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“The Panel accepts that, given the key role of pharmacy in primary healthcare, 

ongoing regulation of pharmacy is justified and needs to remain in place. 

However, current regulations preventing pharmacists from choosing freely 

where to locate their pharmacies, and limiting ownership to pharmacists and 

friendly societies, impose costs on consumers.  

Further, developments in Australia strengthen the case for repealing the 

present arrangements and replacing them with new regulations that better 

serve consumers and are less harmful to competition. There is also evidence 

of overseas experience to draw upon.  

Recent developments include the rise of discount pharmacy groups and 

online prescriptions as well as the accumulation of evidence about the effects 

of deregulation in other Australian health sectors, in particular, general 

practice medicine. Further changes to the location rules would represent a 

continuation of steps already taken towards relaxation. This would be 

consistent with the findings of the Post-implementation Review that further 

targeted easing of the rules could deliver additional benefits.  

Accordingly, the Panel considers that present restrictions on ownership and 

location are unnecessary to uphold the quality of advice and care provided to 

patients. Further, it is clear that such restrictions limit both consumers’ ability 

to choose where to obtain pharmacy products and services, and providers’ 

ability to meet consumers’ preferences.”  
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“The Commonwealth approves a pharmacy to supply medicines subsidised by 

the PBS. Under a ministerial determination made under section 99L of the 

National Health Act 1953, the Commonwealth imposes strict controls on 

approving a new pharmacy, and on relocating existing pharmacies, for PBS 

purposes. These location-based controls help to give effect to the Australian 

Community Pharmacy Agreement between the Commonwealth and the 

Pharmacy Guild of Australia.  

 

In themselves, and however willingly they may be accepted by the community 

pharmacy industry, these location controls are an anti-competitive layer of 

regulation and government intrusion on the community pharmacy industry and 

market… 

  

These regulations restrict free and effective competition in the community 

pharmacy industry. The Review concludes that it cannot be shown 

conclusively that the current restrictions are entirely in the public interest… 

 

The Commonwealth’s regulatory restrictions on pharmacy relocation have, 

however, served little justifiable purpose since a major rationalisation of 

pharmacy outlets was completed in the early 1990s, and should be removed 

as soon as practicable.”  
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“There is also considerable scope to reform the pharmacy retail model to 

allow greater choice for customers, while ensuring the safe and appropriate 

dispensing of medicines.  

 

Like much of the health industry, the pharmacy sector is highly regulated and 

has not been subject to the same level of reform experienced by much of the 

economy. There remains limited retail choice and competition in the pharmacy 

sector, with a reliance on community pharmacies to dispense medicines.  

 

Encouraging greater competition within the sector could be undertaken by 

moving to deregulate pharmacy ownership and location rules. Such reform 

would be expected to lead to more efficient delivery and the development of 

alternative retail models.”  

 

  



___________________________________________________________________ 
1. 

In your opinion, is the current ratio of community pharmacies to population 
optimal? 

11. 
Is the 6CPA achieving appropriate ‘access to medicines’ as defined in the 
NMP? 
 

14. 
To what degree is it appropriate that community pharmacies be protected from 
the normal operations of consumer choice and ‘protected’ in their business 
operations? 
 

33. 
Are pharmacy services accessible for all consumers under the current 
community pharmacy model?  If not how could pharmacy services be made 
more accessible? 
 

42. 
Would the removal of the location rules… for pharmacies increase or decrease 
access and affordability for pharmaceuticals to the public? 
 

49. 
It has been suggested to the Review that pharmacies should be allowed to 
enter new locations subject to the payment of an appropriate fee…Would such 
an approach be desirable? 

 
50. 

It has also been put to the Review that by limiting competition for existing 
pharmacies, the pharmacy location rules raise profitability of some or all 
community pharmacies.  Is this a reasonable expectation of the effect of 
pharmacy location riles? 
 
 
 
Chemist Warehouse understands the rationale for the extensive regulation in regards 

to the conduct of Australian retail pharmacies and that this regulation is grounded in 

the Governments desire for all Australian to have equitable, timely and universal 

access to medicines.  

 

However, it is Chemist Warehouse’s contention that the effects of much of this 

regulation are to threaten the opposite. The impact of regulation has been to raise 

costs for consumers, to prevent innovation in the industry and to curtail investment. 

Over time, Chemist Warehouse contends that the heavy-handed regulation imposed 

on our industry could put at risk the industry’s long-term viability.  



 

Chemist Warehouse’s position in regards to the Relocation Rules (Rules) as well as 

the ownership rules is on record and well known to the Commission.  Through the 

Commission’s work Chemist Warehouse has become well aware that the 

Commission has instructed respondents to construct fulsome written submissions 

that provide robust evidence to substantiate any positions put.  To this end, Chemist 

Warehouse commissioned Deloitte Access Economics to prepare a report 

(appended) that investigates the impact of the existing pharmacy industry regulation.  

Explicitly Deloitte were asked to explore whether the existing regulation acts to assist 

or hinder the Australian retail pharmacy industry in its endeavors to deliver the best 

retail pharmacy experience to the Australian Public. 

 

The Deloitte Access Economics Report (Deloitte Report), which was prepared by a 

panel of eminent economists including Professor Ian Harper (FASSA FAICD), looked 

at all relevant literature and policy documentation that could assist in their 

investigation; both local and international, considered various case studies on the 

practical operation of the Rules and finally conducted a geospatial analysis 

investigating the current distribution of retail pharmacies in Australia.  The report is 

one of the most exhaustive and comprehensive documents prepared to date that 

considers the current retail pharmacy regulatory environment in Australia and its 

impacts on consumers.  The Deloitte Report investigates and interrogates all sides of 

the debate in a thorough and robust manner.  Having undertaken this exhaustive 

study, the primary conclusions reached by the Deloitte Report are, 

 

“In summary, the ownership and location rules distort the market for pharmacy 

services in Australia by blocking or impeding the entry of new and different suppliers 

of pharmacy services. Consumers lose through restricted access to a wider range of 

pharmacy services offered at more competitive prices in more convenient locations 

and through different commercial organizational structures.  

In addition, the location and ownership rules are either ineffective or redundant in 

achieving their commonly accepted intended objectives in some instances; or if they 



are effective, do so at a cost greater than alternative regulatory means to the same 

ends. In the worst case, the rules are counter-productive”  

Source: Deloitte Access Economics 2016  

 

Since 1990, the Commonwealth Government has legislated a set of location rules 

that specify the requirements for an approved pharmacist to establish a new 

pharmacy or relocate an existing pharmacy for the supply of PBS medicines.  When 

first introduced the Rules were intended to address concerns about an uneven 

distribution of community pharmacies between urban and non-urban areas.  It is 

entirely unclear why it was concluded that market forces alone could not be left to 

remedy this perceived failing.  At least six revisions of the Rules have been enacted 

to date over a period exceeding 25 years and yet given their stated aim of equitable 

distribution of retail pharmacies, one can only conclude upon review of the evidence 

that they have been an abject failure. 

 

The Rules were designed to achieve a more uniform distribution of pharmacies and 

as such an appropriate measure of the success of the Rules would be that the 

Australian retail pharmacy network should have evolved over time under the Rules 

such that the number of patients served by any one pharmacy should be relatively 

uniform throughout the country.  Equitable access and distribution of the Australian 

retail pharmacy network must mean that all members of the Australian public have 

equal access to retail pharmacy services.  Each retail pharmacy in a uniformly 

distributed market should service approximately the same number of consumers.  

Notionally, then the population-to-pharmacy ratio should be consistent across all 

communities nationally.   

 

The Deloitte Report investigates the uniformity and equity of retail pharmacy 

distribution through its Geospatial Analysis. What it found was that the distribution of 

Australian retail pharmacies was anything but consistent and uniform.  Far from 

finding a uniform distribution of pharmacies the geospatial analysis revealed that 

population-to-pharmacy ratio differed markedly across the country as did the number 



of prescriptions dispensed by pharmacies across Primary Healthcare Networks 

(PHN).   

 

“The analysis shows that there is considerable variation in the average dispensing 

volumes across all PHN areas. Central and Eastern Sydney had the lowest average 

dispensing volumes at 29,443 or 25.3% lower than the Australian average of 39,394. 

The highest ratio occurs in Western Victoria with 59,418 prescriptions, or 50.8% 

higher than the Australia average.  

Chart 3.1: Comparison of number of population and PBS prescriptions to pharmacy 
ratios, by Primary Health Networks in Australia  

Source: Deloitte Access Economics 2016  

The considerable geographic variation suggests that the existing rules may be 

restricting the sector from responding to demand through establishing new 

pharmacies. For example, there are a number of areas where both prescription 

volume and the population-to-pharmacy ratio are significantly higher than other areas 

in Australia: Western Victoria, Hunter New England and Central Coast, Eastern 

Melbourne, South Western Sydney, and South Eastern New South Wales. These 

areas might have the capacity to accommodate greater number of pharmacies. 

Furthermore, Central and Eastern Sydney have the highest number of pharmacies 

relative to its population and prescriptions volumes. This indicates that pharmacies 

within this PHN must have found the business sufficiently viable, even in the absence 



of the government incentives that their regional counterparts receive. It could 

therefore be argued that the current community pharmacy sector could 

accommodate much greater number of pharmacies without impacting the 

sustainability of the sector.  

The analysis shows even greater variation at the Statistical Area level four (SA4) – a 

geographical classification designed by the ABS to account for places of residence 

and work (Figure 3.1). By comparing the population of an SA4 with the number of 

pharmacies contained in the region, it gives an approximate representation of the 

self-contained region for each pharmacy. The analysis found that the Ballarat region 

has the highest15 population- to-pharmacy ratio in the country. Ballarat had a 

population-to-pharmacy ratio of 7,372, or 69% higher than the Australian average at 

4,365. The corresponding item to pharmacy ratio (average dispensing volume) for 

2014-15 is 94,241. This is 139% higher than the Australian average of 39,394 

prescriptions. A thematic map of Victoria is provided below to demonstrate regional 

differences. This suggests Ballarat could support more pharmacies and that location 

rules may have inhibited new entrants that would be viable if permitted.” 

Source: Deloitte Access Economics 2016  

Figure 3.1: Population-to-pharmacy ratio for Victoria by SA4 regions  

 

Far from assisting to ensure an equitable and uniform distribution, what the data 



shows is that the Rules act to entrench inequity and restrict normal market forces 

from working to match supply and demand.  The data is unequivocal; it shows that 

many communities could be serviced by additional retail pharmacies without 

materially affecting the viability of the existing providers.  The Rules are not working 

to achieve their stated aim of uniform supply but rather are actively working to 

impede market forces that would in an unrestricted market work to achieve this end. 

 

The Rules act to protect the incumbent by for the most part restricting the entry of 

new market entrants.  An entrepreneurial entity, be that entity a pharmacist or 

otherwise, can not simply identify an opportunity, devise a business plan, strategize 

for success, seek funding and open a retail pharmacy.  The Rules dictate that for the 

most part a new entrant must acquire an incumbent pharmacist’s interest.  Yet what if 

no PBS approved pharmacies are currently available for sale in the area in which the 

new entrant believes opportunity exists?  This is often the case and as such the need 

to acquire and not to simply open for trade where one may choose to, acts to stifle 

innovation and restrict new entrants revitalizing and reinvigorating markets.  The 

Rules also artificially inflate the prices of incumbent pharmacy businesses, “making it 

almost impossible for young pharmacists to own their own pharmacies” (Hattingh 

2011, p.153).  

 

In the UK, regulation restricting new pharmacy entry in the 1980s was followed by 

partial liberalization as the negative impacts of this regulation became apparent. The 

UK therefore offers a unique and compelling case study in both the cost of regulation, 

and the gains from the relaxation of those rules.  

A study (2003) of the UK pharmacy market by the Office of Fair Trading (OFT) 

examined the impact on consumers of the restrictions on market entry that were 

introduced in 1987 in that jurisdiction.  

Among the findings were:  

• The average number of new pharmacies opened per year fell from 130 per 

year before the restrictions, to five per year following the restrictions. 

• The regulations restricted competition between pharmacies, on both price and 



quality grounds. 

• The prices of over-the-counter medicines in national supermarkets (where 

those products could be sold competitively) were offered at about 30 per cent 

below the prices charged by pharmacies. The OFT concluded that this 

indicated that substantial price reductions should be expected from 

deregulation. 

• Opening hours of pharmacies were restricted, compared to other retailers 

such as supermarkets. The average pharmacy opened only 50 hours a week.   

• The administrative cost to taxpayers directly attributable to the entry 

regulations was about £26 million annually.  

 As a result of these findings, and following recommendations from the OFT for full 

deregulation of control of entry restrictions, there was a partial deregulation.  

 The OFT commissioned a subsequent evaluation of effects of the partial deregulation 

in 2010. This report noted that  “Pharmacies compete largely for a fixed aggregate 

volume of prescription business, and do so primarily on location and convenience, 

and on service dimensions such as waiting times, opening hours and quality of 

advice and service”.  The study found:  “Entry and competition in the pharmacies 

market as a result of the 2005 reforms have delivered benefits of choice and access 

to consumers and stimulated investments, and improvements in service that would 

otherwise not have been made. None of the feared ill effects, the net exit of 

pharmacies, disruption of services, or reduced investment overall – have materialized 

so far.”   

Among the specific outcomes observed were:  

• An 8.8 per cent increase in the number of pharmacies in England. 

• A reduction in annual travel time for consumers of 2.6 to 3.9 million hours, 

valued at £16.4  to £24.5 million. 

• Estimated waiting time savings of £3.3 million. 

• A redistribution of 1.6 million visits from the hours 9am to 5.30pm due to 

extended opening  hours, with most of the redistribution to the 5.30-7pm post 

working hour’s period.  

•  In addition to longer opening hours, there was also strong evidence that 

pharmacies sought to compete with enhanced service levels to consumers. 



This move to service competition was led by new entrant pharmacies, 

including discount pharmacies.  

 

It was also found that the new entrant pharmacies in England offered enhanced 

services   

  



The study calculated the total consumer benefit from the reforms at between £21.1 
million to £68.1 million per annum. It regarded these as conservative estimates.  

 

Further evidence of the failing of the Rules to achieve their stated aim of equitable 

and universal access is seen in the fact that pharmacy numbers have failed to keep 

pace with population growth.  The population-to-pharmacy ratio has increased from 

3,000 people per pharmacy when the Rules were introduced, to an estimated 4,365 

people per pharmacy in 2014. It is not possible to attribute this failing in pharmacy 

number growth to any factor other than the Rules.  For the most part, a new 

pharmacy cannot be opened within 1.5KM of an existing PBS approved premises 

(Rule 130).  This rule acts to create a 1.5KM exclusion zone within which an 

incumbent is protected from the arrival of a new entrant. If a new pharmacy is to be 

opened it must be at least 1.5 km in a straight line from the nearest community 

pharmacy, and there must be either a large supermarket or a small supermarket and 

full time prescribing medical practitioner within 500 meters, to allow the new approval 

to proceed.  The Deloitte Report notes, “These rules block new entrants into local 

markets irrespective of whether residential densities in these areas have intensified 

over the years. The establishment of community pharmacies is also indirectly 

constrained by the availability of medical centers and local planning laws for the 

establishment of supermarkets or shopping malls. Over time, this has given rise to 

some localities where the population-to-pharmacy ratio is significantly higher than the 

Australian average. These local markets may have excess capacity to sustainably 

support new pharmacy entrants but interested pharmacist owners are restricted from 

doing so because of location rules. Location rules may have also created an artificial 

local monopoly in specific localities. This is not desirable for consumers and is likely 

to lead to increased prices.” 

The Deloitte report provides specific examples of where the Rules would appear to 

have quelled competition and protected the incumbent at the cost to the consumer. 

The report observes that “An example of this phenomenon is observed in Western 

Sydney in the suburbs of Blacktown and Seven Hills. Figure 3.2 (p.24) shows that 

there is only one pharmacy located in St Martin’s Village Shopping Centre with a 

1.5km radius red ring surrounding. The 2014 estimated resident population of this 

1.5km radius is 20,579 people and covers the south western section of Blacktown 

suburb, an eastern section of Seven Hills and a very small amount of the northern 



section of Prospect. Not all of these 20,579 residents within the 1.5km radius would 

shop exclusively at the St Martin’s Village Shopping Centre pharmacy. Residents’ 

pharmacy expenditure may extend to other pharmacies in the surrounding region 

(e.g. at Westpoint Blacktown shopping center) or beyond the local area. Nonetheless, 

given the population-to-pharmacy ratio is more than four times higher than the 

average ratio within 1.5km, it is probable that location rules are preventing new 

pharmacies from opening in and around St Martin’s Village. All else remains the 

same, it is likely that area would be able to sustain an additional commercially viable 

pharmacy. The new pharmacy could increase competition and provide additional 

choice for local residents and workers, potentially also lowering prices.”  

Figure 3.2: Blacktown NSW, 1.5km radius of St Martin’s Village Shopping Centre  

Source: De o tte Access Econom cs 2016  

Local monopolies and protection of the incumbent is not simply conferred by Rule 

130 but equally by Rule 131.  Rule 131 states that a new approval number may be 

applied for when the proposed premises in not within 10KM of an existing approved 

premises. This rule often acts to block the opening of a new PBS pharmacy to 

service consumers in new or smaller communities that do not have a pharmacy but 

have a pharmacy located in a neighboring area.  The Deloitte Report has identified 

that the 2 existing pharmacies in Karratha, Western Australia act to block the opening 



of additional service provider who could otherwise open in Karratha or neighboring 

rural towns.  

‘Karratha in the far north of Western Australia is one such example, which currently 

accommodates two pharmacies (Figure 3.3, p.25). Drawing 10km boundaries around 

each pharmacy effectively covers the whole towns’ population, estimated at 19,694 

people in 2014. The population- to-pharmacy ratio of Karratha is therefore estimated 

to be 9,847. As a major service center in the region, the actual population served by 

the two Karratha pharmacies is also likely to be higher, including trade from nearby 

Dampier (which has no pharmacy) with approximately 1,267 residents and transient 

workers such as fly in fly out workers from the mining sector. This means that 

Karratha should have capacity for at least one pharmacy to open, compete and serve 

its residents, given the average population-to-pharmacy ratio in Australia is estimated 

at 4,365 and many pharmacies are able to operate viable business with a much 

smaller population catchment than Karratha.’ 

Deloitte Access Economics 2016 

 

Figure 3.3: Community pharmacies in Karratha and geographical coverage within 10km  



NOTE: Red dots indicate the location of the community pharmacies; shaded 

concentric area indicates the zone within a 10km radius from both pharmacies. 

Source: Deloitte Access Economics 2016  

 

It is an undeniable and inevitable direct consequence of The Rules that they act to 

create monopoly rents for existing pharmacy owners. Khemani and Shapiro define 

monopoly rents as the increased earnings of a market participant when barriers to 

entry exist.  As identified in the Deloitte Report, most of the academic literature on the 

Australian Retail Pharmacy Market (Clarke 2015; McAuley 2005; Manning 2013; 

Gadiel 2008) points to known market deficiencies that could logically lead to 

monopoly rents.  These include 

• monopoly over selling certain classes of medication  

• location (geographic monopolies) and ownership restrictions; and   

• entry barriers through the PBS dispensing approval;  

Of the monopoly inputs listed above, the one that creates the greatest market 

distortion and by extension has the most detrimental impact upon the consumer is 

the location rules.  With the removal of the Rules natural competitive forces between 

pharmacies would act to curtail the potential negative impacts and rent seeking 

associated with the other two inputs, but whilst the Rules remain the negative impact 

upon the consumer is magnified.  The Rules dictate where a pharmacy can open and 

by extension where they cannot, in so doing they restrict new entrants from 

competing in many markets around the country. The Rules prevent pharmacists and 

pharmacy businesses from accessing many towns and markets around the country; 

they inhibit innovation of the retail pharmacy offer as the incumbent is free from fear 

of new market entrants and thus rarely sees the need to invest time or capital into 

innovation and business improvements.  The Rules act to protect the incumbent from 

alternate product offers that would naturally compete with their business in a free 

market; alternate product and service offerings that a consumer may value or choose 

rarely materialize.  Alternate service or product offers could include; a high service 

retail pharmacy model or a competitive discount pharmacy model (not that the two 

are mutually exclusive). But throughout the country in many communities the Rules 

act to create local monopolies, protecting the incumbent, allowing the extortion of 

monopoly rent to the detriment of the consumer. This is particularly problematic in 



growing towns where, despite increasing demand, there are only a small number of 

pharmacies owned by the one pharmacist and, due to location restrictions on new 

pharmacy approvals, no one else can participate in the market.   

 

In their submission to the Harper Review, both Professional Pharmacists Australia 

and Consumer Health Forum of Australia (Stankevicius 2014) supported removing 

the location rules due to the belief that they restrict competition and are not in the 

long-term interests of consumers (Harper et al 2015). In Chemist Warehouse’s 

supplementary submission to the Harper review (November 2014) Chemist 

Warehouse submitted a document that was prepared for internal purposes in early 

2009.  This document listed 63 locations that met or exceeded Chemist Warehouse’s 

demographic hurdles and metrics and as such these were (and remain) locations in 

which Chemist Warehouse wished to open.  At the time of the Harper submission, 5 

full years after the list was prepared, only 11 of the 63 pharmacies had been opened.  

The failure to open the remaining 52 sites had nought to do with capital, labour or 

capacity and is wholly the result of the restrictive nature of the Rules.   

 

The following list represents the 52 sites Chemist Warehouse had been 

endeavouring to secure for over 5 years at the time of preparing the submission to 

the Harper Review. 

 

 

  

  

  

  

  

  















 
 

4. 
Should Government funding take into account the business model of the 
pharmacy network when determining remuneration? 
 

