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Summary

The Nordic countries (Denmark, Finland, Iceland, Norway and Sweden) are among the most
digitalised countries in the world. For example, in the latest DESI-index ( 7he Digital Economy and
Society Index), Finland, Sweden and Denmark hold the top three ranks among the EU countries. '
Iceland? and Norway® have also scored highly in the recent DESI-rankings comparing the
digitalisation of countries worldwide.

Although all Nordic countries have achieved a high level of digitalisation in their societies, there
are also differences between the countries. One difference, the topic of this report, is observed in
the e-commerce of pharmaceutical products. Pharmaceutical products are essential for the well-
being of consumers. Traditionally, the distribution of medicines to consumers has been organised
through heavily regulated networks of physical pharmacies. The strict regulation of market
structure has been in place to ensure the safety, accessibility and affordability of medicines, but it
has also limited competition in the pharmacy sector. As the regulation of pharmacies differs
between the Nordic countries, this has also created different market conditions for online
pharmacies to operate in these countries.

While consumers in all Nordic countries are active online shoppers, * differences in sector-specific
regulation have led to very different online pharmacy markets in these countries. The size of the
online pharmacy market varies among the Nordic countries, partly due to the different level of
liberalisation. The liberalisation of pharmacy markets in some countries has led to fast growth of
online pharmacy markets, albeit from fairly small levels. The growth of online sales of medicines
has emerged during recent years as consumers have become more accustomed to e-commerce.

Furthermore, the report is written during the time of the Covid-19 pandemic. The pandemic has
dramatically shaped the e-commerce landscape, including in the pharmacy sector. Online
pharmacies have proven to be a good alternative to physical pharmacies. Consumers that use
online pharmacies can easily maintain social distance and have their medicines delivered to their
home. Due to the pandemic, the demand for online services of pharmacies has increased
significantly in many countries. It is also likely that this has changed preferences for some
consumers permanently and demand should therefore remain at a higher level in the future.

Given that online pharmacy markets are experiencing a phase of rapid growth, the Nordic
competition authorities believe that these markets should be examined more closely. This report
describes the current state of the online pharmacy markets in the Nordic countries, the main
challenges observed in these markets and potential ways to improve conditions in the market to
serve consumers better. In addition, this report discusses how sector-specific regulation in the
different Nordic countries might prevent or hinder competition within the online pharmacy market.

! https:/ /ec.europa.eu/digital-single-market/en/ digital-economy-and-society-index-desi (accessed 26.11.2020)

2 https:/ /eufordigital.eu/wp-content/uploads /2019 /10/Digital-Economy-and-Society-Index-DESI-2018.pdf (accessed
26.11.2020)

® https:/ /ec.europa.eu/newsroom/dae/document.cfmedoc_id=66927 (accessed 26.11.2020)

“ See e.g. https://www.postnord.com/siteassets/documents/media/publications/e-commerce-in-europe-2020.pdf (accessed

26.11.2020)


https://ec.europa.eu/digital-single-market/en/digital-economy-and-society-index-desi
https://eufordigital.eu/wp-content/uploads/2019/10/Digital-Economy-and-Society-Index-DESI-2018.pdf
https://ec.europa.eu/newsroom/dae/document.cfm?doc_id=66927
https://www.postnord.com/siteassets/documents/media/publications/e-commerce-in-europe-2020.pdf

Based on the experience in more liberalised markets, online pharmacies can increase competition
in the sector and enhance accessibility of pharmacy services. In some markets, regulations that tie
online pharmacies to the operations of physical pharmacies hinder the development of the online
pharmacy market, as these regulations prevent the entry of pharmacies that operate only online
(online-only pharmacies).

A good example of slow market development is Finland and Iceland, where pharmacies that only
operate online are not allowed, thus limiting the size of the online market. According to one
estimate, the overall e-commerce market in Finland is at least EUR 2.8 billion and EUR 92 million
in Iceland.® The online pharmacy market however is about EUR 10-20 million in Finland and less
than one million euros in Iceland, accounting for less than one percent of the whole e-commerce
market in both.® In comparison, the Swedish e-commerce market overall has been approximated
to at least EUR 9 billion.” The e-commerce of pharmaceutical products is in the order of magnitude
of EUR 500-600 million?®, thus contributing around 5-6 percent of the overall e-commerce market.
Even accounting for the fact that Sweden has about twice the population of Finland, it is clear that
the countries are at very different levels of development when it comes to the online sale of
pharmaceuticals.

