego ti at ing posi tion.



Sev eral impor tant phar ma ceu ti cal pol i cies dis tin guish the New Zea land mar ket.
First, when ever pos si ble, New Zea land uses sole ten ders to bid down the price of phar -
ma ceu ti cal med i ca tions. Through sole ten ders, a lim ited num ber (or just one) prod uct
is pro cured for each indi ca tion. Pre sum ably, the win ning bid der pro vides a lower price 
in exchange for the oppor tu nity to sup ply the entire New Zea land mar ket. As Mor gan
et al. (2007) point out, this auc tion mech a nism for sole-sup ply can drive prices down
to “com mod ity pric ing” lev els that char ac ter ize per fectly com pet i tive mar kets and
serve as the bench mark of eco nomic effi ciency. The first drug put up for ten der was
paracetamol in 1997. “A price reduc tion of 44% was achieved ... [and] at a later date for
a period of three years, a fur ther price fall of 34% was secured” (Davis, 2004: 176-177). 

How ever, another con se quence of this pol icy is that “patients have no option to
pay a pre mium for their pre ferred brand; their only choice is to pay the full,
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Fig ure 1: Nom i nal Sub si dized Phar ma ceu ti cal Expen di tures, exclud ing
Goods and Ser vices Tax

Note: Data for 1999 are esti mates and data for 2000 are fore casts. $NZ = New Zea land dol lars.
Source: Braae, McNee, and Moore, 1999: 652.



unsubsidized price for their pre ferred brand” (Sundakov and Sundakov, 2005: 9).
More over, reim burse ment rates are typ i cally uni form within a ther a peu tic group since 
PHARMAC does not increase reim burse ments for med i cines that have dem on strated
greater effec tive ness. In addi tion, the bud get for pharmaceuticals man aged by
PHARMAC is strictly capped. As an auton o mous state entity, PHARMAC’s mis sion is
to max i mize the health impact of pre scribed med i ca tions by opti miz ing access sub ject
to their nego ti ated annual bud get. 

PHARMAC first estab lished a pub lic for mu lary, the Phar ma ceu ti cal Sched ule,
list ing the drugs sub ject to the gov ern ment sub sidy (either full or par tial). New Zea -
land’s “pos i tive” for mu lary doc u ments the full list of sub si dized drugs. As Mor gan et
al. (2006) describe, pos i tive list ings indi cate which med i cines are cov ered under a
given pro gram, pro vid ing infor ma tion about the sub sidy level and the con di tions
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Fig ure 2: Price, Vol ume, and Mix Indi ces for New Zea land Sub si dized
Phar ma ceu ti cal Expen di ture

Notes: The price index mea sures changes in the sub sidy level of sub si dized pharmaceuticals
(weighted by their expen di ture). The vol ume index mea sures the num ber of pre scrip tion items. The
mix index is a resid ual, derived after cal cu lat ing the price and vol ume index, and com par ing this with
changes in total expen di ture. The mix index reflects the com po si tion of drugs being sub si dized. Q =
quar ter.
Source: Braae, McNee, and Moore, 1999: 659.



under which it applies. Drugs that are not listed are gen er ally not cov ered. Cen tral ized
reviews are used to deter mine which drugs will be placed on the for mu lary. Braae,
McNee, and Moore note that “drugs are assessed for the health gain they pro vide to
patients as well as whether they pro vide sav ings in other parts of the sys tem, such as
avoided hos pi tal iza tions ... the deci sion cri te ria exclude the impact on the phar ma ceu -
ti cal indus try” (1999: 652-653). 

In 1997, New Zea land also adopted ther a peu tic ref er ence pric ing, set ting the
price for an entire class of drugs by ref er ence to the cheap est drug in the class.
PHARMAC is essen tially pay ing for a class or ther a peu tic effect, encour ag ing pre -
scrib ers to use less expen sive drugs that are fully sub si dized as first-line ther a pies.
Accord ingly, PHARMAC endeav ors to fully sub si dize at least one drug in each ref er -
ence-priced ther apy group (Davis, 2004). The effect is sub stan tial sav ings, as was seen
in 1998 when the ref er ence price for an ACE inhib i tor with low mar ket share was
reduced 60 per cent. The result was an increase in mar ket share from “2% to 47% for the
com pany and a sav ings of $30 mil lion a year for the drugs bud get” (Davis, 2004: 176).

Accord ing to Sundakov and Sundakov, “Up to 1997 New Zea land’s spend ing on
pharmaceuticals as a pro por tion of the total health bud get was gen er ally in line with
the OECD aver age.... Since 1997, New Zea land has moved dra mat i cally out of line with 
the OECD. New Zea land’s pub lic spend ing on pharmaceuticals, as a pro por tion of our
total pub lic expen di tures on health, is now less than half the OECD aver age, while our
total health spend ing as a pro por tion of GDP has remained in line with the OECD
trends” (2005: 5). The impact of PHARMAC’s strat e gies is vis i ble in fig ure 3, which
illus trates price dif fer en tials for sev eral OECD nations. It is impor tant to note that in
1997 New Zea land prices were between two and five times greater than those in the
UK (Braae, McNee & Moore 1999). New Zea land’s phar ma ceu ti cal expen di -
ture—both as a pro por tion of total health expen di ture and of GDP—decreased sig nif i -
cantly in years when these pro por tions grew in OECD nations in response to
inno va tive treat ments and increased reli ance on phar ma ceu ti cal rather than sur gi cal
inter ven tions. While this pol icy keeps drug prices down, it does risk a sin gle price for a
class of drugs that may be so broad as to not be clin i cally substitutable. As a con se -
quence, New Zea land pre scrib ers and patients face a restricted range and quan tity of
med i ca tions. Not sur pris ingly, Sundakov and Sundakov report increased costs else -
where in the health sys tem. This is largely driven by lower health out comes result ing
from lim ited access to pharmaceuticals, the dis rup tion of estab lished clin i cal rou tines,
and lim ited clin i cal choice, all of which reduce the oppor tu ni ties for min i miz ing side
effects. Fur ther, non-phar ma ceu ti cal treat ments and inter ven tions may ulti mately
cost more than the equiv a lent med i cines-based treat ments would have cost. Sundakov 
and Sundakov cite the case of end-stage renal dial y sis in which ear lier phar ma ceu ti cal
inter ven tions alone may save New Zea land tens of mil lions of dol lars in net sav ings.
The fis cal sav ings from sole ten der ing and other restric tions on the range of
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pharmaceuticals avail able is obvi ous, but the impact of this pol icy on patients’ health is 
dif fi cult if not impos si ble to mea sure. 

New Zea land also takes advan tage of nego ti ated rebates and dis counts in order
to secure cost-effec tive prices. These rebates and dis counts are not reflected in posted
prices and so do not affect the man u fac turer’s list prices which are used in inter na -
tional ref er ence pric ing. PHARMAC also uses expen di ture caps to secure rebates.
“These act as risk-shar ing agree ments that ensure that if sales of a listed prod uct
exceed an agreed-upon level, the man u fac turer is respon si ble for cov er ing all or part of 
excess costs” (Mor gan et al., 2007: 6). 

PHARMAC also uses pack age agree ments (also known as cross-prod uct or bun -
dling agree ments) and con tracts as for mu lary-based pol i cies to reduce phar ma ceu ti cal 
costs. Under pack age agree ments, PHARMAC agrees to list a new drug which has
been deter mined to be effec tive, but not cost-effec tive, at the posted inter na tional
price with the con ces sion that the man u fac turer dis counts another of its cur rently
listed drugs. This pro cess may result in a less effec tive older drug being funded in one
dis ease area to get a new drug into another dis ease area.

Through this implicit dis count the new prod uct becomes cost-effec tive for New
Zea land, while the man u fac turer con tin ues to claim the posted inter na tional price
(Mor gan et al., 2007). In addi tion, PHARMAC con tracts for the major ity of its listed
prod ucts to ensure the prod uct is con tin u ously sup plied by the man u fac turer. The
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Fig ure 3: Price Dif fer ences across All Cat e go ries of Pharmaceuticals 

*FSS = Federal Supply Schedule; 
**IMS Health = a leading firm in global pharmaceutical pricing.

Source: Sundakov & Sundakov, 2005: 13. Reproduced with permission.
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con tract may be used to secure a lower price today in exchange for pro tec tion against
future ref er ence pric ing (or other pric ing nego ti a tions) for a given period of time into
the future (Mor gan et al., 2007) .

For per spec tive on the New Zea land expe ri ence, con sider a recent study by Mor -
gan, Hanley, McMahon, and Barer (2007). Their anal y sis exam ines the poten tial sav -
ings avail able through for mu lary-based prices, using Can ada as a point of com par i son.
Rel a tive to Brit ish Colum bia (a prov ince with a pop u la tion approx i mately equal to
New Zea land’s pop u la tion), the aver age price in New Zea land across the four types of
drugs was 45 per cent lower for branded drugs. For generic prod ucts the prices were 58
per cent lower, and aver aged across both branded and generic ver sions of the four
types of drugs the New Zea land drugs were priced 51 per cent lower. Note that
PHARMAC funds close to 80 per cent of New Zea land drug expen di tures, while
PharmaCare only funds 43 per cent of expen di tures in Brit ish Colum bia. (Mor gan et
al., 2007: 12).

The growth rate in phar ma ceu ti cal expen di tures has also been main tained by
PHARMAC. “Actual PHARMAC expen di tures grew at a rate of 0.5% per year from
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Fig ure 4: Pub lic Drug Expen di tures for New Zea land and Brit ish
Colum bia, 1996-2007

Source: Mor gan et al., 2007: 13.



1996 to 2004 and are fore cast to grow at approx i mately 3% per annum through 2007”
(Mor gan et al., 2007: 12). Again, this con trasts dra mat i cally with Brit ish Colum bia’s
PharmaCare which expe ri enced growth in pro vin cial drug expen di tures of approx i -
mately 8.3 per cent per year from 1996 to 2004, and which is nota bly less than the 11
per cent Cana dian aver age (Mor gan et al., 2007: 12). Annual expen di tures are shown in 
fig ure 4. 

Over all, New Zea land has imple mented a highly suc cess ful, coher ent set of strat -
e gies which has enabled the coun try to simul ta neously reign in phar ma ceu ti cal expen -
di tures while expand ing access. Fig ure 5 illus trates the sav ings achieved between 1993
and 2004, con trast ing esti mated expen di tures with out PHARMAC inter ven tion to
those expe ri enced fol low ing the estab lish ment of PHARMAC. These strat e gies give
incen tives on both the sup ply side (man u fac tur ers and retail ers) and the demand side
(phy si cians and patients) to adopt pol i cies and behav iours that sup port PHARMAC
objec tives. It is, how ever, impor tant to rec og nize that these pol i cies did not come
with out a cost. While they were ben e fi cial to cov er age and for tax pay ers, they may
have had an adverse impact on the dis abil ity bur den (mea sured both in terms of dis -
abil ity prev a lence and life expec tancy with dis abil ity) and patient health out comes. In
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Fig ure 5:  Sav ings Achieved by Price Reduc tions: Total Sub si dized,
Non-Hos pi tal-Funded, Drug Cost in Mil lions of NZ dol lars (exclud ing
Goods and Ser vice Tax), Year end ing 30 June

Source: Davis, 2004: 178. Reproduced with permission.
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addi tion, these pol i cies angered many phy si cians who were unable to pre scribe the
drug of their choos ing since the patient would have had to pay out of pocket for the
medicine. The fol low ing dis cus sion of con se quences and risks pro vides spe cific exam -
ples of neg a tive health out comes.

Davis (2004) notes that since its incep tion, PHARMAC has man aged phar ma -
ceu ti cal expen di tures such that its bud get has grown at a rate less than infla tion, while
expand ing the num ber of avail able drugs and accom mo dat ing approx i mately a 50%
increase in demand. With out these efforts, the phar ma ceu ti cal bud get would have
dou bled between 1993 and 2004. The suc cess of New Zea land’s pol i cies may also be
traced to the lim ited size of the mar ket and absence of phar ma ceu ti cal man u fac tur ing
capac ity. Small mar kets are less sig nif i cant to the indus try, both in mar ket sales and in
pre ce dent set ting. Fur ther, the lack of man u fac tur ing capac ity lim its the man u fac tur -
ers’ abil ity to retal i ate through domes tic indus try. While it is impos si ble to pin down
the impact of bulk pur chas ing exclu sively, it is unde ni able that the com bi na tion of pol -
i cies employed by PHARMAC secured sig nif i cant direct sav ings for New Zea land. At
the same time, the nation arguably experienced increases in costs elsewhere in the
health care system. 
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United States

Amer i can policymakers are con fronted by the in creas ing costs of pharmaceuticals and 
the chal lenges of en sur ing ac cess to med i cines and qual ity of care. Es ca lat ing drug
costs put con sid er able pres sure on state bud gets and com mand the at ten tion of
elected of fi cials. As ta ble 3 de scribes, brand-name phar ma ceu ti cal prices in the United 
States are the high est in the world. While US ge neric drug prices are among the low est,
over all US drug prices are among the high est in the world. More over, they are in creas ing.2 

In light of ris ing costs, bulk pur chas ing agree ments are attract ing grow ing atten -
tion. In 1999 the Mas sa chu setts state gov ern ment autho rized a state wide bulk pur -
chase plan, and since that time an increas ing num ber of states and other enti ties have
explored aggre gate phar ma ceu ti cal pur chas ing. Accord ing to the National Con fer -
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Table 3:  Global Prescription Drug Prices

Prices for 30 most commonly prescribed drugs,
2006-07 (US set at 1.00)*

Brand name Generic Overall

Australia 0.40 2.57 0.49

Canada 0.64 1.78 0.77

France 0.32 2.85 0.44

Germany 0.42 3.99 0.76

Netherlands 0.39 1.96 0.45

New Zealand 0.33 0.90 0.34

Switzerland 0.51 3.11 0.63

United Kingdom 0.46 1.75 0.51

United States 1.00 1.00 1.00

Median (countries shown) 0.43 1.96 0.51

*Analysis by G. Anderson of IMS Health Data.
Source: Squires, 2012: 6. Reproduced with permission.

