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THE DRUG BUSINESS AND ITS IMPLICATIONS FOR THE
DEVELOPMENT OF HEALTH SERVICES IN ETHIOPIA

Solomon Ayalew *
INTRODUCTION

The health sector, which at present does not cover more than 20 per cent of
the total population of Ethiopia, reflects the dependent relationship of the national
cconomy to international capital,

About 217, of the recurrent budget and about 407, of the capital budget
in 1975 was from foreign assistance,

60°, of the medical practitioners are foreigners (1975). Almost all the
senior Ethiopian medical stafl’ are graduates from foreign universities.
The curriculum of Addis Ababa Medical School, until very recently, was
a complete transplant from British Medical Schools, while the curriculum
of Gonder Public Health College was “built by foreigners*’,

Other inputs of the health sector, such as drugs and equipment, are all
imported.

Also, it can be said that the Ministry of Health (MOH) is a Ministry which
serves only 20%, of the population, with inadequate policy variables to control
even such a small domain effectively. This may be observed from the history of the
development of health services in this country, where health institutions have been
set up, expanded, or even closed without prior knowledge of the Ministry of Health.
Similarly, the importation of drug items (mission, private and government) does
not reflect the country’s needs. With the lack of government guidelines and control,
which we have just indicated above, the type and mode of utilization of imported
drugs are largely dependent on the influence of foreign commercial enterprise.

While the above generalizations may usefully be pursued, in this paper we
will limit our discussion to the examination of one element of the system, This will
be the study of the drug business, and its implications for the efficiency of health
services. We shall discuss these in four parts, as follows:

(1) In Part I the dependency of Ethiopia on imported drugs will be demons-
trated. This means that one of the most important policy-variables of health is
outside the control of the Ministry of Heaith. Part III shows that, even under the
cxisting conditions of dependency, the government can still improve the supply
and price situations by selective importation and by the initiation of government
monopoly in the import and retailing business. The benefits to be gained from
4 modified dependency may be considered a short-term objective if it is followed
by a long-term policy of self-sufficiency.

(2) Part Il and III deal with the domestic drug business and their implications
for the efficiency of the health services,

(1) In the government market, the high work-load of medical personnel
and the non-cost consciousness of the prescription systems underline
the danger of drugs as well as the unnecessarily high cost of treat-
ment (Part 1),

(i) In the private market sector, where drugs are sold through private
health services, a higher cost of treatment caused by the high profit
rate of private retailers is observed (IPart LI, Part LII).

* Head of the Health Division, Central Planing Commission Office, Ethiopia. My sincere
thanks go to Sielu A., Glen B. and Messele G. for their valuable jons and criticisms.
The responsibility for the contents of the paper, however, is fully mine.
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(i) The private market sector, where drugs are :Told outside : the health
services framework (without the consultation of medical prac.
tioners), is the worst source of abuse of drugs (Part I11).

(3) Part 1V, by drawing on the analysis presented above, attempts to derive
some implications for policy. The short-run solutions seek mainly to modify
the existing dependency, to provide limited benefits m_ulil s_uch time as concrete
policy measures aimed at overcoming the dependency situation can become effec-
tive. The indicated long-term solutions to the problems of drug and the problems
of the health services which are part of the overall problems of the economy, and
which call for the disengagement of the economy from the fetters of international

capital and the simultancous reconstruction of the society along socialist lines,
are dealt within general terms.

Part 1
(1) Drug Imports, Prices and their Implications

In Ethiopia there are two sources of drug supply: the source which provides
about 8277 of the total drug consumption of the country is from imports. The other
source, which provides about 182, of the total consumption, is domestic production
(Table 1). Since, however, domestic production is heavily dependent on imported
inputs (whose final output has a 509, foreign exchange component), the differentia-

tion between imports and domestic production may be misleading, as the latter
depends heavily on imported inputs,

TABLE |
National Consumption of Drugs: 1970/71 to 1972/73
(Size of Existing Domestic Drug Market)

Millions of Per Cent of

Consumption by Sector Birr Total
(a) Gow:;nrnc; S_CC_IOI'_ s )

Imports 8.3 19.3

Purchases from EPHARM

(Domestic Production) 3.6 8.4

Sub-Total 11.9 27.7

(b) Private Sector

Imports 26.7 62.2

Purchases from EPHARM

(Domestic Production) 43 10.1

: Sub-Total JII] ?_2'!
(€) Grand Total (a + b) 42.9* 100.0

* Imports are valued at CIF price (i.e. cost plus insurance plus freight up to the port of
entry), while domestic t!ﬂ?dm:ﬁon is valued at ex-facory pricc.P ’ ’

lmp;:n by WHO, UNICEF and other related institutions are not included, for the
reason that they are not imported in sustained amounts. Nonetheless, they will not be expected
] :\;u.'d thh: ll::!l.l.ﬁl of 3 million birr per year., i

ote that the drug consumption of 429 million birr for three ve 5§ 55.1

_ 1 ' years has jumped to 5!