In addition, reforms to the overall regulation of pharmacy markets are needed to realise the
benefits of online pharmacies. Possible important factors are reforms in terms of entry, ownership
and price regulation, for example. Online pharmacies offer great potential in organizing
pharmacy services more efficiently and regulation should facilitate this. As all Nordic countries
already have high e-commerce penetration rates, the countries should also be well-equipped to
develop online pharmacy markets further.

It is also evident that countries should learn from each other about best practices for developing
the regulation of pharmacy markets. For example, the experiences of Sweden, a country which
can be seen as having progressed furthest in its market liberalisation, can be valuable for other
countries that are considering reforming their pharmacy markets. However, competition
authorities alone cannot achieve reforms in pharmacy markets, as pharmacies are regulated by
sector-specific regulators. Thus, this work and dialogue must reach beyond competition
authorities.

° https:/ /www.postnord.fi/siteassets/ raportit/verkkokauppa-pohjoismaissa/verkkokauppa-pohjoismaissa-2019.pdf (Finland, last
accessed, 29.3.2021); http://px.rsv.is/PXWeb/pxweb/is/Greidslumidlun/-/Greidslumidlun.px/2rxid=a6840e6 8-87 2b-
440a-92d3-6d6fPb4ae808 (Iceland)

© This is the pre-corona estimate that we use in this report. See details in section 4 of this report.

7 https:/ /www.postnord.fi/siteassets/raportit/verkkokauppa-pohjoismaissa,/verkkokauppa-pohjoismaissa-2019.pdf (Last
accessed, 29.3.2021)

8 See details in section 7 of this report.


https://www.postnord.fi/siteassets/raportit/verkkokauppa-pohjoismaissa/verkkokauppa-pohjoismaissa-2019.pdf
http://px.rsv.is/PXWeb/pxweb/is/Greidslumidlun/-/Greidslumidlun.px/?rxid=a6840e68-872b-44aa-92d3-6d6f9b4ae808
http://px.rsv.is/PXWeb/pxweb/is/Greidslumidlun/-/Greidslumidlun.px/?rxid=a6840e68-872b-44aa-92d3-6d6f9b4ae808
https://www.postnord.fi/siteassets/raportit/verkkokauppa-pohjoismaissa/verkkokauppa-pohjoismaissa-2019.pdf

1 Introduction

The tremendous growth of global online retail corporations such as Amazon, eBay, and Alibaba
vividly illustrate how the retail landscape has been transformed. Overall, the online retail market
has been one of the fastest growing sectors during the last two decades. However, while many
segments of consumer products and services now see a significant share of their sales through
online channels, pharmaceutical products have not yet followed suit to a similar extent.

Online sales of pharmaceuticals are, however, increasing in importance. Online pharmacies act
as disruptors of the traditional brick-and-mortar distribution model of medicines.” Online
pharmacies can primarily benefit consumers and society via two channels.'® First, if pharmacies
can compete on the price of pharmaceutical products, competitive pressure imposed by online
pharmacies can bring prices down and reduce overall healthcare spending. Second, online
pharmacies enlarge the service network as consumers become less dependent on physical
pharmacies, thus improving the accessibility of services.!" In addition, at the time of writing this
report, the Covid-19 pandemic has put a massive strain on the healthcare systems in many
countries. As the pandemic has reduced the opportunities for visiting physical pharmacies, e-
commerce of medicines has recently seen a significant surge. This can potentially change the
structure of pharmaceutical distribution in favour of online channels on a more permanent basis.

The development of the online pharmacy sector is also interlinked with the overall pharmacy
market regulation. The strict regulation traditionally imposed on pharmacies has also limited the
scope for growth for online pharmacies. On the other hand, several countries have liberalised
their pharmaceutical markets during the last two decades. However, countries are at very different
stages in reforming their pharmacy markets. This also holds true for the Nordic countries, among
which some have moved to more liberalised markets while others have not progressed with such
reforms.