2 In large part, this stems from the inno va tion free rider prob lem. High drug prices in the United States pro -
vide the prof it abil ity that funds inno va tion and research, while other nations expend immense effort to
pur chase drugs nearer to mar ginal cost.



ence of State Leg is la tures (2012), as of early 2012, five multi-state bulk buy ing pools
are in oper a tion. Numer ous sin gle state ini tia tives are also in effect. 

As of early 2012, the pro grams in oper a tion are: 

4 The National Medicaid Pool ing Ini tia tive (National Medicaid Buy ing Pool or NMPI or 
NMBP)

4 Top Dol lar Pro gram (TOP$)

4 The Sov er eign States Drug Con sor tium (SSDC) 

4 The North west Pre scrip tion Drug Con sor tium 

4 The Min ne sota Multistate Con tract ing Alli ance for Phar macy (MMCAP)

Kittridge, Rivera, Coyle, and Zucarelli (2011) describe the states that par tic i pate
in sup ple men tal rebate pur chas ing pools and direct-pur chas ing arrange ments (see fig -
ure 6). The fig ure includes par tic i pa tion in three pro grams, as well as direct pur chas ing 
arrange ments: NMPI (The National Medicaid Pool ing Ini tia tive), Top Dol lar Pro gram 
(TOP$), and the Sov er eign States Drug Con sor tium (SSDC). 
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Fig ure 6: State Enroll ment in Sup ple men tal Rebate Pur chas ing Pools
and Direct-Pur chas ing Arrange ments

Source: Kittridge, Rivera, Coyle, and Zucarelli, 2011: 28.



The National Medicaid Pool ing Ini tia tive

The Na tional Medicaid Pool ing Ini tia tive be gan in early 2003 with four states. The to -
tal has since in creased to ten in ad di tion to the Dis trict of Co lum bia: Alaska, Ken tucky, 
Mich i gan, Min ne sota, Montana, New Hamp shire, New York, North Carolina, Rhode
Is land, and South Carolina. Six ad di tional states joined but have since with drawn. The
NMPI is a multi-state Medicaid phar ma ceu ti cal pur chas ing pool ad min is tered by Ma -
gel lan Medicaid Ad min is tra tion, Inc./Pro vider Syn er gies. As par tic i pants in the
NMPI, Mich i gan es ti mates it will save $8 mil lion on its Medicaid pro gram, Ver mont
will save $1 mil lion, Alaska es ti mates $1 mil lion sav ings in 2004, and Ne vada es ti mates
$1.9 mil lion for 2004 and $4.3 mil lion in 2005 (Kasprak, 2005; NCSL, 2012). Upon
join ing, the New York De part ment of Health stated, “The pre ferred drug list could
save the state as much as $194 mil lion in fis cal year 2005-06 and $392 mil lion in
2006-07” (NCSL, 2012: 2).

The Top Dol lar Pro gram

The Top Dol lar Pro gram be gan in 2005 with Lou i si ana and Mary land. There are cur -
rently eight par tic i pat ing states: Con nect i cut, Del a ware, Idaho, Lou i si ana, Mary land,
Ne braska, Penn syl va nia, and Wis con sin. It is ad min is tered by Pro vider Syn er gies.
Lou i si ana es ti mates that it will save $27 mil lion in its Medicaid pro gram in 2006, while
Mary land re ports sav ings of $19 mil lion in 2006. State Comp trol ler Kevin Lembo re -
ported that Con nect i cut can save be tween $66 mil lion and $80 mil lion by ne go ti at ing
bulk pur chas ing and vol ume-re lated dis counts for the roughly 9 mil lion pre scrip tion
pur chases made by the state’s De part ment of So cial Ser vices (Phaneuf, 2011). In 2006,
Pro vider Syn er gies claimed that a state with an ex ist ing pre ferred drug list typ i cally
gains an ad di tional 10% in sav ings upon join ing TOP$ (NCSL, 2012).

The Sov er eign States Drug Con sor tium

The Sov er eign States Drug Con sor tium be gan in Oc to ber 2005, founded by the states
of Iowa, Maine, and Ver mont. There are cur rently eight par tic i pat ing states: Iowa,
Maine, Mis sis sippi, Or e gon, Utah, Ver mont, West Vir ginia, and Wy o ming. The SSDC 
is the “first, state-ad min is tered multi-state Medicaid sup ple men tal drug re bate pool”
(NCSL, 2012: 3). In con trast with ven dor-ad min is tered pools which are owned by the
vender, this pro gram is en tirely owned by the par tic i pat ing states. Each par tic i pat ing
state has its own pre ferred drug list. In 2006, Iowa es ti mates sav ings of $1.8 mil lion and 
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Maine cal cu lated sav ings of $1 mil lion. Utah es ti mates sav ings of $1.5 mil lion in 2007
and Ver mont re ceived $5.3 mil lion in ad di tional state-ne go ti ated sup ple men tal re -
bates in 2008 (NCSL, 2012).

The North west Pre scrip tion Drug Con sor tium

The North west Pre scrip tion Drug Con sor tium be gan joint pur chas ing in 2007 with
Or e gon and Wash ing ton. ODS, an Or e gon-based phar macy ben e fits man age ment
com pany, ad min is ters the plan. By the end of Au gust 2008, the North west Pre scrip -
tion Drug Con sor tium en rolled more than 174,000 un in sured or underinsured res i -
dents in the dis count pro gram and more than 224,000 group mem bers in the
phar macy ben e fit pro gram. Or e gon and Wash ing ton res i dents en rolled in the dis -
count pro gram saved more than $12 mil lion since the in cep tion of the pro gram.
(NCSL, 2012).

The Min ne sota Multistate Con tract ing Alli ance 
for Phar macy

The Min ne sota Multistate Con tract ing Al li ance for Phar macy was founded in 1985
and in cludes 45 states and the cit ies of Los An geles and Chi cago. MMCAP is “a vol un -
tary group pur chas ing or ga ni za tion op er ated by the State of Min ne sota serv ing gov -
ern ment based healthcare fa cil i ties. The goal of MMCAP is to pro vide mem ber
or ga ni za tions the com bined pur chas ing power to re ceive the best prices avail able for
pre scrip tions” (Cauchi, 2007: 9). Ac cord ing to Cauchi (2007), MMCAP mem ber fa cil i -
ties pur chase more than $800 mil lion in pharmaceuticals per year. 

Beyond the cost sav ings fig ures, it is impor tant to rec og nize that bulk pur chas ing
con fers indi rect sav ings as well. The con cen tra tion of pur chases and admin is tra tive
effi cien cies also con trib ute in impor tant ways to the cal cu lus of bulk pur chas ing. In the 
state of Florida, in Fis cal Year 2007-2008, the five state agen cies pur chas ing drugs pro -
cured 92 per cent of the dol lar vol ume of pharmaceuticals through the Min ne sota
Multistate Con tract ing Alli ance for Phar macy (MMCAP) (VanLandingham, 2009: 2).

The MMCAP can claim sig nif i cant cost sav ings. Table 4 defines a num ber of the
pleth ora of rel e vant US phar ma ceu ti cal prices. The most fre quently ref er enced base -
line is the “Aver age Whole sale Price” (AWP), the one ref er enced by MMCAP in tout -
ing the extent of their nego ti at ing power. This table puts other prices in per spec tive
rel a tive to the AWP. 
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Accord ing to VanLandingham, “MMCAP reports that it achieves aver age sav -
ings of approx i mately 23.7% below aver age whole sale price for brand name pharma-
ceuticals and 65% below aver age whole sale price for generic drugs. In addi tion, par tic i -
pat ing states achieve admin is tra tive sav ings through lower order ing costs and inven -
tory lev els” (2009: 4). In a recent study of MMCAP prices, a con sult ing firm found its
prices to be lower than those achieved by the other four multi-state group-pur chas ing
orga ni za tions. “In a mar ket bas ket of 413 drugs, MMCAP’s total prices were 2.8% to
4.4% lower than total prices for the same mar ket bas ket of drugs from the four other
group-pur chas ing orga ni za tions” (VanLandingham, 2009: 4). These num bers are very
impres sive in light of the prices paid by the US Depart ment of Vet er ans Affairs, which
enjoys the low est prices avail able nation ally. The US Depart ment of Vet er ans Affairs
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Table 4: National Average Drug Price as a Percentage of Average
Wholesale Price

Procurement
method

Description Percentage of
average

wholesale
price

Average
wholesale price

National average of list prices charged by wholesalers to
pharmacies (i.e., “sticker price”)

100%

Average
manufacturer
price

Average price paid to a manufacturer by a wholesaler for
drugs distributed to retail pharmacies

80%

Wholesaler
acquisition cost

Price paid by a wholesaler for drugs purchased from
manufacturer or other supplier

70%

MMCAP group
purchase
organization

Price negotiated by MMCAP for drugs purchased from
manufacturer or other supplier

60%

Medicaid best
price

Lowest price paid to a manufacturer for a brand name
drug, taking into account rebates, discounts, and other
pricing adjustments, excluding nominal prices

58%

Federal 340B
drug pricing
program

Prices negotiated by public health service entities 30-50%

Federal Veterans
Affairs price

Prices negotiated by the federal Department of Veterans
Affairs

45%

Source: VanLandingham, 2009: 4.



pric ing agree ments aver age 45 per cent of aver age whole sale prices (VanLandingham,
2009: 5).3 

It is impor tant to rec og nize that there are no direct Medicaid sav ings to glean
from bulk pur chas ing due to many states’ par tic i pa tion in the fed eral rebate pro gram
and leg is lated phar macy reim burse ment arrange ments (Lewis, 2001: 8). Since the
states are unable to attain a lower price than that pro vided through the fed eral rebate
pro gram, or drop their phar macy rates, par tic i pa tion does not result in addi tional
direct sav ings. That is, given that states can not improve upon the fed eral rebate pro -
grams that they already enjoy, or reduce the phar macy costs, they are unable to cap -
ture addi tional direct sav ings. How ever, admin is tra tive effi cien cies and asso ci ated
sav ings are one way in which state Medicaid plans can ben e fit from aggre gate pur chas -
ing. Given that admin is tra tive costs do not increase lin early with vol ume, larger pools
and greater num bers of par tic i pants result in lower per-unit admin is tra tive costs. 

Beyond the five pro grams described above, sev eral other multi-state pro grams
are in oper a tion, some have ceased to be oper a tional (due in part to con sol i dat ing with
other plans), and numer ous sin gle-state ini tia tives are oper a tive. For exam ple, the Rx
Issu ing States (RXIS) pro ject was led by West Vir ginia and cov ered pub lic employ ees
in five states: West Vir ginia, Del a ware, Mis souri, New Mex ico, and Ohio. West Vir -
ginia real ized $7 mil lion in net sav ings in the ini tial year (July 2002-July 2003) and
expected $25 mil lion in net sav ings over the three-year con tract period. Ohio esti -
mated sav ings at $5 mil lion per year, while Mis souri expected sav ings of $1.4 mil lion in 
the first year. New Mex ico expected $2 mil lion in sav ings. The agree ment was ter mi -
nated in 2005 and the pro ject is no lon ger oper a tional (Kasprak, 2005; NCSL, 2012).
Ulti mately, nego ti a tions with other states regard ing ade quate pre ferred drug lists for
their pop u la tions posed the great est chal lenges. 

In terms of a sin gle state pro gram, Geor gia’s Depart ment of Com mu nity Health
uses a sin gle phar macy ben e fits man ager to nego ti ate and man age the pre scrip tion
drug ben e fit for state health plans, sav ing $60 mil lion between Octo ber 2000 and Jan u -
ary 2003 (Krause, 2004: 1). It is worth not ing that a por tion of over all sav ings may be
attrib uted to the nego ti a tion of a more com pet i tive finan cial arrange ment with a sin gle 
plan admin is tra tor. In addi tion, Geor gia has reduced phar macy cost trends for its
Medicaid pro gram of 18 to 25 per cent dur ing the first six months of the new pro gram
(Lewis, 2001: 17).

Wash ing ton’s State Health Care Author ity began the Pre scrip tion Drug Pro -
gram in 2006 for the state’s Medicaid, pub lic employee, and work ers’ com pen sa tion
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3 While these fig ures do rep re sent sig nif i cant sav ings to the US fed eral gov ern ment\rquote s pro grams, it is
impor tant to note that the aver age price for con ven tional retail phar ma cies, rel a tive to the AWP, is 83 per -
cent, and for mail order phar ma cies the aver age price is no more than 78 per cent of the AWP (Con gres sio -
nal Bud get Office, 2007: 4). Given that, VanLandingham may have slightly exag ger ated the sav ings.



pro grams. The pro gram uses an evi dence-based pre ferred drug list and sup ple men tal
rebates, gen er at ing annual sav ings of $22 mil lion for Wash ing ton. This amounts to
almost 5 per cent of its Medicaid fee-for-ser vice drug spend ing and con trib utes to $38
mil lion sav ings in com bined state-fed eral spend ing (Kittridge, Rivera, Coyle, and
Zucarelli, 2011; NCSL, 2012).4

In addi tion, health insur ers in the US nego ti ate bun dles of prod ucts, which may
result in a sit u a tion in which the insured receive opti mal brands in some areas but less
opti mal brands in oth ers. This mir rors the fluvastatin case in New Zea land described
below in the dis cus sion of con se quences, ben e fits, and risks. The con tracts are often
nego ti ated yearly, which can lead to abrupt changes in treat ment for insured patients,
lead ing to patient dis sat is fac tion and a poten tial for adverse out comes, includ ing lack
of adher ence, which in turn can lead to a require ment for more expen sive treat ment
options, such as hos pi tal admis sion.