:n‘:i’l:.-: ‘:;rlr h‘m!.l:;T 1!hu did not change the proportion of imports to domestic production
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As expenditure on drugs is over 30%, of the total annual health expenditure
in the country, marginal price changes of drugs on the world market are a good
cause for alarm for large consumers like the Ministry of Health. Increases in the
price of drugs lead to an increase in treatment costs. In such situations the options
for a Ministry of Health may appear to be threefold: increasing fees for patients,
increasing government subsidy through larger budget allocations, or closing some
of the health institutions. Since none of the above measures is feasible (political
and economic situations considered), the only option open to the MOH is to seck
foreign assistance, which comes in amounts only enough to whet the appetite for
more  assistance,

In these circumstances, the study of the drug business and its implications
for the development of health services will be more illuminating if it starts with
a study of the operations of international drug industries, which are characterized
by high rates of profit,

(2) The Profit of International Drug Industries

The mode of operation of international drug industries is characterized by
high profits. In Great Britain, for example, the evidence of excessive profits was
brought to light-in 1961, when an inquiry by the Public Accounts Committee re-
vealed that cight British subsidiaries of American firms were making profit rates
averaging 73% of capital employed. British firms and the Swiss companies were
also making 20%, and 13°, respectively. When these figures were contested by the
drug industries, the Ministry of Health of the UK. employed a firm of private
accountants to make assessments, which, after using the companies figures of costs
and revenue, arrived at an average rate of profit of 33.6°,.' Such a high rate of
profit has caused much concern in the exporting countries. The reasons are historical:
the health sector has always been a battleground between capital and labour, and
health is beginning to be considered “off-limits’* for private profit-making.? As a
consequence, more and more governments in the west (e.g. Sweden, the U.K.) are
financing medical care from tax revenue while at the same time making it accessible
1o everyone. This has not as yet deprived the health care industry of its traditional
profit, as it still continues to supply inputs to health care enterprises.

The highlights of the foregoing discussion must be emphasized. The challenge
to capital in the home countries is higher than the challenge it faces in the importing
countries, although the challenge in the exporting countries, as we have indicated
above, resulted in a mockery, as it has resulted in “a change in the billing system"’,
guaranteeing capital a reliable market and profit without invoking serious protests
from the “unwilling consumer and the tax and premium payer™.' This, however
15 not intended to play down the gain of labour, which is beginning to have full
access 1o health services, as the society is beginning to accept that health-care is a
basic necessity, ranking after food, clothing and shelter.* Health expenses are now
considered as part of the wage bill,* and to this degree capital has to accept a defeat

This investigation is pursued in the following section with the aim of showing
that monopoly capital has a more dominant power and greater possibilities for
bigger profits in the underdeveloped countries than in its home countries.

(1) Some International Comparisons of Import Price of Drugs in the Under-developed
Countries (UDC)

Although, due to the unavailability of adequate data, dcl_aikd dilu:ussion s
not possible, some limited observations on pricing practices of international phar-
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maceutical companies, using the example of some selected products, can improve
our understandng of the characteristics of the world drug market. Drugs are one
of the many product items of these multi-national campanies (Table 2), which also
produce chemicals, computers, cosmetics and electronic cquipment; however,
prescription drugs are their most important source of profit. Their profitability
(from domestic and foreign markets) ranges from about 207 to over 70°.. Not
included in the above profitability calculations (which, like profits, are losses to
consumers) are enormous sales promotion wastes which are in the magnitude of
17 to 30%, of the value of sales in developed countries, and which are finally reflected
in the prices.

TABLE 2

Examples of Large and Small Companies in the World Pharmaceutical Industry —
Turnover, etc., 1970 (ranked by pharmaceutical turnover)

Turnover _ GroupR&D
Company Nationality Pharm Group % expenditure
USSm US.Sm Pharm USS$m
Roche Switz. 840 1,200 70 90
Merck uUs 670 748 90 69
Hoechst W. Ger. 497 3,553 14 99
E.R. Squibb uUs 310 705 4 30
Bayer W.Ger. 286 2,602 11 128
Bristol-Myers uUs 262 979 27 3o
Glaxo UK 261 378 6Y 10
Rhone-Poulene France 257 1,985 13 L]
I.C.L UK 67 3,510 2 123
Carter-Wallace Us 53 125 42 7
Source :

Chfmimi Age, Co!r:panics' annual reports, and industry and NEDO
estimates, quoted in Take A Pill(1), p.4, Table 1.1.

There are also enormous research costs (Table 2) which often lead to a type of diug
useful to the metropolis but have no relevance for use in a UDC because of
dll[mnocs in epedemiological characteristics (particularly communicable diseases
which are not commonly encountered in the rich countries): but yet such costs.
which are taken to be as cost of production, are also borne by people of the UDCs

Prices charged in UDCs also inclu s, which ar
the result of dhcriminaml’)' p : o DIk B 608k ol fross example

_ : rice systems. This may be observed from examples
compiled by Vlll}m. who.l_ms shown that in 1968 over-pricing for drug in Colombii
:;:L!"-';l'f“’m 177 10 658°, (median: 260% of 48 intermediate pharmaceutical pro

[ d“"“:" and his colleagues, who also conducted a similar study on the price
of drugs for the treatment of tuberculosis from 18 African countries discoverec
(sce Table 3-A) that the prices of drugs varied from USS1.32 to USSI2.33 for
soniazid, from $1.15 to $15.46 for a drug regimen combining isoniazid and thia

cctazone, from $1.46 to $22.02 for streptomyci
il . 2 yein and from $239.07 to $1282.20 fol
rifampicin. These differences :
Eampert ouets.® ' cannot, according to Chaulet, be accounted for b)
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TABLE 3-A
I'he Price of Drugs for Treatment of Tuberculosis for Selected
African Countries, 1973

Isoniazid &

Thiacetazone
Countr) Isoniazid zone Streptomycin Rifampicin
Pack of 100 300 mg -~ 150 100 gr. 1000 capsules
tablets, 150 mg mg pack, 1000 of 300 mg.
cach tabs.
Cameroun 1.32 6.83 6.72 594.74
Congo 242 5.50 6.98 642.29
Egypt 1.48 1.48 297 247.52
Gabon 2.63 7.02 6.49 591.03
Kenya,

Uganda,

Tanz. 1.67 2,38 3.97 490.84
Madagascar 3.06 1.15 7.55 -
Niger 12.33 15.46 22.02 1,282.29
Nigeria 1.67 329 146 - 239.07
Upper Volta 1.54 9.49 8.09 550.65
Ethiopia 2.36 — 4.09 296.13

Source:  Except for Ethiopia, extracted from Meredeth Turshen, “Analysis of
Medical Supply Industries”, in the International Journal of Health Services,
Volume 6, Number 2, 1976, Table 4, p. 276.