In this report we examine the online pharmacy markets from the Nordic perspective. In terms of
overall worldwide pharmaceutical markets, the Nordic countries represent only a very small
share. Consequently, the Nordic countries may need to cooperate to progress the development
of online pharmacy markets. For this purpose, it is necessary to have a clear understanding of the
state of the markets in the Nordic countries.

The discussion in this report is on a general level and the aim is to form a coherent picture of the
state of the online pharmacy markets in the Nordic countries. The report may serve as background
material for decision makers when designing future reforms. The report outlines some possible
future developments and challenges of the markets which might need to be accounted for in the
Nordic countries. The development of well-functioning pharmacy markets could be enhanced if
organisations exploited the potential in sharing insights and benefitting from best practices.

? By brick and mortal model we refer to physical pharmacies which have traditional taken care of the distribution of medicines.

1% Note that throughout this report we use the term consumers consistently instead of patients or customers although in many
instances the latter terms could be more appropriate.

' If online pharmacies result in diminishing number of physical pharmacies, service coverage might decrease for those who are not
able to use online services.



We begin the report by defining the general characteristics of the online pharmacy markets. Here
we also discuss some competition and consumer issues related to the online pharmaceutical
markets. Next, we examine the markets and pharmacy-specific regulation in each of the
respective Nordic countries. Finally, the report focuses on comparing markets in the different
countries. Here we also outline how online pharmacy markets look in the context of overall e-
commerce markets in each country. As our focus in this report is to cover the national aspects of
online pharmacy markets in each Nordic country, we do not cover the relevant European
regulation of online pharmacies in a detailed manner.'?

'2 See: https://www.ema.europa.eu/en/human-regulatory /overview/public-health-threats /falsified-medicines /buying-
medicines-online (Last accessed: 24.3.2021)


https://www.ema.europa.eu/en/human-regulatory/overview/public-health-threats/falsified-medicines/buying-medicines-online
https://www.ema.europa.eu/en/human-regulatory/overview/public-health-threats/falsified-medicines/buying-medicines-online

2  Online pharmacy markets

In this section we first outline some basic characteristics of pharmacy markets to set the general
context in which online pharmacy markets should be viewed. Second, we provide an informal
definition of online pharmacies, in the sense that it does not require any market definition to be
made. The third subsection focuses on certain specific consumer and competition-related issues
that are potentially important for the online pharmacy markets. Furthermore, we discuss some
benefits from competition that online pharmacies could introduce. Lastly, we briefly cover the
impact of the Covid-19 pandemic on the online pharmacy markets.

2.1  Characteristics of pharmaceutical markets

As with many other healthcare services, pharmaceutical product markets and the distribution of
pharmaceuticals are markets for which many of the concepts of typical well-functioning product
markets do not easily fit.'* At least the following characteristics are seen in pharmaceutical
markets.

e There is information asymmetry: Consumers are not in the best position to judge the
suitability and quality of their medication. Consequently, the demand of (prescription)
medicines is not driven by the preferences of the consumers but rather by the influence of
prescribing doctors.

e Consumers are not fully paying the costs: Pharmaceutical costs are often heavily
subsidised by society since medication should be affordable.

e Demand is inelastic: The demand of pharmaceutical products is very inelastic since
medication is a necessity for most and consumers cannot adjust their medication use in
response to changes in prices. This gives actors in the pharmaceutical sector a possibility
to exercise market power over consumers.

e Externalities: There are obvious positive externalities from the correct use of medication.
Overuse of medication should be however avoided.

Healthcare and pharmaceutical markets are generally heavily regulated by governments. The
aim of regulation is to take several healthcare and social issues into account, such as quality,
transparency, easy access to pharmacies and ensuring that public expenditure on medical
reimbursements and medicines is kept under control. The crucial question in this context is if some

13 See e.g.
Dranove, D. (2012). Health Care Markets, Regulators, and Certifiers. Handbook of Health Economics, Volume 2, Elsevier B.V.,
ISSN: 1574-0064, DOI: 10.1016/B978-0-444-53592-4.00010-4.
Mankiw, G. N. (2017). The Economics of Healthcare. Available:
https://scholar.harvard.edu/files/mankiw/files /economics_of_healthcare.pdf (Last accessed: 24.3.2021)


https://scholar.harvard.edu/files/mankiw/files/economics_of_healthcare.pdf
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of the regulations unnecessarily hinder the development of new market segments such as online
pharmacy markets.