104. 
Is there a variation in service standards between different pharmacy models? 
 
 
 
 

 

It would appear that it has been put to the Commission that the level of professional 

service and care varies markedly between pharmacies and the key determinant of 

the caliber of care is the banner group under which the pharmacy trades. This 

assertion is not only entirely false, the allegation is baseless and offensive to many of 

the professional pharmacist employees and proprietors at Chemist Warehouse. 

Whilst it is undeniable that the standard of service varies in our industry as it does in 

all industries it is entirely unfounded and untrue to suggest that this variation is in any 

way coupled to the branding worn on the pharmacist’s jacket.   

 

Many pharmacists work in numerous retail pharmacies of varying retail brands; on 

Mondays a pharmacist may work in a Chemist Warehouse pharmacy and on 

Tuesdays the same pharmacist may work in an Amcal Pharmacy owned by the 

president of the Pharmacy Guild of Australia.  To suggest that the pharmacist 

practices in a differing manner or to a lower standard on Mondays then on Tuesday 

as a result of the color of the building, the logo on the door or the retail prices 

charged for health and beauty product is nonsense.  

 

The professional practice of pharmacists within a pharmacy is determined under the 

auspice of the Pharmacy Board of Australia.   The manner in which a pharmacist is to 

ply his or her trade is at all times set by the Guidelines and Regulations mandated by 

the Pharmacy Board.  These Guidelines are unvaried if you are working in a Chemist 

Warehouse or a Terry White; be they the academic standards required for a 

pharmacists registration or the standards as they relate to the care and responsibility 

a pharmacist has when dispensing medicines, the standards are unwavering and 

unchanged. They do not change when a pharmacist enters a retail store with differing 



retail pricing strategies, geography or marketing puffery.   

 

Chemist Warehouse employs pharmacists from many and varied backgrounds. 

Some pharmacists have been with Chemist Warehouse since university, but many 

others have come from other retail pharmacies, others still from hospital, industry or 

even academia.  None of these pharmacists has ever been instructed to provide a 

diminished level of professional service or care when working in Chemist Warehouse.  

Teaching our pharmacists to provide a substandard service is not part of the Chemist 

Warehouse induction, on the contrary Chemist Warehouse prides itself on always 

providing the best in healthcare without compromise.  The professional staff 

employed by Chemist Warehouse are openly and regularly encouraged to go above 

and beyond, to do more, never less.  Chemist Warehouse supports its professional 

staff with unequalled levels of professional development opportunities and 

professional support.  Chemist Warehouse provides 6 full time registered 

pharmacists in its head office, the Professional Services Team (PST) to aid and 

assist its professional staff to grow, improve and learn.  The PST work with the retail 

pharmacists to improve systems and process to ensure every patient always 

receives the optimal level of patient care. 

 

Cognoscente of the Commission’s desire for submissions to be grounded in evidence 

and fact it is our contention that the single most revealing and eloquent evidence that 

talks to the standard of patient care received at Chemist Warehouse stores is the 

growth in the prescription business of the group.  If the level of service delivered by 

Chemist Warehouse was substandard, patients would not seek our services but 

rather seek the services of others.  But this is not what the evidence bears out, on the 

contrary, the numbers show that customers are more then satisfied with our level of 

service and continue to choose to have their medicines dispensed at Chemist 

Warehouse. 

 

Since 2012 Chemist Warehouse has seen is prescription volumes increase 56%.  

This growth is not purely a function of increasing store numbers nor nationwide 

universal prescription number growth; over the last 4 years Chemist Warehouse store 

numbers have increased by 26% (244 in December 2012 to 308 in December 2015), 

whilst PBS statistics show that over the same period prescription volumes have been 

relatively flat, only growing by 10.7%, from 267 million in 2012 to 296 million in 2015, 



hence the majority of the Chemist Warehouse prescription volume growth is through 

patient choice.  Patients choosing to have their healthcare needs and those of their 

families managed and provided by Chemist Warehouse.  No single piece of evidence 

can talk to the caliber of the professional service offered at Chemist Warehouse more 

vociferously then the fact that patients continue to seek out and choose to buy 

Chemist Warehouse’s services. 

 

The professional services undertaken by Chemist Warehouse extend far beyond 

dispensing.  The breadth of professional activities in which pharmacist’s currently 

engage has been greatly expanded from their historical primary dispense focused 

role. Chemist Warehouse welcomes this expanded healthcare role and it would 

appear that all parties; Government, the Guild as well as various other representative 

professional bodies also value this broadened professional role.  

 

Chemist Warehouse has been an active participant in all CPA programs to date and 

continues to focus on providing these and other healthcare programs and service to 

the highest possible standard. During the last 12 months Chemist Warehouse 

pharmacies completed approximately 391,500 clinical interventions and 

approximately 34,700 MedsChecks all to the highest possible standard and for the 

most part receiving glowing and enthusiastic patient feedback.  In 2015 Chemist 

Warehouse introduced a flu vaccination service and since then have delivered 

approximately 200,000 flu shots to the Australian public.  This service has led to 

increased community wide vaccination rates and as such has worked to assist in 

reducing the severity and morbidity of the Australian flu season.   

 

To assist with future planning and role out of the Chemist Warehouse flu vaccination 

program, Chemist Warehouse asked patients to complete a post vaccination survey.  

The survey gauged their satisfaction with the service as well as their vaccination 

history and future intentions.  Over 7000 respondents completed the survey making 

this a statistically significant sample from which conclusion about the entire Chemist 

Warehouse vaccinated population can be drawn.  The data shows that almost 10% of 

those patients vaccinated by Chemist Warehouse had not previously received a flu 

vaccination 







the quality, ease and accessibility advantages of having these service provided by 

Chemist Warehouse.  As the breadth of pharmacy programs is extended Chemist 

Warehouse will look to continue to actively participate in all such programs.   

 

Chemist Warehouse has invested heavily in its capacity to deliver best in breed 

service through the development of its central Professional Service Team (PST).  

This team of registered pharmacists is charged with enabling the Chemist 

Warehouse pharmacies to be able to provide professional service to the community 

that meet their needs and are of the highest quality.   

 

Beyond the PST, the Chemist Warehouse retail network is extensively supported by 

an administration and marketing services company engaged by the pharmacies to 

provide a extensive array of “back of house” assistance.  This service provider 

assists the pharmacies with services that include but are not limited to; 

• Human Resources. 

• Loss Prevention and Security services 

• Industrial Relations 

• Professional Pharmacy Services 

• Information and Technology support 

• Payroll 

• Accounts Payable/Receivable 

• Marketing and Design 

• Retail services - merchandising and stock management, buying 

• Property maintenance services. 

• Property leasing. 

• Property construction. 

 

By freeing the pharmacies and more importantly the pharmacists from this 

administrative burden, this enables and empowers Chemist Warehouse professional 

staff to be more actively engaged in primary healthcare and service delivery.  

Chemist Warehouse, working closely with our service provider has developed 

processes and systems that ensure uncompromised service standards that are 

entirely delinked from our competitive retail pricing.  Service and price are most 

certainly not mutually exclusive. 

 



Chemist Warehouse contends that service delivery through pharmacy and an 

expanded professional role for pharmacists can only be of benefit to the community.  

A crucial enabler in the wide spread roll out of quality services is ensuring appropriate, 

non-conflicted management and oversight of these programs and any associated 

funds.  It is imperative that the roll out of any professional services programs are 

under the administration and direction of a truly independent authority.  All industry 

participants must have confidence in the independence and by natural extension in 

the directives rendered by any program administrator.  A conflicted non-independent 

administrator of any pharmacy programs will not have the confidence of all industry 

participants, consumer advocacy groups or the consumers and as such will lead to 

suboptimal outcomes for all.  This applies equally to existing and any proposed 

industry wide initiatives. 

 

Finally Canstar Blue and Roy Morgan Research regularly survey Australian 

consumers about their retail pharmacy experience.  If the level of service at Chemist 

Warehouse was unsatisfactory or in any other way below customer expectation it 

would be reasonable to expect such customer survey results to reflect this, however 

this is not the case.  On the contrary in all such surveys Chemist Warehouse is found 

to have highly satisfied customers with the Chemist Warehouse at all times receiving 

exemplary scores for its service.   

 

Roy Morgan Research collects customer satisfaction ratings from ongoing Single 

Source surveys in Australia, New Zealand & Indonesia.  This data is used to 

determine the monthly and annual winners of the Roy Morgan Customer Satisfaction 

Awards. 

 

Each month Roy Morgan publish on their website 

(http://www.roymorgan.com/products/satisfaction-awards) the top 5 organisations 

from their Customer Satisfaction monitor for each sub-category within each of the 

award categories.  One of the sub categories reviewed monthly is retail pharmacy.  

From January 2012 until December 2015 Chemist Warehouse was the only retail 

pharmacy brand to never rank outside of this published top 5. For the 48 months 

reviewed Chemist Warehouse ranked 1st on 5 occasions, 2nd on 22 occasions, 3rd on 

10 occasions, 4th of 5 occasions and 6 times finished 5th.  Never in the 48 reports 

available online was Chemist Warehouse outside of the top 5; this cannot be said for 



any other pharmacy brand.   

 

 

Far from providing sub-optimal customer service, Chemist Warehouse provides a 

service that customers value and which they are independently choosing to engage 

with, consume and vote for.  Chemist Warehouse and its professional pharmacist are 

rightly proud of the adroit and professional manner in which it delivers its professional 

services and is looking forward to continuing to do so. 

  



 
___________________________________________________________________ 

3. 
In your opinion should there be a maximum ratio of retail space to professional 
area within pharmacies…? 

 
26. 

Should there be limitations on some of the retail products community 
pharmacies are allowed to sell?  For instance, is it confusing for patients if 
non-evidence based therapies are sold alongside prescription medicines? 
 

27. 
Would a community pharmacy that solely focused on dispensing provide an 
appropriate or better health environment than current community pharmacy? 
 

116. 
Should complementary products be available at a community pharmacy or 
does this create a conflict of interest for pharmacists and undermine health 
care? 
 

117. 
Do consumers appreciate the convenience of having the availability of 
vitamins and complementary medicines in one location? Do consumers benefit 
from the advice (if any) provided by pharmacists when selling complementary 
medicines? 
 
 
Accepted economic theory dictates that Government intervention in markets is only 

necessary and should only occur in circumstance of defined market failure.  In such 

circumstances Government action may be required to ensure an optimal economic 

outcome for market participants and consumers.  In circumstances where markets 

are effectively functioning, Government intervention via regulation or otherwise is 

usually unnecessary.  The free market intrinsically optimizes itself and in effectively 

functioning markets, Government action can often have unintended consequences 

and lead to a sub optimal economic result.  In many instances Government 

intervention has been shown to render a worse result then should Government have 

chosen not to intervene.  If we consider the question of the amount of retail floor 

space dedicated to the dispensary in a pharmacy or the range, depth and breadth of 

retail products sold by a pharmacy it is not possible to conclude that on any of these 

matters there is a defined market failure and hence it is difficult to mount a case for 

increased regulation. 

 

It is not the case that dispensing services are not being adequately provided for today 

because dispensary sizes are too small or too big, or that patients are going uncared 



for because the pharmacy chooses to sell vitamins or fragrance.  It is factually untrue 

and entirely unfounded to suggest that the market is failing here.  Patients who do not 

wish to purchase vitamins or cosmetics from a pharmacy are not compelled to do so.  

If customers do not wish to frequent a pharmacy that chooses to sell such products 

they are not compelled to do so, if they are presented with a limited choice in terms of 

the retail presentation of pharmacy in their local market this is because of over 

regulation by the Rules and not under regulation in terms of retail activities.  In a free 

unrestricted market, economic theory states that if demand exists supply will flow.  If 

patients are disenfranchised with the retail focus of their existing pharmacy, then they 

should be able to frequent an alternate retail pharmacy practicing in a different retail 

format, a different service model.  If patients today feel they have diminished choice 

in the types of retail pharmacy services being offered this is purely a function of the 

existing relocation rules.  If there is unmet demand for pharmacy services to be 

provided in a certain guise and this demand is not being met, this is because the 

relocation rules restrict free enterprise.  The Rules are preventing the normal and free 

flow of supply.  It is not additional regulation that is required to best service the needs 

to the Australian consumer, on the contrary it is less.   

 

In today’s retail pharmacy environment if a product remains on the shelves of the 

retail pharmacy, if a product remains viable, this is entirely in the hands of the 

consumer.  If demand exists the product remains, if it does not then it does not.  It is 

folly to mess with a functioning and robust market in an effort to achieve the optimal 

outcome for the consumers when consumers by their own actions are already 

achieving these ends.   

 

It has been suggested that perhaps pharmacy should be prohibited from selling non-

evidence based medicines, that this prohibition will act to aid and assist consumers 

and result in better or optimal customer experience.  Chemist Warehouse contend 

that this suggestion is both misplaced but more importantly detrimental to optimal 

patient outcomes.  It is entirely untrue to suggest that a non-evidence based 

medicine is unable to assist a patient in their wellness. Whether the mechanism is 

one of placebo or perhaps an as yet unknown or yet to be researched biochemical 

and pharmacological pathway should not be the primary consideration, the 

undeniable fact is that millions of Australians achieve incredible ailment relief or 

improved wellness from non-evidence based product.  The primary consideration in 



whether a product should be available for sale in a pharmacy is not whether we can 

definitively and positively prove its efficacy and effectiveness to cure an ailment, it 

should be that it does no harm.  Is it better that a pharmacist informs an arthritic 

patient receiving little to no pain relief from her prescribed medication regime that 

there is nothing we can do for her, or is it better that the pharmacist say that many of 

his patients achieve some respite when taking fish oil or glucosamine or another 

alternative treatment?  Whilst the pharmacist will not be able to promise and would 

never promise a cure all, anecdotally they would know that for many patients these 

products have worked and that even if it is only hope of relief that they are selling this 

in itself is of value.   

 

Is it better for a pharmacist to recommend a visit to the doctor and prescription 

sleeping tablets to a stressed and sleep deprived customer or to suggest a natural 

non-evidence based therapy, exercise and good sleep habits as a first step.   Primary 

healthcare is about providing the best least harmful solution to a patient's needs not 

always the most efficacious and potent potential treatment.   

 

Should a pharmacy be allowed to sell Band-Aids (adhesive plastic wound 

dressings)? I would suggest everyone would believe they should and yet little 

evidence exists of their benefit in fact some evidence suggest they inhibit healing. 

Adhesive bandages protect wounds from re-injury and save your friends and family 

the disgusting sight of your scab. For most cuts and scrapes, however, they don't do 

much to speed up the healing process. If the bandages were better able to trap 

moisture, they might speed the formation of a new layer of skin. If they could absorb 

more of the fluid that seeps out of a wound, they might help stave off the formation of 

a scab (which slows recovery). If they were more effective at keeping out bacteria, 

they could prevent the puss and swelling that comes with an infection. But adhesive 

bandages aren't very good at any of these tasks. And when it's time to tear them off, 

the process can damage the fragile, newly formed skin underneath.  But we 

universally feel better when we apply an adhesive bandage to a wound, children stop 

crying, adults feel they have helped and the patient feels better for the interaction.  

The robustness of the scientific data behind a product’s efficacy should not dictate its 

availability for purchase from a pharmacy’s shelves, provided the product does no 

harm, then customer demand should.  If a product does no harm and may help, why 

deny the product to the millions of consumers who believe in its benefits. 



 

The demand for non-evidence based product will not disappear if the product is 

removed from pharmacy shelves, customers who seek these products will simply 

purchase them elsewhere.  Any alternate retail institution from which non-evidence 

based products are to be purchased will most likely be staffed by employees who are 

less well informed about the use of these products and the potential side effects and 

pharmacological interactions with other medicines, foods and health product.  

Pharmacists are experts in pharmacy; that is the pharmacological effects on the body 

of medicines and other product.  It is not in the consumer’s best interest to not be 

able to seek expert advice and assistance when purchasing vitamin, herbal and 

mineral supplements if they desire such assistance. 

 

The Wilkinson Review (2000) found “that Pharmacy Acts and regulatory authorities 

should focus their regulatory attention exclusively on the safe and competent practice 

of pharmacy. Pharmacists are, after all, professionals whose high training enables 

them to trust their personal judgment and make all manner of decisions carefully and 

analytically. Beyond this is a range of other commercial mechanisms safeguarding 

the public interest, from the Trade Practices Act to sale of goods legislation, that 

support fair and responsible trading and business practices.  

 

With this in mind, the Review has concluded that regulations of the commercial 

aspects of pharmacy practices should be wound back, or removed, wherever 

possible to ensure that pharmacy businesses can make their own commercial 

judgments without undue interference from professional regulatory authorities. The 

only criterion for pharmacy legislation’s intervention in commercial matters should be 

ensuring that pharmacy services are practised by professionals safely and 

competently, and that these professionals act always in the best interests of their 

patients and clients without undue, inappropriate or unethical interference from any 

third party.” 

 

Pharmacy’s should not be further regulated and have their endeavors constrained by 

additional regulation, on the contrary almost two decades ago an independent 

government review found that pharmacy regulation should be wound back and 

pharmacy should be unshackled and allowed to evolve and change with the changing 

demands of consumers.  



___________________________________________________________________ 

111. 

To what degree do current advertising restrictions limit the ability of 

pharmacies to promote medicines and related services available to 

consumers?  

 

 

 

Australians are fortunate to have access to a vast array of affordable, market-leading 

medicines.  The Pharmaceutical Benefits Scheme ensures all Australians are able to 

access the world best prescription medicines with relative convenience and at 

affordable prices.  Similarly, the retail pharmacy sector, the poison scheduling laws 

and the Therapeutic Goods Administration all act to enable similar access to the 

worlds best over the counter medicines (OTC).  Whilst these factors work toward 

ensuring access to OTC medicines the Commonwealth regulations, which govern the 

advertising of medicines, inhibits the free and reasonable dissemination of 

information to the Australian public about the therapeutic use, benefits and availability 

of these medicines.  Whilst it is indubitable that the advertising of therapeutic goods 

requires regulation to ensure truth in advertising (which is already mandated by the 

Trades Practices Act) the currently regulatory framework, Guidelines and Laws go 

well beyond what is necessary to ensure these ends. 

 

The anomalies, inconsistencies and incongruities within the existing regulatory 

framework in regards to the advertising of therapeutic goods render that the entire 

framework borders on the ridiculous.  Consider the display of a large format poster 

that shows a pack shot of a therapeutic good upon which the approved claims for the 

therapeutic good as printed on the product packaging are visible. If this large format 

poster is displayed on the inside of a retail pharmacy with the image displayed 

outward such that passing consumers are able to see the poster and read the claims, 

this display does not require any regulatory approval.  If however the exact same sign 

is adhered to the outside of the pharmacy premise with the same pack shot and the 

same claims visible by passers-by, then this externally mounted identical poster 

would require approval.  The reason being that signage within the retail premises is 

deemed point of sale material whilst the signage on the outside is deemed mass 



media advertising.  The difference between the two displays simply being a distance 

of six millimeters of single pane glass. 

 

Similar over regulation governs the display of pack shot images in retail pharmacy 

printed catalogue material.  A retailer requires regulatory approval to print an image 

of a therapeutic good, that it has available for sale everyday on its retail shelves if on 

the catalogue image a therapeutic claim is deemed legible.  Any claims made on the 

packaging of a therapeutic good are only ever able to be printed on the packaging of 

the goods if the claims are approved for display.  Before producing the packaging for 

therapeutic goods, approval for the proposed packaging must be sought and 

received from the regulator.  It seems somewhat heavy handed and nonsensical that 

additional and subsequent approvals are required when a retailer wishes to 

photograph the product and advertise its availability for sale.  

 

Given the regulatory requirement to seek approval to print the picture of a therapeutic 

good if the goods packaging contains an already approved therapeutic claim, the 

current practice among retail pharmacies is to blur the product shot such that the 

claim is no longer legible and approval no longer necessary.  The absurdity of this 

practice is obvious and apparent; firstly, customers can go into almost any retail 

pharmacy and read the very claims that are being redacted from the pack shots and 

secondly the most critical information a consumer needs when assessing the 

appropriateness of a therapeutic good for their particular circumstances is removed 

and not present for them to see in the advertisement. It would seem reasonable that 

when advertising a therapeutic good, the therapeutic claims associated with that 

product that have already been approved for printing on the product packaging 

should be able to be reproduced in any form required to inform the consumer about 

the product and its availability. 

 

Equally irrational are the rules around what can be co-located or juxtaposed with 

advertisements for therapeutic goods.  Provided any pack shot claims are redacted 

or appropriately blurred a retailer is permitted to advertise a therapeutic good without 

the need for approval if the only components of the advertisement are a pack shot 

(without visible therapeutic claims) the price and the details reasonably necessary to 

identify the retailer making the offer.  Should a model or celebrity be juxtaposed to the 

product and price, the advertisement requires approval.  Should the printed 



advertisement be part of a larger marketing campaign, such as Chemist Warehouse’s 

Healthy Break ® campaign, it is not permissible (without prior approval) to print the 

advertisement under the header Healthy Break.  If Chemist Warehouse wish to 

publish peer reviewed, independently authored information about Osteoporosis within 

its marketing materials, it is not permissible to collocate advertising for product, which 

may be of benefit in the treatment of this condition.  It seems reasonable that 

Chemist Warehouse be permitted to disseminate as widely as possible important 

healthcare information on topics the Australian public are interested in and 

juxtaposed to this information place compliant advertising for product that people 

suffering from or concerned about this condition may benefit from.  To prohibit such 

activities seems unendingly illogical. 

 

The Australian public is fortunate to have access to the worlds best over the counter 

medicines, what is disheartening is that advertising regulations act to keep them 

somewhat in the dark about their availability and benefits. 