The existence of price discrimination, while showing the strong bargaining
power of monopolies, illustrates the possibilities of a strong policy variable at the
disposal of the so-called small nations. We shall show this, using examples from
Ethiopia compared with those countries that paid lowest and those that paid highest
prices for selected products (Table 3-B).

TABLE 3-B
The Price of Drugs in Ethiopia Compared with 18 Selected African Countries 1973,

Isoniazid &

Price Levels Isoniazid Thiacetazone  Streptonycin Rifampicin

Pack of 100 300 mg | 150mg. 100 gr. 1000 capsules
tablets, 150mg. Packs, 1000 tabs. of 300 mg.
cach

Country that

paid highest 12.33 15.46 22.02 1282.20

Country that

paid lowest 1.32 1.15 1.46 239.07

What Ethiopia

paid 2.36 - 4.09 296.13

Source: See Table 3 - A,
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It may be observed that Ethiopia is by no means among the highest paying
countries. Nonetheless, for each of the products imported it paid well above the
lowest prices shown above. What is even more interesting is that prices in Ethiopia
are 41°, higher for isoniazid, 3%, higher for streptomycin and 66°, higher for rifam-
picin than the neighbouring countries which previously formed the East African
community. Without going into discussion of the difference in the bargaining power
of UDC (which is out of the scope of this paper), it may suffice to say that
the existence of fifteen private importers and one government importing agency
in Ethiopia show a strikingly divided power vis-d-vis the multinationals.

This point should, however, be interpreted with caution, for the formation
of a sole drug importing government agency cannot be expected to give a UDC
a colosal power with which the big drug companies would have to reckon. For
example, Ethiopia with total imports (CIF price), valued at less than US $10 million
annually, purchased from different companies, cannot be expected 1o account for
any sizable fraction of the annual turnover of these companies. (On the size of the
annual turnover of pharmaceutical companies, see Table 2.) In this respect, it should
be understood that the solution to the problem of monopoly prices or the deteriora-
tion of the terms of trade of UDCs in general cannot be expected to be found within
the context of one small country.

(5) Concluding Remarks

The discussion in this section has, we hope, illustrated that the development
of health services is affected by variables outside the health services.

(a) Since almost all drugs (including the raw material imports for domestic
production) are imported, foreign monopolies outside the country have
a _umnﬁcml negative influence on the development of health services in
this country. Examples are
= delays in providing drugs;
~  demanding payments on request (i.e. paying before the arrival of the

drug products), which is already occuring;

dumping to destroy domestic production;

price increase on drugs (even when the country’s terms of trade are

not affected by it), which may cause temporary dislocations in the
process of reallocation of resources.

(b) In addition to impqrts of drugs when we consider imports like medical
cquipment and medical staff, which are also essential for the running of
health services, it I$ instructive to know that the majority of health service
variables are outside the domain of the Ministry of Health. This is an

absolute reflection of the dependency relations of the economy to inter-
national capital,

(€) Because the majority of the population in Ethiopia (about 807,) 1s not
bwb by the contemporary health sector, the Ministry of Health has
ttie capacity to affect health conditions in this country.

(d) With the mounting demand for more health i
; : . services, and with almost
all amhbleor new _lll_out_ton§ being earmarked for expansion, the running
m"l:"“ of the existing institutions have been left without adjustment for
modity price increases. From simple observation of the health institu-
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tions, and also from reports reaching the Ministry, it may be seen that
buildings are falling down from lack of repair, equipment is out of order
(Table 4), and food and drug budgets are becoming increasingly inadequate
because operating budgets have failed to take account of inflationary price
FISCS.

TABLE 4

Condition of Buildings and Vehicles of Government and Mission Hospitals

% of Buildings % of vehicles
Need Not  Not o . Need 5*',‘:‘3
Repair  Adequae  Stated Repair replaced

Type of Ownership Good

Ministry of Health  30.2 41.5 22,6 bl 59.6 30.7 9.9

Mission 57.9 10.5 21.1 10.5 91.7 8.3 —

Source: Computed from the figures extracted from Comprehensive Health Services
Directory, Ministry of Health, Genbot 1969 E.C. p. 18, Table VII.

Note that the condition of buildings and vehicles of the Ministry of Health
is worse than that of the self-supporting mission institutions.