Finally, it is essen tial to rec og nize that the major ity of states employ other strat e -
gies to man age ris ing phar ma ceu ti cal costs. Kittridge, Rivera, Coyle, and Zucarelli
(2011) note that 45 states and the Dis trict of Colum bia oper ate man da tory pre ferred
drug list pro grams and par tic i pate in sup ple men tal rebate arrange ments. The only
states that do not have pre ferred drug lists and sup ple men tal rebate arrange ments are
Ari zona, New Jer sey, New Mex ico, North Dakota, and South Dakota. Table 5
describes the details. Appen dix 1 describes each of the state bulk pur chas ing signed
laws and exec u tive orders by state, 1999-2008. 

Cauchi reports that bulk sav ings alone are lim ited but real, account ing for 2 to 5
per cent of phar ma ceu ti cal spend ing. He fur ther notes that every oper a tional Medicaid 
plan uses pre ferred drug lists, prior autho ri za tion, and sup ple men tal rebates (Cauchi,
2007: 17). As fur ther sup port ing evi dence, in a review of inter- and intra-state pro -
grams in the United States, the par tic i pat ing enti ties report sub stan tial sav ings from
bulk pur chas ing arrange ments in the major ity of cases (Cana dian Phar ma cists Asso ci -
a tion, 2005: 2). As in New Zea land’s case, it is vir tu ally impos si ble to tease out the sin -
gu lar impact of bulk pur chas ing. Sim i larly, com pre hen sive sav ings cal cu la tions,
esti mated or actual, are unavail able. Despite prom ises of sig nif i cant sav ings from these 
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4 For addi tional infor ma tion on the spe cif ics of how Medicaid is financed and admin is tered, see
www.medicaid.gov. In par tic u lar, it is impor tant to note that, “States can impose copayments,
coinsurance, deduct ibles, and other sim i lar charges on most Medicaid-cov ered ben e fits, both inpa tient
and out pa tient ser vices, and the amounts that can be charged vary with income. All out-of-pocket charges 
are based on the indi vid ual state’s pay ment for that ser vice. States have the option to estab lish alter na tive
out-of-pocket costs. These charges may be tar geted to cer tain groups of Medicaid enrollees with income
above 100 per cent of the fed eral pov erty level. Alter na tive out-of-pocket costs may be higher than nom i -
nal charges depend ing on the type of ser vice, and they are sub ject to a cap not exceed ing 5 per cent of fam -
ily income. In addi tion, Medicaid enrollees may be denied ser vices for non pay ment of alter na tive
copayments” (http://www.medicaid.gov/Medicaid-CHIP-Program-Information/By-Topics/Cost-
Sharing/Cost-Sharing-Out-of-Pocket-Costs.html).

http://www.medicaid.gov
http://www.medicaid.gov/Medicaid-CHIP-Program-Information/By-Topics/Cost-Sharing/Cost-Sharing-Out-of-Pocket-Costs.html
http://www.medicaid.gov/Medicaid-CHIP-Program-Information/By-Topics/Cost-Sharing/Cost-Sharing-Out-of-Pocket-Costs.html


arrange ments, states have failed to mon i tor (or at least report on) their out comes.
Objec tive eval u a tions of whether the prom ised sav ings were achieved would be
incred i bly valu able and should be com mis sioned. A sub stan tial amount of anec dotal
evi dence is pro vided here, but defin i tive con clu sions about the impact of bulk pur -
chas ing agree ments on US phar ma ceu ti cal bud gets are illu sive, both in terms of their
ben e fits and the neg a tive health con se quences. 
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Table 5: Supplemental Rebate Arrangements, by State

State Single-State (Effective Date) Multistate (Effective Date) 

Alabama September 1, 2003 NA

Alaska NA January 1, 2004

Arizona NA NA

Arkansas October 15, 2004 NA

California 1980s NA

Colorado January 1, 2008 NA

Connecticut August 1, 2004 NA

Delaware April 1, 2005 October 1, 2005

District of Columbia NA February 1, 2007

Florida January 1, 2001 NA

Georgia July 1, 2009 NA

hawaii NA April 1, 2004

Idaho April 1, 2003 May 1, 2006

Illinois January 1, 2002 NA

Indiana July 1, 2004 NA

Iowa November 15, 2004 January 1, 2006

Kansas October 1, 2002 NA

Kentucky NA October 1, 2004

Louisiana April 1, 2002 October 1, 2004

Maine January 1, 2003 January 1, 2006

Maryland July 1, 2003 October 1, 2004

Massachusetts January 1, 2004 NA

Michigan NA October 1, 2003

Minnesota NA July 1, 2004

Mississippi February 1, 2006 NA

Misouri January 1, 2004 NA

Con tin ued next page ...
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Table 5: Supplemental Rebate Arrangements, by State

State Single-State (Effective Date) Multistate (Effective Date) 

Montana NA July 1, 2004

Nebraska NA October 1, 2009

Nevada NA January 1, 2004

New Hampshire NA July 1, 2004

New Jersey NA NA

New Mexico NA NA

New York NA January 1, 2006

North Carolina NA October 1, 2009

North Dakota NA NA

Ohio January 1, 2003 NA

Oklahoma October 1, 2003 NA

Oregon NA July 1, 2009

Pennsylvania October 1, 2005 January 1, 2007

Rhode Island NA January 1, 2007

South Carolina NA January 1, 2007

South Dakota NA NA

Tennessee July 1, 2003 NA

Texas November 1, 2003 NA

Utah August 1, 2007 August 1, 2007

Vermont NA January 1, 2006

Virginia January 4, 2004 NA

Washington January 1, 2002 NA

West Virginia April 1, 2002 August 1, 2008

Wisconsin NA April 1, 2005

Wyoming NA January 1, 2008

Total 28 27

Notes: As of March 2010, NA = No agreement.
Source: Kittridge, Rivera, Coyle, and Zucarelli, 2011: 22.



Europe

As in the cases of New Zea land and the United States, Eu ro pean na tions also use a va ri -
ety of strat e gies to man age es ca lat ing phar ma ceu ti cal costs. In a joint re port on health
sys tems, the Eu ro pean Com mis sion de scribed the pol i cies as fol lows: 

Re cent years have seen a large num ber of coun tries im ple ment ing pol i cies to
con trol di rectly and in di rectly phar ma ceu ti cal ex pen di ture. How ever, each
Mem ber State has its own unique mix of pol i cies and there is sig nif i cant vari a -
tion in the num ber (pres ence or ab sence) of pol i cies they im ple ment. Pol icy ar -
eas to con trol spend ing in clude: di rect price reg u la tion, di rect ex pen di ture
con trol, ex tent of cov er age and cost-shar ing, ref er ence pric ing for re im burse -
ment, pre scrip tion guide lines, mon i tor ing of pre scrip tion be hav ior and other fi -
nan cial in cen tives re lated to the pre scrip tion of med i cines, in cen tives to
phar ma cists, pol i cies re lated to ge neric med i cines, and in for ma tion to doctors
and patients. (European Commission and the Economic Policy Committee,
2010: 155.)

Admit tedly, the num ber of coun tries and the vari ety of pol i cies make a sum mary
anal y sis very dif fi cult. For exam ple, in the Neth er lands the gov ern ment con cluded a
multi-party pharmaceuticals agree ment to secure sav ings, while in Ger many ten der -
ing is a rel a tively novel con cept and the gov ern ment relies more heavily on a rebate
sys tem (Kanavos, Seeley, and Vandoros, 2009). More over, numer ous stud ies were
avail able for New Zea land and the United States, and they pro vided sig nif i cant anec -
dotal evi dence on the effec tive ness of bulk pur chase agree ments. Unfor tu nately,
despite sig nif i cant effort, the author was unable to find any stud ies or doc u men ta tion
on the impact of bulk pur chase agree ment in Euro pean nations.5 

Given this, this sec tion seeks to illus trate the cost con trol strat e gies employed in
Euro pean nations, focus ing on bulk pur chase agree ment when ever pos si ble. Table 6
lists a vari ety of dis counts and rebates pro vided to pub lic pay ers and the nations that
use each mech a nism. 

For addi tional details, please con sult the appen di ces. Appen dix 2 pro vides addi -
tional details on sup ply-side reg u la tions, focus ing on prod uct price reg u la tion, con trol
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5 The cur rent sys tem in the UK is focused on value-based pric ing, in which nego ti ated prices reflect the
ther a peu tic value of the treat ment. The exis tence of this pol icy greatly com pli cates any anal y sis of bulk
pur chase agree ments since pur chases are not based on nego ti at ing the low est price based on vol ume, but
rather on ther a peu tic value. For this rea son, an exam i na tion of the UK sys tem is not included here.
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Table 6: Types of Discounts and Rebates on Medicines Granted to Public Payers in 31
European Countries, 2011

Types Countries

Reduction of prices (the controlled price type: i.e.
ex-factory price or wholesale/retain prices)

Austria (oi), Bulgaria (oi), Croatia (oi), Cyprus (oi), Czech
Republic (oi), Denmark (i), Finland (i), France (oi), Germany
(oi), Hungary (oi), Ireland (i), Italy (o1i), Netherlands (oi),
Norway (oi), Portugal (o), Slovakia (oi), Slovenia (o), Spain
(oi), Turkey (oi), United Kingdom (o2i)

(Global) reductions of payments to pharmaceutical
companies

Austria (o), Germany (o), Hungary (o), Slovenia (o)

In-kind support Austria (i), Croatia (oi), Cyprus (oi), Finland (i), Netherlands
(i), Portugal (i), United Kingdom (i)

Bundling (offering several products for sale as one
combined product)

Croatia (oi), Finland (i), Portual (i), Slovenia (o)

Refunds by pharamceutical companies back to public
payers depending on the sales volume of medicines

Austria (oi), Belgium (oi), Croatia (oi), France (oi), Germany
(o), Ireland (oi), Italy (o),  Portugal (oi), Slovenia (o), Spain
(oi), United Kingdom1(o)

Other forms:3 

Price-volume agreements France (o), Germany (o), Hungary (oi), Latvia (oi), Lithuania
(oi), Slovenia (o)

Risk-sharing agreements Germany (o), Italy (o), Slovenia (o), United Kingdom4(i)

Shared risk of potential overspending of a pre-defined
target

France (oi), Croatia (oi), Hungary (oi), Italy (o), Slovenia (o)

Cross product schemes5 Croatia (oi), Slovenia (o)

Reduction of wholesale mark-ups (if pharmaceutical
company provides wholesale as well) 

Slovakia (oi)

All types of discounts allowed (not regulated) Slovenia (o)

Not Specified Sweden(i)

1Companies could choose between a price cut or payback mechanism (based on Law as July 2006).
2Companies could choose between price reduction, price modulation and refund.
3Open-ended question: information as provided by respondents whose completeness cannot be guaranteed.
4Dose cap schemes, single fixed price, response scheme.
5Pharmaceutical companies submit binding offers when they apply for inclusion in the reimbursement list. The
application can be connected to a parallel proposal for reduction of a price of a medicine already included in the
reimbursement list.
Coverage: All 27 European Union Member States except Poland and Romania plus Albania, Croatia, Iceland, Norway,
Switzerland, Turkey, Slovenia—only information on the out-patient sector (discounts and rebates also applied in the
in-patient sector).
Abbreviations: o = out-patient sector, i = in-patient sector, oi = out- and in-patient sector.
Source: Volgler, Zimmermann, Habl, Piessnegger, and Bucsics 2012, p.41. Reproduced with permission.



of expen di ture, indus try reg u la tion, and prod uct reim burse ment. The table in appen -
dix 2 describes 20 types of reg u la tion and iden ti fies which coun tries use each strat egy.
Appen dix 3 pro vides addi tional details on demand-side reg u la tions, focus ing on phy -
si cians, patients, and phar ma cists. The table in appen dix 3 describes 14 types of reg u -
la tion and indi cates which coun tries use each. 

As table 7 describes, Euro pean nations achieved the great est dis counts from
indi vid ual nego ti a tions, rang ing from 0 to 50 per cent. The sav ings linked to bulk pur -
chase agree ments (sales vol ume) are lim ited to 1 to 8 per cent. Fig ure 7 pro vides a map
of the nations that are using these dis counts and rebates. 

EU mem ber states fre quently use exter nal ref er ence pric ing. Fig ure 8 maps the
exter nal ref er ence price sys tems in use by Croatia and Nor way and EU mem ber states.
Appen dix 4 pro vides an over view of the con struc tion of the national bas kets used for
exter nal ref er ence pric ing in Euro pean coun tries. The num ber of ref er ence nations
var ies from one to 26, and the fre quency with which a nation is ref er enced var ies from
one to 13, with Spain and Ger many appear ing as the most fre quently ref er enced
nations. 

Beyond exter nal ref er ence pric ing, ther a peu tic ref er ence-based pric ing within
drug classes is also widely used in Europe. Table 8 describes the level of equiv a lence
required by each nation, and the year in which ther a peu tic ref er ence-based pric ing
reg u la tion began. 

The major ity of this sec tion describes the tre men dous vari ety of strat e gies that
Euro pean nations use, and the com bi na tions of pol i cies that dif fer ent coun tries
employ. Unfor tu nately, scant evi dence is avail able on the sav ings that accrue to these
nations from these pol i cies and reg u la tions. Leopold, Habl, and Vogler (2008) describe 
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Table 7: Range of Discount and Rebates in 31 European Counties, 2011

Types Range Countries

Price reductions on specific
medicines resulting from individual
negotiations

0-50% of the 
respective price

Austria, Croatia, Cyprus, Czech
Republic, France, Germany, Italy,
Norway, Portugal, Slovakia, Slovenia

Price reductions on medicines
covered by laws/regulations

3-32.5% Belgium, Germany, Greece, Hungary, 
Italy, Portugal, Spain and Turkey

Refunds/pay back mechanisms
linked to sales volume of
pharmaceutical companies

1-8% of the sales Austria (~1%), Belgium (6.73%),
Croatia (confidential), France,
Germany, Ireland (4%), Italy,
Portugal, Slovenia, Spain (1.5-2%),
United Kingdom

Source: Vogler, Zimmermann, Habl, Piessnegger, and Bucsics, 2012: 42. Reproduced with permission.