 

The advertising of prescription medicine is even more highly regulated then the 

advertising of OTC product.  The only permissible advertising for prescription 

medicines in Australia is a prescription pricelist.  The form such a list must take is 

minutely specified in the TGA’s Price Information Code of Practice (Price Code).  Not 

only does it dictate how such a list should appear and where it can appear it goes so 

far as to specify the order in which product should be listed, the type of font in which 

it should be printed and the materials and other marketing puffery that can be 

juxtaposed to the list.  It has been put to Chemist Warehouse by the TGA that simply 

including Chemist Warehouse’s standard marketing bylines and puffery on the 

printed price list deems the list non compliant.  Whilst Chemist Warehouse does not 

concur with this interpretation of the Price Code it is disturbing that such a position 

can and has been put.  When and how does a pricelist transform from being a 

pricelist to being something else entirely simply because the words “upto 50% off 

prescriptions” appear in the header of the pricelist?  When and how does a pricelist 

transform from being a pricelist simply because the medicines are not listed in 

alphabetical order?   

 

To assist patients find the product they are after Chemist Warehouse has previously 

printed pricelists where the generic form of a prescription good was listed underneath 



or beside the originator medicine.  This was done purely to assist the patient navigate 

the list and identify the generic form of their medicine and its price.  Again whilst 

Chemist Warehouse does not agree with the proposition it has been put to Chemist 

Warehouse that the printing of the product list not strictly in alphabetical order 

renders the pricelist no longer a pricelist. 

 

Chemist Warehouse believe that the Australian public should be at all times fully 

aware of the products available for them to buy that may help them to get well and 

stay well.  They do not require protection from images of product nor should they be 

denied knowledge about the pricing and availability of prescription goods.  The 

Australian public deserve to know what products are available and what they cost.  

Finally when it comes to OTC product they deserve to know what it is for and have 

the ability to read the indications and therapeutic claims written upon the packaging 

in any advertising they happen across.  Chemist Warehouse contend that the 

commission should review the advertising regulation with an eye toward deregulation 

to assist and enable a better outcome for the Australian healthcare consumer. 

 

 

  



 

___________________________________________________________________ 

Review feedback and observation. 

Chemist Warehouse is aware that it has been put to the Commission that the 

wages paid to Chemist Warehouse professional staff are lower then those paid 

by other retail pharmacies, is this true?  

 

 

Chemist Warehouse is but one of many market participants in the retail pharmacist 

employment market.  Pharmacists are unrestrained and free to work in any retail 

pharmacy they choose. One of the primary determinants a pharmacist will consider 

when choosing where to work is the rate of pay received for his or her employment.  

Chemist Warehouse currently employ 2857 Professional Services staff in total, 343 

Interns, 963 Students (Year 1 – 4) and 1551 registered Pharmacists.  If there were 

any truth to this unfounded accusation of submarket wage rates, the 2857 

professional employees would willingly and freely choose to be employed elsewhere 

and not within the group. 

 

Chemist Warehouse prides itself on the training and the opportunities it provides to 

its employee students and intern pharmacists.  This year Chemist Warehouse has 

343 interns employed throughout the retail network, last year the numbers were 

similar as they have been for quite some years, we are proud to be a pivotal player in 

the training of the next generation of retail pharmacists.  We strongly believe that the 

intern program provided by Chemist Warehouse is without peer and unquestionably 

the best retail pharmacist training program in the country.  We also strongly believe 

that our pharmacists are the future of our business and as such Chemist Warehouse 

has a standing position to offer employment to each and every intern upon 

registration as a pharmacist.  On many occasions we find that our newly registered 

pharmacist are not strictly required based on the precise professional and 

commercial needs of the pharmacy and yet each and every intern will be offered a 

position.  It is precisely for this reason, because Chemist Warehouse is driven to 

invest, nurture and grow the future pharmacists for our industry that statistical 

anomalies like those occasionally quoted in industry press or by those with conflicted 

motives may arise.   

 



Chemist Warehouse is also incredibly proud of the career path it has fostered for its 

pharmacists.  Chemist Warehouse does not see a pharmacist’s registration as the 

end point but rather as the start of their professional journey.  The pharmacists 

employed by the group are well aware of the opportunities available to them; be that 

the opportunity to work towards proprietorship, dispensary management, retail store 

management, area management or a head office position.  This clear and well-

articulated career path is considered a critical component in the suite of employee 

benefits and opportunities that Chemist Warehouse present. 

 

In order to further reassure the Commission about the level to which it remunerates 

its pharmacist Chemist Warehouse is prepared to share a summary table that 

outlines the wages paid to its professional staff.   

 

 

 

 

   

 

    

  

 

 

  



___________________________________________________________________ 

Conclusion, Summary and way forward 

 

Chemist Warehouse submits that there should be no restriction on who can own 

pharmacies, or where they can be located.  There should be no restrictions placed 

upon pharmacists wishing to risk their own capital in establishing a business in a 

location where they believe they can effectively service a community. Existing 

pharmacies should not be protected from competition under the guise of ensuring 

universal service to all Australians. The existing policy approach, principally the Rules, 

do little to achieve their hazy and unclear aims but unfortunately act to penalize those 

consumers who shop or reside in locations that would in the absence of the Rules 

attract competitive retail pharmacy offers.  

 

If there are locations where the commercial conditions are such that patients would 

not be able to access medicines without intervention, a limited and targeted incentive 

to address points of proven market failure is preferable to the present approach. The 

present draconian restrictions on commercial behaviour have had such a distorting 

effect on Australia’s pharmacy market that they now represent a serious risk to the 

stability of the industry.  

 

Chemist Warehouse notes that its proposals made in this submission are consistent 

with the recommendations of the Federal Government’s National Commission of 

Audit Report 2014 as well as the finding of the Harper Competition Policy Review of 

March 2015 and look to this Review Commission to lend a third voice to the chorus 

for deregulation. 

 

Chemist Warehouse remains driven to provide the Australian public with the best 

retail pharmacy experience possible at the very best price.  Our mantra is “the best in 

health without compromise” and we eagerly look forward to the day when we are 

unrestricted in our capacity to deliver on this promise to every Australian.  The 

current Rules and advertising regulations act contrary to the wants, needs and 

desires of the Australian healthcare consumer.  The existing regulatory framework 

acts to protect the economic desires and wants of a select few to the detriment of the 

vast majority.  We look forward to the day when it is the needs of the majority that our 

regulation works to provide for.  
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Executive summary 
Effective competition policy is essential for ensuring the economic welfare of a nation. 
Governments worldwide implement policies through regulatory and non-regulatory 
measures to create an environment for firms to compete fairly and to encourage 
enterprise, efficiency and innovation. A competitive environment creates choices for 
consumers by encouraging suppliers to offer products with lower prices and higher quality. 
Economic principles indicate that government intervention is only necessary when the 
allocation of goods and services is suboptimal in the absence of suitable regulatory and 
non-regulatory measures. To this end, Australian governments have implemented a range 
of regulatory measures in community pharmacy that aim to improve health outcomes for 
all Australians through equitable access to, and quality use of, medicines.  

Among regulations at the Commonwealth level is a set of location rules implemented 
since 1990. These rules aim to establish and maintain a network of equally distributed 
community pharmacies across Australia for the supply of medicines that are funded by the 
Pharmaceutical Benefits Scheme (PBS). The rules control where an approved pharmacist 
can establish a new pharmacy or relocate an existing pharmacy. The initial rationale was to 
address concerns about the perception of an uneven distribution of community pharmacies 
between urban and non-urban areas. The rules also aim to produce a community pharmacy 
structure more conducive to the efficient administration of the PBS in reimbursing 
community pharmacies for the dispensing of PBS medicines. When implemented, the 
structural reform offered remuneration packages to encourage less efficient and marginally 
viable pharmacies to amalgamate or close. Following the introduction of the rules and the 
structural reform, the number of pharmacies in Australia fell from approximately 5,600 to 
5,000. 

State and territory governments regulate the ownership of pharmacies, specifically, the 
nature and identity of parties who may have a direct or indirect pecuniary interest in a 
pharmacy, and the number of pharmacies an individual pharmacist may own within a 
jurisdiction. Currently, all jurisdictions permit only pharmacists or corporate entities 
controlled by pharmacists to own pharmacies. Some jurisdictions have broader provisions 
to allow ownership by other entities and minority share ownership by relatives of a 
pharmacist. Ownership rules aim to maintain ethical and professional standards in the 
provision of pharmacy services; and to enhance governments’ capacity to enforce 
professional standards. 

Over the years a number of reviews have considered whether pharmacy location and 
ownership rules serve to inhibit or promote competition. These include a National 
Competition Policy review undertaken by Warwick Wilkinson in 1999. The issue has also 
been considered by the Productivity Commission, the National Commission of Audit (NCOA) 
and the 2015 Competition Policy Review. All reviews recommend abolition of one or both 
of the pharmacy ownership and location rules to further stimulate competition within the 
sector.  

To date the regulations have been retained despite the reviews’ findings. In November 
2015 the Australian Government initiated yet another review of pharmacy remuneration 
and regulation, agreed as part of the 6th Community Pharmacy Agreement (CPA) 2015. The 
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scope of this review does not include ownership of pharmacies since this matter falls under 
the jurisdiction of state and territory governments. 

Report purpose 

This report covers both ownership and location rules and discusses their impact on 
competition in the community pharmacy sector. The report identifies potential pathways to 
reform of the current rules in the public interest. 

Current state of the community pharmacy sector 

There are currently an estimated 5,500 community pharmacies in Australia, with a large 
majority (95.4%) located in non-remote regions of Australia1. The overall number of 
community pharmacies per 100,000 people in Australia has remained relatively constant in 
recent years at approximately 22.4-23.1 community pharmacies per 100,000 people (4,468-
4,338 Australians per pharmacy in 2013 and 2016, respectively) (Figure i). 

Figure i: Profile of community pharmacies in Australia 

 
Source: Deloitte Access Economics 2016 based on IBIS World 2016; 2015b, PGA 2016a, Pharmacy Board of 
Australia 2016, NCOA 2016 and ABS 2016 

                                                             
1 This figure is calculated based on Deloitte Access Economics’ estimated list of the location of all community 

pharmacies in Australia and the pharmacy remoteness of each postcode (PhARIA).  PhARIA estimates are 
based on general geographic remoteness of each postcode using the accessibility and remoteness index of 
Australia (ARIA) and the road distance to the closest 5 pharmacies (APMRC 2016). 
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Retail pharmacies in Australia can be categorised into six types: banner group pharmacies; 
buying groups; discount pharmacies; Friendly Society Pharmacies Association group; 
Independent pharmacies; and online pharmacies. Five major pharmacy groups currently 
account for an estimated 65.3% of the retail pharmacy market. EBOS Group Limited 
announced an agreement on 4 August 2016 to merge its Chemmart business with the Terry 
White Group businesses. On completion the transaction will produce a combined business 
of approximately 500 pharmacies with a yearly turnover of approximately $2 billion. 

Sales of prescription medicines account for a large part of revenue in most pharmacies. 
Prices of prescription medicines are largely set through government remuneration via the 
PBS (Figure i). However, pharmacies can compete on the price of prescription medicines by 
discounting non-PBS scheduled medicines and PBS medicines that do not reach the general, 
concessional or safety-net thresholds. 

Since 1 January 2016, pharmacists may choose to provide discounts of up to one dollar 
when dispensing a PBS medicine. There is no restriction on the pricing of scheduled non-
prescription, over-the-counter medicines. Pharmacies may also compete on the prices and 
range of other health products and professional services. 

Perceived benefits of location and ownership rules 

Proponents argue for the benefits of current arrangements on the basis of ethics and 
equitable access to pharmacy services. From an ethical perspective, they argue that the 
regulations prevent commercial considerations from overriding professional ethics and, as 
such, ensure safe and reliable services for the public. Proponents attempt to link existing 
ownership arrangements with a ‘trusting relationship’ between consumers and 
pharmacists. They argue that this trust relationship could not be maintained if 
supermarkets were to own pharmacies, ignoring the fact many corporations aside from 
supermarkets may have an interest in using a corporate ownership structure to deliver 
pharmacy services, including corporations already participating in the Australian healthcare 
sector (e.g. Ramsay Health Care, Healthscope Corporate, Boots Healthcare). 

Proponents of regulations also argue that limiting pharmacy ownership to pharmacists 
promotes patient safety. Yet any change to ownership arrangements would not side-step 
the need to comply with the scheduling of medicines under the Therapeutic Goods Act; nor 
would employed and proprietor pharmacists be excused from exercising their legal duty to 
abide by professional standards when dispensing medicines. Indeed, it might be argued 
that pharmacies with a corporate ownership structure have a stronger incentive to provide 
quality services than individually owned pharmacies. First, such pharmacies would need to 
provide services with quality at least comparable with individually owned pharmacies in 
order to remain competitive. Furthermore, pharmacies operating under a banner group or 
corporate structure would have more at stake in the event of highly publicised medical 
mishaps, since such events would bring disrepute to the whole group of pharmacies and 
adversely affect their collective profitability. 

A number of stakeholders consider location rules essential to securing equitable access to 
pharmacy services across the country, particularly in non-urban areas and in areas with 
populations of low socio-economic status. The Pharmacy Guild of Australia (PGA) presents 
findings from geospatial analysis to argue that community pharmacies are “more accessible 
than the other three services studied (being supermarkets, banking and medical centres” 
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(p.xi, PGA 2014b). The report does not explain the choice of these particular services as 
comparators to pharmacy services. One might argue that accessibility of supermarkets and 
banks is not relevant to community pharmacies because the nature and quantity of services 
demanded are considerably different. For example, more people are now using online 
banking services, thereby reducing the need to access a physical bank branch. 
Supermarkets generally service far more people than community pharmacies. The number 
of people attending GP practices is likely to be lower than for people attending community 
pharmacies. Accordingly, one might argue accessibility of community pharmacies should be 
much higher than GP practices considering community pharmacies are often the first point 
of contact between the public and the health care system. 

The PGA also claims that consumer welfare would be negatively affected on balance if the 
rules were abolished on a number of grounds, including that consumers would have lower 
levels of trust in pharmacies owned by supermarkets; that consumers would have to travel 
further to reach a pharmacy on account of clustering; and that pharmacies owned by 
supermarkets would be less likely to provide health advice and similar ancillary services. Yet 
interpretation of this study requires caution. First, it is important to reiterate that 
pharmacies are required to comply with professional and public health standards and 
regulations, irrespective who owns a pharmacy. These requirements include the need to 
have a registered pharmacist present during business hours to provide health advice in line 
with their professional duty. Secondly, extant evidence from overseas is equivocal, with 
some evidence suggesting that the introduction of supermarket-owned pharmacies 
following deregulation has enhanced consumer welfare because of an increased number of 
pharmacies (e.g. the Netherlands), longer opening hours (e.g. Sweden) and potential cost 
savings to government and consumers. Finally, using stated preference discrete choice 
modelling to predict consumer demand for pharmacy services under a deregulated 
framework may not be reliable, because consumers may ‘reveal’ different preferences in 
reality. 

Deficiencies of location and ownership rules 

This report explores the extent to which location and ownership rules address market 
failure in the community pharmacy sector, as well as the implications of the rules for 
availability, accessibility and competition in the sector. It identifies a number of interlinked 
deficiencies of the existing rules, discussed below and in greater detail in Section 3.2. 

 Entry barrier: The rules protect incumbent proprietor pharmacists by precluding 
corporations not controlled by pharmacists from entering the market for pharmacy 
services. They also artificially inflate the prices of incumbent pharmacy businesses, 
“making it almost impossible for young pharmacists to own their own pharmacies” 
(Hattingh 2011, p.153). 

 Pharmacy distribution is not solely determined by the rules: The distribution of 
community pharmacies in regional Australia is more likely the result of a suite of 
government interventions implemented over the years to encourage establishment and 
maintenance of pharmacy services in rural and regional areas, including “start-up 
allowances” to encourage the establishment of new pharmacies in more remote areas 
of Australia, the Rural Pharmacy Maintenance Allowance, the Intern Incentive 
Allowance for Rural Pharmacists, and the Remote Area Aboriginal Health Services 
program. By implication, removing location rules in isolation would not automatically 
alter the distribution of pharmacies across the country. 
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 Population-to-pharmacy and prescriptions-to-pharmacy ratios differ widely across 
geographies in Australia in spite of the rules: Contrary to their stated intention, 
location and ownership rules may have constrained the sector’s ability to respond to 
demand, producing wide variations in the population- and prescriptions-to-pharmacy 
ratios across geographies. For example, South Perth has the highest2 ratio of people per 
pharmacy at 32% above the national average of 4,365 people per pharmacy, while 
Central and Eastern Sydney has the lowest ratio of people per pharmacy at 23% below 
national average (Chart i). The highest prescription-to-pharmacy ratio occurs in 
Western Victoria with 59,418 prescriptions per pharmacy or 50.8% higher than the 
national average of 39,394 prescriptions per pharmacy. 

Chart i: Comparison of people per pharmacy and PBS prescriptions per pharmacy, 
by Primary Health Network in Australia 

 
Note: Analysis based on 2014-15 data 
Source: Deloitte Access Economics 2016 

 The number of pharmacies has not grown in line with demand: The population-to-
pharmacy ratio has increased from 3,000 people per pharmacy in 1990, when location 
rules were introduced, to an estimated 4,365 people per pharmacy in 2016. Blacktown 
and Karratha are instances where the 1.5km and 10km distance requirements have 
blocked new entrants. Rule 1303 also indirectly constrains the establishment of new 

                                                             
2 Note that areas with a high Aboriginal and Torres Strait Islander population are expected to have a higher than 

average population-to-pharmacy ratio because PBS items can also be dispensed through the RAAHS program. 
3 Rule 130: New pharmacy (at least 1.5km) The proposed premises are at least 1.5 km, by straight line, from the 

nearest approved pharmacy AND the Authority is satisfied that, at all relevant times, there is: (a) within 500m, 
in a straight line from the proposed premises at least one full time prescribing medical practitioner; and a 
supermarket with a gross leasable area of at least 1,000m2 ; OR (b) within 500m, in a straight line, from the 
proposed premises a supermarket with a gross leasable area of at least 2,500m

2
.
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community pharmacies by local planning laws for the establishment of supermarkets or 
shopping malls.  

 ‘Gaming’ the rules and clustering of pharmacies: Location rules induce wasteful 
‘gaming’ by pharmacy owners exploiting differences in rules applying to the 
establishment of a new pharmacy compared with the relocation of an existing 
pharmacy. So-called pharmacy ‘jumping’ adversely affects consumer choice since the 
pharmacy owner has an incentive to restrict the range of health products and services 
on offer while waiting for the expiry of the mandatory period before relocation to a 
preferred site. Inconsistencies between the rules applying to newly established and 
relocated pharmacies also undermine their commonly accepted intended effect on 
clustering. 

 Ownership rules are ineffective in preventing the emergence of large commercial 
entities in the community pharmacy sector: Despite restrictions in most jurisdictions 
on the number of pharmacies a pharmacist may own, it is still possible for one 
pharmacist to co-own a number of pharmacies across jurisdictions. Five major entities 
account for two-thirds of the retail pharmacy market in 2016. These organisations 
generally feature a commercial structure with group management executives enjoying 
some degree of proprietary and pecuniary interest in pharmacies under the same 
branding. While individually owned, pharmacies abide by directions from group 
management executives regarding the type, price and quality of services they offer, 
essentially reproducing the structure and behaviour of a corporation. 

The ownership and location rules distort the market for pharmacy services in Australia by 
blocking or impeding the entry of new and different suppliers of pharmacy services. 
Consumers lose through restricted access to a wider range of pharmacy services offered at 
more competitive prices in more convenient locations and through different commercial 
organisational structures. 

In addition, location and ownership rules are either ineffective or redundant in achieving 
their commonly accepted intended objectives in some instances; or if they are effective, do 
so at a cost greater than alternative regulatory means to the same ends. In the worst case, 
the rules are counter-productive. 

Options and pathways for reform 

Past reviews of the pharmacy ownership and location rules identify a number of options for 
reform. This report examines the likely impact of abolishing the ownership and location 
rules on accessibility of services, entry of corporate owners, competition, prices, 
innovation, and the range, safety and quality of services offered in the market (Section 4.3). 
In our assessment, repeal of both sets of rules would maximise economic welfare. 
Moreover, other measures already in place would ensure equitable access to pharmacy 
services and undergird the safety and ethics of professional practice. Ownership and 
location rules are not needed to secure these public interest objectives and, in the worst 
case, may even be counter-productive. 

Given that the licensing of pharmacy businesses and pharmacy ownership restrictions 
continue to be the responsibility of individual state and territory governments, if the 
Australian Government were to support full repeal of location and ownership rules, we 
suggest that the Australian Minister for Health advise the COAG Health Council of the 
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Commonwealth’s reform intent. The Minister would seek in principle support from the 
States and Territories to remove their ownership rules in line with the Commonwealth’s 
repeal of location rules. 

However, the removal of location rules should not be contingent on the States and 
Territories removing ownership rules. Repeal of location rules is in the public interest 
whether or not ownership rules are removed by some or all of the state and territory 
governments. 

Reform will require system adjustments. Our report outlines case studies of reform 
pathways in other industries from which lessons may be drawn. Section 4.4 outlines 
considerations for a staged transition to deregulation, legislative alignments, risk 
mitigation, resource requirements and a proposed timeframe. 

Deloitte Access Economics 
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1 Background 
Community pharmacists and pharmacies are a key part of the Australian health system. 
The community pharmacy sector works in partnership with other stakeholders to achieve 
the central objectives of the National Medicines Policy (DoHA 2000), namely: 

 timely access to the medicines that Australians need, at a cost individuals and the 
community can afford; 

 medicines meeting appropriate standards of quality, safety and efficacy; 

 quality use of medicines; and 

 maintaining a responsible and viable medicines industry. 