Part 11
An Evaluation of Domestic Drug Businesses
(1) Flourishing Drug Business

Having briefly indicated the power of monopolies over the international drug
market, we shall show their indirect influences (their unilateral economic advantage)
i the domestic market. The unilateral economic advantage of the monopolies
has become possible because of the emergence of a group of merchants, which
expands and thrives within the orbit of foreign capital. The merchants role as whole-
salers or retailers on behalf of foreign enterprises has enabled them to make a sizable
profit. Deriving their profits from the operation of foreign business vitally interested

N its expansion and prosperity, they help in the creation of more and more new
markets

Today the thriving drug business which is expanding even outside the frame-
work of the health services (i.e. outside the control of the government) is a 8004
sign of the domination of monopoly capital over the national economy. Major
€ities are crowded with drug stores. Addis Ababa alone has 37 pharmacies, 16 drug
shops and 21 rural drug-vendors, and it is estimated that over 80, of their commo-
dities are sold without prescription. In rural areas, the number of rural drug-
vendors,” until very recently, was more than the number of health stations. If it
had not been for the Ministry of Health's current policy to restrain the expansion
of the rural drug-vendors, their number would have continued to be more than
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that of the health stations. Conveniently located in the market areas, meeting the
demand of the community for “injections’’, the rural vendors have more customers
than the government health stations, which tend to run out of drugs for about three
months of the year. In the traditional sense, the penetration of the drug business
into the rural areas is part of the dissolution of the precapitalist economy and the
disintegration of the natural economy, which was self-sufficient in traditional me-
dicine, This it did without providing an eflective comparable service of western
medicine as a replacement. In fact, it brought about ill health, since the sale of
drugs in most areas preceded the expansion of health facilities. or is made outside
the framework of health services.

(21 General Comparative Study of Domestic Retail Business in Drugs

In three years the c.i.f. value of drug imports was about 43 million Birr (Table 1);
however, the price paid by the consumers is substantially higher. When these drugs
were retailed, their prices more than doubled, and were of the magnitude of over

90 million Birr, yielding an average rate of profit of over 509, to the domestic drug
business (private and government).

This annual expenditure on drugs of about 30 million Birr in retail prices is
well over 30% of the total annual national health expenditure. The ratio for West
European countries, which is in the magnitude of 109 to 15°,1° is considered high,
and any increase will probably result only from over-consumption and misuse."
But it is not expected to approach Ethiopia’s ratio.’?

Although expenditure on drugs in underdeveloped countries is much lower
in absolute terms when compared to that of the developed countries, its proportion
in the total health expenditure is much higher than that of developed countries.

But, within the underdeveloped world, Ethiopia’s ratio of over 30% is very high.
The reasons for this include the following:

TABLE 5.7
Consumers’ Price Formation of Ethiopia Companred from the Sell of Imported Drug Commoditics

; _ Ethiopia
Libya  Sudan  Kenya Private  Govt. Govt.
) Imports Imports® Imports”*
C.if. price at port of entry 100 100 100 ‘ 100 o 100 100
Import duties - 21.5% — 414 kI 16%
Other expenses until 2 g
whole salery % % % % % 7
Purchase price of wholesalers 108 126.5 105 124.1
Profit margin of wholesalers 107 155, 30, 1?35?, % 0
Purchase price of retailers 1155 1454 136.5 !
of seu . S 1816 168 148.9
Tam-over tax =i W% 0% 0% "% =
Comumer's price 136.6 174.4 2048 258.5 23153 1489

tGovernment selling imported drug commoditi i i
g ities in the outpatient hospital words.
”'U'l'::; - mu:nﬂd drug commodities in the in-patient hospital  wards, health
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TABLE 5-B

Consumers’ Price Formation from the Sale of Locally-produced Drug Commodities

Ex-factory price 100 100 100

Government Market

&ri\::lc 4 Saliéi in h::‘ 4
Market : t n-patient

Sales in the  mupaient o yards, besth
drug shops hospital words ~ -€Ires and healt

Profit margin of Company 487, 40,10%, 40.1%,
Other expenses before wholesalers - — B

Purchase price of wholesalers 148 140.10 140.1

Profit nu

irgin of wholesalers 20% 20% 20,

Purchase price of retailers 177.6 168.1 168.1

Profit ms

wrgin of retailers 407 30%,

Turn-over tax 2% —- -

Consumers® price 253.6 218.60 168.10

(i)

(b)

(c)

Retail prices are an extension of import prices that include high import
duties, transport cost, wholesale and retail profits (Table 5). The high
profit rate of the wholesalers and retailers is the cause for the flourishing
drug business and the overcrowding of drug-stores, particularly in the
capital city. If it had not been for the Ministry Health’s restricting policy
on licensing and locations of drug-stores, their numbers would casily
have doubled. Such an extremely high private domestic profitability
(over 100%) creates the illusion of a high expenditure on drugs, and be-
comes a major cause for the high ratio of drug expenditure to total
national expenditure, of over 30%. A comparative study of profit rates
of three selected countries, indicates that, as a result of varying proﬁt
rates, an imported drug, valued at $100 c.if., becomes S138 in Libya,
$174 in the Sudan, and $205 in Kenya, when retailed (Table 5-A).

For Ethiopia, it is difficult to talk in terms of one price formation
because of the existence of two markets (Government and private), with
six different officially permissible prices, if to every imported drug there
is an equivalent type from domestic production (Table 5-A, 5-B). Other-
wise, if to each imported drug there is no domestically produced counter-
part, there will only be three permissible official price levels for cach
product (Table 5-A). This will be the topic which follows immediately.
At this juncture, if we talk of only the private retail market, which accounts
for 60°, of the total drug consumption of the country, and from which
over 70°, is retailed, the $100 c.i.f. price becomes about $259 (Table 5-A).