Fra ser Insti tute   4  www.fraserinstitute.org

34   4   The Bulk Purchase of Pharmaceuticals  4   May 2013

Fig ure 7: Euro pean Map Show ing the Dis counts and Rebates Granted to Pub lic 
Pay ers, 2011

Coun try abbre vi a tions: AL = Alba nia, AT = Aus tria, BA = Bosnia and Herzegovina, BE = Bel gium, BG = Bulgario, CH =
Swit zer land, CY = Cyprus, CZ = Czech Repub lic, DK = Den mark, DE = Ger many, EE = Esto nia, EL = Greece, ES = Spain, FI =
Fin land, FR = France, HR = Croatia, HU = Hun gary, IE = Ire land, IS = Ice land, IT = Italy, LT = Lith u a nia, LU = Lux em bourg, LV = 
Lat via , ME = Montenegro, MK = Mac e do nia, MT = Malta, NL = Neth er lands, NO = Nor way, PL = Poland, PT = Por tu gal, RO =
Roma nia, RS = Ser bia, SE = Swe den, SI = Slovenia, SK = Slovakia, TR = Tur key, UK = United King dom

Dis counts and rebates were com mon in both the out-patient and in-patient sec tors. In four, par tic u larly North ern
Euro pean, coun tries (Alba nia, Den mark, Fin land, and Swe den), dis counts are not applied in the out-patient sec tor, but only
in the in-patient sec tor. Six coun tries (Esto nia, Ice land, Lat via, Lux em bourg, Malta, and Swit zer land) reported that no
dis counts from phar ma ceu ti cal com pa nies to pub lic pay ers existed.

Source: Vogler et al., 2012: 40. Reprinted with permission.
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Fig ure 8:  Ref er ence Price Sys tems in Croatia, Nor way, and EU Mem ber
States

Note: Data pro vided and updated by staff and offi cial com pe tent author i ties involved in the PPRI/PHIS 
net works. 
Reprinted with permission. Vogler, S (2012). The Impact of pharmaceutical pricing and reimbursement 
policies on generics uptake: implementation of policy options on generics on 29 European countries – 
an overview. Generics and Biosimilars Initiative Journal (GaBI Journal) 1(2): 93-100. 
<http://gabi-journal.net/wp-content/uploads/GaBIJ-2012-2-p93-100- SpecialReport-Vogler.pdf>, as
of April 26, 2013.

http://gabi-journal.net/wp-content/uploads/GaBIJ-2012-2-p93-100-SpecialReport-Vogler.pdf
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Table 8: Application of Reference Pricing and Generic Price Regulation Systems in the EU

Country Year
reference
pricing
started

Level of
equivalence

Maximum reimbursement
rate

Price regulation of generic
medicines

Austria NA As of third generic, 60% 
below price of original 
product

First generic priced 48% lower
than original product; second
15% lower than first; third 10%
lower than second; fourth and
following

Belgium 2001 Chemical 30% below price of original
product

Generic priced 30% lower than
the original product

Czech Republic 1995 Chemical pharmacological and
therapeutic

Lowest price in group

Denmark 1993 Chemical Lowest price in reimbursement
or substitution group

Generic priced lower than
original product

Estonia 2003 Chemical 2nd lowest price in group NA

Finland 2009 Chemical Lowest price plus €1.5 
(€2 if price > €40)

NA

France 2003 Chemical Average of generics with 
one active ingredient

Generic priced 55% lower than
original product

Germany 1989 Chemical pharmacological and
therapeutic

Price cap 30% of lowest price in
price range of group with
chemical equivalence

Greece 2006 Pharmacological Lowest price in group Generic priced #80% of price or
original product 

Hungary 1997 Chemical Price of cheapest product 
in group

Generic priced 30% lower than
original product and no higher
than the reference price

Ireland NA NA Generic priced 20% lower than
original product

Italy 2001 Chemical Lowest price in group Generic priced at least 20%
lower than original product

Latvia 2005 Therapeutic Lowest price in group NA

Lithuania 2003 Chemical Lowest price in group Generic priced 30% lower than
original product

Malta NA NA No regulation

Netherlands 1991 Chemical pharmacological and
therapeutic

Lowest price in group

Con tin ued next page ...



sav ings in terms of ten der ing vol ume, essen tially assum ing that the greater the extent
of ten der ing, the more sav ings are real ized. Fig ure 9 clas si fies the share of annual total
sales for pharmaceuticals that demands ten der ing. In an effort to under stand the
quan tity of pharmaceuticals that are sub ject to ten der ing, nations were asked to clas -
sify the share of annual sale of drugs that require ten der ing. They were given five cat e -
go ries to choose among: smaller than 1 per cent of total sales, between 1 and 5 per cent
of total sales, between 6 and 10 per cent of total sales, between 11 and 25 per cent of
total sales, more than 25 per cent of annual sales, and more than 75 per cent of annual
sales. For exam ple, for eight nations, more than 25 per cent of their annual sales of
pharmaceuticals for hos pi tal care require ten der ing. For ambu la tory care, the per cent -
age var ies much more widely across coun tries. To put these fig ures in per spec tive, the
authors note that Hun gary, which clas si fies its annual sales of pharmaceuticals for
ambu la tory care as 1 to 5 per cent, rec og nized sav ings of 2 to 3 per cent of the total
annual phar ma ceu ti cal bud get. 
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Table 8: Application of Reference Pricing and Generic Price Regulation Systems in the EU

Country Year
reference
pricing
started

Level of
equivalence

Maximum reimbursement
rate

Price regulation of generic
medicines

Poland 1998 Chemical 
and pharma-
cological

Lowest price in group NA

Portugal 2003 Chemical Price of most expensive generic Generic priced 35% lower than
original product

Romania 1997 Chemical Lowest price in gorup NA

Slovakia 1995 Chemical and
pharmacological

Lowest price (per DDD) 
in group

NA

Slovenia 2003 Chemical Price of cheapest generic 
in group

NA

Spain 2000 Chemical Average of price of three
cheapest products

Generic priced lower than
reference price; untransparent
criterion before application of
reference pricing

Sweden discontinued
in 2002

NA Compulsory substitution 
with lowest-priced equivalent
product

Free pricing

UK 2005 Drug Tariff Price Chemical Weighted average price

Note: No information is available for Cyprus and Luxembourg. 
DDD = defined daily dose; NA = not applicable. 
Source: Puig-Junoy, 2010: 652. Reproduced with permission.



As do New Zea land and the United States, Euro pean nations draw on numer ous
reg u la tions and strat e gies, includ ing bulk pur chas ing, to man age esca lat ing phar ma -
ceu ti cal prices. The num ber of coun tries and the details of each nation’s pol icy pre -
scrip tion are beyond the scope of this study. In a study of 31 Euro pean nations, Vogler,
Zim mer mann, Habl, Piessnegger, and Bucsics (2012) do describe the sav ings linked to
bulk pur chase agree ments (sales vol ume) as lim ited to 1 to 8 per cent. Greater detail
and more trans par ent cal cu la tions are not avail able, so as a result, we are left with an
incom plete pic ture. How ever, as Leopold, Habl, and Vogler (2008) describe, Euro pean
coun tries seem to have pos i tive expe ri ences with ten der ing, a strat egy fre quently used
in com bi na tion with bulk pur chase agree ments.
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Fig ure 9: Over view on the Share of Annual Total Sales for Ten der ing
Pharmaceuticals in Ambu la tory and Hos pi tal Care, 2008

Source: Leopold, Habl, and Vogler, 2008: 17. Reproduced with permission.
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Consequences: Benefits and Risks

The most ob vi ous ben e fit to bulk pur chase agree ments is the fi nan cial sav ings that ac -
crue to the plan spon sor. While pre cise cost sav ings es ti mates are dif fi cult to come by,
most pur chas ing en ti ties do re port sav ings. As de tailed in a com pre hen sive re port by
Silow-Carroll and Alteras, the sav ings var ied across US states, but proved very sig nif i -
cant in a num ber of cases. Mich i gan ex pe ri enced sav ings of $68 mil lion in the first
year, while West Vir ginia es ti mated sav ings of $7 mil lion in its first year in the Rx Is su -
ing States pro gram and ex pected $25 mil lion in net sav ings over the three-year con -
tract pe riod. Mis souri ex pected sav ings of $1.4 mil lion in its first year, which
amounted to 2 per cent of plan cost. New Mex ico ex pected $2 mil lion in sav ings and
Del a ware re ported $1.9 mil lion in re bates (Silow-Carroll and Alteras, 2004: 2-10). Un -
for tu nately, in for ma tion is not avail able on the share of costs sav ings that these fig ures
rep re sent. In ad di tion, the sources of sav ings can be both direct and indi rect. 

As Lewis (2001) described, direct sav ings result from more com pet i tive dis -
counts, lower dis pens ing fees from phar ma cies, and more com pet i tive admin is tra tive
fees, while indi rect sav ings stem from the abil ity to apply con sis tent and focused phar -
macy man age ment strat e gies across a larger num ber of par tic i pants. Krause (2004)
fur ther out lines the ben e fits real ized from bulk pur chas ing, describ ing three cat e go -
ries: mar ket power, effi ciency, and ben e fits and care man age ment. Bulk pur chas ing
increases the mar ket clout of pur chas ing enti ties and may result in more gen er ous
rebates. Admin is tra tive costs and fees decrease with the num ber of cov ered ben e fi cia -
ries, increas ing the effi ciency of the pro gram. Finally, Phar macy Ben e fits Man ag ers
(PBMs) adopt indus try best prac tices and ana lyze prescriber hab its, both of which
enable qual ity improve ments to be imple mented.

More the o ret i cal or abstract ben e fits may also be cap tured with the adop tion of
bulk pur chas ing arrange ments. Mor gan et al. (2007) argue that since fed eral, pro vin -
cial, or ter ri to rial drug plans all oper ate their own for mu lar ies, bulk pur chase agree -
ments may con trib ute to greater equity in the med i cines avail able to patients across
the cov ered region. In addi tion, bulk pur chas ing may reduce the costs of med i cines
and con se quently help reduce the extent of non com pli ance6 due to cost. Health Affairs
(2008) reports that rel a tive to patients in seven other coun tries, chron i cally ill adults in 
the United States are far more likely to forego care because of high costs. “More than
half (54%) of US chron i cally ill patients did not get rec om mended care, fill pre scrip -

Fra ser Insti tute   4   www.fraserinstitute.org

The Bulk Purchase of Pharmaceuticals  4   May 2013   4   39

6 Non com pli ance includes pre scrip tions that are never filled or prop erly con sumed as well as incom plete
courses of treat ment.



tions, or see a doc tor when sick because of the costs, com pared to 7 to 36 per cent in
other coun tries” (Health Affairs, 2008: 1). For the unin sured this per cent age increases
to 82 per cent. In Can ada the cor re spond ing per cent age is 25 per cent. Increased com -
pli ance would fur ther reduce health care costs due to the less ened need for hos pi tal -
iza tion and phy si cian ser vices that stem from non com pli ance. 

The numer ous ben e fits of bulk pur chas ing are widely described in the lit er a ture.
The World Health Orga ni za tion and the Amer i can Soci ety of Health Sys tem Phar ma -
cists (ASHP) both pro vide excel lent, com pre hen sive descrip tions of the advan tages of
such arrange ments. The ben e fits include: 

4 Strength ened bar gain ing posi tion helps ensure that sup pli ers can no lon ger exploit
inter-coun try dif fer ences; a sup plier accepted in one nation is thereby accepted by the
other coun tries and a sup plier rejected in one nation is auto mat i cally rejected by the
others

4 Har mo ni za tion of drug pol i cies ensure better use of drugs and improved care for
patients

4 Reduc tion in costs allows for greater access and more con sis tent generic sub sti tu tion 

4 Stan dard iza tion of prod ucts

4 Enhanced infor ma tion shar ing 

4 Enhanced pur chas ing expe ri ence

4 Pro tracted peri ods of price pro tec tion for pur chas ers 

4 Coor di nated con tract ing and bud get ing pro cess

4 Reduced dupli ca tion of pur chas ing efforts 

While the ben e fits to bulk pur chas ing agree ments are numer ous, they do not
come with out asso ci ated med i cal, finan cial, and polit i cal risks. 

A 2005 study by the Cana dian Phar ma cists Asso ci a tion on bulk pur chas ing con -
tracts gen er ally reports that such con tracts may result in monop o lies or lim ited num -
bers of drug sup pli ers. The reduc tion in com pe ti tion may lead some man u fac tur ers to
exit the mar ket, fur ther restrict ing oppor tu ni ties for sub sti tu tion. When the mar ket is
dom i nated by a sin gle (or a few) man u fac tur ers, the risk is that the sup ply of a par tic u -
lar drug will be lim ited. “Expe ri ence dem on strates that bulk pur chas ing con tracts
often lead to a cen tral iza tion in man u fac tur ing and dis tri bu tion, with a mar ket dom i -
nated by a very lim ited num ber of sup pli ers of any one drug” (Poston, 2010: 2). Hollis
and Grootendorst (2012) observe that sole ten der ing can lead to the con cen tra tion of
the domes tic generic indus try. They describe the sit u a tion in New Zea land where
almost all ten ders are sourced by for eign man u fac tures and only one domes tic generic
man u fac turer remains in oper a tion. 
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At the extreme, such con cen tra tion may lead to drug short ages when man u fac -
tur ing prob lems arise. Indeed, in real ity, drug short ages do occur and most com monly
result from reli ance on a sin gle pro vider. While this is not uncom mon in the global
phar ma ceu ti cal mar ket, it is more dif fi cult to tease out the fac tors that lead to a sole
sup plier. It is vir tu ally impos si ble to link a spe cific short age to the use of bulk pur chas -
ing, though log i cal argu ments can be made that one of the con se quences of bulk pur -
chas ing is a reduc tion in the num ber of man u fac tur ers and a greater like li hood of a
sole sup plier. New Zea land has expe ri enced a num ber of drug short ages in cases in
which the med i cine in ques tion was pro vided by a sole sup plier. In 2005, New Zea -
land’s PHARMAC awarded the ten der for flu vac cines to Sanofi-Pas teur of France.
When all of the vac cines were declared unsuit able, New Zea land was left scram bling to 
locate an alter na tive sup ply. McKay notes that close to one-third of the 2,600 chem i -
cals listed on PHARMAC’s Phar ma ceu ti cal Sched ule were sourced through sole-sup -
ply ten ders and recounts numer ous sto ries of drug short ages and unavail able
pharmaceuticals: “iron tab lets, allopurinol for gout pre ven tion, the only stat treat ment 
for chlamydia, cer tain doses of pro ges ter one, diltiazem” (McKay, 2005: 3). “The num -
bers of fre quently used pharmaceuticals that are unavail able has sky rock eted as sole
sup ply has become more com mon” (McKay, 2005: 2).