Effective competition policy is essential for ensuring the economic welfare of a nation. 
Governments worldwide implement policies through regulatory and non-regulatory 
measures to create an environment for firms to compete fairly and to encourage 
enterprise, efficiency and innovation. A competitive environment creates choices for 
consumers by encouraging suppliers to offer products with lower prices and higher quality. 
Economic principles indicate that government intervention is only necessary when the 
allocation of goods and services is suboptimal in the absence of suitable regulatory and 
non-regulatory measures. To this end, Australian governments have implemented a range 
of regulatory measures in community pharmacy that aim to improve health outcomes for 
all Australians through equitable access to, and quality use of, medicines.  

Among regulations at the Commonwealth level is a set of location rules. These rules aim 
to establish and maintain a network of equally distributed community pharmacies across 
Australia for the supply of medicines that are funded by the Pharmaceutical Benefits 
Scheme (PBS). The rules control where an approved pharmacist can establish a new 
pharmacy or relocate an existing pharmacy. 

State and territory governments regulate the ownership of pharmacies, specifically, the 
nature and identity of parties who may have a direct or indirect pecuniary interest in a 
pharmacy, and the number of pharmacies an individual pharmacist may own within a 
jurisdiction. Currently, all jurisdictions permit only pharmacists or corporate entities 
controlled by pharmacists to own pharmacies. Some jurisdictions have broader provisions 
to allow ownership by other entities and minority share ownership by relatives of a 
pharmacist. Different jurisdictions have varied restrictions on the number of pharmacies a 
pharmacist may own or co-own. A lack of a national approach to pharmacy ownership 
means that an individual pharmacist could own a large number of pharmacies across 
several jurisdictions. 

Over the years a number of reviews have considered whether pharmacy location and 
ownership rules serve to inhibit or promote competition. These include a National 
Competition Policy review undertaken by Warwick Wilkinson in 1999. The issue has also 
been considered by the Productivity Commission, the National Commission of Audit (NCOA) 
and the 2015 Competition Policy Review. All reviews recommend abolition of the 
pharmacy ownership and location rules. The main rationale for these findings is that 
removal of the rules will confer benefit consumers by promoting increased competition. 
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These reviews have also made recommendations to ensure the benefits of competition are 
realized without adverse unintended consequences. 

To date the regulations have been retained despite the reviews findings. In November 
2015, the Australian Government initiated review of pharmacy remuneration and 
regulation, agreed as part of the 6th Community Pharmacy Agreement (CPA) 2015. The 
scope of this review does not include ownership of pharmacies since this matter falls under 
the jurisdiction of state and territory governments. 

1.1 Purpose of this report 

East Yarra Friendly Society Ltd Pty (Chemist Warehouse) has commissioned Deloitte Access 
Economics to prepare a report that covers both ownership and location rules and discusses 
their impact on competition in the community pharmacy sector. The report identifies 
potential pathways to reform of the current rules in the public interest.  

To achieve this aim, this study has the following specific objectives: 

 To provide an overview of the community pharmacy sector in Australia; 

• business model and ownership structure; 

• distribution of pharmacy; 

• scope of professional services; and  

• regulatory requirements relating to professional standards. 

 To review historical context and current requirements on location and ownership; 

 To canvass stakeholders’ views on the benefits and problems relating to the current 
extent of regulations on location and ownership; and 

 To discuss options and pathways for regulatory reform to enhance competition. 

It is envisaged that this report will inform Chemist Warehouse’s submission to the Review 
of Pharmacy Remuneration and Regulation. This report could also be used as a means of 
providing public information about the arguments for and against reforming the rules. 
Furthermore, it may encourage relevant stakeholders to consider the economic reasons for 
reforming the Rules and the reform pathways. 

1.2 Overall methodology 

1.2.1 Targeted review of policy documents and literature 

A targeted review of literature was undertaken to identify the most relevant information 
for this report. Specifically, relevant information was gathered and analysed from the 
following categories of sources. The report provides citations alongside the specific source 
of information and a full list of references is available on page 46. 

 Legislations and rules on pharmacy location and ownership 

 Government and commissioned reports 

Reports and submissions to the National Competition Policy Reviews in 1999 and 2015; 
NCOA’s ‘Towards Responsible Government’; The Productivity Commission’s ‘Efficiency 
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in Health’; The Organisation for Economic Co-operation and Development (OECD) 
report on ‘Competition Issues in the Distribution of Pharmaceuticals’; United Kingdom 
Office of Fair Trading report on ‘The control of entry regulations and retail pharmacy 
services in the UK’.  

 Academic literature and peer reviewed journal articles 

 Stakeholder research and positions  

Industry bodies, professional bodies, providers of healthcare and consumer goods, and 
consumer organisations. 

1.2.2 Case studies 

This report presents various case studies to describe realistic and contextual situations 
relating to the operationalization of the Rules in the community pharmacy. The research 
team undertook consultations with staff at Chemist Warehouse and additional desk-top 
research to validate information to construct these case studies. 

This report also presents various case studies from other industry sectors to describe 
system adjustments following regulatory changes to enhance competition. These include 
sector reforms in the dairy industry, taxi industry, car industry, and telecommunication 
industry. 

1.2.3 Geospatial analyses 

The research team undertook geospatial analyses to gain an understanding of the density 
of population relative to the distribution of community pharmacies in Australia. These 
analyses serve as a proxy for assessing the demand for and supply of community pharmacy 
related professional services. On this basis, the report discusses if the demand for these 
professional services could be better served by having a higher number of community 
pharmacies, potentially through removal of restrictions on location and ownership of 
pharmacies. 

1.3 Report structure 

The following chapters provide an exposition on various topic areas: 

 Chapter 2: Community pharmacy sector in Australia and its regulations; 

 Chapter 3: Issues of location and ownership rules; and 

 Chapter 4: Options and pathways for reform. 
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2 Community pharmacy sector in 
Australia and its regulations 
This chapter gives an overview of the community pharmacy sector in Australia. It outlines 
the number and distribution of community pharmacies in Australia, the scope of 
professional practices, and business models and ownership structure. The report then 
describes the regulatory requirements relating to location and ownership of community 
pharmacies, and requirements relating to professional practice standards for ensuring 
public safety and quality of services.  

2.1 Sector profile 

2.1.1 Number and distribution of pharmacies and workforce 

The exact number of community pharmacies in Australia and the number of community 
pharmacies approved for dispensing medicines listed under the Pharmaceutical Benefits 
Scheme (PBS) in 2016 is not publicly available4. However, an estimate of “approximately 
5,460 retail pharmacies5 as the primary means of dispensing PBS medicines to the public” 
has been cited in the Joint Committee of Public Accounts and Audit (2015). The Pharmacy 
Guild of Australia (PGA) estimated “about 5,500 community pharmacies in Australia” 
(PGA 2016a). A large majority (95.4%) of community pharmacies are located in non-remote6 
regions of Australia (APMRC 2016). 

The number of community pharmacies per 100,000 people in Australia has remained 
relatively constant in recent years. In 2010, there were 22.3 community pharmacies per 
100,000 people. This corresponds to approximately 4,481 Australians to every pharmacy. 
This number increased to approximately 22.4 in 2013 and 22.9-23.1 in 2016 (estimated 
from ABS 2015, PGA 2016a and ANAO 2014). However, in urban areas, the number of 
pharmacies appears to have decreased from 31.5 to 29.1 per 100,000 people between 
2005-06 and 2011-12. In contrast, rural areas appear to have an increase in the number of 
pharmacies from 11.8 to 12.6 per 100,000 people (estimated from ABS 2016 and DoH 
2015b).  

                                                             
4 The research team contacted the Australian Community Pharmacy Authority and the Department of Human 

Services to provide a list of community pharmacies approved for dispensing PBS medicines in Australia. 
However, we were informed that “the list of approved pharmacies is protected by the secrecy provisions of 
section 135A of the National Health Act 1953 (the Act), which prevents it from being released unless it is 
deemed, by a delegate under that provision, to be in the public interest to be released. In considering whether 
it is in the public interest to release the data, the delegate would need to know what Deloitte Access 
Economics wishes to use the data for, noting that any release (if granted) would be subject to strict restrictions 
and timeframes on the use of the data” (Email correspondence dated 31 May 2015). 

5 This report uses “retail pharmacies” and “community pharmacies” interchangeably. 
6 Deloitte Access Economics Analysis based on an estimate for the total number of pharmacies in Australia and 

the general geographic remoteness using the accessibility and remoteness index of Australia (ARIA) and the 
road distance to the closest five pharmacies to yield Pharmacy ARIA (PhARIA). 



Community pharmacy sector in Australia and its regulations 
 

5 

 
Deloitte Access Economics 

In March 2016, there were 26,743 pharmacists in Australia holding a general registration 
(Pharmacy Board of Australia 2016). In a submission to the Productivity Commission in 
2014, the PGA estimated “over 20,000 pharmacists and over 43,000 pharmacy assistants” 
were working in the community pharmacy sector (PGA 2014, p.3).  

Figure 2.1: Profile of community pharmacies in Australia 

 
Source: Deloitte Access Economics 2016 based on IBIS World 2016; 2015b, PGA 2016a, Pharmacy Board of 
Australia 2016, NCOA 2016 and ABS 2016 

2.1.2 Scope of professional services 

Community pharmacies provide access to medicines, health products, and basic healthcare 
advice, and are often the first point of contact between consumers and the health care 
system. Data from the PGA’s Guild Digest Survey (year not known) indicated that patients in 
Australia visited a community pharmacy an estimated average of 14 times per year (PGA 
2016a; PGA undated). Specifically, pharmacists deliver and oversee the provision of 
professional services through community pharmacies: 

 storing, dispensing and supplying medicines according to the relevant legislations; 

 advising patients on how to take and store their medicine in the safest and most 
effective way; 

 providing advice to members of the public and other health professionals about both 
prescription and over-the-counter medicines; 

 selecting, advising and supplying non-prescription medicine; 

 delivering primary health care advice and support; and 

 delivering health promotion programs and education on disease prevention. 
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2.1.3 Revenue sources and remuneration framework 

Dispensing prescription and non-prescription medicines is the main source of revenue for 
most community pharmacies. Community pharmacies dispense an estimated 290 million 
prescriptions a year (PGA 2016a). According to the PGA, the sale of prescription medicines 
accounts for about two thirds (62%) of revenue in community pharmacies on average, with 
the remaining revenue from non-prescription medicines (13%) and general retail sales 
(25%) (PGA 2016a). However, there are variations in the revenue proportion of medicines, 
where some pharmacy business models (e.g. discount pharmacy models) have less reliance 
on medicines as the revenue source.  

Since 1991, successive CPAs have provided a remuneration framework for community 
pharmacies supplying PBS medicines. The CPAs have had a direct influence on the main 
professional services developed and provided in community pharmacies. The remuneration 
for dispensing activities is a large but falling proportion, making up close to 90% of the total 
remuneration package under the fifth CPA (in effect from 2010 to 2015) and 78% under the 
sixth CPA (active from July 1 2015 to 2020) funding package to pharmacies. The remainder 
includes incentives to rural and remote pharmacies and payments for other professional 
services described below.  

Other professional services have always been part of the community pharmacy offering but 
have been largely performed free of charge or for small or nominal fees paid by consumers, 
e.g. filling dose administration aids. In formal recognition of the professional services 
delivered within community pharmacies, the share of total remuneration allocated to the 
delivery of professional programs and services has increased from close to 3% allocated in 
the 5CPA to 6.7% in the 6CPA. This includes remunerations for: 

 Medication Management Programs: Medicines Use Review, Home Medicines Review, 
Residential Medication Management Review, Diabetes Medication Management 
Service; 

 Pharmacy Practice Incentive Programs: Clinical Interventions by Pharmacists, support 
for the Provision of Dose Administration Aids, staged supply allowance; 

 Support for e-Health information initiatives; and 

 Aboriginal and Torres Strait Islander related programs: workforce support programs; 
quality use of medicines by clients of Aboriginal Health Services and more generally.  

There are a number of other programs and services delivered in selected community 
pharmacies which are funded by the State or Commonwealth Governments or paid for by 
consumers and are based on local needs and legislation. These include medicine 
compounding services, various forms of testing (blood pressure, cholesterol, bone density), 
vaccination services, supply of products under the National Diabetes Services Scheme, real-
time medicine use monitoring systems such as MedsASSIST, smoking cessation support, 
continence aid supply, mental health, weight and wound management, and mother and 
infant services (PGA 2014).  

Some pharmacies also receive additional funding to aid community pharmacy accessibility 
in rural and remote areas by making these pharmacies more profitable to run. These 
include: 
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 The Rural Pharmacy Maintenance Allowance - a monthly allowance paid to eligible 
proprietors to recognise the additional financial burden of maintaining a pharmacy in 
rural and remote areas of Australia (6CPA, 2015c). 

 Intern Incentive Allowance for Rural Pharmacists - aims to increase and support the 
rural and remote pharmacy workforce by encouraging pharmacists to practice in rural 
and remote areas (6CPA, 2015b). 

 Intern Incentive Allowance for Rural Pharmacies – Extension Program – provides 
funding to enable community pharmacies in rural areas to retain a newly registered 
pharmacist beyond the initial intern period (6CPA, 2015b). 

 Continuing Professional Education (CPE) Allowance – provides financial support to 
assist pharmacists from rural and remote areas to access CPE and other Professional 
Development activities (6CPA, 2015c). 

 Remote Area Aboriginal Health Services (RAAH) programme - patients of approved 
RAAHS can receive PBS medicines without the need for a normal PBS prescription and 
without paying a co-payment (PSA, 2014c). Additional funding is attached to this 
program such as the S100 Pharmacy Support Allowance. 

2.1.4 Business models and ownership structure 

The retail pharmacy industry can be categorised into six business models (IBIS World 2014, 
2016): 

 Banner group pharmacies, both wholesaler-owned and independently owned, are the 
most common type of community pharmacies in Australia. Banner group membership 
provides independent pharmacy owners with collective buying power, marketing and 
advertising, administration and business help, and access to guarantee arrangements. 
While pharmacies are still individually owned, branding and operating systems are 
provided by the banner group.  

 Buying groups provide similar collective buying power, but allow the pharmacy owner 
greater decision making over branding and operational systems. Buying groups have 
traditionally dominated the retail pharmacy industry but their market share is 
decreasing. They are formed by individual pharmacists whose aim is to act collectively 
in purchasing and therefore obtain cheaper prices than if they were acting individually. 

 Discount pharmacies are owned by individual pharmacists but are considerably larger 
than the traditional pharmacy format and keep labour costs low.  

 Friendly Society Pharmacies Association group are not-for-profit entities, where all the 
assets are owned by the members' friendly society dispensaries. Profits are reinvested 
in the organisation to provide members with benefits and improved services.  

 Independent pharmacies are not affiliated with any corporately run banner or 
franchise group, and the owner has complete control over ordering, marketing, and 
branding. The market share of independent pharmacies is low and in decline. 

 Online pharmacies are a minor player. IBIS World (2015a) reports that the performance 
of pharmacies solely operating online has been stagnant from 2010 to 2015. This is due 
to a number of factors, including their inability to compete with bricks-and-mortar 
pharmacies in offering health advice and other professional services, regulatory 
controls restricting the products being sold online, and bricks-and-mortar pharmacies 
increasing share of the online market.  
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In 2016, five major organisations make up 65.3% of the retail pharmacy market share 
(Chart 2.1, p.8). Each major company may operate a variety of different business models 
under different brands. For example, My Chemist Retail Group runs two models of retail 
pharmacy: Chemist Warehouse, which is a large-scale discount retailer, and the My Chemist 
pharmacy model (IBIS World 2016).  

Each major company owns a number of different banner groups or buying groups resulting 
in a limited number of retail pharmacy brands facing the public. Banner groups and buying 
groups may set uniform pricing and range of services provided to the public.  

Over the past decades, retail banner groups and discount pharmacy chains have increased 
market dominance both in numbers and volume of prescriptions dispensed. These include 
My Chemist Retail group and banner pharmacies owned by Australian Pharmaceutical 
Industries (API), Sigma Pharmaceuticals, and EBOS HealthCare Australia. These have 
resulted in further integration of the sector, with the exit of smaller independently owned 
pharmacies and more pharmacies joining wholesaler owned brands, independent brands, 
or buying groups. Further consolidation is expected (IBIS World, 2016). EBOS Group Limited 
announced an agreement on 4 August 2016 to merge its Chemmart business with the Terry 
White Group businesses. On completion the transaction will produce a combined business 
of approximately 500 pharmacies with a yearly turnover of approximately $2 billion. (EBOS 
Group limited 2016). 

Chart 2.1: Major retail pharmacy companies, market share and brand names 

 
Source: IBIS World 2015; IBIS World 2016 

As discussed in Section 2.1.3 (p.6), the sales of prescription medicines account for a large 
part of revenue in most pharmacies. The prices of prescription medicines are largely set 
through government remuneration via the PBS. However, pharmacies may compete in 
price of prescription medicines by discounting non-PBS scheduled medicines and PBS 
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medicines that do not reach the general, concessional or safety-net thresholds. Since 
1 January 2016, pharmacists may choose to provide discount of up to one dollar when 
dispensing a PBS medicine. 

There is no restriction for the pricing of scheduled non-prescription over-the-counter 
medicines. Pharmacies may also compete on the prices and range of other health products 
and professional services. Given the growth of the large discount chains, a report by IBIS 
World (2016) anticipates the differentiation of two market segments by operating models: 
a high volume and low price model; and full-service, quality driven model. 

2.2 Regulatory requirements 

2.2.1 Location of pharmacy 

The Commonwealth Government legislates on a set of location rules that specify the 
requirements for an approved pharmacist to establish a new pharmacy or relocate an 
existing pharmacy for supplying PBS medicines under the National Health Act 1953 (the 
‘Act’). The Rules are negotiated and agreed upon prior to the commencement of each CPA, 
between the Commonwealth Government Department of Health and the PGA as the 
representative of the community pharmacy sector.  

The Australian Community Pharmacy Authority (ACPA) is the independent statutory 
authority established under the Act to administer the Rules. Pharmacists must provide the 
ACPA with evidence that their planned location for a new pharmacy or relocation of an 
existing pharmacy comply with the Rules. The ACPA considers the appropriateness of the 
applications and makes recommendations to officers in the Department of Human Services 
delegated by the Chief Executive Medicare (DoH 2015e). 

The Commonwealth Government first introduced the Rules in 1990-1995 following the 
commencement of the first CPA. The Rules were to address concerns about the perception 
of an uneven distribution of community pharmacies between urban and non-urban. In 
1990 when the Rules were introduced, there were an estimated 3,000 people to a 
community pharmacy (Chart 2.2, p.10). There was also an apparent oversupply of 
community pharmacies in urban areas, compared with some rural and remote areas (Urbis 
2010; The Harper Review 2015). 

To this end, the government implemented structural reform of the sector that aimed to 
“produce a more efficient community pharmacy structure in Australia” (Clause 2.1, 1CPA 
1990). The structural reform also aimed to produce a community pharmacy structure more 
conducive to the efficient administration of the PBS in reimbursing community pharmacies 
for the dispensing of PBS medicines. When implemented, the structural reform offered 
remuneration packages to encourage less efficient and marginally viable pharmacies to 
amalgamate or close. Following the introduction of the rules and the structural reform, the 
number of pharmacies in Australia fell from approximately 5,600 to 5,000 (Chart 2.2, p.10) 
(Urbis 2010; PC, 1999). The Government also introduced the Rules alongside the structural 
reform to specify the conditions for approving a new pharmacy for supplying PBS 
medicines, and relocation of existing approvals.  
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Chart 2.2: Number and population ratio of community pharmacies, 1960 to 1999 

 
Source: adapted from Productivity Commission (1999) page 9. 

Since the first CPA, the Rules specified in the subsequent CPAs have expanded significantly 
both in number of criteria and content. Broadly, the Rules have comprised a combination of 
the following considerations over the years: 

 Distance to other pharmacies when establishing a new pharmacy and distance from the 
existing premise when seeking relocation; 

 Public need for pharmaceutical services in the new location or in the area to be 
vacated, with exemption granted for rural and remote community; 

 Specifications of co-located services, including: 

• shopping centre that satisfies a set of minimum parameters on size or capacity, and 
size of the co-located supermarket 

• private hospitals with certain number of beds 

• medical centres and aged care facilities 

 Time limit on subsequent relocations 

 Other conditions, including: 

• Receipt of closure and amalgamation payment (the 1CPA and 2CPA) 

• Exemption under exceptional circumstances such as floods and storms. 

The most recent iteration of The Rules came in to effect on 10 November 2015 following 
the finalisation of the 6CPA. There are seven sets of rules pertaining to the establishment of 
pharmacy and three sets of rules for relocating pharmacies. The details of these rules are 
outlined in the 49-page Applicant’s Handbook on Pharmacy Location Rules (DoH 2015d).  
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The stated objectives of the Rules have developed over time. As noted above, the first 
CPA had a focus on creating “an efficient community pharmacy structure”. The stated 
objectives in the 4CPA and 5CPA became more elaborated and sought to ensure: 

 all Australians have access to PBS medicines; 

 commercially viable and sustainable network of community pharmacies dispensing PBS 
medicines; 

 improved efficiency through increased competition between pharmacies; 

 improved flexibility to respond to the community need for pharmacy services; 

 increased local access to community pharmacies for persons in rural and remote 
regions of Australia; and 

 continued development of an effective, efficient and well-distributed community 
pharmacy network in Australia. 