Ihe other reason for the high ratio of expenditure on drugs to the total
national health expenditure is the existence of easy access to the private
drug market for self-medication. (To estimate the magnitude of this
market would be a worthwhile effort, for use as an index for measuring
the effectiveness of the Ministry of Health.)

Losses resulting from poor administration of drugs (e.g. improper storage
or distribution) is also a factor in explaining the high ratio.
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(3) Domestic Drug Price Formation and its Impact on Consumers

What we have already shown as a rate of profit of over 507, is an aggregation

of widely differing profit rates of the private and public sectors, whose price com-
positions are as follows:

(a) When consumers buy imported drugs from private retailers. the price is
about 2.6 times higher than the c.i.f. price.

{b) When consumers purchase imported drugs from in-patient hospital wards
(government hospital pharmacies), health stations or health centres the
price is about 1.5 times higher than the c.i.f. price. When consumers
purchase imported drugs from outpatient hospital wards (private hospital
pharmacies), the price is about 2.4 times higher than the c.if. price.

(c)  When consumers purchase products of EPHARM (local producer) from
in-patient hospital wards, health stations and health centres. the price
is about 1.7 times higher than the ex-factory price. When the same com-
modity is purchased from the outpatient Hospital ward, the price is about
2.1 times higher than the ex-factory price.

(d) When consumers purchase EPHARM's products from private institu-
tions, the price is about 2.5 times higher than the ex-factory price.

- Why six scts of prices? Health institutions have three channels through
whrch they can purchase their drug supplies. One is the government medical cor-
poration and the second is the private importing agencies. The former is less
expensive than the latter, due to differences in profit margin (Table 5). But because
of inadequate budgets, no health institution can purchase all its drug requirements
from the less expensive government corporation. City hospitals purchase part of
their drug needs from private importers on credit,'® while rural hospitals, health
centres and hcallhl stations, which do not have such facilities, reduce their activities
when their allocations to purchase medicines run out. The third source, which is a
highly protected domestic producer, brings about another set of prices.

The existence of 6 different
same product, therefore, im
price and four sets of pr

ent possible sets of officially permissible prices for the
plies the existence of the cheapest and the most expensive

_ ices in between. This, however, does not mean that a con-
sumer has the option of six

poss el g prices to choose from, as some of the markets are not

In the goverment market, the choice for AL > ki
stpulation of the prescription system. a cheap brand is limited by the

In the private sector, on the other hand, although drugs are more expensive

than those in the government sector, there is . : .
subject 10 the following condions. re 18 a choice from the three possible prices

{a) If the consumer without a

e preseniption (self-medication) seeks the cheapest
(b) L"lht consumer who, despite the fact that he has a prescription, may be

lling 10 change the brand of the drug that is shown in the prescription
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for a similar but cheaper brand. This, however, is not possible in the
government sector, where the consumer who is attended to in a govern-
ment health institution must stick to the stipulation of a specific brand
of drug shown in the prescription.

From the supply side, the continuation of production of multiple products
will not cease as long as the pharmaceutical companies operate like all other capi-
talist firms — for profit. To remain in the market (and not lose the battle of com-
petition), companies keep on putting out new preparations, many of which duplicate
one another. Because of these marketing manipulations,'® consumers are faced
with a plethora of interchangable preparations. For example, in Spain, 25000
medical preparations are on sale: in Brazil 14,000: and in France 11,000 of French
origin, plus several thousand other imported preparations, '* and in Ethiopia
about 5,000,

If control from the supply side is not possible, control may be made on the
demand side by passing a law that medicines can be introduced into the country
only with the sanction of the Ministry of Health., The example of the Soviet Union,
where the official register of medicaments permitted lists some 2,500 items, and
where the law provides for the strictest control over the introduction of medicinal
preparations and their administration,'” is highly instructive.

Unless such a law is introduced, the dangers or uselessness of drugs will have
i negative effect on the development of health services. Through strict control of
imports, some undersirable products and the dangers of drugs may be avoided.
This will also reduce some of the burden of costs of treatment. This, of course, is
not possible to implement prior to the carrying out of some institutional measures
which are indicated in Part 1V. Even with these measures, monopoly profits will
continue to exist until domestic production that is largely based on domestic inputs
15 initiated.

Part 111
More on Efficiency in the Use of Drugs

In the discussion above, it was shown that the drug business is a Iucral;vc
business. It was shown that there are two major markets with mainly two major
pricing practices which result in two completely different treatment costs. The
Attempt in Part 11 will be to show how the consumers suffer from an improper
utihzation of drugs.

For clarity of discussion, two types of channel of drug purchase are identified:
one is the purchase of drugs through prescription (i.e. purchase is made within
the health service framework), and the second is the purchase of drugs without
Prescription (i.e. purchase is made outside the health service framework).

{4} Purchase of Drugs through Prescription

The demand for prescribed drugs (within the framework of health institutions
'* not a direct demand for it; but a demand for health services. This makes it &
derived demand. Hence, the economic relation, in this case, is not between price
and quantity of drugs, but between the amount of money individuals are willing
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10 pay for a package of medical services, of which drugs form only a part, and whose
impact is known only at a later stage when the prescription is presented 10 a drug.
store. Hence, while the demand curve for health services (which includes drugs)
will be expected to be downward-sloping, the demand curve for drugs separately
will not be expected to behave like the health service demand that includes it.