Within the United States numer ous drugs are in short sup ply, and there is
increas ing evi dence that patients are being harmed as a result. A recent study involv -
ing Stan ford Uni ver sity School of Med i cine and Lucile Packard Chil dren’s Hos pi tal in
Palo Alto, Cal i for nia, indi cates that mechlorethamine, a drug given to lym phoma
patients as a sub sti tute for a che mo ther apy med i ca tion (cyclophosphamide) that is in
short sup ply has been linked in a study to an early recur rence of the can cer. US drug
short ages stem from var i ous fac tors, includ ing prob lems in pro duc tion, short ages of
raw mate ri als, fed eral recalls, US FDA enforce ment actions, and cor po rate deci sions
to dis con tinue cer tain drugs due to reduced prof it abil ity. As Col li ver reports, “from
2006 to 2011, the num ber of phar ma ceu ti cal drugs con sid ered in short sup ply by the
US Food and Drug Admin is tra tion jumped from 70 to 250. Some reports show that the 
drug short age rate has slowed, but some drugs that at one point came off the
short-sup ply list are in short sup ply once again, and many drugs have con sis tently
remained scarce” (2012: 1). Out side of the US, Can ada’s House of Com mons passed a
motion con cern ing drug short ages on March 14, 2012. The motion was prompted by
recent events at the Sandoz man u fac tur ing facil ity, which gen er ated sig nif i cant drug
short ages. The Sandoz plant, based in Que bec, pro duces 50 per cent of the generic
inject able med i ca tions used in Can ada (Smith, 2012). Admit tedly, generic inject able
med i ca tions are a lim ited, spe cific case. How ever, while these cases are not directly
linked to bulk pur chas ing, the risks of phar ma ceu ti cal short ages are exac er bated by a
sole sup plier or sin gle pro ducer.
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Beyond drug short ages, sole-sup ply con tracts for ther a peu tic sub groups, which
may be pur sued under bulk pur chas ing to gen er ate fur ther sav ings, force patients to
switch not just from a branded prod uct to a generic ver sion, but fre quently to a com -
pletely dif fer ent com pound. Maling reports on the ACE inhib i tor ref er ence pric ing
ini tia tive in New Zea land, not ing wide spread con cern for sig nif i cant health loss. “An
eval u a tion of the brand switch, com mis sioned by PHARMAC, has recently been
released. A dis turb ing find ing was that 30% of the patients did not sus tain the ini tial
switch and 11% of those patients with pre vi ously con trolled blood pres sure remained
uncon trolled six months after the switch” (Maling, 2002: 12). That is, close to half of all 
patients either could not tol er ate the new med i cine or found that it did not con trol
their blood pres sure when the pre vi ous med i ca tion had con trolled it. 

LeLorier and Raw son (2007) pro vide pre lim i nary evi dence that restricted access
to car dio vas cu lar drugs may be asso ci ated with mark ers of declin ing car dio vas cu lar
health in New Zea land. 

As a re sult of the cost con tain ment sys tem for pre scrip tion drugs, fewer new
prod ucts are avail able in New Zea land than in Aus tra lia and Can ada. Eighty-five
new drugs were re leased into the world mar ket be tween 1994 and 1998, 56 of
which were made avail able for sale in Can ada, 43 in Aus tra lia, and only 28 in New 
Zea land... pa tients in New Zea land are dis ad van taged when it co mes to ac cess to
the new est ther a pies. In con trast to the ev i dence that car dio vas cu lar health im -
proved sig nif i cantly in New Zea land un til the early 1990s, our anal y sis of the
OECD health data points to de clin ing car dio vas cu lar health in New Zea land
which is sup ported by other findings. (LeLorier and Rawson, 2007: 717) 

Phar ma ceu ti cal pol i cies in New Zea land have led to both restricted access to
med i cines due to the pre ferred drug list, and to delayed intro duc tion of new inno va -
tive med i cines, poten tially lead ing to poorer health out comes and addi tional expen di -
tures on non-phar ma ceu ti cal forms of care.

In a sim i lar inci dent with statins, in Decem ber 1996 fluvastatin became the ref er -
ence-priced drug and New Zea land and phy si cians were imme di ately forced to shift
their patients from the drug on which they were sta bi lized to fluvastatin. The effect
was del e te ri ous for many patients.

Pro fes sor Jim Mann from Dunedin pub lished ob ser va tional data sug gest ing that
the switch to fluvastatin re sulted not only in de te ri o ra tion in con trol of lipid con -
cen tra tions in most pa tients, but also a sig nif i cant in crease in the fre quency of
throm botic vas cu lar events com pared to the pre vi ous six months of simvastatin
ther apy... This was not sur pris ing be cause fluvastatin, in its sug gested dos age
range, op er ates at a lower part of the dose-re sponse curve than the other statins,
and the same low er ing of lipids in the same num ber of peo ple could not be ex -
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pected...The de fi cien cies of fluvastatin were so marked that they were quickly
per ceived, not only by prac ti tio ners, but pre sum ably also by PHARMAC, who
raced to ref er ence price an other, more pow er ful, statin. The statin cho sen was
atorvastatin—the most po tent, and in the doses se lected, the most pow er ful
lipid-low er ing agent avail able at the time. The prob lem with atorvastatin was
that, like fluvastatin, its ev i dence ba sis was lack ing compared with simvastatin
and pravastatin. (Begg et al., 2003: 1) 

A 2005 Sundakov and Sundakov study adds to the indic a tive evi dence that sug -
gests that restric tions on phar ma ceu ti cal avail abil ity have had a neg a tive impact on
New Zea land’s dis abil ity bur den and health out comes. More over, the authors cite evi -
dence that these restric tions are shift ing costs to other, more inva sive, cost lier treat -
ments: “Non-phar ma ceu ti cal treat ments and inter ven tions are likely to be cost ing
New Zea land more than the equiv a lent med i cines-based treat ments would have cost.
For exam ple, reduc tions in end-stage renal dial y sis, which could be achieved with
more empha sis on ear lier phar ma ceu ti cal inter ven tions, may alone gen er ate tens of
mil lions of dol lars of net sav ings” (Sundakov & Sundakov, 2005: 31).

A final con cern in the con text of pre scrip tion choice and avail abil ity sur rounds
patient co-pay ments. Research from the Better Pharmacare Coali tion has shown that
bulk pur chas ing agree ments can poten tially limit access to other med i ca tions that are
not included in the pur chas ing agree ments (BPC, 2010). Spe cif i cally, pre scrip tion
costs may shift to patients if the nec es sary med i ca tions are not part of bulk pur chas ing
agree ments, thereby requir ing higher co-pay ments, or forc ing patients to cover the
entire cost of these drugs, or even go with out. This cost shift may lead to increased
inci dents of non-com pli ance by patients and must be weighed against the poten tial
ben e fits men tioned ear lier. As seen in the cases described above, bulk pur chas ing
agree ments may pre vent doc tors from pre scrib ing the med i ca tions that they believe
are most effec tive and ben e fi cial for their patients. Given this, it is essen tial to account
for the cost of not pro vid ing nec es sary med i ca tions to patients by restrict ing access
and choice. As the Better Pharmacare Coali tion notes, “ensur ing the right med i ca tion
at the right time to the right patient ensures better health out comes, [fewer] doc tor
vis its, [and] less time in emer gency, thereby reduc ing costs to the health sys tem” (BPC, 
2010: 4). A pri mary dan ger of sole ten ders is that patients react dif fer ently to dif fer ent
med i cines, in terms of both ben e fits and side effects, lead ing to the rec om men da tions
that mul ti ple med i ca tions should be avail able in each ther a peu tic class.

Bulk pur chase agree ments also have the unin tended con se quence of dis cour ag -
ing phar ma ceu ti cal com pa nies from charg ing lower prices to the unin sured and other
mar ginal users (Cunningham, 2005). A sur vey by US Pub lic Inter est Research Group
found that, on aver age, unin sured Amer i cans pay 60 per cent more than what the fed -
eral gov ern ment pays for pre scrip tion drugs (Brown, 2006). These prices remain high,
in part, due to Medicaid’s insis tence on the low est price. While plan par tic i pants may
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ben e fit from the lower prices nego ti ated through bulk pur chase agree ments, the result

may be higher costs for the most vul ner a ble pop u la tions.  
Bulk phar ma ceu ti cal agree ments are fre quently accom pa nied by sole-ten der ing.

A recent study by Hollis and Grootendorst argues that ten der ing reduces phar ma ceu -
ti cal mar gins and there fore the advan tages to early mar ket entry by generics. Given
this, it also exposes poten tial early generic entrants to addi tional dam ages in the event
of suc cess ful pat ent infringe ment lit i ga tion. As a con se quence, Hollis and
Grootendorst pre dict delayed arrival of low cost generics to mar kets employ ing ten -
der ing sys tems. They find sup port ing evi dence in New Zea land, not ing that the
generic ver sions of many impor tant drugs arrive much later in New Zea land than
other mar kets, includ ing Can ada. For exam ple, Atorvastatin became gener i cally avail -
able in New Zea land almost two years later than in Can ada, and generic ver sions of
Olanzapine and Venlafaxine became avail able in New Zea land almost four years later
than in Can ada (Hollis and Grootendorst, 2012). 

While the most sig nif i cant con se quences are med i cal and finan cial, bulk pur -
chas ing agree ments may also gen er ate polit i cal con se quences. The threat of lower rev -
e nues and loss of prof its for man u fac tur ers and share hold ers may result in increased
lob by ing efforts. “Firms will thus lobby gov ern ment, health pro fes sion als, patient
groups, and the gen eral pub lic to try to mus ter oppo si tion to any for mu lary-based pol -
icy that requires com pet i tive pric ing” (Mor gan et al., 2007: 14). The poten tial for such
an indus try response is directly cor re lated with the size and impor tance of the mar ket.
While less in New Zea land due to its small mar ket size and absence of brand name
drug man u fac tur ers, nations with larger mar kets and the pres ence of brand name drug 
man u fac tur ers should expect greater indus try efforts. Nev er the less, in the early years,
New Zea land’s PHARMAC was almost con stantly plagued by lit i ga tion from phar ma -
ceu ti cal com pa nies; defend ing these efforts accounted for 18 per cent of oper at ing
costs (Mor gan et al., 2006: 177). In the United States, PhRMA, the Phar ma ceu ti cal
Research and Man u fac tur ers of Amer ica, filed law suits against Mich i gan and Florida,
chal leng ing the legal ity of those states’ pre ferred drug lists and impos ing sig nif i cant
legal costs on the state plans (Silow-Carroll and Alteras, 2004). The impact of imple -
ment ing bulk pur chase agree ments may also extend beyond the adop tion of such a
pol icy. Sundakov and Sundakov (2005) describe res er va tions about the trans par ency
of the New Zea land pro cess for list ing new med i cines. Spe cif i cally, they note grow ing
con cern that eval u a tions of the effec tive ness of new med i cines is being com pro mised
by judg ments about their costs rather than by the rel e vant clin i cal con sid er ations. 

Finally, there is the ques tion of inno va tion. On the one side, argu ments are made
that such price pres sure will reduce the incen tives for phar ma ceu ti cal research and
devel op ment, sti fling inno va tion and reduc ing the num ber of break through ther a pies
in the pipe line. Alter na tively, as recently described by the Office of Fair Trade in the
United King dom, “such value-based pric ing and reim burse ment pol i cies would
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improve inno va tion by divert ing resources from imi ta tive research efforts and related
me-too adver tis ing towards the sci ence and prod uct devel op ment required to bring
break-through drugs for oth er wise unmet health needs to mar ket” (Mor gan et al.,
2007: 14). It is worth not ing that dupli ca tive research efforts are not with out ben e fit, to 
the extent that they change adverse reac tion pro files in dif fer ent pop u la tion groups.
The effect that will dom i nate is as yet unde ter mined. 