2.2.2 Pharmacy ownership 

States and Territories regulate pharmacy ownership within their respective jurisdiction. 
There is no national approach to pharmacy ownership, and legislative requirements for 
“pecuniary” and “proprietary” interests differ across jurisdictions. For example, the 
legislations in Queensland require pharmacy ownership to comply with provisions relating 
to proprietary interests, while legislations in New South Wales require compliance to 
pecuniary interest provisions (Hattingh 2011). The Pharmacy Board of Australia provides a 
definition for both proprietary and pecuniary interests7, but state and territory legislations 
have not incorporated this definition. Notwithstanding, there are two common restrictions 
to ownership of community pharmacies across jurisdictions: 

 ownership of community pharmacies is limited to registered pharmacists, but with 
specific limited exceptions in some jurisdictions8;  

 there is a limit placed on the number of pharmacies a pharmacist can own or have a 
financial interest in, except in the Northern Territory and Australian Capital Territory 
(Figure 2.2).  

Despite restrictions on the number of pharmacies a pharmacist can own in most of the 
jurisdictions, it is possible for one pharmacist to co-own a number of pharmacies across 
jurisdictions as long as they adhere to the limit for each jurisdiction. As described in Section 
2.1.4, five major organisations account for two thirds of the current retail pharmacy market 
in 2016.  

                                                             
7 “Proprietary or pecuniary interest means a legal or beneficial interest and includes a proprietary interest as a 

sole proprietor, as a partner, as a director, member or shareholder of a company and as the trustee or 
beneficiary of a trust.” (p.2, Pharmacy Board of Australia 2010) 

8 e.g. Friendly Societies in most jurisdictions (except the Australian Capital Territory) , Aboriginal Health Services 
in the Northern Territory, and Mater Misericordiae Health Services Brisbane Pty Ltd. 
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Figure 2.2: State and Territory Acts relating to pharmacy ownership and the limit placed 
on the number of pharmacies 

 
Source: Deloitte Access Economics 2016 

The Submission to the National Review of Pharmacy by Productivity Commission (PC 1999) 
notes three objectives of ownership rules: 

 maintain ethical and professional standards in the provision of pharmacy services; 

 provide a greater capacity to enforce professional standards; and 

 promote equitable access to pharmacy services. 

2.2.3 Professional standards and occupational licensing 

All States and Territory Acts legislate that a pharmacist must be present during pharmacy 
business hours. This means that at least one registered pharmacist is available to ensure 
the professional standards of pharmacy services.  

Healthcare professionals in Australia are regulated under legislations through the Health 
Practitioner Regulation National Law Act (the National Law), which is nationally consistent 
with jurisdictional legislations. The National Law regulates 14 professions in Australia 
through the National Registration and Accreditation Scheme (NRAS), including community 
pharmacists. The aims of the NRAS are to: 

 protect the public by ensuring that only suitably trained and qualified practitioners are 
registered; 

 facilitate workforce mobility across Australia; and 

 enable the continuous development of a flexible, responsive and sustainable Australian 
health workforce (DoH 2016). 
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The National Board established under NRAS for each profession, including the Pharmacy 
Board of Australia, is responsible for determining the registration standards that 
practitioners must meet in order to register and the standards that practitioners must 
continue to meet once registered.  

2.3 Summary 

There are currently an estimated 5,500 community pharmacies in Australia, which 
corresponds to approximately 4,338 Australians to every pharmacy. A majority (95.4%) 
located in urban areas, however the number in rural areas has been increasing. There are 
over 20,000 pharmacists working in the community pharmacy sector. Community 
pharmacies provide a range of services to the public, including access to medicines, health 
products, and basic healthcare advice. The main source of revenue for community 
pharmacies is the dispensing of prescription and non-prescription medicines, which are 
remunerated by the Commonwealth under the CPA framework.  

Community pharmacies fall under six business model categories: banner groups, buying 
groups, discount pharmacies, friendly societies, independent pharmacies, and online 
pharmacies. Currently, five major pharmacy groups make up 65.3% of the retail pharmacy 
market. Both Commonwealth and State legislation place restrictions on who can own a 
pharmacy and where it can be located. The location requirements introduced under the 
first CPA, and expanded on in subsequent CPAs, include conditions based on distance, co-
located services, and public need for any new pharmacy or relocation application. 
Ownership rules restrict pharmacy ownership to registered pharmacists, and there are 
limits in each state on the number of pharmacies a pharmacist can own or have a financial 
interest in. The justification for the rules includes reasons related to public access, quality 
use of medicines, and maintaining ethical and professional standards. 
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3 Issues of location and ownership 
rules 
This chapter presents the perceived benefits and deficiencies associated with the existing 
set of rules regulating the location and ownership of community pharmacies. It considers 
stakeholder views documented in publicly available sources.  

3.1 Perceived benefits of the regulations 

Proponents argue for the benefits of current arrangements on the basis of ethics and 
equitable access to pharmacy services. From an ethical perspective, they argue that the 
regulations prevent commercial considerations from overriding professional ethics and as 
such ensure safe and reliable services for the public. They also argue that pharmacy 
services are accessible to Australians because location rules have ensured even9 and 
equitable10 distribution of community pharmacies. Sections below explore these arguments 
in detail.  

3.1.1 Maintaining professional and ethical standards over 
commercial interests 

Ethical considerations in support of keeping the current arrangements relate more to the 
ownership arrangements than the location arrangements. Proponents of the existing 
regulations argue that pharmacist owners have a primary focus on professional standards 
and reputation, which aligns with their commercial interests. For example, the PGA argues 
in their statement to the Harper Review (PGA 2014b, p.ix) that:  

… by placing the pharmacist and his or her professional reputation at the 
centre of the distribution relationship, a position that the pharmacist stands to 
lose if quality standards are not met … owner pharmacists have an enhanced 
incentive to conduct themselves and their pharmacies ethically and 
professionally, and not risk loss of registration and, therefore, loss of value in 
the pharmacy. 

The Australian Friendly Societies Pharmacies Association Inc. (AFSPA) concurs with this 
position, stating that “professional practice standards are, and should remain, the foremost 
consideration in the daily pharmacy practice, not profit” (AFSPA 2014, p.3).  

It might be argued that pharmacies with a corporate ownership structure have a stronger 
incentive to provide quality services than individually owned pharmacies. First, such 
pharmacies would need to provide services with quality at least comparable with 
individually owned pharmacies in order to remain competitive. Furthermore, pharmacies 

                                                             
9 Meaning the pharmacy-to-population ratio is broadly consistent across metropolitan, regional and rural areas 
10 All groups of people have adequate access to community pharmacy including individuals in lower socio 

economic areas, 65 plus age group  
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operating under a banner group or corporate structure would have more at stake in the 
event of highly publicised medical mishaps, since such events would bring disrepute to the 
whole group of pharmacies and adversely affect their collective profitability.  

Proponents attempt to link existing ownership arrangements with a ‘trusting relationship’ 
between consumers and pharmacists. To this point, the PGA commissioned The Institute 
for Choice to undertake an online survey of consumer attitudes towards pharmacy and to 
quantify the value consumers place on various key attributes of pharmacies (PGA 2014b). 
Data was collected via online (n=947) and telephone (n=480) surveys across all Australian 
jurisdictions in October 2014. The submission presents the findings of the survey as (p.41): 

 on a 1-5 scale, 89% of consumers trust their local pharmacist either 
very highly or completely; 

 community pharmacies have a clear advantage over supermarkets in 
terms of trust and quality of service; 

 only 10% of consumers disagreed with the principle that professionals 
should own the businesses they work in; 

 consumers do not incur high travel costs to visit their local pharmacy 
relative to their local supermarket. A higher proportion of consumers 
takes more than 10 minutes to get to their local supermarket than their 
local pharmacy; and 

 in absolute terms, the overwhelming majority of survey respondents 
place a high degree of trust in the ability of their local pharmacy to 
provide the best service and advice (PGA 2014b).  

In presenting this evidence, proponents direct much of the discussion to the perceived 
negative effects of pharmacy ownership by major supermarkets. However, they ignore 
the fact that many corporations aside from supermarkets may have an interest in using a 
corporate ownership structure to deliver pharmacy services, including corporations already 
participating in the Australian healthcare sector11. Proponents of ownership rules maintain 
that there would be conflicts between commercial and professional interests should 
ownership be extended to major supermarkets. For example, the PGA notes that 
supermarkets are legally obliged to put shareholders and profit first. Mortimer (2012) 
consider that the trust relationship could not be maintained if supermarkets were to own 
pharmacies. The PGA also notes that Coles and Woolworths would have bargaining power 
enough to be able to secure monopoly rents if they were to enter the sector (PGA 2014b).  

To illustrate the negative impact on patient safety due to increased commercial pressures, 
the PGA cited research noting that pharmacist workloads had increased following the 
regulatory reform in Norway (PGA 2014b, p. 48). However, a literature review on 
pharmacist workload in the UK concluded there was no robust evidence to suggest there 
were threats to patient safety caused by pharmacists having higher workload (Hassel et al 
2011).    

Stakeholders also identify a potential ethical conflict if supermarkets were permitted to 
sell pharmaceuticals alongside products harmful to health such as tobacco and alcohol. 
The PGA notes that “four of Woolworths’s five biggest selling products are cigarettes and it 

                                                             
11 e.g. Ramsay Health Care, Healthscope Corporate, Boots Healthcare 
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sells billions of dollars of alcohol each year – two major causes of disease and death” (PGA 
2013, p.1). However, pharmacies currently sell other goods and services that may be 
harmful to health. These include the sale of products with high sugar content with limited, 
if any, health benefits, and lottery games that may have a negative impacts on the mental 
health of some individuals. This point has not been included in discussions of potential 
ethical conflicts to date.  

The concerns around corporate participation in the community pharmacy sector are not 
limited to the dispensing of medicines. The case study below highlights corporate retailers’ 
interest to participate in the pharmacy sector by providing health check services, which 
would enhance consumer welfare. 

Case study: Woolworths health checks 

In July 2014 Woolworths made a statement explaining that they were trialling 
a system where nurses and pharmacy students would offer customers basic 
health checks such as blood pressure and cholesterol checks with the intention 
of expanding the scheme across the country. Woolworths explained that staff 
providing health checks would not offer medical or product advice and that 
any customers with readings outside a normal range would be directed to a 
doctor or pharmacist for further advice (PSA 2014). 

The PGA, PSA, Australian Medical Association among others condemned the 
scheme. The AMA raised concerns that the nurses and other staff would not 
have access to any patient history like a doctor would. Furthermore, the 
patients would not have privacy during their health check. Finally, it would 
potentially delay people seeking advice from medical practitioners (Gardner 
2014). The PSA considered this as a “very targeted move by Woolworths to 
introduce pharmacist services into their supermarkets and is totally against the 
intent of the Ministerial Determination banning pharmacies in supermarkets” 
(PSA 2014). The PGA also questioned the qualifications of the personnel 
recruited to conduct health checks and to provide advice on medicines. They 
questioned if these personnel were trained in and comply with privacy 
requirements (Scott 2014).  

The initiative was withdrawn.  

Proponents also argue that limiting pharmacy ownership to pharmacists promotes 
patient safety. Stakeholders reason that allowing supermarkets to enter the retail 
pharmacy sector would compromise patient safety. Symbion (2014) argues that there 
would be greater health risk to consumers if the range of pharmaceutical products available 
in a supermarket were to increase. It states (p.2):  

Some pharmaceutical products already available within supermarkets can be 
potentially dangerous if consumed incorrectly, for example a patient on 
Warfarin medication to thin their blood can have severe consequences if taken 
with Ibuprofen which is readily available in supermarkets. This risk would likely 
grow further if the range available within supermarkets was increased. 
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Of note, the Therapeutic Goods Administration classifies medicines and chemicals into 
Schedules according to the level of regulatory control over the availability of the medicine 
or chemical through pharmacies or other premises, required to protect public health and 
safety. Any change to ownership arrangements would not side-step the need to comply 
with the scheduling of medicines under the Therapeutic Goods Act; nor would employed 
and proprietor pharmacists be excused from exercising their legal duty to abide by 
professional standards when dispensing medicines, as discussed in Section 2.2.3 (p.12). 

3.1.2 Enabling access to pharmacy  

A number of stakeholders consider location rules essential to securing equitable access to 
pharmacy services across the country. The PSA and PGA argue that the location 
arrangements facilitate access to pharmacies by all segments of the population. PSA 
(p.4, PSA 2014a) notes that:  

Accessibility of pharmacies is also determined by such factors as mobility, the 
age structure of a community, and the incidence [of] vehicle ownership. 
Accessibility is therefore likely to be worse in areas with low incomes, and/or a 
high proportion of disabled or infirm people. In these areas, members of the 
community place considerable importance on the retention of their community 
pharmacy. 

The PGA supports the accessibility arguments by presenting findings from commissioned 
geospatial analysis on pharmacy locations in Australia. This analysis argues that pharmacy 
accessibility is high in Australia including in low socio-economic communities and for those 
aged 65 years and over (PGA 2014b). Comparing to other services, the PGA argues that 
(p. xi): 

Pharmacies are in almost every case more accessible than the other three 
services studied (being supermarkets, banking and medical centres).  

The report does not explain the choice of these particular services as comparators to 
pharmacy services. One might argue that accessibility of supermarkets and banks is not 
relevant to community pharmacies because the nature and quantity of services demanded 
are considerably different. For example, more people are now using online banking 
services, thereby reducing the need to access a physical bank branch. Supermarkets 
generally service far more people than community pharmacies. The number of people 
attending GP practices is likely to be lower than for people attending community 
pharmacies. Accordingly, one might argue accessibility of community pharmacies should be 
much higher than GP practices considering community pharmacies are often the first point 
of contact between the public and the health care system. 

The PGA also argues that deregulation would result in a net negative impact on consumer 
welfare (PGA 2014b). The PGA presents a cost benefit analysis that considered the stated 
preferences12 and willingness to pay of respondents to a consumer online/telephone survey 
(n=1,427) for existing pharmacist-owned pharmacies compared to hypothetical pharmacies 

                                                             
12 cf revealed preference 
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operated by supermarkets. Using Discrete Choice Modelling, the survey asked the 
respondents to consider various characteristics, including availability and types of services, 
location, number of different types of pharmacies, prices and trust level. On the basis of the 
survey findings, the CBA made a number of assumptions, including: (1) consumers would 
have lower levels of trust in pharmacies owned by supermarkets; (2) that consumers would 
have to travel further to reach a pharmacy on account of clustering; (3) that pharmacies 
owned by supermarkets would be less likely to provide health advice and similar ancillary; 
(4) entry of pharmacies owned by supermarkets would result in closure of existing 
community pharmacies; (5) prices of medical products would be lower due to entry of 
pharmacies owned by supermarket chains; (6) consumer would need to wait longer for a 
prescription in a pharmacy owned by supermarket. 

Yet interpretation of this study requires caution. First, it is important to reiterate that 
pharmacies are required to comply with professional and public health standards and 
regulations, irrespective who owns a pharmacy. These requirements include the need to 
have a registered pharmacist present during business hours to provide health advice in line 
with their professional duty. Secondly, extant evidence from overseas is equivocal, with 
some evidence suggesting that the introduction of supermarket-owned pharmacies 
following deregulation has enhanced consumer welfare because of an increased number of 
pharmacies (e.g. the Netherlands), longer opening hours (e.g. Sweden) and potential cost 
savings to government and consumers. Finally, using stated preference discrete choice 
modelling to predict consumer demand for pharmacy services under a deregulated 
framework may not be reliable, because consumers may ‘reveal’ different preferences in 
reality. 

3.2 Deficiencies of the rules 

There have been examples where market failure has been used to justify programs or 
regulations that may not necessarily correct the problems, but instead benefit a particular 
group of people at a cost to societal welfare. To this point, Stiglitz (2000) used the examples 
of farm support programs in the United States where income variability and farmers’ 
inability to attain appropriate insurance were used as the basis for subsidising farmers. 
However, the programs created a greater income gap because the programs provided 
subsidy based on production volume, thereby benefiting large farmers much more than the 
smaller ones. Furthermore, these programs had high financial costs and negative impacts to 
consumer welfare in the form of higher prices (Stiglitz 2000). 

As discussed in Section 2.2, the rationale for introducing and maintaining location rules was 
to produce a “more efficient” community pharmacy structure in light of the then perceived 
problem of uneven distribution of pharmacies in urban and non-urban areas. The stated 
objectives of ownership rules were however to maintain and facilitate enforcement of 
ethical and professional standards in the provision of pharmacy services. This section 
explores the extent to which location and ownership rules address any market failure as 
intended, and the various consequences of the rules on availability, accessibility and 
competition in the community pharmacy sector. 



Issues of location and ownership rules 
 

19 

 
Deloitte Access Economics 

3.2.1 Entry barriers 

Since the commencement of the rules in 1990, the community pharmacy sector has actively 
engaged with the government in order to maintain the rules and also influence government 
policy on the remuneration of PBS medicines and pharmacy services. Research into this 
level of influence has concluded that “they [current pharmacy owners] appear to have 
developed an assumption that the industry can dictate government policy indefinitely…” 
(Clark & White 2009, p.283).  

The rules protect incumbent proprietor pharmacists by precluding corporations not 
controlled by pharmacists from entering the market for pharmacy services. They also 
artificially inflate the prices of incumbent pharmacy businesses, “making it almost 
impossible for young pharmacists to own their own pharmacies” (Hattingh 2011, p.153).  

Case study: Entry barriers through gaming of the rules 

The Australian Government provided funding through Primary Care 
Infrastructure Grant to a GP in Ingham - a rural town in North Queensland - to 
support proposed expansion of a medical centre. The funding intended to 
cover employing additional rural GPs and acquiring specialised medical 
equipment. The GP also wanted to co-locate a pharmacy to help fund the 
development. The local pharmacists, who had cross-ownership of the three 
existing pharmacies in the town, were not interested in relocating or opening a 
new store at the new site. The pharmacists also claimed the proposed 
pharmacy was too close to their existing pharmacies.  

The GP then approached Chemist Warehouse to apply for a new pharmacy 
approval number under Rule 136 (co-location with a medical centre), which 
includes a requirement that any proposed premises must be at least 500 
meters from an existing pharmacy.  The ACPA denied Chemist Warehouse’s 
application, despite stating that the proposed site was 504 meters from the 
nearest pharmacy (Information provided by Chemist Warehouse). Before 
Chemist Warehouse could reapply, one of the existing pharmacists relocated 
to within 500 meters of the medical centre, and therefore blocked any new 
pharmacy from opening.  

To date, the proposed medical centre has not progressed and the rural 
community has been denied the benefits from the proposed expansion of 
primary health services and enhanced competition of pharmacy services. This 
case was noted in the Harper Review (2015). The Panel noted that this was in 
part due to the restrictions imposed by the location rules, causing an entry 
barrier to the opening of new or relocating pharmacies, and thereby restricting 
competition.  

3.2.2 Pharmacy distribution not solely determined by the rules  

The PGA presents findings from a geospatial analysis of community pharmacies in Australia 
and asserts that Australians currently have good access to community pharmacy, including 
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in regional areas (PGA 2014b, p. 24). However, the distribution of community pharmacies 
in regional Australia is more likely the result of a suite of government interventions to 
encourage establishment and maintenance of pharmacy services in rural and regional 
areas, rather than attributable to location rules. Following is a list of programs agreed in 
the current CPA:  

 The Rural Pharmacy Maintenance Allowance is a monthly allowance paid to eligible 
proprietors to recognise the additional financial burden of maintaining a pharmacy in 
rural and remote areas of Australia (6CPA 2015c). 

 The Intern Incentive Allowance for Rural Pharmacists aims to increase and support the 
rural and remote pharmacy workforce by encouraging pharmacists to practice in rural 
and remote areas (6CPA 2015b). 

 The Intern Incentive Allowance for Rural Pharmacies – Extension Program provides 
funding to enable community pharmacies in rural areas to retain a newly registered 
pharmacist beyond the initial intern period (6CPA 2015b). 

 Continuing Professional Education (CPE) Allowance provides financial support to assist 
pharmacists from rural and remote areas to access CPE and other Professional 
Development activities (6CPA 2015c). 

 The Remote Area Aboriginal Health Services (RAAH) programme is a program where 
patients of approved RAAHSs can receive PBS medicines without the need for a normal 
PBS prescription and without paying a co-payment (PSA 2014c). Additional funding is 
attached to this program such as the S100 Pharmacy Support Allowance (6CPA 2015a).  

Past CPAs also included “start-up allowances” to assist the establishment of new 
pharmacies in more remote areas of Australia. These CPAs also had allowances to assist in 
the retention of existing pharmacies in some rural and remote areas where there is a 
community need, and where the existing pharmacist has been trying unsuccessfully to 
attract a purchaser for that business for at least two years (DoH 2004). By implication, 
removing the location rules would not automatically alter the distribution of pharmacies 
across the country. 

3.2.3 Geographic variations in the availability of pharmacy 

Ensuring a “well-distributed community pharmacy network” is a stated rationale of location 
rules (Section 2.2.1). This review undertook geospatial analysis based on 2014-15 data to 
determine the population-to-pharmacy ratio across Australia and the extent of variation in 
the supply of pharmacies relative to population. The analysis also uses the number of PBS 
prescriptions supplied through the PBS as a proxy for demand.  

The analysis shows that population-to-pharmacy ratios differ widely across geographies in 
Australia. At the Primary Health Network13 (PHN) level, South Perth has the highest14 

                                                             
13 PHNs were established in July 2015 to increase the efficiency and effectiveness of medical services for 

patients and to improve coordination of care to ensure patients receive the right care in the right place at the 
right time (Department of Health 2015c) 

14 Of note, areas with a high Aboriginal and Torres Strait Islander population are expected to have a higher than 
average population to pharmacy ratio because PBS items can also be dispensed through the Remote Area 
Aboriginal Health Services (RAAHS) program. These services are not captured in numbers of community 
pharmacies. For example the Northern Territory has a population to pharmacy ratio of 7,659 or 75% higher 
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number of people per pharmacy at 32% above the national average of 4,365 people per 
pharmacy, whereas Central and Eastern Sydney has the least number of people per 
pharmacy at 23% below national average (Chart 3.1, p.21).  