The supply curve is also expected to be inelastic. For example, if the price of
drugs is made to fall sufficiently to attract more people (from the population at risk)
to the health services, their access to the health services will be limited by the
capacity of the health services; which means more drugs cannot be sold because
of price cuts. If, on the other hand, the price of drugs rise, those with cash income
in the short run may be willing to spend to meet the extra treatment costs. Only
when the rise in price persists will those in the low-income bracket tend to look
out for “cheap treatment™ in the private sector, where drugs are not only sold with-
out prescription (at least to avoid health services fees) but also where the buyer
is able to demand a cheaper but a similar type of drug.

(b)  Purchase of Drugs without Prescription

~ Outside the health service framework, the demand and supply curve for drugs
will be expected to be elastic. On the demand side, we have a large number of people
who are adversely affected by the inaccessibility of the health services (capacity
limitations, absence of health services, fees and the prescription system) and there-
fore seek for treatment outside it. This will mainly include part of the poor and
ignorant, who may not think of going to the health services in the first place.
although there may be some of them who go to the health services for treatment,
but suspendit if costs exceed their ability to pay the full treatment costs.

Among the high-income groups (e.g. some of the rich in rural districts), there
are also those who have no access to prescribed drugs because of the unavailability
of a health facility or because of their knowledge of the high patient-load of medical
practitioners (therefore indicating concern over the poor quality of service): these,
if quite well off, may resort cither to private medical practitioners, or to the purchase
of drugs without a prescription, because of an assumed confidence in the knowledge
of the illegal prescribers.'® (N.B. There are many known cases of alarming medical
malpractices. )

There will be a seeming advantage for the poor when patients resort 1o illegal

medical practitioners from the point of view of reducing “treatment costs'’. That
15, the consumer convenientl

o onveniently avoids the health service fees, the long waiting lists

‘S’M' " crowded institutions, and the non-cost-conscious prescription systems.

uld the cost of such treatments rise because of increases in price of drugs, this
type of consumer will be

expected to switch to traditional medication.'®
Thus the demand curve for non-prescribed drugs will be expected to be elastic

The supply curve for drugs ; ic s
i e Somestls: markat 1 £5 15 also expected to be elastic. If the price of drug

rrehndog nereases, the quantity of drugs imported will immediately

Part 1V

Some Implications for Policy
Although the cause of high drug prices

marpn s the product passes from the ex in this country is the enormous profit

porters to the consumers, the solution
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cannot be unconditional elimination of all duties and profit rates, as is often claimed:
this in any event would not affect profit rates of international monopolies.

Such an over-simplified solution, which appears so attractive and which indeed
has received wide applause, would bring about more harm than benefit. The first
disadvantage of such a measure is that a faster expansion of the drug market than
that of basic health services will increase the consumption of drugs outside the
health service framework, and thereby increase the misuse of drugs. The second
is that a possible reduction in price will benefit more the population that are enjoy-
ing the already highly subsidized health services.

Given the present Ethiopian conditions, where there does not exist an organic
relation between the health services and the drug market, and where the latter is
more accessible than the former, the problem of health services (coverage, accessibi-
lity and quality) in the short run may begin to be solved through the synchronization
of reduction in prices of drug with expansion of health services, so that drug con-
sumption (as part of the health service consumption) occurs via the health services.
In this case, a fast expansion of health services will allow a fast reduction of the
price of drugs (without its negative consequences). In this respect, consumer demand
should be directed towards demand for increased access to health services (cons-
truction of more new health stations, health centres and rural hospitals), rather
than towards unconditional reduction of drug prices.

In the long run, the contradiction between business desire for profit (including
the exporter’s profit) and consumer’s interest in cheaper treatment may be solved
through development of the economy and vigorous socialist construction for self-
sufficiency. The demand at this stage should be unconditional access to health
services for all those who need it. At this stage, the pricing of drugs and the pricing
of the health-service product that contains them may be used as an administrative
mechanism for efficiency rather than as a tool for profit maximization.

In what follows, we will give specific dimensions to the already identified short-
term and long-term solution.,

A Short-Run Policy

(1) The existing drug prices in Ethiopia contain the profit of multi-national
fompanies when imported and the profit of domestic business when retailed:

(@) The contradiction between domestic business interest in profit and con
sumer’s interest in cheaper and better treatment may be solved by the
nationalization of drug retailing and importing; by earmarking the profit
for the development of basic health services; and by the formulation gf a
Mational drug policy for efficient and proper use of drugs (assuming nation-
alization results in better services).

(b

The contradiction between the interest of international capital in profit
and the interest of consumers in cheap treatment cannot be solved by
Nationalization alone. Nationalization (where the government becomes
& sole importer) can marginally improve this country’s bargaining power
with multi-national companies for better prices. This contradiction can
only be solved by economic independance where by a long term policy
of self sufficiency in drug production may be a part.
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(2) At present, the government should be cautious about drastically reducing
the price of drugs because of the characteristics of the two drug markets:

() In the government market, the strict policy of sale of drugs through pres-
cription marks the relatively efficient utilization of drugs. Nonetheless,
because of the inability of the government to expand the health services
i the short run, the following dangers may be noted, should prices be cut;

(1) By increasing the workload of the already crowded health facilities, it
may make them chaotic, causing such overcrowding that it may even
be difficult to meet emergency situations, From this an over-
consumption and abuse of drugs may follow, since, when the physician
is unable to devote enough time to each patient, the diagnosis may be
uncertain and the drugs prescribed may be unnecessary.

(1) The benefit that accrues from a fall in price goes only 1o a segment

of the population that already has access to the highly subsidized
health institutions.

(b) In the private market, since drugs are sold through prescription as well

as without prescription, two separate outcomes will be expected from a
cut in prices:

() In the case of the purchase of drugs without prescription, a price cut

will immediately expand their consumption, and thereby increase
the dangers.