Argu ably, the ben e fits to bulk pur chas ing and sole ten der ing can be sig nif i cant:
cost sav ings, increased patient com pli ance, infor ma tion shar ing, and orga ni za tional
and admin is tra tive effi cien cies. How ever, it is essen tial to rec og nize the risks that may
also accom pany these ben e fits. Such agree ments may result in lim ited access to med i -
ca tions, reduced med i ca tion sup plies, wors en ing health out comes, restricted choices,
and sti fled inno va tion. More over, the lim ited access to spe cific drugs may lead to
lower qual ity of life for sick peo ple, as well as reduced pro duc tiv ity. Bulk pur chase
agree ments may also lead to retal i a tion by inno va tive phar ma ceu ti cal firms that may
with draw invest ment, with clear polit i cal and eco nomic impacts. Accord ingly, gov -
ern ments must bal ance the need to con tain costs while main tain ing the phar ma ceu ti -
cal indus try’s invest ment in plants, equip ment, and employ ees. Clearly any
con sid er ation of a bulk pur chase agree ment requires a thor ough, care ful analysis of
the potential benefits and costs for the specific patient population. 
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Conclusion

While a great deal of an ec dotal ev i dence is avail able, a sys tem atic, com pre hen sive
anal y sis of the ben e fits of bulk pur chas ing agree ments is im pos si ble. As men tioned re -
peat edly, while most par tic i pants re port sav ings from phar ma ceu ti cal bulk pur chase
agree ments, these agree ments are rarely used in iso la tion. As such, the spe cific com bi -
na tion of strat e gies em ployed to con trol prices must be eval u ated in tan dem. This
study re viewed the ex pe ri ences of New Zea land, the United States, and Eu rope, with a
fo cus on re ports of ac tual sav ings and the con se quences of operationalizing bulk pur -
chas ing pro grams. Over all, the re ported sav ings range from mod est to quite im pres -
sive. Ad mit tedly, the es ti mates are very sen si tive to the spe cif ics of the strat e gies in use
and his toric pur chas ing pat terns. So phis ti cated ex ist ing pro grams may re al ize smaller
gains, while ex ten sive ben e fits are avail able to those pro grams mak ing more com pre -
hen sive re forms. Larger en ti ties may also re al ize greater ben e fits. The mag ni tude of
the sav ings is very sen si tive to the ex tent of changes, the so phis ti ca tion of the plan, the
size of the pro gram, and the start ing point. For ex am ple, Vogler, Zim mer mann, Habl,
Piessnegger, and Bucsics (2012) de scribed sav ings of ap prox i mately 1 per cent for Aus -
tria, while in a 2007 re port to the World Health Or ga ni za tion, the Or ga ni za tion of
East ern Ca rib bean States re ported achieve ments from bulk pur chas ing in clud ing
“strong bar gain ing power, av er age cost sav ings of 37 per cent for 25 se lected items over
a five year pe riod, en hanced qual ity con trol, shar ing of in for ma tion and ex pe ri ences
and mea sur able in creased ac cess to med i cines” (WHO, 2007, p.vii). For in dus tri al ized
na tions, sav ings are more likely to be in line with the es ti mates pro vided by Cauchi
(2007), who re ports that bulk sav ings alone are lim ited but real, ac count ing for 2 to 5
per cent of phar ma ceu ti cal spend ing.

Although this study was unable to quan tify the spe cific impact of bulk pur chas -
ing, sev eral uni fy ing themes do emerge from the exam i na tion of recent aca demic arti -
cles and gov ern ment reports on phar ma ceu ti cal expen di tures. To start, plan spon sors
do rec og nize sav ings, from both direct and indi rect sources. Lewis (2001) describes
three sources of direct sav ings from bulk pur chas ing agree ments. First, pro vider phar -
ma cies will accept lower reim burse ment and dis pens ing fees in exchange for a larger
vol ume of pre scrip tions. Sec ond, admin is tra tive expenses are reduced when spread
over a larger num ber of units, essen tially low er ing the per-unit cost through econ o -
mies of scale. Finally, through increased vol ume and regional con cen tra tion, there is
an enhanced oppor tu nity to influ ence mar ket share, result ing in increased rebates
nego ti ated with phar ma ceu ti cal com pa nies. Plan spon sors also ben e fit from effi cien -
cies in orga ni za tion, admin is tra tion, and infor ma tion shar ing. In addi tion, it appears
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that bulk pur chase agree ments are most effec tively, and com monly, used in com bi na -
tion with restricted for mu lar ies (either pos i tive or neg a tive) and ten der ing. 

In addi tion to the ben e fits, a num ber of the poten tial risks to bulk pur chas ing
were ech oed time and time again. Monop sony pur chas ing from a sole sup plier may
result in lim ited sup plies or short ages. In addi tion, reduced prof it abil ity may result in
delayed launch dates for inno va tive drugs and poten tially less research and inno va tion
over all. It is also of utmost impor tance that policymakers con sider the unseen costs of
pre ferred drug lists and the con se quences of ther a peu tic sub sti tu tion. As the Better
Pharmacare Coali tion states, “Ensur ing the right med i ca tion at the right time to the
right patient ensures better health out comes, [fewer] doc tor vis its, [and] less time in
emer gency, thereby reduc ing costs to the health sys tem” (BPC, 2010: 4). More over,
pre ferred drug lists may result in drug costs being shifted onto patients—poten tially
the entire cost of their med i ca tions. 

Finally, it is worth list ing the design fac tors that most con trib ute to a suc cess ful
pur chas ing pool. As Krause (2004: 3) describes, the ele ments that are con sid ered
impor tant include: 

4 Vol ume: greater ben e fits, lower prices, and larger rebates accrue to larger pools of ben -
e fi cia ries. 

4 Tech no log i cal capac ity: sophis ti cated anal y sis of ben e fi ciary use and prescriber habits.

4 Lead er ship, coop er a tion, and polit i cal will: nec es sary for meet ing the logis ti cal chal -
lenges, espe cially across state or pro vin cial lines and diverse populations. 

4 Sim i lar pre ferred drug lists: sav ings are max i mized when for mu lar ies are sim i lar
across ther a peu tic classes. 

4 Sin gle nego ti at ing entity: one entity to nego ti ate with phar ma ceu ti cal man u fac tur ers
to max i mize effec tive ness. 

4 Sim i lar ity of plans and plan sizes: these com mon al i ties spread the ben e fits across
mem bers of all plans. 

4 Pri or i tized sav ings strat e gies: sav ings may come from a vari ety of sources (lower
admin is tra tive fees, rebate shar ing, dis ease man age ment, etc.) and pool mem bers
must deter mine what form they will take.

Despite the numer ous chal lenges inher ent in an eval u a tion of bulk pur chase
agree ments, a sig nif i cant num ber of infor ma tive stud ies are avail able, pro vid ing evi -
dence of the ben e fits of such agree ments and a glimpse of their poten tial con se -
quences. This study has described the spe cific strat e gies in use in New Zea land, the
United States, and Europe, and quan ti fied the impact of those strat e gies when ever
pos si ble. Within the con fines of avail able infor ma tion this anal y sis pro vides per spec -
tive on the expe ri ences of sev eral indus tri al ized nations and reveals that in vir tu ally all
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cases, bulk pur chase agree ments pro vide sav ings to plan spon sors, but choice and flex -
i bil ity are often sac ri ficed. More over, impor tant poten tial but unknown impacts
include risks to patient health and well-being, and reductions in pharmaceutical
innovation. 
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Appen dix 1: State Bulk Pur chas ing
Signed Laws and Exec u tive Orders by
State, 1999-2008

Taken di rectly from: Na tional Con fer ence of State Leg is la tures, 2012.

State, Law, Web link Description / excerpts of bill text

Ala bama
HB 581
Rep. Beasley
(2002)

Authorizes the state to consolidate buying power in pharmaceutical market
for price reduction aggregate or negotiate for all state agencies or by “joining
a multi-state pooling initiative or both”, would authorize the state to negotiate 
rebates and discounts from pharmaceutical manufacturers. Exempts the
Medicaid agency.
(Passed House, 3/19/02, passed Senate 4/11/02; signed into law by governor as
Act No. 2002-494, 4/26/02.)|

Alaska
Agency action
(2004)

Alaska filed a Medicaid State Plan Amendment to permit coordinated
purchasing with the National Medicaid Buying Pool. The application was
approved by CMS as of April 2004 and purchasing is operational.

Arkan sas
HB 2498
Rep. King
(2001)

Authorizes the state to join a multi-state or multi-governmental purchasing
consortium for the purpose of purchasing pharmaceuticals and other medical
supplies; and for other purposes. Also authorizes expanded use, creation or
designation of Federally Qualified Health Centers to access “substantially
discounted prescription drug prices.”
(Passed Senate and House 4/13/01; signed into law by governor as Act 1770)

Ari zona
Executive Order
(2003)

Gov. Janet Napolitano signed an executive order setting in motion a new
program to allow Medicare-eligible seniors to purchase prescription drugs at
lower prices through contracts to be administered by Arizona’s Health Care
Cost Containment System (AHCCCS.) The order “Explore how prescriptions are
now purchased through the State and find the most efficient and
cost-effective way to buy prescriptions in bulk through one rather than
through several State agencies.”
(Executive order signed 1/7/03)|
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State, Law, Web link Description / excerpts of bill text

Cal i for nia
SB 1315
Sen. Sher
(2002)

Requires the Governor to designate a central purchasing agency for
purchasing pharmaceuticals. The bill would require the central purchasing
agency to execute prescription drug purchasing agreements with certain state 
entities that purchase pharmaceuticals, unless the entity can purchase the
pharmaceuticals for a lower price than through the central purchasing agency. 
The bill would authorize the central purchasing agency to include the
University of California, local governmental entities, and private entities that
choose to participate; also includes authorization to contract with a
pharmaceutical benefits manager to negotiate prescription drug contracts.
The bill would establish reporting requirements for manufacturers of
prescription and wholesale distributors of prescription drugs in the state.
(Passed Senate and House 8/02; signed into law by governor 9/11/02)

California
AB 1959
Assm. Chu
(2004)

 Requires the State Auditor to conduct audits of the state’s prescription drug
procurement and reimbursement practices. The audit report shall include:
 (1) A review of a representative sample of the state’s procurement and
reimbursement of drugs “to determine whether the state is receiving the best
value for the drugs it purchases.”
 (2) A comparison of drug costs to the state with drug costs to other
appropriate entities such as the federal government, the Canadian
government, and private payers.
 (3) A determination of whether the state’s procurement and reimbursement
practices result in savings from strategies such as negotiated discounts,
rebates, and contracts with multi-state purchasing organizations, and whether 
the strategies selected by the state result in the lowest possible costs. A first
report is due May 31, 2005.
(Filed 2/12/04; passed Assembly 5/26/04; passed Senate; signed into
law by governor as Chapter 938, 9/29/04)

California
AB 76
Assm. Frommer
(2005)

 Would repeal provisions that authorize the Department of General Services to
enter into contracts on a bid or negotiated basis with manufacturers and
suppliers of drugs, and to obtain discounts, rebates, or refunds. Would create
the Office of Pharmaceutical Purchasing within the California Health and
Human Services Agency with authority and duties to purchase prescription
drugs for state agencies. Would expand the state role to act as purchasing
agent for more entities and would authorize the office to “negotiate the
lowest prices possible for prescription drugs.” Also authorizes establishing “a
formulary or formularies for state programs”; Pursuing “all opportunities for
the state to achieve savings through the federal 340B program including the
development of cooperative agreements with entities covered under the 340B 
program that increase access to 340B program prices for individuals receiving
prescription drugs through state programs. It would ”develop an outreach
program to ensure that hospitals, clinics, and other eligible entities participate
in the program.
(Filed 1/3/05; passed Assembly  6/2/05; passed Senate 9/15/05, vetoed by
governor 10/7/05)
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State, Law, Web link Description / excerpts of bill text

California
AB 2877
Assm. Frommer

Requires the CA Department of General Services, University of California, and
the Public Employees’ Retirement System to “regularly meet and share
information regarding each agency’s procurement of prescription drugs in an
effort to identify and implement opportunities for cost savings.” Requires the
state to “participate in at least one independent association” that evaluates Rx
effectiveness.
(Filed 2/24/06; passed Assembly 5/31/06; passed Senate 22y-14n, 8/31/06; signed
into law by governor  as Chapter 720 of 2006, 9/29/06)

Colorado
EO 07-04
Gov. Ritter
(2007)

Based in part on SB06-01 enacted in 2006, this Executive Order establishes a
“preferred drug list for non-Medicare clients receiving drugs through the
fee-for-service and primary care physician programs in the Colorado Medical
Assistance Program.” Requires the Department to “evaluate the various
methods by which a PDL is implemented and maintained and shall determine
the best option for Colorado’s PDL; also requires obtaining supplemental
rebates and an evaluation of the feasibility and cost-effectiveness of entering
into one of the existing multi-state purchasing pools. 

(Signed by governor as Executive Order 1/31/07)

Del a ware 
HB 300
(2003)

FY ‘04 budget authorizes the Department of Health and Social Services to
contract with a cooperative Multi-State purchasing contract alliance for the
procurement of pharmaceutical products, services and allied supplies.
(Passed House and Senate, signed into law by governor, 6/25/03)
DE was an operational part of the Rx Issuing states (RXIS) pool for state
employees. The program is no longer operational.

District of Columbia
B15-569
Councilmember Catania
(2004)

Enacts the Rx Access Act of 2003, requiring the Dept. of Health to run an
AccessRx subsidy program; also permits negotiations with other states or
jurisdictions for bulk purchasing. Also provides that the Department ”shall
investigate purchases from outside the U.S.
(Filed 11/4/03; Passed City Council 3/24/04; signed by mayor as  Act 15-410)

Geor gia
Exec u tive action
(2000)

Department of Community Health has developed the consolidated
drug-purchasing program in Georgia. Combining Medicaid
fee-for-service, the public employees and the university teachers, the number
of enrollees included in the state drug plan was reported to be 1.2 million as of 
March 2001. Medicaid is not included in the most recent structure. Express
Scripts is the pharmacy benefits manager (PBM) for the program.