The analysis estimates the average number of prescriptions dispensed for the 2014-15 
financial year as 39,394 per pharmacy (Chart 3.1). This is in contrast to approximately 
35,000 prescriptions per pharmacy at the end of the restructuring of the industry in the 
early 1990s until 1997-98 (PC 1999, p. 9). Toward the end of the restructuring period in 
1993, a large majority of pharmacies still had dispensing volumes below 35,000 (PC, 1999, 
p. 10). 

The analysis shows that there is considerable variation in the average dispensing volumes 
across all PHN areas. Central and Eastern Sydney had the lowest average dispensing 
volumes at 29,443 or 25.3% lower than the Australian average of 39,394. The highest ratio 
occurs in Western Victoria with 59,418 prescriptions, or 50.8% higher than the Australia 
average.  

Chart 3.1: Comparison of number of population and PBS prescriptions to pharmacy ratios, 
by Primary Health Networks in Australia 

 
Source: Deloitte Access Economics 2016 

The considerable geographic variation suggests that the existing rules may be restricting 
the sector from responding to demand through establishing new pharmacies. For example, 
there are a number of areas where both prescription volume and the population-to-
pharmacy ratio are significantly higher than other areas in Australia: Western Victoria, 
Hunter New England and Central Coast, Eastern Melbourne, South Western Sydney, and 
South Eastern New South Wales. These areas might have the capacity to accommodate 
greater number of pharmacies. Furthermore, Central and Eastern Sydney have the highest 

                                                                                                                                                                          
than the national average. This will, at least in part, be due to a portion of the population being serviced by 
through RAAHS. 
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number of pharmacies relative to its population and prescriptions volumes. This indicates 
that pharmacies within this PHN must have found the business sufficiently viable, even in 
the absence of the government incentives that their regional counterparts receive. It could 
therefore be argued that the current community pharmacy sector could accommodate 
much greater number of pharmacies without impacting the sustainability of the sector.  

The analysis shows even greater variation at the Statistical Area level four (SA4) – a 
geographical classification designed by the ABS to account for places of residence and work 
(Figure 3.1). By comparing the population of an SA4 with the number of pharmacies 
contained in the region, it gives an approximate representation of the self-contained region 
for each pharmacy. The analysis found that the Ballarat region has the highest15 population-
to-pharmacy ratio in the country. Ballarat had a population-to-pharmacy ratio of 7,372, or 
69% higher than the Australian average at 4,365. The corresponding item to pharmacy ratio 
(average dispensing volume) for 2014-15 is 94,241. This is 139% higher than the Australian 
average of 39,394 prescriptions. A thematic map of Victoria is provided below to 
demonstrate regional differences. This suggests Ballarat could support more pharmacies 
and that location rules may have inhibited new entrants that would be viable if permitted. 

Figure 3.1: Population-to-pharmacy ratio for Victoria by SA4 regions 

 
Source: Deloitte Access Economics 2016 

                                                             
15 excluding the Northern Territory, which has different arrangements for pharmaceutical distribution as 

discussed 
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3.2.4 Number of pharmacies not growing in line with demand 

The population-to-pharmacy ratio has increased from 3,000 people per pharmacy in 1990 
when location rules were introduced, to an estimated 4,365 people per pharmacy in 2014. 
The increase in the ratio indicates that the number of pharmacies has not kept pace with 
Australia’s growing population. It also suggests that the existing pharmacies must have 
expanded their capacity to accommodate greater demand for pharmacy services. The lower 
rate of growth in the number of community pharmacies than population growth is likely a 
result of location and ownership rules restricting the establishment of pharmacies in areas 
where there are further capacity to accommodate new market entrants.  

In an urban area, a new pharmacy can be opened at least 1.5 km in a straight line from the 
nearest community pharmacy, and if there is either a large supermarket or a small 
supermarket and full time prescribing medical practitioner within 500 meters (Rule 13016). 
These rules block new entrants into local markets irrespective of whether residential 
densities in these areas have intensified over the years. The establishment of community 
pharmacies is also indirectly constrained by the availability of medical centres and local 
planning laws for the establishment of supermarkets or shopping malls. Over time, this has 
given rise to some localities where the population-to-pharmacy ratio is significantly higher 
than the Australian average. These local markets may have excess capacity to sustainably 
support new pharmacy entrants but interested pharmacist owners are restricted from 
doing so because of location rules. Location rules may have also created an artificial local 
monopoly in specific localities. This is not desirable for consumers and is likely to lead to 
increased prices.  

An example of this phenomenon is observed in Western Sydney in the suburbs of 
Blacktown and Seven Hills. Figure 3.2 (p.24) shows that there is only one pharmacy located 
in St Martin’s Village Shopping Centre with a 1.5km radius red ring surrounding. The 2014 
estimated resident population of this 1.5km radius is 20,579 people and covers the south 
western section of Blacktown suburb, an eastern section of Seven Hills and a very small 
amount of the northern section of Prospect. Not all of these 20,579 residents within the 
1.5km radius would shop exclusively at the St Martin’s Village Shopping Centre pharmacy. 
Residents’ pharmacy expenditure may extend to other pharmacies in the surrounding 
region (e.g. at Westpoint Blacktown shopping centre) or beyond the local area. 
Nonetheless, given the population-to-pharmacy ratio is more than four times higher than 
the average ratio within 1.5km, it is probable that location rules are preventing new 
pharmacies from opening in and around St Martin’s Village. All else remains the same, it is 
likely that area would be able to sustain an additional commercially viable pharmacy. The 
new pharmacy could increase competition and provide additional choice for local residents 
and workers, potentially also lowering prices.  

                                                             
16 Rule 130: New pharmacy (at least 1.5km) The proposed premises are at least 1.5 km, by straight line, from 

the nearest approved pharmacy AND The Authority is satisfied that, at all relevant times, there is: (a) Within 
500m, in a straight line from the proposed premises at least one full time prescribing medical practitioner; and 
a supermarket with a gross leasable area of at least 1,000m2 ; OR (b) within 500m, in a straight line, from the 
proposed premises a supermarket with a gross leasable area of at least 2,500m2 
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Figure 3.2: Blacktown NSW, 1.5km radius of St Martin’s Village Shopping Centre 

 
Source: Deloitte Access Economics 2016 

Location rule 130 requires that the proposed premises are at least 10km, by the shortest 
lawful access route, from the nearest approved pharmacy. This creates a problem in 
regional towns as the entire town often falls within a 10km radius. Karratha in the far 
north of Western Australia is one such example, which currently accommodates two 
pharmacies (Figure 3.3, p.25). Drawing 10km boundaries around each pharmacy effectively 
covers the whole towns’ population, estimated at 19,694 people in 2014. The population-
to-pharmacy ratio of Karratha is therefore estimated to be 9,847. As a major service centre 
in the region, the actual population served by the two Karratha pharmacies is also likely to 
be higher, including trade from nearby Dampier (which has no pharmacy) with 
approximately 1,267 residents and transient workers such as fly in fly out workers from the 
mining sector. This means that Karratha should have capacity for at least one pharmacy to 
open, compete and serve its residents, given the average population-to-pharmacy ratio in 
Australia is estimated at 4,365 and many pharmacies are able to operate viable business 
with a much smaller population catchment than Karratha.  
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Figure 3.3: Community pharmacies in Karratha and geographical coverage within 10km 

 
NOTE: Red dots indicate the location of the community pharmacies; shaded concentric area indicates the zone 

within a 10km radius from both pharmacies. 
Source: Deloitte Access Economics 2016 

3.2.5 ‘Gaming’ the rules and clustering of pharmacies 

The location rules induce wasteful ‘gaming’ by pharmacy owners exploiting differences in 
rules applying to the establishment of a new pharmacy compared with the relocation of an 
existing pharmacy. As Heath (2014) explained:  

… where pharmacists take over a shopfront more than 1.5 kilometres away 
from the nearest competitor and relocate the licence to premises within one 
kilometre of where they eventually want to end up, even if that means 
operating at a loss. After two years, when they are eligible to relocate once 
more, they can then move to the spot they originally wanted.  

So-called pharmacy ‘jumping’ adversely affects consumer choice since the pharmacy owner 
has an incentive to restrict the range of health products and services on offer while waiting 
for the expiry of the mandatory period before relocation to a preferred site. Inconsistencies 
between the rules applying to newly established and relocated pharmacies also undermine 
their commonly accepted intended effect on clustering.  

The rules may not address clustering of pharmacies, if that is an intended policy outcome. 
An example of clustering of services is in the Westpoint Blacktown Shopping Centre, where 
there are at least nine pharmacies within an area of 340m2 (Figure 3.2, p.24). 
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3.2.6 Ownership rules not preventing large commercial entity 

Part of the rationale for the introduction of state and territory ownership rules was to 
maintain ethical and professional standards in the provision of pharmacy services and 
provide a greater capacity to enforce professional standards, on the assumption that large 
commercial entities not owned by pharmacists would compromise professional standards 
because of commercial interests. 

Despite restrictions in most jurisdictions on the number of pharmacies a pharmacist may 
own, it is still possible for one pharmacist to co-own a number of pharmacies across 
jurisdictions. As described in Section 2.1.4, five major entities account for two-thirds of the 
retail pharmacy market in 2016. These organisations generally feature a commercial 
structure with group management executives enjoying some degree of proprietary and 
pecuniary interest in pharmacies under the same branding. While individually owned, 
pharmacies may abide by directions from group management executives regarding the 
type, price and quality of services they offer, essentially reproducing the structure and 
behaviour of a corporation. 

Ramsey Healthcare support this assertion in their submission to the Harper Review (2015) 
that pharmacies are already in effect operating as commercial businesses using alliances 
and ‘loose conglomerates’ to circumvent the ownership restrictions. It specifically states 
(p.6): 

…for many years enterprising pharmacists, families of pharmacists (i.e. spouses 
and children), and pharmacist business partners have formed operating 
alliances that combine their personal holdings under State laws, creating loose 
conglomerates in which each member exercises nominal supervision over their 
personal pharmacy holdings (and therefore everyone remains within the 
legislative boundaries). 

In effect, supposedly professional practices are operating as commercial 
businesses, using the rules to maximise returns and profits rather than give 
consumers the best possible professional service. 

In our view, if these restrictions are so easily got around by entrepreneurial 
pharmacists acting more like business tycoons they are pointless, make a 
mockery of ownership rules excluding non-pharmacists, and should be 
removed.  

3.2.7 Monopolistic features of the retail pharmacy industry 

The entry barriers discussed in Section 3.2.1 create monopoly rents for existing pharmacy 
owners. Monopoly rents are the increased earnings of any remaining suppliers with entry 
barriers in place (Khemani and Shapiro, 1993). Some of the features of the retail pharmacy 
industry identified in literature (Clarke 2015; McAuley 2005; Manning 2013; Gadiel 2008) 
that may result in market deficiencies include:  

 monopoly over selling certain classes of medication (certain classes of OTC 
pharmaceuticals and all prescription pharmaceuticals); 

 exclusive access to certain types of public funding; 



Issues of location and ownership rules 
 

27 

 
Deloitte Access Economics 

 location (geographic monopolies) and ownership restrictions; 

 entry barriers through the PBS dispensing approval; and 

 restrictions on advertising pharmaceutical prices. 

 

Location rules prevent companies from accessing towns and introducing a competitive 
service model with discounted prices for consumers. The rules instead protect current 
business owners who enjoy the benefits of market control. This is particularly problematic 
in growing towns where, despite increasing demand, there are only a small number of 
pharmacies owned by the one pharmacist and, due to location restrictions on new 
pharmacy approvals, no one else can participate in the market. 

Case Study: Local monopolies 

Restrictions imposed by the ownership and location rules have led to the 
formation of local monopolies, which restrict competition by creating barriers 
to entry in certain localities and an increase in prices. This problem is most 
evident in regional towns where there are a small number of pharmacies, 
often owned by the one pharmacist or same group of pharmacists.  

There are numerous examples of regional towns throughout Australia where 
pharmacists have used ownership rules to control ownership in a town, with a 
single or small group of pharmacists owning all the pharmacies and dictating 
price and service delivery. In these cases, consumers have said they would 
travel to other nearby towns to access cheaper services. Small ownership 
groups can also control access to services when they have no competition, e.g. 
reduced opening times. 

For example, in the town of Colac in regional Victoria, over 4,000 residents 
signed a petition that received Ministerial support to create a third pharmacy 
licence in the town. At the time, there were only two pharmacies servicing a 
population of approximately 12,000 people, which meant it was 50% under-
resourced according to the Pharmacy Guild’s standards of one pharmacy per 
3,000 people. The community was concerned that service standards had 
dropped to an unacceptable level, and prescription prices were unreasonably 
high. Both pharmacies were owned and operated by the same company, 
meaning that they had a monopoly in the area and could control service 
delivery and prices. The petition called for an additional licence to “improve 
competition, accessibility and choice for members of the community” (Senate 
Official Hansard No. 10, 2009). The Minister for Health agreed to waive the 
1.5km rule, and created a third licence.  

The presence of monopoly power results in two major disadvantages for consumers: a lack 
of choice and higher prices. A discussion of these two consequences and the existence of 
any relevant evidence are examined in the following sections.  

In their submission to the Harper Review, both Professional Pharmacists Australia and 
Consumer Health Forum of Australia (Stankevicius 2014) supported removing the location 
rules due to the belief that they restrict competition and are not in the long term interests 
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of consumers (Harper et al 2015). The Consumer Health Forum of Australia also supports 
the removal of the ownership rules.  

3.2.7.1 Limited consumer choice 

The National Commission of Audit (2014) identified that there is “… limited retail choice … 
in the pharmacy sector, with a reliance on community pharmacies to dispense medicines” 
(NCOA, 2014, p. 112). The restriction in consumer choice can be observed in a range of 
contexts, some of which are outlined below:  

 consumers in a particular area or town can be restricted to one pharmacy or multiple 
pharmacies all owned by the same pharmacist;  

 availability is restricted to the operating hours of pharmacies (with the alternate 
scenario being an increase in operating hours if supermarkets were not restricted from 
the market); and 

 consumers have little choice in how, how often, where and in what format they receive 
advice when purchasing drugs. 

An increase in competition will increase choice available to consumers. The potential 
impact on innovation, and as a result on consumer choice, of any change in the location 
and ownership restrictions is discussed further in Section 4.3.4. 

3.2.7.2 High consumer prices 

In 2005 Woolworths Limited commissioned a report which found, according to mainstream 
media reporting at the time, that if supermarkets were able to operate in-store pharmacies, 
it was estimated that potential cost savings could reach over $500 million per year based on 
government spending, patient contributions and PBS figures (Anon 2005; Woolworths 
Limited 2005). It found that savings throughout the supply chain would be significant and 
could be passed on to the PBS and Australian families (Woolworths Limited 2005). 

Discussing the link between drug prices and the ownership and location arrangements, 
National Seniors Australia (NSA) states that the current rules: 

 increased the prices of medicines for consumers; and  

 increased the cost of the Pharmaceutical Benefits Scheme to taxpayers (NSA 2014).  

The NSA supplied evidence to the Harper Review (2015) in the form of the UK Office of Fair 
Trading’s (OFT) review of location restrictions on pharmacies in the UK. The OFT review 
examined competition and entry to the pharmacy sector in the UK from 1987 to 2001. Its 
modelling estimated that with free entry to market, consumers could save £25-£30 million 
annually through increased price competition.   

In their submission, the NSA also proposed an alternative method of increasing competition 
while still maintaining some restrictions to ensure access, raised by the OECD (2002). NSA 
also points to the National Commission of Audit conclusions that removing ownership 
restrictions would benefit consumers.  
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3.2.8 Compliance costs and rent seeking 

There is a range of compliance and other costs associated with the ownership and location 
rules, some of which could be avoided through reform. The following are costs and 
activities that could be considered to be an inefficient use of resources: 

Lobbying to maintain or reform current arrangements: Although not quantified, 
substantial costs have been incurred since the first CPA in order to either maintain or 
reform current arrangements by organisations including but not limited to the Pharmacy 
Guild, PSA, Chemist Warehouse, Ramsey Healthcare, the CHF, and CHOICE. These costs 
could be perceived to be efforts at influencing policy and include a range of activities such 
as submissions to reviews, political donations17 and advertising.  

Government reviews: The following is a list of reviews either undertaken or commissioned 
by government departments or agencies that at least in part review the location and 
ownership arrangements:  

 The Wilkinson Review (2000) including the Productivity Commission Submission to the 
Wilkinson Review (1999); 

 Location, location, location (2005)– report prepared by Allen Consulting Group for the 
Department of Health (not publically available); 

 Urbis Review of the pharmacy location rules under the Fourth Community Pharmacy 
Agreement, (2010); 

 The National Commission of Audit (2014); and 

 The Harper Review (2015) 

Administrative burden of processing applications: In a report commissioned by the 
Australian Government Department of Health and Ageing (the Department) to review the 
pharmacy location rules under the fourth CPA, Urbis (2010) examined the overall cost of 
administering the rules, including Medicare Australia and the ACPA processes, and legal 
reviews of decisions of the ACPA. Of this total, Medicare Australia estimates that it costs 
them on average $1 million per annum to administer the applications that are referred to 
the ACPA, and the Department estimated a total cost of approximately $1.2 million to the 
Department in 2009 (Urbis 2010, p. 40).  

Administrative burden of operating within the current arrangements: In addition to the 
cost to government of administering the applications there is also a substantial cost to 
existing or potential entrants to the industry of attaining the appropriate approvals. A case 
study of the administrative burden on Chemist Warehouse is included below.  

                                                             
17 Data shows that the major stakeholders either in or hoping to enter the sector make substantial political 

donations to the major political parties (ABC, 2016)  
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Case study: administrative burden of ownership and location rules 

For pharmacy owners seeking to establish or relocate a pharmacy, the location 
and ownership arrangements place a significant administrative burden on the 
business, as well as creating commercial risks. A basic application to the ACPA 
often needs inputs from: (1) surveyors to prove the distance to the next 
pharmacy given that Google Maps and Google Earth are inadequate; (2) 
documentation from a landlord to provide proof of tenancy, and (3) a floor 
plan to prove that the site is appropriately zoned which may require support 
from a planner or a letter of clarification from the council.  

For the rules that focus on shopping centres or medical centres, the 
application can include proving details of the size of the floor space of a 
supermarket and how much of that floor space is accessible to the public, how 
many carparks a facility has, what the consultation schedules of doctors in the 
adjacent medical clinic are, and many more requirements. The applicants 
would need to rely on the goodwill and timing of third parties to obtain this 
information. 

In addition, the applicant would need to seek appropriate permissions from 
both the Commonwealth agency (ACPA, with applications administered by 
Medicare) but also the relevant state or territory pharmacy boards to address 
ownership arrangements. These are not only a separate application process to 
the one mentioned above but vary in requirements and complexity depending 
on the jurisdiction.  

Commercial risks also occur because if there are any errors in an application, 
either large or small, the application will be deferred until the next month 
without any opportunity for clarification by the applicant. Given that proof of a 
lease must be supplied in order to apply, a month-long setback to the process 
of opening a new pharmacy could be costly to the applicant.  

3.3 Evidence from other countries 

Evidence from other countries is provided in a study by Vogler et al (2012) (sponsored by 
the Danish Association of Pharmacies). The aim of the study was to understand the 
community pharmacy systems and identify possible parallels between: 

 countries with a deregulated community pharmacy sector: England, Ireland, the 
Netherlands, Norway, and Sweden; and 

 countries with a regulated community pharmacy sector: Austria, Denmark, Finland, and 
Spain 

The authors developed fifteen indicators to assess the impact of the current community 
pharmacy system with regard to accessibility, quality and economics in each country. Data 
were collected via desk-top research, a questionnaire-based survey among national 
pharmacy associations and interviews with stakeholders. 

The results were that: 
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 Accessibility: Deregulation led to the opening of new pharmacies and of OTC (over-the-
counter medicines) dispensaries. However, deregulation resulted in urban clustering of 
community pharmacies, and accessibility of pharmacies in rural areas was not observed 
to have improved. 

 Quality: All countries studied, including the deregulated ones, were deemed to have an 
appropriate level of quality of pharmacy services. The authors attributed this to the 
“high professional standards among the pharmacists” (Vogler et al 2012, p.3). 

 Price: Although some of the countries reported a decrease in prices after deregulation, 
the authors did not isolate any impact of liberalisation and state that “there is no 
evidence that liberalisation has reduced medicine prices since they are influenced by 
other policies (e.g. statutory framework, strategies of third party payers, generic 
policies)” (p 15). There was insufficient data for the authors to assess any difference in 
average pharmacy margins between the regulated and deregulated countries. In 
addition, OTC prices were not within the scope of this study, however the authors note 
that existing research has not confirm a decrease in OTC prices after liberalisation.  

 Other impacts:  

• there might be an increase in the workload of pharmacy staff after deregulation; 

• individual pharmacists tend to lose their professional independence after the 
liberalisation, because it is difficult to compete with pharmacy chains or when 
they become employed by pharmacy chain owners; 

• in the deregulated countries, pharmacy chains appear to be mainly owned by 
wholesalers. 

3.4 Summary 

Proponents of location and ownership rules highlight the maintenance of professional and 
ethical standards, and access to community pharmacy as the main benefits of the rules. 
However, as identified above, it can also be argued that these current features of 
community pharmacy sector would not necessarily diminish in the absence of location and 
ownership rules. Deficiencies of the current location and ownership rules have also been 
identified: 

 the rules confer market power on incumbent proprietor pharmacists by excluding rivals 
in the community pharmacy sector;  

 proponents of the rules are acting to maintain monopoly power when aiming to 
influence government policy which can limit consumer choice and increase consumer 
prices; 

 government intervention in addition to the rules has been required in regional and 
rural areas in order to ensure equitable distribution of community pharmacies, 
meaning location rules are not solely responsible for meeting their stated objective;  

 there are regions experiencing a very high population-to-pharmacy ratio that could 
support new entrants to the market, enhancing competition; 

 location rules are being circumvented through the practice of ‘pharmacy jumping’ and 
ownership rules are not preventing large commercial entity from participating in the 
sector; and 

 there are costs associated with compliance and rent seeking in the sector. 
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In summary, the ownership and location rules distort the market for pharmacy services in 
Australia by blocking or impeding the entry of new and different suppliers of pharmacy 
services. Consumers lose through restricted access to a wider range of pharmacy services 
offered at more competitive prices in more convenient locations and through different 
commercial organisational structures. 