One obvious example of regulation is the pharmacy licensing system which limits free entry to the
markets. Pharmacy licencing systems generally limit who can operate or own a pharmacy.
However, it is important to note that ownership and operational management can be regulated
in various ways, as is the case among the Nordic countries. In some countries only pharmacists
can both own and run a pharmacy, whereas other countries allow pharmacies to be owned by
non-pharmacists. Another example is that some countries allow over-the-counter (OTC,
medication sold without a prescription) medication to be sold in, for example, supermarkets, while
other countries have restricted the sale of OTC medicines to pharmacies. '

2.2  Whatis an online pharmacy?

Before any detailed discussion of online pharmacy markets, it is necessary to briefly define what
is meant by an online pharmacy. This is because there are multiple actors online that consumers
could confuse as a pharmacy while not being one.

In general, we could categorise different actors in the online segment of health and wellness
products as set out below. We stress that the categorisation provided should not be taken as a
basis for any detailed market definition, since no comprehensive market investigation to define
the relevant product markets has been done within this study.

1. Actors only selling cosmetics, beauty and wellness products

These types of market actors are not online pharmacies as no medical products are sold
by them. However, from the perspective of consumers, it is possible to confuse these
actors with pharmacies as they might, for example, sell similar vitamins and creams to
those also sold in pharmacies. These actors are, however, potential entrants to the
pharmacy markets in some countries.

2. Actors that in addition to selling cosmetics, beauty and wellness products, sell
a selection of OTC medicines

Here the distinction between a pharmacy and some other retailers becomes especially
unclear for consumers as some pharmaceutical products are sold by an actor that is not
a pharmacy. Many countries, for example Denmark, Sweden and Norway, have
liberalised the retail sales of OTC medicines beyond pharmacies, and grocery and
cosmetics retailers have, for example, entered the pharmaceutical markets (both online
and physical) with some selection of OTC medicines.'> Obviously, similar medical safety
regulations to those that regulate pharmacies are generally also imposed on these

"4 The rest of the report refers to over-the-counter medicines as OTC medicines.

!> Somewhat similarly to pharmacy licenses, these actors usually always need a license to sell certain OTC medicines outside of
pharmacies. For example, in Denmark, these actors will have to receive a license to sell the so called non-pharmacy restricted
OTC medicines outside of pharmacies.
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retailers. Furthermore, these retailers are generally not permitted to sell prescription
medicines.

3. Actors that besides selling cosmetics, beauty and wellness products and OTC
medicines, also sell prescribed medicines

These actors are always pharmacies as the right to sell prescribed medicines is typically
limited to qualified pharmacists. In this case there is no confusion for consumers regarding
whether the actor is a pharmacy or not.

Although within this report we mostly use the term online pharmacy in the sense of the last
definition, we must keep in mind the adjacent role of each product market described above. The
wellness product, OTC medicine and prescribed medicine markets are highly related and can be
considered as complementary markets. Furthermore, in this report we use the term online-only
pharmacy to refer to a pharmacy that operates only online to separate it from a physical
pharmacy that also sells medicine online through an online pharmacy.

Besides the above definitions, within this study we primarily view online pharmacies as traditional
online stores rather than marketplaces or platforms, such as Amazon. We must keep in mind that
online pharmacies do operate under stricter regulation than typical online stores, not least
because online pharmacies have similar obligations to guide consumers in their medication use
to those of traditional pharmacies. In general, the strict sector-specific regulation of (online)
pharmacies probably alleviates some of the typical concerns related to e-commerce and
platforms, such as issues related to product pricing, ranking and information.

Online pharmacies generally operate under national pharmaceutical sector-specific regulation.
Nevertheless, the EU Directive concerning consumer protection and rights on online
platforms/marketplaces, which will for instance require platforms to inform consumers about the
main criteria determining the ranking of the offers provided in response to a search query, might
also have implications for the online pharmacy markets.'® However, at the moment the effect on
online pharmacies of this directive is uncertain, as it is not yet clear to what extent these rules
would regard online pharmacies as platforms that they aim to regulate. Thus, we do not discuss
this Directive further within this report.