() In the case of purchase of drugs with prescription (within the frame-
work of the private health services), a price cut may draw more patients
than before. Further expansion of the workload is limited by the size
of facilities. The advantages that may accrue to consumers through
cheaper drugs may be lost to the private institutions through higher
.dn.‘rln for medical personnel and equipment services, with the ob-
Jective of limiting demand to their capacity.

In this regard, the policy to reduce drug prices drastically shoul ded
g i y should be precede

by the expansion of health services and by increasing their accessibility. Putting

up more clinics is not a difficult undertaking, as the financial and personnel require-

l:_g:’“““"y. For better quality of the services,
. urther be attached to a higher health institution
for referrals. Otherwise, the short-run price policy for drugs should be to allow
mhi““p‘ perhaps for the most urgently needed

: . + Oy the preparation of drug lists for imports 2! and
the reduction of prices for selected : tey S
sumers with cheap products 3?2 products, the government can still provide con

O) Ia order 10 the misuse of drugs in the health institutions, the
:ﬂn of Health should also speed up the development of a network
of misuse of ﬁ"’"“‘.‘“‘ Ethiopia. As it is now, there is a serious danger
> - antibiotics. While medical people cannot accurately prescribe

drug for treatment of most inf ons without the necessary support of a
:ﬂlm:w laboratory, most hospitals, health centres and health stations
ROt have such facilities. talhsmﬁon.lmadiulperwnmyembark

j
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(4)

prematurely on broad-spectrum antibiotic therapy, change to another
drug if the first does not work, and continue to jump from one antibiotic
1o another in search of the “right” drug for the unidentified disease.

The above policy measures affect only some 207 of the population which
is within the reach of the health services. The remaining population, al-
though uncovered by modern health services, is served with traditional
medication. Although lack of knowledge in this area may preclude us
from suggesting some specific policy measures, general recommendations
may not be out of place:

1i4)

(b)

(c)

The MOH should have a clear policy (not just aspirations), with
regard 1o traditional medicine. In this respect, the role and importance
of the practitioner in the provision of health services should be re-
cognized and should be financially supported.?3

The present research efforts should be speeded up in order to enable
the quick identification of the dangerous and the non-effective tradi-
tional medications, in contrast to those that are effective. The popu-
larization of the latter and the discouragement of the former is the
least contribution the Health Ministry should make for those who
will remain outside the modern health service sector for some years
10 come.

The present MOH commitment to start the training of peasant doctors
(pd) (Ethiopia’s equivalent to Chinese barefoot doctors) may easily
be coordinated with the traditional health sector. In this programme,
the MOH should explore all the possibilities for training traditional
practitioners (who already have the aptitude for such functions) into
pd. This will be a step forward in the integration of the traditional
sector into the modern sector.

Long-Run Policy

The nationalization for health services (i.e. abolition of the private
sector, giving the state control over the health services and drug busi-
ness) which should be undertaken is not necessarily a socialist measure.
[t is a bureaucratic manoeuvre to modify dependencies, and it may
result in some marginal increase of efficiency in the health services

and perhaps also bring about a spill-over of some benefits to the
masses,

Ihe most efficient long-run drug policy should be one which is
4n integral part of the socialization of the health services: that is the
sell-sufficiency which goes together with the replacement of bureau-
CT""'.““_ rule of health services, by community control of health services
n'[‘l(\]rls ,i.l u?n.dilinn which will necessitate and expedite the production
nrlrkfﬁi hd_;fid on needs, an achievement which would also be re-
mt 1.‘ ¢ When compared to existing imports, whllch are primarily

4de 1o the consumers of the advanced countries with high standards
Of living and preventive action.
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"

It may be said that a socialist measure may not be achieved i
one stroke, as it depends on the vigour of the revolution. Given thas
the first possible step is to achieve nationalization (control by the
bureaucracy), we deduce that, unless it is followed by a second step
which is socialization (that is, control by the masses of not only the
means of production but also the mode of wtilization of the surplus),
the result will be superficial changes that will continue
and backwardness. In as much as the first step depends on
of the existing revolution, the second step depends on its continuation.
Otherwise, what is initially gained can be lost. slowly but surely, in
state capitalism, in which the power of capital and bureaucracy will
survive, and underdevelopment of the country (of which health is
a part) will persist. .

oppression
the vigour
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Cxpanuon of profiy through this scheme in the long run
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hmblht:nﬂntu:'nln aflll:u;uh i a good illustration, Source: Take a Pill; the
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John 1. Mckmight, A Cancerous Health Development: the case of American Medicine,”
8 Harmel & O. Nordberg (eds), Developmenr Dialogne. Motala: Borgestroms Tryckeri

AB. Sweden 1978, p. 15

Meredeth Turshen, ~“Analysis of the Medical Supply Industries™, in International Journal

of Health Services, Yolume 6, Number 2, 1976, p. 271.

Quoted in Meredeth Turshen, “Analysis™, p. 272,

Chaulets and Vaitsos data on drug prices reveal two possibilities:

(1) The varving bargaining power of the developing nations vis-a-vis the monopolies.

b1 The all-out power of monopolies and the possibilities of price discrimination as evidence
of monopolistic behaviour as means of maximizing profit, given that the price elasticity
ol demand is more than one.

However, the data do not tell us whether one country as a whole is better off than others
just because it has relatively low prices for its drug imports alone. It is the terms of trade
wwonsideration of both imports and exports) that should be considered.