In addition, the location and ownership rules are either ineffective or redundant in 
achieving their commonly accepted intended objectives in some instances; or if they are 
effective, do so at a cost greater than alternative regulatory means to the same ends. In the 
worst case, the rules are counter-productive. 

For these reasons, Chapter 4 below outlines options and pathways for regulatory reform to 
enhance competition. 
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4 Options and pathways for reform 
In November 2015, the Australian Government initiated an independent review of 
pharmacy remuneration and regulation, agreed as part of the 6th CPA 2015. In view of the 
perceived benefits and problems associated with the current extent of regulations as 
outlined in Chapter 3, this chapter considers options for repealing location and ownership 
rules with a view to enhancing the competition in the sector while maintaining the policy 
objectives of ensuring access to pharmacy services and professional standards.  

To this end, the chapter begins with a brief description of Australia’s National Competition 
Policy. It then presents options for repealing location and ownership rules, and explores the 
potential impacts of regulatory reform on the overall performance of the community 
pharmacy sector. Finally, it outlines the possible pathways to achieving the desired reform. 
While the focus of the Commonwealth review is location rules, due to the link between 
location and ownership rules, both sets of rules are considered in the reform options. 

4.1 The National Competition Policy 

In 1992, the Council of Australian Governments (COAG) established the National 
Competition Policy (NCP) to enable commitments from leaders of government committed 
to a program of economic reforms and a national approach to competition policy. Spanning 
a decade from 1995 to 2005, the NCP process involved multi-jurisdictional assessments of 
progress, and agreement of reform commitments that underpinned the basis for 
compensation payments to the states. A key principle of the NCP program was that the 
interests of consumers and the wider community will generally best be served through 
competitive markets, when the benefits of competition outweigh the costs 
(National Competition Council 2007). Douglas (2014, p.56) states:  

[The NCP] built on earlier product market deregulation and sought to remove 
regulatory barriers to competition, reflecting that competitive forces in markets 
can generally provide stronger and more effective incentives for suppliers to 
operate efficiently, be price competitive and pursue innovation. 

The objectives of the NCP are widely considered to have been successful, with legislative 
reform achieved across a number of industries: agriculture, fishing and forestry, retail 
trading, transport, communications, insurance and superannuation, child care, gambling, 
and planning and development services (Douglas 2014, p.56).  

The following examples provide an overview of effective reform in two key industries: 

 Telecommunications: 1997 saw the introduction of increased competition to the 
telecommunications market, with previous monopolies removed by the entry of new 
market participants. The reform removed carrier licence limits and introduced 
regulatory framework to promote efficient competition. Where the industry was 
previously controlled by one large provider (Telstra), the reform principles applied by 
the NCP saw a change to two competitors in the fixed services market (Telstra and 
Optus) and three competitors in the mobile telecommunications market (Telstra, Optus 
and Vodafone). The interests of consumers were improved through promotion of 
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competition, with changes to calls originating in one network now being completed in 
other networks. The reform has also increased investment made in 
telecommunications infrastructure (Department of the Treasury 1998) 

 The Dairy Industry: Following the NCP reform process, the dairy industry saw 
deregulation that had an impact on the market both domestically and internationally 
(National Competition Council 2004). Reform was achieved in three areas: 

• state by state removal of price setting and distribution controls; 

• deregulation of supply management at the farm-gate; and 

• product support payment stepped down overtime. 

Main impacts seen across the domestic market included greater competition in the 
packaged milk sector at the retail and wholesale level. The greater competition has 
contained prices to the consumers, created incentives for innovation in product 
development, generated greater need for efficiencies in processing and manufacturing 
of milk products, and encouraged better performance of major retailers. In the 
international market, dairy farmers were exposed to the full effects of the complexity 
of world market conditions. A report prepared by RidgePartners for the National 
Competition Council (2004, p.7) states that “The [Dairy] industry [in Australia] has 
moved somewhat away from a totally production driven sector, which it largely 
remains, to one which now feels significant influence from the marketplace – both 
export and domestic”.  

The first NCP Review of Pharmacy Regulation was announced in 1999, and was the first 
single national review of a profession commissioned under the NCP legislative review 
process. It was asked to determine whether the Acts and Regulations relating to pharmacy 
imposed restrictions on competition, and whether they were of net public benefit or should 
be removed (Wilkinson 2000). After reviewing submissions from the Productivity 
Commission (1999) and over 100 stakeholders, the Review submitted its findings to COAG 
in February 2000. The Review found that the existing limitations on pharmacy ownership 
represented a net benefit to the Australian community as a whole, and therefore 
recommended that they be retained. This was based on the premise that, although 
restricting competition, the ownership and control of community pharmacies being 
confined to registered pharmacists “adds reasonable value to the professional quality and 
performance of that network” (Wilkinson 2000, p.5). However, the Review found that the 
regulatory restrictions to pharmacy location “served little justifiable purpose” and were not 
entirely within the public interest. The Review therefore recommended that location rules 
“should be removed as soon as possible” (Wilkinson 2000, p.9). The Review suggested that 
mechanisms such as efficiency-based remuneration would be more effective in responding 
to community need (Wilkinson 2000). 

The 2015 Competition Policy Review (the Harper Review) Panel also re-examined the 
regulatory restrictions on ownership and location of pharmacies. The Panel argued that the 
restrictions on location and ownership of community pharmacies “limit the ability of 
consumers to choose where to obtain pharmacy products and services, and the ability of 
providers to meet consumers’ preferences” (p. 190). On this basis, the Panel recommended 
replacing the Rules with “regulations to ensure access to medicines and quality of advice 
regarding their use that do not unduly restrict competition” (p.190). 
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4.2 Options for sector reform 

Past reviews of the pharmacy ownership and location rules identify a number of options for 
reform. Table 4.1 (p.36) lists these reform options which include full or partial reform of 
one or both location and ownership rules, with or without concurrent implementation of a 
possible suite of non-regulatory measures to ensure the explicit policy objectives of 
ensuring access to pharmacy services and professional standards. Appendix B describes 
these policy options and supplementary regulatory and non-regulatory measures in greater 
detail. Some of these measures have been adopted in the current policy in various forms 
and to different extent. These measures include: 

 higher remuneration or financial incentives for pharmacies in rural or remote areas; 

 issuance of approval numbers to specific communities with demonstrated needs; 

 implementation of community service obligation agreement similar to the current 
agreement with pharmaceutical wholesalers, where pharmacies must comply with 
specific targets and/or standards of service in order to qualify for the payments; 

 issuing contracts on a pharmacy-by-pharmacy basis through a tendering process; 

 establishing and enforcing a community pharmacy code of practice; and 

 making interference with the professional conduct of a pharmacist a statutory offence 
to prevent commercial interests overriding professional duties. 

This section examines the likely impact of abolishing the ownership and location rules on 
accessibility of services, entry of corporate owners, competition, prices, innovation, and the 
range, safety and quality of services offered in the market (Section 4.3). In our assessment 
repeal of both sets of rules would maximise economic welfare. Moreover, other measures 
already in place would ensure equitable access to pharmacy services and undergird the 
safety and ethics of professional practice. Ownership and location rules are not needed to 
secure these public interest objectives and, in the worst case, may even be counter-
productive. 

It is worth noting from the outset that given that the licensing of pharmacy businesses and 
pharmacy ownership restrictions continue to be the responsibility of individual state and 
territory governments, if the Australian Government were to support full repeal of the 
location and ownership rules, we suggest that the Australian Minister for Health advise the 
COAG Health Council of the Commonwealth’s reform intent. The Minister would seek in 
principle support from the states and territories to remove their ownership rules in line 
with the Commonwealth’s repeal of the location rules. However, the removal of location 
rules should not be contingent on the States and Territories removing ownership rules. 
Repeal of the location rules is in the public interest whether or not the ownership rules are 
removed by some or all of the state and territory governments. 
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Table 4.1: Policy reform packages with options and a qualitative assessment of potential outcomes  

Type of reform made 
to the rules 

 

Options 

Description 

Regulatory change to the existing regulation 

Non-regulatory measures to mitigate potential negative policy outcomes resulting from removal of the rules 

  Intended benefits of 
reform compared to status 

quo 

 
Negative impacts on policy 

objectives 

Location Ownership 
 Enhanced 

competition 
Minimised 

administrative 
burden 

 
Equitable 

access  

Safety and 
ethical 

practice 

Full 
removal 

Full removal  Unrestricted establishment and 
relocation of pharmacies* 

Non-regulatory 
measures 

No additional supplemental policies initially, beyond monitoring following the reforms to identify potential 
issues. Supplemental policies introduced at a later point if necessary. 

 

  
 

  

 Non-regulatory 
measures 

Supplemental non-regulatory measures to meet policy objectives (any combination from the six 
supplementary policy options above, one from under location rules and one under ownership rules). 

 

  
 

  

Partial 
reform 

Partial 
reform 

 Restrictions on market concentration, 
with exemptions (Mortell et al 2003) 
(Ireland) 

Regulatory 
change and Non-
regulatory 
measures 

Market concentration of a single owner beyond a certain level permitted if they also open a pharmacy in 
another area (of identified need) without receiving additional incentives. All other regulations dictating 
location removed and corporate ownership permitted. 

 

  
 

  

Full 
removal 

Status quo  Full repeal of location rules with 
supplemental policies to ensure 
continued coverage in rural/regional 
areas* 

Non-regulatory 
measures 

Remuneration based approaches (Differential dispensing fees based on geography or move from ‘average cost’ 
to ‘best practice’ cost calculations (Wilkinson et al 2000). 

 

  
 

  

 Non-regulatory 
measures  

Direct financial assistance to rural and remote areas (i.e., issue approval to specific localities, provide additional 
funding if services meet specified standards) (Wilkinson et al 2000; Harper et al 2015). 

 

  
 

  

 Non-regulatory 
measures 

Tendering for the supply of PBS medicines on a pharmacy by pharmacy basis for rural/remote Community 
pharmacies only (Wilkinson et al 2000; Harper et al 2015). 

 

  
 

  

Partial 
reform 

Status quo  Permit relocation unless not in the 
public interest (PC 1999) 

Regulatory 
change 

Authority (e.g. ACPA) could argue that a proposed relocation of a viable pharmacy in a small country town to a 
larger centre is not in the public interest and reject application seeking relocation. 

 

  
 

  

 Rules by geography Regulatory 
change 

Maintain rules for rural and remote areas and remove rules for urban areas, with restrictions on relocation 
from rural to urban areas. 

 

  
 

  

Status 
quo 

Full removal  Repeal ownership rules with 
regulations to ensure the safe and 
ethical operation of Community 
pharmacies not owned by 
pharmacists* 

Non-regulatory 
measures 

No additional supplemental policies initially, beyond monitoring following the reforms to identify potential 
issues. Supplemental polices introduced at a later point if necessary. 

 

  
 

  

 Non-regulatory 
measures 

Establish an enforceable community pharmacy code of practice which specifies minimum standards of 
operation (Wilkinson et al 2000). 

 

  
 

  

 Non-regulatory 
measures 

Reform or replace pecuniary interest provisions, making it an offence for a manager or owner to interfere with 
an employee pharmacist in performing duties to specified professional standards (Wilkinson et al 2000).  

 

  
 

  

 Non-regulatory 
measures 

Negative Licensing (anyone initially eligible to own a pharmacy but can be denied/withdrawn under specific 
conditions (i.e. breach of the code of practice) or following result of background check (Wilkinson et al, 2000)).  

 

  
 

  

Status 
quo 

Partial 
reform 

 Increase limit on maximum 
Community pharmacies owned (PC 
1999) 

Regulatory 
change 

Increase limit on the number of pharmacies a pharmacist can own up to six or unlimited across all states where 
restrictions exists.  

 

  
 

  

 Open ownership only to stand-alone 
businesses (p.48, PC 1999) 

Regulatory 
change 

Allowing corporate ownership but would rule out major retail chains and supermarkets operating dispensaries 
in the same premises as their other activities.  

 

  
 

  

 Non-pharmacists in ownership 
structures  

Regulatory 
change 

Limits ownership of pharmacy for non-pharmacists provided they do not have a controlling share (must have 
under a 50% share). 

 

  
 

  

Qualitative rating of changes compared to the alternatives: Positive  Small negative Moderate Least desirable  
* One or more of the companion regulatory or non-regulatory changes could be implemented. The assessment of the expected impact presented on the far right is based on an evaluation of the single option listed within the same row in conjunction with the type of reform 

specified on the far left.  
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4.3 Potential impacts of removing the rules 

4.3.1 Clustering effects and accessibility 

Existing pharmacies may respond to the repeal of location rules by strategically positioning 
businesses physically closer to each other. This assertion has its roots in the theory that it is 
rational for suppliers, producers, or even political parties to locate near their competitors, 
with little differentiation, in an attempt to crowd out the competition, known as the 
Hotelling’s Law (Black et al 2009, p. 207). If clustering of community pharmacies were to 
occur following the removal of location rules, it might potentially result in less socially 
optimal outcomes such as longer travel times and therefore potentially lower accessibility 
to pharmacy services.  

However, there is empirical evidence to suggest that accessibility may in fact improve, 
irrespective of whether clustering occurs. For example, Vogler et al (2014, p. 314) found in 
all five countries studied with a deregulated community pharmacy sector (and one out of 
the three studied without), the number of inhabitants per community pharmacy decreased 
following reform. However, they find this to be a short term effect that fades out over time 
(p. 321).  Additionally, they found that opening hours had been extended following 
deregulation. Tillvaxtanalys (2012, p. 10) also found this to be the case in Sweden, noting 
average opening hours for community pharmacies in Sweden increased from 42 hours per 
week prior to reform, to 53 hours per week after reform. Furthermore, Vogler et al. (2014, 
p. 325) find in terms of rural accessibility (p. 325):  

The accessibility of prescription only medicine in rural areas was not found to 
improve, however, in the surveyed countries it did not decrease either, due to 
safeguard policies to ensure equitable provision with prescription-only 
medicines in the rural areas.  

For example, financial incentives to maintaining or opening a community pharmacy in 
remote areas were in place in England and Norway following reform, suggesting that rural 
accessibility is not entirely dependent upon location based rules. 

While location rules were established to address an accessibility imbalance, it is possible 
ownership rules have resulted in some unintentional outcomes in terms of accessibility. For 
example, the PC (1999, p. 35) considered “the ownership restrictions might, in fact, be 
compromising access to services in some smaller rural towns” because the participation of 
a chain or supermarket pharmacies might “reduce the minimum population size needed to 
support a pharmacy service” through economies of scope. 

Furthermore, there are a suite of non-regulatory measures that ensure accessibility to 
community pharmacies in rural and remote areas (Section 3.2.2). If necessary, the 
government may enhance these non-regulatory measures in response to needs.  

4.3.2 Entry of corporate owners 

With the repeal of ownership rules, clustering could also be expected to take place at the 
organisational level with large corporations entering the market. The entry of corporate 
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owners into the pharmacy market would likely bring with it efficiencies due to their size. 
The international experience to date on the deregulation of the community pharmacy 
sector suggests independent pharmacies will likely lose market share to larger chains 
(Vogler et al 2014). The economies of scale of larger commercial entities could improve the 
level of competition in the sector, especially given that there is already considerable 
horizontal integration of pharmacies taking place in Australia. This has resulted in market 
dominance by some banner groups. In the deregulated countries studied by Vogler et al 
(2014, p. 321), approximately half of pharmacies were organised in a pharmacy chain, 
however pharmacist owned chains stayed in business.  

Accessibility to a range of products may also be affected by corporate ownership. For 
example, following their analysis, Vogler et al (2012, p.9) concluded that accessibility may 
be adversely affected following deregulation, with vertically integrated pharmacies 
encouraged to align their product range to the wholesale business’ range. 

4.3.3 Competition and prices 

The impact of reform on competition comes from the ability of firms to enter a local market 
to take market share from higher-priced pharmacies. With reform of ownership rules, 
larger organisations could create economies of scale thereby potentially offering lower 
prices. Looking internationally, the evidence for a strong price impact due to reform of the 
location and ownership regulations is mixed. Anell et al (2016) and the Office of Fair Trading 
in the UK (2003) found price competition in OTC medicines increased following regulatory 
reform in Iceland and Norway. Yet, Vogler et al (2014) did not find evidence that 
deregulation led to lower prices for prescription medicine, citing that a range of policies 
influence the price of publicly subsidised medicines. In their analysis of the Swedish OTC 
market, Tillvaxtanalys (2012) did not find deregulation decreased the price of OTC 
medicines. Following the deregulation of the community pharmacy market in Iceland there 
were divergent attitudes: urban customers were happy about improved access and lower 
drug prices, while rural populations felt they were left out (Almarsdóttir et al 2000). 

When Norway reformed community pharmacy, the industry became more integrated, both 
horizontally (mergers between pharmacies) and vertically (pharmacies combining with 
wholesale distributors). The majority of independently owned pharmacies were purchased 
by pharmacy chains owned by the major wholesalers. The major players in the industry 
began to dominate the market to such an extent that the competition watchdog became 
involved (Vogler et al 2014). As of 2013, 81% of Community pharmacies in Norway are 
owned by three wholesale companies (Vogler et al 2014) and Vogler et al (2012) concluded 
that deregulation “does not necessarily lead to increased competition” (p.15).  

While the Norway experience is frequently cited as an example of what is likely to happen if 
community pharmacy is reformed, the situation in Australia is different in some important 
ways:  

 wholesalers are already involved in dispensing through the operation of banner groups; 

 Australian competition law can prevent oligopolistic structures from emerging18.  

                                                             
18 The merger of two of the three wholesalers (API and Sigma) was blocked in 2002. 
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In international comparisons the Australian Competition and Consumer Commission (ACCC) 
is ranked as one of the best performing competition authorities in the world. It is ranked at 
a “very good” four stars, compared to Norway’s ‘good’ three stars according to the 7thth 
edition of Rating Enforcement by the Global Competition Review19 (Global Competetion 
Review 2006; Global Competition Review 2013). As such, Australia’s competition agency is 
better prepared to address negative impacts than Norway’s Competition Authority.   

Contrary to the Norwegian market, Ireland and the Netherlands are two countries where 
the pharmacy sector has limited regulation but are not dominated by chain pharmacy 
ownership. In Ireland, pharmacy chains and vertical integration are allowed, however there 
is still a high number of individual pharmacies. Similarly, in the Netherlands non-
pharmacists have been allowed to own pharmacies since 1999, which led to an increase in 
the number of newly established pharmacies, but still only 32% of community pharmacies 
are organised as pharmacy chains, mainly owned by wholesalers (Vogler, Arts and 
Sandberger 2012).  

In relation to competition and prices, the PC (1999, p.36) concluded that the ownership 
restrictions have contributed to the small scale of community pharmacy, and that increased 
dispensing costs are a result of this. Finally, as noted by the Urbis review of location rules 
(2010), pharmacy approvals (through the approval number) have market value due to the 
limited number available in the market. With the reform of location rules, a barrier to entry 
that “can run to hundreds of thousands of dollars” can be restrained from becoming even 
larger and more harmful to competition (p.38). 

4.3.4 Innovation 

Reform of ownership rules may help to encourage innovation in the industry. By restricting 
ownership of a pharmacy to a group of professionals with a very similar professional 
background, current regulation is restricting the industry from external influence, including 
other medical professionals and entrepreneurs, who may approach business from a new 
perspective. The PC’s ‘Efficiency in Health’ report states that ownership rules “limit the 
scope to leverage specialised managerial skills and expertise that could reduce costs and 
improve service quality” (PC 2015).  

One example of this is the capacity for more pharmacists to have a role within GP clinics. 
Reform of ownership rules would make it possible for GPs to own pharmacies20, and for 
clinics to also include pharmacies and pharmacists. Bajorek et al (2015, p. 53) finds that 
within a multidisciplinary ‘super GP clinic’ team a pharmacist is highly valued “with support 
for expanded roles in monitoring (medicines use, prescribing), medication profiling, and 
prescribing”. Having a full-time dispensary was considered a valuable asset to one clinic. 
However, interaction between the two sets of rules also plays a role, since even with the 
reform of ownership rules, location rules necessarily involve an expanding clinic’s proximity 
to existing pharmacies in any decisions to include a pharmacy on site.  

                                                             
19 These same ratings for Norway and Australia hold as recently as 2013 
20 While this may create a conflict of interest, due to the potential to lead to overprescribing, the monitoring of 

GP prescribing patterns could constrain this (as noted by the PC (1999) 
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4.3.5 Range, safety and quality of services 

Changing the ownership restrictions may segment the market rather than resulting in fewer 
services and decreasing service quality as argued by the PGA (PGA 2014). There would still 
be a strong role for independent community pharmacy, particularly if supermarkets are 
unable to gain the trust of pharmacy consumers, as anticipated by the PGA (see Section 
3.1.1). Market segmentation would give consumers freedom of choice in the level of service 
they prefer. For example, the market could segment into two main groups:  

 independent community pharmacies becoming premium retailers; and  

 supermarkets and large chains serving the discount market.  

If customers value personalised service over lower prices, market mechanisms will dictate 
this to the dispensers. 