Idaho
HCR 26
Rep. Henbest
(2001)

Resolution encourages the Governor and the Department of Health and
Welfare to “develop a compact with our sister states to facilitate purchases of
prescription drugs by the most economic method. Sponsors claimed that ”this
coalition would ease the rising prices of current prescription drugs on Idaho
residents, especially Idaho senior citizens." (Adopted by House, 3/5/01 and
Senate, 3/13/01; to Secretary of State, 3/19/01)
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State, Law, Web link Description / excerpts of bill text

Illi nois
SB 3
Sen. Halvorson
(2003)

Establishes the Senior Citizens and Disabled Persons Prescription Drug
Discount Program Act, requiring the state to “negotiate and enter into rebate
agreements with drug manufacturers” to effect prescription drug price
discounts, with enrollees receiving the resulting discount. The plan includes
multi-agency bulk buying, with details to be finalized by the executive branch.
(Passed House and Senate 5/15/03; signed into law by governor 6/16/03 as Public
Act 93-18)

Indiana
HB 1265
Rep. Kersey
(2004)

Requires the state per son nel depart ment to estab lish a bulk pre scrip tion drug
pur chas ing pro gram to nego ti ate terms related to the pur chase of pre scrip tion 
drugs; requires par tic i pa tion by cer tain enti ties and allows par tic i pa tion by
other cer tain enti ties; autho rizes the state to enter into multi-state pre scrip tion 
drug bulk pur chas ing agree ments.

(Passed House 2/5/04; passed Sen ate 2/24/04; signed into law by gov er nor as
Pub lic Law 50, 3/16/04)
Related News: Bill proposed to lower drug costs:Democratic leader
wants to add small businesses, nonprofits to buying pool. - NW
Indiana Times, 9/3/04

Iowa
H 619
Health Com mit tee
(2003)

HF 2192
Committee
(2002)

HF 619 establishes a multi-agency bulk purchasing council, as well as creates a 
preferred drug list, increased co-pays and other changes in pharmacy
reimbursements for Medicaid.
(Filed 3/18; passed House 4/2/03; passed Senate 4/14/03; signed into law by
governor 5/2/03)

HF 2192 creates the Interstate Prescription Drug Purchasing Cooperative
Work Group to determine the feasibility of establishing an interstate
prescription drug purchasing cooperative with other Midwestern states.
Would include “utilizing regional and national entities such as the Council of
State Governments, the National Conference of State Legislatures, and others
in establishing contact with the governors and legislative leaders of other
Midwestern states”; and other states with existing interstate cooperatives,
including the states participating in the tri-state coalition and the northeast
legislative association on prescription drug prices.
(HF 2192 amended passed House, 2/12/02; passed Senate 3/18/02; signed into
law by governor, 5/11/02)
Report on Interstate Prescription Drugs - January 2003 [16 pages]

Maine
S1026;Chapter 786
(2000)

§ 2: Purchasing alliances and regional strategies. Authorizes the state to
decrease prescription drug prices through purchasing alliances and other
regional strategies with other states and private and public entities.
(Passed House and Senate, signed by into law governor, 5/11/2000. Parts of the
law were adjudicated by the U.S. Supreme Court in a May 2003 decision, but
section two appears not to be affected.)
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State, Law, Web link Description / excerpts of bill text

Maine
H 343 
(2005)

FY06 budget (in §165) establishes the joint purchasing effort of the
Pharmaceutical Cost Management Council, to “develop options to
maximize cost effectiveness” for all publicly sponsored purchases. 
(Filed and approved by House and Senate 3/30/05; signed into law by governor as
Chapter 12, 3/31/05)

Maine 
H 1591
(2008) 
Rep. Sharon Treat

Reduces cost of prescription drugs purchased by state and counties by
expanding access to discounted prescription drugs; requires that counties and 
the Dept. of Corrections contract only with entities that are eligible to
participate in the purchase of prescription drugs; directs the Dept. of Health
and Human Services and Dept. of Corrections to each develop a plan to
maximize access to prescription drugs.
(Filed 2/25/08; signed into law by governor as Chapter 43, 4/16.08)

Maryland
HB 1287
Del. Rudolph
(2005)

 Establishes the Maryland Rx program “to achieve savings on the cost of
prescription drugs for the State Employee and Retiree Health Program and
local governments, through use of PDLs, manufacturer rebates, negotiated
discounts and other cost savings measures.

(Original language deleted: would have included private businesses and use of
evidence-based analysis of products.)
(Filed 2/11/05; passed House 135y-0n, 3/26/05; passed Senate 47y-0n, 4/8/05;
signed into law by governor as Chapter 428 of 2005, 5/10/05)

Mas sa chu setts 
H. 4900
(1999)

FY 2000 budget section 271 creates a state ”aggregate" or bulk purchasing
program, to include Senior Pharmacy Assistance enrollees, Medicare and
Medicaid, state workers, uninsured and underinsured people. Up to an
estimated 1.6 million people would be involved, with eventual total savings
for individuals and government as high as $200 million; also creates a
temporary Catastrophic Prescription coverage plan and expands Senior
Pharmacy program from $30 million to $72 million.
(Enacted and signed into law as Ch. 127 by governor 11/16/99; implementation on 
hold by executive agencies and two changes in governor, 2000-2004)

Mas sa chu setts 
H. 4004
Con fer ence Com mit tee
(2003)

The FY04 budget, section 19 requires executive agencies to “develop and
implement a coordinated prescription drug procurement plan for all
pharmacy benefit plans funded or subsidized, in whole or in part, by the
commonwealth. The plan shall maximize cost savings, efficiencies,
affordability and be designed to improve health outcomes, benefits and
coverage in the pharmacy benefit plans. Also mandates that the state ”shall
contract with a third party nonprofit pharmacy benefits manager to provide
pharmacy benefit management services and negotiate pharmaceutical
discounts, rebates and other prescription related cost savings with
pharmaceutical manufacturers."
(Finally passed by House and Senate, 6/23/03; signed/vetoed by governor 6/30/03) 
[Became law by veto override 7/06]
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State, Law, Web link Description / excerpts of bill text

Massachusetts
H. 4850
Conference Comm.

FY05 Budget provides for: (Sec. 15:) Creates a state “coordinated, aggregate
prescription drug procurement plan” (bulk purchasing), for all state funded or
subsidized pharmaceutical purchases. The plan is to include Medicaid,
through a separate managed program. The state shall contract with a PBM,
with bidding process to include option of a not-for-profit pharmacy benefit
manager. Program is to be operational by November 5, 2004.

(Passed House and Senate, 6/20/04; signed into law by governor 6/26/04)

Mich i gan
Exec u tive agency
(2003)

In February 2003, Michigan’s Governor Jennifer Granholm initiated the first
multi-state Medicaid purchasing arrangement. The program is run by First
Health Services, and is partnered with Vermont and South Carolina as of
December 2003.
See National Medicaid Pooling Initiative, above.

Minnesota 
State Plan Amendment
Executive Agency
(2004)

The Medicaid agency filed and received approval for a State Plan Amend ment
that autho rized join ing the National Medicaid Pool ing Ini tia tive, termed the
Mich i gan Multi-State Pool ing agree ment (“SPA). The state notes that its
amend ment to the sup ple men tal drug Rebate agree ment also has been
autho rized by CMS.”
(Filed with CMS 4/30/04; approved by CMS 9/3/04)

Mississippi
HB 528
(2007)

Requires Medicaid to “establish a mandatory preferred drug list (PDL), with
drugs not on the list to ”be made available by utilizing prior authorization;"
also requires mandatory generic substitution and affirms a 5-drug cap or limit
per month only two of which may be brand name products. Authorizes
establishing relationships with other states for bulk purchasing, as well as
negotiations with other countries “if allowed by federal law or regulation.”
(Filed; passed House; passed Senate 3/13/07; signed into law by governor, 4/20/07)

Montana
SB 324
Sen. Pres. Tester
(2005)

Authorizes negotiation for discount process and rebates among all
state-funded programs using Rx including Medicaid and the SPAP; also creates 
an SPAP, discount program and clearinghouse.
(Filed 1/28/05; passed Senate 39y-10n, 3/7/05; passed House 92y-10n signed into
law by governor 4/19/05)

Nebraska
LB 830
Sen. Lathrop
(2008)

Requires that the state “shall negotiate discount prices or rebates for
prescription drugs from manufacturers and labelers. A manufacturer or labeler 
that sells prescription drugs in this state may voluntarily elect to negotiate
supplemental rebates” for Medicaid, the new Rx Card and any other state
program purchasing Rx. Allows use of Medicaid prior authorization if
manufacturers fail to negotiate discounts. Requires the department “Enter into 
a multistate purchasing pool or contract with a pharmacy benefit manager for
negotiated discounts or rebates for all prescription drugs under the medical
assistance program in order to achieve the lowest available price for such

drugs under such program.” Includes proposed $1 million for start-up costs,
to be effective January 2009.
(Filed 1/10/08; signed into law by governor 4/17/08)
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State, Law, Web link Description / excerpts of bill text

Nevada
SB 277
Sen. Wiener
(2003)

Requires state agencies to purchase prescription drugs, pharmaceutical
services, or medical supplies and related services only through Purchasing
Division of Department of Administration, unless they can certify to obtaining
a lower price from another source.
(Filed 3/13/03; passed Senate and Assembly; signed into law by governor 5/15/03
as Chapter 97) |
Update: Nevada has filed a Medicaid State Plan Amendment to permit
coordinated purchasing with the National Medicaid Buying Pool. The
application is pending at CMS as of February 2004.

New Hamp shire 
Exec u tive agency
(2004)

Gov. Craig Benson announced February 17, 2004 that New Hampshire has filed 
a Medicaid State Plan Amendment to permit coordinated purchasing with the
National Medicaid Buying Pool. The State Plan Amendment #04-05 was
approved 7/1/04. The Governor noted that “the state could save up to $15
million a year in Medicaid costs starting next year if it joins the pool. New
Hampshire now spends $140 million a year.”
(Governor’s action, 2/17/04; CMS approval 7/1/04)
“(NH) State Still Mulls Drug Options” - Concord Monitor, February 18, 
2004

New Mex ico 
SB 91
Sen. Feldman
HB 200
Rep. Picraux
(2002)

Establishes the Senior Prescription Drug Program. Eligibility covers persons
age sixty-five years or older with no other prescription drug benefit. Directs
the Retiree Health Care Authority to administer the program in conjunction
with the consolidated purchasing process in the Health Care Purchasing Act.
No state funds are appropriated to subsidize drug purchases. [fiscal note]
(Passed House and Senate, 2/02; signed into law by governor as Chapters 75 and
80, 3/5/02)
Update: A February 2004 journal article notes that “New Mexico is creating a
massive drug-buying pool to cover all 635,000 state residents who get health
care coverage from any public entity. Later, the pool may also purchase
medications for the state’s 400,000 Medicaid recipients.” Drug Benefit Trends
16(1):11-12, 2004.

Ohio
HB 66
(2005)

State bud get Sec. 5111.0114(B) pro vides “The direc tor of job and fam ily
ser vices may enter into or admin is ter an agree ment or coop er a tive
arrange ment with other states to cre ate or join a mul ti ple-state pre scrip tion
drug pur chas ing pro gram for the pur pose of nego ti at ing with man u fac tur ers
of dan ger ous drugs to receive dis counts or rebates for dan ger ous drugs
dis pensed under the Medicaid pro gram.”
(Passed House and Sen ate; signed into law by gov er nor 6/30/05)
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Oregon
Ballot Measure 44;
Full Text

 Allows “Any Oregon Resident Without Prescription Drug Coverage to
Participate in Oregon Prescription Drug Program.” The 2006 program was
limited to Oregon residents who are: a) at least 54 years old; b) earn less than
185% of the federal poverty level (currently $18,130 per individual); and c)
have not had private prescription drug coverage for the six months preceding
application to the program. Ballot Measure 44 expands the Oregon
Prescription Drug Program by removing eligibility requirements so that all
Oregonians without prescription drug coverage regardless of age or income
may participate. Participation in the Oregon Prescription Drug Program is
voluntary. Medicare Part D prescription plan enrollees would be eligible to
join. Participants would receive a card to use at participating pharmacies to
purchase prescription drugs at the discounted price.

(Passed into law by statewide voter initiative, 11/7/06)

Pennsylvania 
(2006)

 PA Medicaid joined TOP$, the State Medicaid Pharmaceutical Purchasing Pool 
administered by Provider Synergies.

Rhode Island
(Executive action)

RI Medicaid joined the National Medicaid Pooling Initiative in 2006.

South Carolina
S 317
Sen. Elliott
(2003)

Creates the Interstate Bulk Prescription Drug Program with neighboring states
to provide prescription drugs at a reduced cost to senior and disabled
residents who do not have prescription drug coverage. The program is not
specifically connected with Medicaid.
(Passed House 5/21/03; passed Senate 6/3/03; signed into law by governor
6/17/03) |

South Carolina 
HB 3221
Rep. Clemmons
(2006)

Requires that the South Carolina Retirees and Individuals Pooling Together For 
Savings Act (SCRIPTS) and the SILVERxCARD subsidy program must coordinate 
with Medicare part D to provide to low income senior residents assistance with 
the cost of prescription drugs,

(Passed House 5/18/05; passed Senate 2/3/06; signed into law by governor as 
Ch. 233, 2/21/06)

Texas 
HB 915
Rep. Gray
(2001)

Authorized creation of a system of bulk purchasing of prescription drugs by
state agencies, including Dept. of Health, Mental Health, state employees,
retirees, teachers, prison system and any other agency that purchases
pharmaceuticals. It established the Interagency Council on Pharmaceuticals
Bulk Purchasing, and would use existing distribution networks. The Council
“shall investigate” options of expanding Medicaid purchasing, and using DSH
and FQHC facilities. Final version includes provisions for manufacturer and
wholesaler price reporting and enforcement powers for the Attorney General.
[fiscal note online estimates savings of $13 million for first two years]
(Passed House, 4/30/01; passed Senate, signed into law by governor, 6/15/01)
Analysis of Multi-state Medicaid Drug Purchasing Pool - June
2006
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Utah
SB 42
Sen. Christensen
(2007) 
 

Allows use of a Preferred Prescription Drug List in Medicaid, which “may
include placing some drugs on a preferred drug list to the extent determined
appropriate by the department” and repeals 2003 language restricting PDLs.
Final version provides a blanket exemption for psychotropic or anti-psychotic
drugs and allows prescribers to override restrictions in cases of “medical
necessity” when documented in the patient’s medical file and by handwriting
on the prescription.
(Filed 12/26/06; passed Senate 28y-10n, 1/26/07; passed House 70y-1n,
2/6/07; signed into law by governor as Chapter 385, 3/20/07)

Ver mont
H.31
Rep. Koch;
Sen. Shumlin
(2002)

Authorizes participation and financial support for the Northeast Legislative
Association on Prescription Drugs; also names the West Virginia multi-state
initiative. State departments are directed to aggregate or combine public and
private health benefit plans within and outside the states, to achieve better
prices for residents. The law also establishes a discount plan via Medicaid
waiver, and requires disclosure of pharmaceutical marketing activities.
(Passed by conference committee, 5/28/02; signed into law by governor 6/13/02) |

Vermont 
H. 768
(2004)

 FY 2005 Appropriations Act provides (in Sec. 128g) that the Department of
Prevention, Assistance, Transition, and Health Access (PATH) is required to
study the expansion of federal 340B drug programs, including use in managed 
care, state bulk purchasing and inmate populations.