2.3 Competition and consumers in the online pharmacy markets

In the following subsections we examine what sort of competition issues might be related to online
pharmacies and how consumer data and privacy are important features in the online pharmacy
market. In addition, we briefly discuss some issues related to pharmaceutical safety and online
markets.

Online pharmacies lie at the centre of a rather complex intersection of regulation. The primary
legislation that regulates online pharmacies is generally sector-specific pharmacy regulation. In
many countries, however, this legislation is still drafted to govern the distribution of medicines

'¢ See directive 2019/2161/EU (" Directive on better enforcement and modernization of EU consumer profection”), https:/ /eur-

lex.europa.eu/legal-content/EN/TXT/HTML/2uri=CELEX:32019L216 1 &from=Fl


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32019L2161&from=FI
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32019L2161&from=FI
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through traditional physical pharmacies. Online pharmacies are therefore often only seen as an
extension of the physical operations of a pharmacy. Thus, the legislation might neglect the fact
that the online sector is developing fast and that legislation is not necessarily up to date. This
especially applies to countries where the liberalisation of the pharmacy sector has not yet
occurred.

Besides sector-specific pharmacy regulation, two branches of regulation are relevant when we
consider the regulation of online pharmacies. The first is legislation related to consumer data and
privacy, and the other is competition law. There are also consumer protection laws that govern e-
commerce in general, but we omit these in our discussion and concentrate on competition and
data-related issues.

2.3.1 Online pharmacies and consumers

In this section we briefly cover two themes that are relevant from a consumer perspective when
examining the online pharmacy markets. First are issues related to consumer data and privacy.
Second, we discuss the safety of pharmaceuticals in online markets.

The regulation related to consumer data and privacy is highly relevant in the (online) pharmacy
sector since it deals with highly sensitive health-related data and medical information. Thus, it is
evident that this sector needs regulation for the protection of consumer privacy and data. On the
other hand, imposing too strict regulation, for example on technical requirements, may be at odds
with the rapid competition and innovation environment of online markets. Given that the online
pharmacy market is still in its developmental phase in many countries, imposing too rigid
restrictions could potentially harm innovation and growth. Consequently, a balanced approach
is needed where consumer protection and privacy issues are properly ensured, without harming
the prospects for innovation and effective competition in the market. For example, national e-
prescription initiatives can support both aims by offering secure storage of data and shared
resources for pharmacies to utilise. For instance, in Sweden e-prescriptions are sent electronically
by doctors, nurses or vets to the national prescription register that the Swedish eHealth Agency is
responsible for. All pharmacies (including online pharmacies) in Sweden use this database to get
the information they need to dispense a prescription.

Besides the stringency of regulation, another issue in terms of privacy/data is the differences in
regulation between the countries. The lack of harmonisation of regulations concerning data can
be one obstacle to developing cross-border online markets.'” While online pharmacy markets
are mainly national in the Nordic countries, it is possible in future that some cross-border actors
would like to enter the markets. For this, it should be guaranteed that the security of consumer
(customer) information is at the same level in each of the countries. Countries with significantly
different IT-security standards might find difficulties in coordinating regulation. Generally, the level
of IT-infrastructure is quite good among the Nordic countries. Thus, the Nordic countries are in a
good position to cooperate in developing IT and its regulation.

17 See for example OECD (2018): Implications of E-commerce for Competition Policy - Background Note, DAF/COMP(2018)3,
available at: https://one.oecd.org/document/DAF/COMP(2018)3/en/pdf


https://one.oecd.org/document/DAF/COMP(2018)3/en/pdf
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Although not directly related to data or privacy issues, one prominent example of challenges
related to harmonisation arises from the harmonisation of product information. Usually, each
separate market requires that the instruction leaflets for pharmaceutical products are provided in
the spoken languages of the corresponding market. However, this is likely to pose challenges for
online pharmacies that aim for cross-market operations. A solution to this would be to harmonise
the technical requirements of how the leaflets are to be presented. Some development is being
made in this issue as the European Medicines Agency and European Commission are currently
drafting outlines of how to establish common technical requirements for electronic product
information of medicines.'®