Concerns that employee pharmacists are less likely to adhere to service standards or 
conduct themselves ethically compared to proprietor pharmacists are misplaced. As 
discussed in Section 2.1.1, there are almost 29,000 pharmacists working in approximately 
5,500 community pharmacies. There are currently more employee pharmacists (who do not 
own a share of the operation they work in) than proprietor pharmacists. This is noted by 
Chemist Warehouse in their supplementary submission to the competition policy review 
draft report (2014). Lluch (p. 27, 2009) explains the impact of reform on the professional 
conduct of professional pharmacists: 

The impact of liberalising the ownership of community pharmacies on other 
stakeholders beyond pharmacy owners or chains and professional pharmacy 
associations is unlikely to be negative. Pharmacists would still be required 
behind the counter, and as far as this happens, the quality of care is unlikely to 
suffer: patients will receive at least the same quality of care. If price 
competition on OTCs is also evident then there may be additional benefits for 
society. 

The PGA states that owner-pharmacists, above other types of owners, have major 
incentives to conduct their operations ethically and professionally. However, it is not clear 
why this is the case only with pharmacists, and that the profit motive in conjunction with a 
community service obligation required to stay in business is not able to maintain service 
standards. Reform of these regulations increases consumer choice. If consumers feel more 
comfortable purchasing from professional pharmacists who own their own businesses, they 
can continue to patronise independent community pharmacists.  

Restricting the ownership of community pharmacy to registered pharmacists is only one 
form of government intervention currently in place to ensure safety and ethical operation:  

 there are requirements that a pharmacist be on site to provide oversight and advice, as 
well as a pharmacy code of ethics (PSA 2016); and 

 the Pharmacy Board of Australia has specific workload requirements providing 
guidelines on the recommended level of use of trained dispensary assistants and/or 
intern pharmacists depending on the levels of scripts dispensed per day. 

As outlined by the Productivity Commission (1999, p. 32) the question becomes whether 
the ownership restrictions do indeed provide additional ethical and safety benefits, and if 
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so, at what cost. With the reform of location and ownership rules simultaneously, in the 
event that corporate owned chain pharmacies enter the market and are unable to adapt to 
meet consumer demand, competition can work to correct the situation. New service 
oriented pharmacists are free to enter and take market share near existing pharmacies, or 
larger discount chains are free to enter should there be the demand for it. 

4.4 Pathways for regulatory reform 

Table 4.1 presents a list of policy options that have been proposed in the context of 
community pharmacy reform, drawing from both the Australian and international 
experience. It assesses all options listed against four main criteria (economic benefit, 
regulatory burden, accessibility and safe and ethical operation). The full repeal of both 
location rules and ownership rules without any additional policies was determined to be 
the most advantageous, resulting in the highest impact on competition, smallest impact on 
regulatory burden, and no negative impacts on other policy objectives. This section outlines 
the pathway and follow-up necessary to implement this policy option package with minimal 
adverse impact.  

Given that the licensing of pharmacy businesses and pharmacy ownership restrictions 
continue to be the responsibility of individual state and territory governments, if the 
Australian Government supports reform across both location and ownership rules, it is 
suggested that the Australian Minister for Health would set out the Commonwealth’s 
reform intent to the COAG Health Council, which comprises Commonwealth, State and 
Territory health ministers. The Commonwealth would advise that the Australian 
Government intends to remove location rules and that it sees benefit in the removal of 
ownership rules. The Minister would seek in principle support for the States and Territories 
to remove ownership rules. However, the removal of location rules is not dependent on 
States and Territories removing ownership rules. 

4.4.1 Staged transition 

When making changes to regulation, transitional arrangements are often considered. In this 
situation there is no compelling case for a gradual, staged transition to a community 
pharmacy market without ownership and location rules, aside from deciding a date in the 
future that provides stakeholders with adequate notice. The change removes existing 
regulations, decreasing the overall administrative compliance burden. As such, it does not 
require regulators to become accustomed to new processes or businesses to become 
familiar with new compliance procedures. The case study of the taxi industry on page 40 
provides an example of an industry where licensing was deregulated to remove a barrier to 
entry and increase competition. 

4.4.2 Legislative Alignments  

Since location rules fall under the Commonwealth’s control, and ownership rules under the 
jurisdiction of the states and territories, it is likely that the reforms would not come into 
effect at the same time. While the repeal of each set of rules will be beneficial for 
competition in isolation of the other, only after both sets of rules are removed will the full 
potential of the reform be reached. In the end there is no preferred ordering for 
implementation, provided the reforms are pursued as soon as possible. However, as 
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outlined in Table 4.1, removal of location rules in isolation will result in a greater positive 
impact of competition than the removal of ownership rules in isolation, suggesting it should 
be reformed first. 

4.4.3 Risk Mitigation 

Any change to the current regulatory regime carries risks. The full impact of the current 
rules may not be evident until they are repealed. As a result, careful monitoring in the 
period following the changes will help to identify issues in adequate time so that settings 
can be adjusted before unwanted outcomes become widespread.  

Given the existing regulations will be removed without supplemental policies to help meet 
the objectives of the existing regulations, monitoring will be important. Accessibility of 
community pharmacy in rural, remote, low income or old age communities would need to 
be closely monitored and supplemental polices, such as those mentioned in Table 4.1, 
potentially put in place should accessibility be affected. Similarly, standards of service in 
community pharmacy should also be monitored, and if observed to be deteriorating 
existing regulations bolstered or supplemental policies introduced. Provided monitoring 
takes place from the very beginning these risks should be minimal.  

Another potential risk presented by this option is the possibility that competition decreases 
as a result of the industry becoming more integrated, as was the case in Norway following 
deregulation in 2001. However, as discussed earlier, Australia’s competition authority is 
strong in comparison to Norway, making this risk small.  

Adjusting to regulatory changes: The taxi industry 

The taxi industry in Australia is an example of an industry that has been heavily 
regulated, resulting in a monopolistic environment that lacks competition and 
exploits both drivers and passengers.  

In addition to regulations relating to service standards and community 
obligations, restrictions in most jurisdictions also limit the number of taxis by 
requiring drivers to hold a licence and by controlling the number of licences 
issued. This has made licences scarce and means most licences are purchased 
from existing licence holders, who accrue significant economic rents (Harper 
Review 2015, p132). This restriction has seen prices as high as $390,000 in 
NSW and $290,000 in Victoria being paid for licences (Australian Taxi Industry 
Association 2013).  

Despite numerous calls for reform of the industry (Industry Commission 1994; 
Harper Review 2015), Victoria is the only state to have made any progress. 
Following the Taxi Industry Inquiry in 2012, Victoria implemented a number of 
reforms aimed at reducing dissatisfaction with taxi costs and service levels, 
including a new Driver Agreement, improvements to the fare structure, and a 
zoning system (Harper Review 2015).  
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From 1 July 2014, the Government opened up potential new entrants to the 
taxi market by providing the option of buying a new licence for an annual fee 
of $22,000 (with indexation), rather than needing to purchase a licence from 
an existing holder at an inflated price (Allsop 2013). The Taxi Services 
Commission issues new licences based on market demand. These changes 
were aimed at encouraging more drivers to enter the market and to increase 
the number of taxis available to passengers (Carey 2012). The change in 
Victoria shows that deregulation for the benefit of consumers can be achieved 
(Harper Review 2015, p133).  

4.4.4 Resource requirements 

The removal of these rules results in a net gain in terms of the administrative burden. The 
complete location rules will no longer need to be complied by businesses or administered 
by government. However, monitoring of community pharmacy accessibility and standards 
of service should be conducted for the years following reform and require departmental 
resources.  

The cost of potentially compensating existing community pharmacy owners for the loss in 
value of their approval number is the largest impact of these changes. The most significant 
negative impact to any stakeholder group resulting from the reform is the repeal of location 
rules since this removes the soft cap on the number of pharmacies. It would then be 
possible to establish or relocate a community pharmacy anywhere and the value of an 
approval number to dispense PBS medications would no longer have surplus value or 
continue to accrue value over time. 

However, the beneficial transfer to consumers outweighs the losses to pharmacist owners 
(Gadiel 2008). Still, pharmacists approaching retirement, expecting to sell their approval 
numbers for a ‘goodwill payment’ in the hundreds of thousands of dollars would lose a 
large component of their savings. Even though the high prices fetched by approval numbers 
apply only to secondary market transactions (approval numbers initially granted by the 
state are not sold for such high prices), the Commonwealth might still be legally obligated 
to compensate existing pharmacy owners for the loss of value in secondary markets.  

4.4.5 Timeframe 

Often there are advantages to gradually implementing polices over time so that the 
adjustment is smooth, as outlined in the case study below. However, in this instance, there 
is no rationale for gradual reform. Unlike the car industry example, these reforms would 
not subject the industry to such steep competition that the industry as a whole could 
substantially shrink in size. If anything, an increase in the number of pharmacies is 
expected. The competitors these reforms introduce to the industry still have to operate in 
the same domestic environment as the existing firms, unlike the case for the car industry in 
the 1980s. There are already policies in place that provide incentives to operate in 
regional/rural areas, and ensure service standards are adequate, so any potential 
unforeseen impact is expected to be marginal. Provided adequate prior notice is given and 
monitoring procedures are in place, both sets of rules could be repealed as soon as 
possible.  
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Adjustment assistance: The Australian car industry and the Button plan 

In the mid 1980s, there was widespread concern that Australia’s car industry 
had become inefficient following heavy protection. Following the findings of 
the car industry council, the Button Plan (after then Industry Minister John 
Button) outlined a pathway to a more competitive and internationally viable 
car industry in Australia though consolidation and the gradually removal of 
trade barriers in May 1984 (Richardson 1997). To this end, the plan aims to 
reduce the number of models produced by Australian industry from 13 to 6, 
thereby consolidating resources and hence enabling increased economies of 
scale to be realised within the industry. The tariff on car imports was also 
gradually reduced, from 57.5% in 1987 to 15% in 2000, although some 
subsidies still remained in place (Richardson 1997). Following the reform, 
imports as a share of the market increased from 20% in the late 1980’s to over 
40% by 1996 (Phillips 2013). Furthermore, the export of local product of 
Australian motor vehicles increased from 10% in 1991 to 42% in 2007 (Gray & 
Watson 2011).  

4.5 Summary 

The full reform of both location and ownership rules is likely to change the industry with an 
overall net benefit to consumers. Allowing pharmacies to open or relocate wherever they 
choose is likely to result in some clustering of community pharmacies in urban areas. The 
introduction of corporate owners is likely to bring economies of scale and allow more 
specialisation in business administration. The international experience with deregulation 
shows the possibility of small decreases in the price of OTC medication and only small risks 
of decreased competition when applied to the Australian context. The opening up of 
ownership allows the sector to benefit from experience outside the sector, helping to drive 
innovation.  

There are many options for reforming location and ownership rules. Both partial reform 
and full reform of location and ownership rules could be pursued to yield benefits to 
competition and decrease the administrative burden. Further, in the event existing 
measures and incentives already in place are insufficient to meet the original policy 
objectives, there is a range of more targeted ways to accomplish these goals. In terms of 
accessibility, when location rules are repealed, this can take the form of new ways to 
remunerate pharmacies that further encourage operating in rural areas, including greater 
direct funding assistance and tendering for the supply of PBS medicines in regional areas. In 
terms of maintaining safe and ethical practice standards, options include an enforced 
community pharmacy code of practice, making it an offence to interfere with a 
pharmacist’s professional judgment, or negative licensing.  

When evaluating the list of options against four criteria - enhanced competition, minimised 
administrative burden, equitable access, and service standards - the full removal of both 
sets of regulations provides the most beneficial outcome, even if their repeal is not 
immediately accompanied by additional non-regulatory measures.  

In implementing the preferred policy reform package, a few considerations should be 
observed. The two sets of rules are currently legislated through different levels of 
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government so some coordination would be desirable; however, it would not be essential 
to legislate both at the same time. There is no pressing rationale for introducing these 
changes slowly over time but it would be advisable to give adequate prior notice when 
repealing the rules.  

With the repeal of location rules, a major barrier to entry will be removed and the value of 
a PBS provider number would fall dramatically, potentially justifying compensation for 
existing pharmacists. The repeal of both sets of rules without instituting any of the 
supplementary polices would require monitoring accessibility and service standards to help 
identify whether existing policy arrangements need to be adjusted, or new measures 
instituted. Following international experience, repeal of the regulations carries a risk that 
the industry will becoming more concentrated but this risk is easily managed given the 
powers available to the Australian Competition and Consumer Commission.  
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Appendix A: Population- and prescription-to pharmacy ratio 
Chart A.1: Number of people and PBS prescriptions to pharmacy, by SA4 regions 

 
Note: Analysis based on 2014-15 data 
Source: Deloitte Access Economics 2016 
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Chart A.2: Number of people and PBS prescriptions to pharmacy, by SA4 regions 

 
Note: Analysis based on 2014-15 data 
Source: Deloitte Access Economics 2016 



 

 

Appendix B: Description of options 
for removing the rules  
Removal of location rules 

The complete removal of location rules would mean a pharmacist could open or relocate a 
pharmacy anywhere, regardless of the distance to the nearest existing pharmacy, nearby 
supermarkets or GP clinics. This would result in a decreased regulatory burden for both 
government for administrating the regulations and pharmacies (in complying), potentially 
with reduced costs even flowing on to consumers. This would lead to an improvement for 
competition through allowing new entrants into previously closed markets.  

Location rules are one part of a group of policies designed to achieve specific goals in terms 
of accessibility since the first CPA. Currently the Rural Pharmacy Workforce Programme, the 
rural pharmacy maintenance allowance and the S100 support allowance (for remote 
aboriginal health services) (Ley & The Pharmacy Guild 2015) are also in place to provide 
more income to assist these small businesses in this generally higher cost environment. It 
may be argued that the removal of location rules needs to be accompanied by supporting 
regulation to ensure accessibility is not adversely affected in low socioeconomic or remote 
areas as a result of the reforms. There are many ways or combinations of ways to address 
concerns thorough alternate non-regulatory measures.   

The PC review suggests removing the soft cap on approvals (by removing location rules as 
this would remove an entry barrier) would result in a less efficient industry structure, due 
to a greater number of pharmacies dispensing fewer prescriptions. With fixed costs (such as 
overhead) comprising a greater share of total costs, this represents a greater per-
prescription cost to the taxpayer. As well as addressing accessibility, the following 
remuneration based approaches can also help to ensure dispensing fees do not blow out 
as a result of reform. One type suggested by the Wilkinson review is differential dispensing 
fees. The Commonwealth would pay higher fees to pharmacies in rural or remote areas, 
augmenting their income on an item by item basis, helping to keep existing pharmacies in 
business and ensuring that growth areas attract the additional services they need earlier. 
Further, this would also include disincentives for pharmacists relocating to areas of possible 
oversupply, carrying a downward adjustment. This would contain costs and provide even 
more of an incentive to operate or relocate to rural areas, potentially allowing other 
incentives currently in place to be withdrawn (Wilkinson 2000). An alternate approach 
could be to consider alternate PBS remuneration calculation bases. This could be 
accomplished by adjusting the average cost calculation currently used as the basis for 
pharmacy remuneration. Currently, the historical average cost of all pharmacies nationwide 
is calculated periodically, and this is then adjusted for inflation for the in between years. 
However, all pharmacies nationwide could be broken down into two or more separate 
groups, with the average cost of each group calculated separately. Another way suggested 
by the Wilkinson review is to link remuneration to pharmacy efficiency - ‘industry good 
practice’ instead of average cost formulations - lowering the overall cost.  
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These remuneration based approaches lead to an improvement in regulatory burden since 
the location handbook can be disregarded entirely, and current methods already in place to 
provide payment to pharmacies that serve underserved areas be used to establish the new 
policies, lowering the compliance burden and the cost of the adjustment. Finally, these 
measures can essentially take care of accessibility concerns over the long term given proper 
monitoring or adjustment over time.  

Direct measures to assist rural and regional pharmacies could also be employed, such as 
providing financial support to pharmacists relocating to rural areas (Wilkinson and et al. 
2000). The Wilkinson review suggests this could include assistance with relocation 
expenses, locum relief costs and family support arrangements or support of other forms, 
and suggests the Commonwealth General Practice Rural Incentive Scheme provides a 
model for this assistance. This could be approached from either the Commonwealth or the 
states. An alternate means is to issue approval numbers to specific communities 
(Wilkinson and et al. 2000, p.86) that meet specific criteria of identified need. The local 
community could then sublet the approval number to a registered pharmacist who would 
own and operate the pharmacy. The community can then bundle the approval with other 
incentives, if necessary, to operate the community pharmacy. If the pharmacist decides to 
relocate, the approval number would stay with the community. The third direct approach 
to addressing accessibility is a community service obligation, similar to what currently 
operates for pharmaceutical wholesalers. Suggested by Harper et al (2015), this is similar to 
the rural and remote allowances that pharmacies currently receive. Funds distributed at the 
end of each period would be a share of the total funding pool, distributed based on the 
proportional volume of PBS prescriptions across all the eligible Community pharmacies 
(Department of Health 2015a). Further, pharmacies must comply with specific targets 
and/or standards of service in order to qualify for the payments. All three of these options 
would present an improvement over the current regulations, given measures to assist rural 
and regional Community pharmacies (and the administrative framework necessary to 
implement these measures) are largely already in place, and for some of these it would just 
be a matter of bolstering the existing support. Accessibility can be kept at status quo levels 
or even be improved through these three options. 

The third type of option available involves issuing contracts on a pharmacy-by-pharmacy 
basis through a tendering process, which allows the market to ensure a competitive price 
but ensure service to any area. The set-up and ongoing costs of the tendering process 
would be significant, and also presents risks to both bidders and government. Both the PC 
submission and the Wilkinson review did not consider the tendering process to be a 
suitable option for the entire system, however, the Harper review (2015, p.48) suggests 
tendering as a possible option in underserved areas only. This also has the added advantage 
of allowing for a lower cost base for the recalculation of the average cost, currently used to 
determine remuneration for all pharmacies. With the higher cost rural and remote 
Community pharmacies now under contract based on tendering, their higher cost can be 
removed from the average cost calculations. This has the effect of lowering the calculated 
remuneration for metropolitan Community pharmacies. The PC mentions some countries 
have tenders for specific communities and used the determined prices to gain insight on 
the difference between average cost and best-practice dispensing, or in rural areas, the 
suitability of isolated pharmacy allowances. Like all the other options described in this 
section, the administrative burden of this approach is an improvement over current 
regulations. The rural and remote assistance programs currently in place would be 
removed, with some of the framework used to determine who is remunerated being 
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achieved through the tender. Although in the end, this is likely to result in an overall larger 
administrative burden than the other options presented in this section.  

Removal of ownership rules 

All possible options falling under this category entail reforming regulations so that 
pharmacy ownership is no longer restricted to practicing pharmacists. As discussed in 
section 4.1, this would allow corporate owners to enter the market, including large chains, 
creating efficiencies through economies of scale, improving accessibility and longer opening 
hours. This would also lead to an influx of non-pharmacist owners into the industry, 
bringing specialised managerial expertise and potentially boosting innovation. It would also 
lead to a decrease in the regulatory burden for both businesses and government.  

The common reasoning to defend this policy is that it ensures ethical conduct of community 
pharmacy operation and public safety, however there are existing regulations in place to 
help meet these objectives. A registered pharmacist is required to be on duty during 
opening hours, and there are national registration requirements and a code of ethics for 
professional pharmacists as well as standards for professional practice and regulations on 
medicines advertising (Productivity Commission 2015). However, it may be advantageous 
to coordinate the repeal of the ownership restrictions with some other reforms to align the 
profit incentive of corporate owners with these policy objectives. All of the options 
discussed below will ensure standards of service and operation are at current levels or 
better.  

One option suggested by the Wilkinson review (2000), would be to establish and enforce a 
community pharmacy code of practice. This could be put in place either on a jurisdiction by 
jurisdiction or national basis. Any business, whether owned by a pharmacist or not, found 
to breach the code could be temporarily suspended or closed down. The review further 
suggests this would be in the interest of corporate retailers eager to convince consumers of 
their ability and commitment to deliver quality services. Additionally, the PGA already has 
in place a quality care accreditation programme for community pharmacy (90% of 
Australian pharmacies are accredited), and the ACT already has a code of practice, both of 
which could potentially be used as a model (Pharmacy Guild of Australia 2016b).  

Another suggestion outlined by the Wilkinson review (2000) is to make interfering with the 
professional conduct of a pharmacist a statutory offence. Interference from any party with 
a pharmacist operating in his or her competent and professional judgement would result in 
penalties (separate and appropriate for both corporations and persons). An employee 
pharmacist would report interference from owners or managers (pharmacists or non-
pharmacists) who direct staff to act in a professionally dangerous manner when prioritising 
commercial interests.  

A Negative licensing regime would allow anyone wanting to take ownership or continue to 
own a community pharmacy to be (assumed) eligible unless they are found to not meet 
certain criteria, or comply with specified conditions or guidelines. Some examples of 
possible prohibitions include: failing a fit and proper person test, not being convicted of 
specific offences, having directed a subordinate employee pharmacist to engage in 
misconduct, or a breach of a Pharmacy Act (Wilkinson 2000). Negative licensing could be 
effectively combined with a pharmacy code of practice, by making certain breaches of the 
code cause for losing eligibility to own a pharmacy, or being the owner of a community 
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pharmacy that was closed down due to a breach of the code a disqualification for 
ownership. This would apply to both existing and new owners, making even shareholders 
accountable for the services provided by their pharmacy. 



 

60 

 
Deloitte Access Economics 

Limitation of our work 

General use restriction 

This report is prepared solely for the use of East Yarra Friendly Society Pty Ltd. This report is not 
intended to and should not be used or relied upon by anyone else and we accept no duty of care to 
any other person or entity. The report has been prepared for the purpose of providing information 
to inform East Yarra Friendly Society’s submission to the Review of Pharmacy Remuneration and 
Regulation. You should not refer to or use our name or the advice for any other purpose. 
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