“A pharmacy 1s an establishment in which pharmaceutical preparations are compounded
and or dispensed to the public under the supervision of a licenced pharmacist who is a gra-
duate of an accredited school of pharmacy, while a druggist shop is an establishment which
offers for sale 1o the public pharmaceutical preparations, cosmetics and other related items,
but does not engage in compounding preparations of any medical products or the dispensing
of narcotic drugs; and a rural drugvendor is an establishment authorized to sell to the public
iems from a limited list of standardized prepared medications and cosmetics in those geo-
graphic areas where such services are not available through pharmacies or druggist shops;
they are normally stafled by advanced dressers, who have worked satisfactorily five years
with the Ministry of Health®. Source: Comprehensive Health Service Directory, Ministry
of Health, Genbot 1969 F.C. (May 1977 G.C.). pp. 1-2.

WHO Chroni le, Geneva, Vol 2, No. 9, Scpl_ 1975‘ p. 347.
I, p. 337,

Ihlc-’hc (.im!:r'nn_\cllt health services demand for a higher drug budget (particularly those of
alth services in the rural areas) is met, Ethiopia's ratio may jump to over 40°,.

:’l;:pi_l;.lll\ .ha\-c two tvpes of pharmacy, known as government and private pharmacies,
- Pitals are allowed 10 keep 157, of their profit from the private hospital pharmacies, while
4% revenues from the sules of government hospital pharmacies and 75% of the profit from
povate hospital pharmacies are claimed by the Ministry of Finance.

I 2 diffarence indi i icies 1
“hm the difference  between the two  markets indicates three possible policies for the
Minstry of Health 10 consider:

L ‘ . .
I Drugs should not continue 1o be sold over the counter like candies. It must be accepted

:h;,'w"T“".,:’““.'_“w“h cannot be given without the use of medical advisers, at least with
o tiors ;;nll 10lies that have serious possible side-effects or those medicines that contain
S narcotic substances that may produce alcoholism or addiction to narcotics.

"';‘; Ej’:l‘:t{;g;_ lon system should not be allowed to continue to neglect the cost implication
With u"-mmdf_f '_ﬂgl prices of a4 drug with different brands. Although the market is flooded
R is the ex s lie Number of preparations with«a wide range of prices for similar drugs,

£ expensive drugs that are extensively used, due to heavy marketing pressures,

Ihe o :

d,l,g:'1;L‘f,:'t'_'f‘f?‘ Of drugs should also be selective because, despite the fact that many

they are i ey idence of effectiveness™, according to official tests in the US and UK,
Y Are widely used in this country.

Edw e 3
ard ".l'-l_\'.ll] m News Fimes: a Sovier ”Il'f"n"_l ‘}f World .‘lfﬁ”‘l_\'. 7 Feh. I‘)??, p. 23.

It i noy
ung . " . N
and out _‘}rt:‘:\'l_m.m‘n o see drug salesmen in the capital city and other major towns lavishly
and even 1o i “-"“PIc-‘Im physicians, medical scientists, pharmacists, nurses, technicians,
fends outside the health professionals.
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Hn

Edward Babayan in New Times, p. 24.

The knowledge of the existence of different kinds of income groups in the private markes
has been noted to have led to price discrimination as evidence of monopolistic behaviour,
ie &% & means to maximize the income from the retail business or the private health service
business cmanating from the ignorance of the consumers,

The traditional medication may not be less hazardous to health. For example, infection of
the tomsils may be cured by an appropriate treatment of antibiotics, but, unable to afford
{or through fear of being unable to afford) the health service charges, people may resort 1o
operation on the tonsils by a traditional practitioner,

Supply from imports should not, however, be expected to be unlimited. There may be foreign

ﬂwﬁmw' restrictions. Right now the level of imports of drugs is very
much than these ing levels.

The preparation of a drug list iq an important recommendation which is of long standing

For many years now, many medical practioners have requested the preparation of drug lists
for imports.

Similarly, 8 WHO “Consultation on the selection of essential drugs' (was held in Geneva
from 11-13 October 1976 (WHO/DPM/76.1), to develop guidelines for the selection of
ewential drugs as a necessary element in the development of a national drug policy.

Numerous attempts have been made to show that the problem of health services in Ethiopia

Inadequacy of health facilities and their uneven coverage of the population. This pro-
blem (shortage) is blown up in terms of physical counts (size of manpower, hospital beds,
€t¢.), and the solution provided is a request for an increase in health budget which has never
been forthcoming. The requests, despite their usual disassociation of health service demand
from the political framework of the country, have two apparent shortcomings:

(a) They neglect the improvement of the efficiency of the existing health services, which
would definitely increase the health service output. )

3
~3F

(®) They assume that the government has unlimited funds for the expansion of health ser-

vices, Ml:-,tlm in unimplemented health plans even when there may be a political

This » while trying to ll'ﬂ\'! at an efficient drug policy, also explores an alternative

Cﬂﬂ the low level of the health budget of this country, an additional amount
zldhﬂ:hm not be under-rated, as it is enough to run adequately 4 150 double-
& saying that a m“h 10 run 1300 double-staffed health stations, This is the same

vices can be covered, by basic u.';'."""““"m. Wm that have no access to health ser

examples are shown merely 1o indicate the magnitude

e g available from such a policy. The author, however, would like 10
there have now oicy (expansion of health services) may not necessarily produce health

M':: convincing studies that health is more of a function of food (in-

» clothing. employment, security and other social variables