Besides data-related issues, one major challenge concerning online pharmacies is the secure
distribution of pharmaceuticals to consumers. In a physical pharmacy it is, for example, very rare
that prescriptions for different people are mixed up as they must personally pick up the medicines
and identify themselves with some form of ID card. With online pharmacies, the strong
identification of the buyer is generally also required when purchasing prescription medicines. But
as people never physically visit the pharmacy when purchasing medicines online, there is a risk
on delivery that people receive the wrong products. For example, in Sweden, there have been
some cases where the wrong medicines have been delivered to consumers. '’

In Sweden, which we use as an example here, the safety of online trade is regulated in the
legislation for distance trade with pharmaceuticals, according to which the online pharmacies
must fulfil the following obligations:2°

e  Control of subcontractors (for example delivery/courier services)

e Requirements of instructions for safe packaging, distribution and other handling of
medicines and technical spirits

e  Requirements of traceability instructions

e Instructions that ensure that the online pharmacy meets the special requirements for
providing information and advice that distance selling entails.

Another threat to medication safety in the online market for pharmaceuticals is the possibility of
obtaining fake medicines online. The approval processes of pharmaceutical products, however,
generally guarantee that false medication is not available from any officially approved online
pharmacy. Of course, it is a possibility that consumers purchase medication outside the approved
online pharmacies, thus taking a risk in obtaining falsified medicines or other possibly harmful
products. However, within the official pharmacy system, the safety is guaranteed in many ways.?'
For example, certain regulations on packaging ensure that pharmacy staff have the means to
check whether the packaging has been tampered with before delivery to the consumer. The EU
verification system on medicines furthermore makes it difficult to introduce counterfeit medicines
into the distribution system in the first place. In addition, the validity of online pharmacies can be
verified using the standard EU-wide logo that all online pharmacies must use on their sites.

'8 European Medicines Agency (2020); https:/ /www.ema.europa.eu/en/documents/regulatory-procedural-
guideline/electronic-product-information-human-medicines-european-union-key-principles_en.pdf (accessed 2.12.2020)

19 https:/ /www.aftonbladet.se/nyheter/a/50vMBW /lakemedelsverket-sa-har-far-det-inte-ga-ill
20 https:/ /www.lakemedelsverket.se/sv/handel-med-lakemedel /apotek / distans--och-e-handel-pa-apotek#hmainbody 3
2'See e.g. https://ec.europa.eu/health/human-use/falsified_medicines_en & https:/ /www.lif.se/nyheter /fight-the-fakes-week /


https://www.ema.europa.eu/en/documents/regulatory-procedural-guideline/electronic-product-information-human-medicines-european-union-key-principles_en.pdf
https://www.ema.europa.eu/en/documents/regulatory-procedural-guideline/electronic-product-information-human-medicines-european-union-key-principles_en.pdf
https://www.aftonbladet.se/nyheter/a/50vMBW/lakemedelsverket-sa-har-far-det-inte-ga-till
https://www.lakemedelsverket.se/sv/handel-med-lakemedel/apotek/distans--och-e-handel-pa-apotek#hmainbody3
https://ec.europa.eu/health/human-use/falsified_medicines_en
https://www.lif.se/nyheter/fight-the-fakes-week/
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2.3.2 Competition issues in the online pharmacy markets

Pharmaceutical distribution has a vertical distribution chain from manufacturers and wholesalers
to the retail-level pharmacies. As online pharmacies can potentially affect this distribution chain
radically, it can be argued that the most relevant competition concerns of online pharmacies are
related to this vertical organisation of the market.?? It is, however, important to keep in mind that
the pharmacy sector is characterised by strict regulation on accessibility and pricing of medicines.
Thus, many common vertical competition concerns of exclusive/selective distribution, refusals to
supply and resale price maintenance, for example, might be less of a concern in the pharmacy
sector. On the other hand, there are certain features in the distribution chain that might raise
concerns over entry barriers. For example, in Denmark, wholesalers and pharmacies are in a very
close collaboration which creates a high loyalty between the parties. This means that the entry
barriers for a new wholesaler are quite high.