(Passed House and Senate 5/20/04, signed into law by governor as Act 122,
6/10/04)

Vermont
S 115
S. Finance Comm.
(2007)

Authorizes a joint pharmaceuticals purchasing consortium. Also includes a
“plan to inform residents of the availability of health services and 340B
prescription prices through federally qualified health centers,
aimed at Medicaid, state employees, corrections, workers comp and any other
public programs; includes restrictions on ”prescription information containing
prescriber-identifiable data."

(Passed Sen ate 28y-1n, 4/4/07; passed House 89y-44n, 5/4/07; signed into law
by gov er nor as Chap ter 80, 6/9/07)

NEWS UPDATE: VT: Companies sue state over prescription drug
law By Rutl and Her ald, 8/80/07. Three data-col lec tion com pa nies sued the state
of Ver mont over a pro vi sion in the new pre scrip tion drug law that would con ceal
from pub lic view what drugs doc tors are pre scrib ing to their patients.

Wash ing ton
SJM 8001
Sen. Frank lin
(2002)

Resolution, calls for cooperation among Washington, Idaho, Oregon, Alaska
and Montana to seek “joint pricing and purchasing agreements for
prescription” drugs with savings passed on to consumers.
(Passed Senate, 2/5/02; passed House 3/5/02; signed by President & Speaker) 

Wash ing ton
SB 6088
Sen. Deccio
(2003)

Creates a statewide pharmaceutical discount plan for residents with incomes
up to 300% of federal poverty, which includes a provision for voluntary
negotiated discounts initiated by the Health Care Authority for multiple state
agencies.
(Filed 6/5/03 in special session; passed Senate and House; signed into law by
governor 6/26/03) |
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http://www.le.state.ut.us/%7E2007/htmdoc/sbillhtm/sb0042.htm
http://www.leg.state.vt.us/DOCS/2002/ACTS/ACT127.HTM
http://www.leg.state.vt.us/database/status/summary.cfm?Bill=H.0768&Session=2004
http://www.leg.state.vt.us/docs/legdoc.cfm?URL=/docs/2008/acts/ACT080.HTM
http://www.rutlandherald.com/apps/pbcs.dll/article?AID=/20070830/NEWS03/708300349/1004/NEWS03
http://www.rutlandherald.com/apps/pbcs.dll/article?AID=/20070830/NEWS03/708300349/1004/NEWS03
http://apps.leg.wa.gov/billinfo/summary.aspx?bill=6088&year=2003


State, Law, Web link Description / excerpts of bill text

Washington 
HB 1168
Rep. Appleton
(2005)

Authorizes the State Board of Pharmacy to regulate nonresident Canadian
pharmacies; authorizes state agencies to “undertake bulk purchasing of drugs
approved by the federal FDA from Canadian pharmacies and wholesalers.”
Effective date: July 24, 2005.
(Filed 1/18/05; HB 1168 passed House 54y-41n, 2/25/05; passed Senate 33y-14n,
4/6/05; signed into law by governor as Chapter 275, 5/4/05)

Washington
SB 5471
Sen. Thibaudeau
(2005)

Authorizes a prescription drug purchasing consortium, based upon the
evidence-based prescription drug program, with all state agencies required to
participate. Voluntary participation is authorized for local governments,
private entities, labor unions and for individuals who lack or are
underinsured for prescription drug coverage. Uses features of the 2003 state
bulk purchasing pool, including a preferred drug list. Effective 7/24/05.
(Passed Senate 25y-24n, 3/10/05; passed House 56y-42n, 4/6/05; signed into

law by governor as Chapter 129, 4/21/05) |

West Vir ginia 
S 127
Sen. Tomblin, Gov. Wise
(2001)

Allows WV Public Employees Insurance Agency to pursue a multi-state buying
pool with all state agencies and institutions, as well as “governments of other
states and jurisdictions, and ”regional or multistate purchasing alliances".
Allows “innovative strategies”, such as “enacting fair prescription drug pricing
policies” and providing discount prices or rebate programs for seniors" and
uninsured. The agency may explore “requiring prescription drug
manufacturers to disclose to the state expenditures for advertising, marketing
and promotion, as well as for provider incentives and research and
development efforts.”
(Passed House and Senate; signed into law by governor 5/15/01 as Chapter 97)

West Virginia
HB 4084
Del. Michael
(2004)

West Virginia Pharmaceutical Availability and Affordability Act establishes a
state-sponsored prescription drug discount card program for residents. It also
provides that the state shall “explore the feasibility of using or referencing, the
federal supply schedule or Canadian pricing. 4) requires the state to
”investigate the feasibility of purchasing prescription drugs from Canada,"
including feasibility of serving as a wholesale distributor of prescription drugs
in the state."

(Passed House 1/22/04; passed Senate 3/13/04, signed by into law governor
4/7/04)

Wis con sin 
SB 44 |
enrolled
(2003)
Gov er nor Doyle

2003-4 Budget bill:. Prescription drug cost controls and drug purchasing:
authorizes joining a multi-state purchasing group or agreement. Also
establishes supplemental rebates for Medicaid, Badger Care and others such
as senior pharmacy, if feasible; exempts most mental health drugs from prior
authorization [§1393] and makes other pharmaceutical policy change.
(Passed Senate and Assembly; signed into law /partial veto by governor 7/24/03 as 
Act 33 )

 Wyoming  WY joined the Sovereign States Drug Consortium (SSDC) in 2008.

Fra ser Insti tute   4  www.fraserinstitute.org

58   4   The Bulk Purchase of Pharmaceuticals  4   May 2013

http://apps.leg.wa.gov/billinfo/summary.aspx?bill=1168&year=2006
http://apps.leg.wa.gov/billinfo/summary.aspx?bill=5471&year=2006
http://www.legis.state.wv.us/Bill_Text_HTML/2001_SESSIONS/RS/BillInformation.cfm?input=127
http://www.legis.state.wv.us/Bill_Text_HTML/2004_SESSIONS/RS/BILLS/hb4084%20conference.htm
http://folio.legis.state.wi.us/cgi-bin/om_isapi.dll?clientID=101439&headingswithhits=on&infobase=bills03.nfo&jump=sb44&softpage=Document
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Appen dix 2: Over view of Sup ply-Side
Reg u la tion
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Appendix 2a: Product Price Regulation

Country Initial price
decision
based on

clinical
perfor-
mance

Initial price
decision
based on
economic

evaluation

Initial price
decision
based on

cost of
existing

treatments

Initial price
decision
based on
cost-plus

calculations

Initial price
decision
based on

inter-
national

prices

Controlled
price

updates

Other

Austria X X X X X

Belgium X X X X X

Cyprus X

Germany O

Denmark X

Estonia X X X

Greece X O X X

Spain X X X X X

Finland X X X X X X

France X X X

Hungary X X

Ireland X X X X

Italy X X X O X

Lithuania X X

Latvia X X X X

Malta

Netherlands X

Norway X

Poland X X

Portugal X X X X X X

Romania X X

Sweden O X O O X

Slovakia X X X X

Slovenia X X X X

United Kingdom X X

*X = Currently applied, O = Once applied but discontinued.
Espin & Rovira, 2007: 33.



Appen dix 2 (continued)
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Appendix 2b: Control of Expenditure

Country Use of 
discounts/

rebates

Payback Price-volume
agreements

Use of
price-freezes 

and cuts

Other

Austria X X

Belgium X X

Cyprus

Germany X O X

Denmark O O

Estonia X

Greece X X

Spain X O O X

Finland X

France X X X X

Hungary X X X O

Ireland X X

Italy X X X

Lithuania Other

Latvia X

Malta X

Netherlands X X

Norway X X

Poland

Portugal X X X

Romania X X O

Sweden O X

Slovakia X X

Slovenia O X

United Kingdom X X X

*X = Currently applied, O = Once applied but discontinued.
Espin & Rovira, 2007: 33.



Appen dix 2 (continued)
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Appendix 2c: Industry Regulation and Product Reimbursement

Country Industry Regulation Product reimbursement

Profit
control

Tax
benefits

Other Reference
Price

System

Positive
Lists

Negative
Lists

Based on
economic

evalua-
tion

Other

Austria X X

Belgium X X X X

Cyprus O X X

Germany X X

Denmark X X X

Estonia X X X

Greece X O O

Spain X X O O

Finland X X X

France X

Hungary X X X X X

Ireland X X

Italy X X X X

Lithuania X X X

Latvia X X X X

Malta X X X

Netherlands X X X X

Norway O X X X

Poland X X X

Portugal X X X X X

Romania X X X X O

Sweden O X X

Slovakia X X X

Slovenia X X X X

United Kingdom X X

*X = Currently applied, O = Once applied but discontinued.
Espin & Rovira, 2007: 33.
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Appendix 3: Overview of Demand-side Regulation

Country Physicians Patients Pharmacists

Clinical
practices/
prescrip-

tions
Guidelines

Educa-
tional

and
informa-

tion

Monitor-
ing of

prescri-
bing

patterns

Prescri-
ption

quotas

Pharma-
ceutical
budgets

Finan-
cial

incen-
tives

Other Infor-
mation

education
campaigns

Cost
sharing

Other Generic 
substi-
tution

Financial
incen-
tives

Claw-
back

Other

Austria X X X X X X X
Belgium X X X X X X X X
Cyprus X
Germany X X X X X X X X
Denmark X X X X X X
Estonia X X X X X
Greece X O X
Spain X X X X X X X X X O X
Finland X X X X X X X
France X X X X X X
Hungary X X X X
Ireland X X O X X X
Italy X X X X X X X X
Lithuania X O O X
Latvia X O X X X O X X
Malta X O O X X X
Netherlands X X X X X X X X X
Norway X X X X X X X
Poland X X X X X
Portugal X X X X X X X X X
Romania X X X X X X X
Sweden X X X X X X X X
Slovakia X X X O O X X X
Slovenia X X X X X
United
Kingdom

X X X X X X X X X

*X = Currently applied, O = Once applied but discontinued.
Espin and Rovira, 2007: 33.



Appendix 4: Overview of Country Baskets in Europe, 2010

Countries in the basket

Country AT BE BG CY CZ DE DK EE EL ES FI FR HU IE IT LT LU LV MT NL NO PL PT RO SE SL SK UK Additional
countries

Number of
countries

Austria X X X X X X X X X X X X X X X X X X X X X X X X 24

Belgium X X X X X X X X X X X X X X X X X X X X X X X X 24

Bulgaria X X X X X X X X Russia 9

Cyprusa X X X X 4

Czech
Republicb

X X X X X X X X 8

Germany

Denmark

Estonia X X X Country of
origin

4

Greece X X X X X X X X X X X X X X X X X X X X X X 22

Spain Countries of
Euro zone

Finland X X X X X X X X X X X X X X X IS 16

France X X X X 4

Hungary X X X X X X X X X X X X X 1 add c

Ireland X X X X X X X X X 9

Italy Not specified

Lithuania X X X X X X 6

Luxembourg Country of
origin

1

Con tin ued next page ...



Appendix 4: Overview of Country Baskets in Europe, 2010

Countries in the basket

Country AT BE BG CY CZ DE DK EE EL ES FI FR HU IE IT LT LU LV MT NL NO PL PT RO SE SL SK UK Additional
countries

Number of
countries

Latvia X X 2

Malta X X X X X X X X X X X X 12

Netherlands X X X X 4

Norway X X X X X X X X X 9

Poland X X X X X X X X X X X X X X X X Switzerland 17

Portugal X X X X 4

Romania X X X X X X X X X X X X 12

Sweden

Slovenia X X X 3

Slovakia X X X X X X X X X X X X X X X X X X X X X X X X X X 26

United
Kingdom

Reference
frequency

11 10 3 5 10 13 7 7 11 13 6 13 11 8 11 10 6 7 3 8 1 9 10 3 8 6 8 12

Country abbreviations: AT = Austria, BE = Belgium, BG = Bulgario, CY = Cyprus, CZ = Czech Republic, DE = Germany, DK = Denmark, EE = Estonia, EL = Greece, ES = Spain, FI = Finland, 
FR = France, HU = Hungary, IE = Ireland, IT = Italy, LT = Lithuania, LU = Luxembourg, LV = Latvia , MT = Malta, NL = Netherlands, NO = Norway, PL = Poland, PT = Portugal, RO = Romania, 
SE = Sweden, SL = Slovenia, SK = Slovakia, UK = United Kingdom.

aAlternative countries: Belgium, Germany, Denmark, Spain, Italy, and Portugal.
bCzech Republic: This methodology is only applicable for pricing; for reimbursement prices of all other EU member states are checked and the lowest price per basket is taken.

Source: Leopold, Vogler, Mantel-Teeuwisse, de Joncheere, Leufkens, and Laing,, 2011: 56.  Reproduced with permission.
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