Besides these more traditional competition issues, there are some competition concerns that could
be considered more specific to online pharmacies. The first relates to the technological solutions
of e-commerce platforms. Nowadays an online store is relatively easy to set up. However, some
specific technological solutions might become more accepted as an industry standard. For
example, in the Finnish online pharmacy markets, the online pharmacy systems are not yet fully
integrated with the relevant health and prescription records of consumers. Thus, in the future, a
decisive factor in choosing a technical solution for an online store system or platform might be
whether such integration is possible. Competition concerns arise if one actor in the market
succeeds in acquiring or developing such a platform that is essential to run a successful online
pharmacy (essential facility). Such an actor may gain a significant first-mover advantage.
Regulation can at least partly answer these concerns by requiring equal access to the necessary
technical solutions and essential data. This is the case for instance in Sweden, where the Swedish
eHealth Agency keeps the national prescription register of all inhabitants, and all the physical
and online pharmacies are integrated with the prescription register.??

A second competition issue more specific to online pharmacies might arise in the context of
product listings. Online platforms might make it easier to favour certain products over competing
products in how the products are presented to the consumer.? By listing such products that the
pharmacy has some incentive to sell more of first, or limiting the access of competing products to
the platform, online pharmacies with some market power could potentially distort competition
between different pharmaceutical products. However, it is quite likely that the product variety and
the presentation of products in online pharmacies is tightly regulated in medicines, limiting the
importance of such concerns.? Clearly, in cases where consumer choice is directed towards a
more costly option or a product that is not medically suitable, product sorting and listing would

22 OECD (2018): Implications of E-commerce for Competition Policy - Background Note, DAF/COMP(2018)3, available at:
https://one.oecd.org/document/DAF/COMP(2018)3/en/pdf

2 https:/ /www.ehalsomyndigheten.se/other-languages/english/

24 This of course mostly concerns OTC medicine and non-medical products as prescription medicine is not subject to a consumer
choice to the same extent.

25 In non-medical products these concerns might be more relevant though.
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not be acceptable. On the other hand, we must also see the potential in some sorting algorithms
as they could perform tasks such as generic substitution flawlessly.2¢

2.3.3 Online pharmacies and the benefits of competition

While online pharmacy markets still face some challenges, they also bring some obvious benefits
to society and consumers, mostly in terms of increased competition in the pharmacy markets.

If permitted by price regulation, online pharmacies have the potential to foster price competition
among pharmacies and benefit consumers and society by lowering the costs of pharmaceuticals.
E-commerce also facilitates an easier way of comparing prices. Furthermore, online pharmacies
can increase the accessibility of pharmacy services for people in rural areas and for those who
otherwise cannot visit physical pharmacies or prefer online channel for other reasons.
Consequently, online pharmacies allow people in rural areas to enjoy the benefits of increased
competition. In traditional markets based on physical pharmacies, these people would most likely
have to rely on only single or very few monopolistic service providers. At the same time, we need
to make sure that the enlargement of the online segment in the pharmacy markets does not entail
diminished services for those who do not have the necessary technical means or capabilities to
use online services.

Online pharmacies might also have the potential to promote communication among pharmacists,
physicians and consumers. For example, the opportunity to send questions at any time of day
about the adverse effects of medications may encourage consumers to send questions and
engage with their pharmacists. In addition, the cloak of anonymity that the internet offers may
encourage consumers to ask questions about some medications that they would be too
embarrassed to ask in a busy pharmacy.

2.4  Online pharmacies and the breakout of Covid-19

2020 witnessed the outbreak of the Covid-19 pandemic. The Nordic countries have in some
respects chosen different strategies to handle the crisis. One common factor among the Nordic
countries, however, is the demand for social distancing. Many people work from home and
attempt to avoid using public transportation. In some countries shops and restaurants have been
at least partially closed and the gathering of large crowds of people has been restricted. Since
many people have been infected by the virus, the demand for medicines and products related to
the treatment and prevention of Covid-19 rapidly increased. In Sweden, for example, people
started to hoard some OTC medicines, putting a significant strain on the medicine stock of
pharmacies. Many pharmacies sold out stocks of paracetamol drugs, protective equipment and
even vitamins, for example. This surge of demand also affected the prices of these products. For
example, the price of face masks increased by several hundred percent. A similar phenomenon

28 pharmacists’ incentives may not be always aligned with the objectives of generic substitution. See e.g. Izhak, O. (2018). Essays
on pharmaceutical policies and markets. Publications of the Helsinki Center of Economic Research, No. 2018:2, ISBN 978-952-
10-8745-5. Available: http://urn.fi/URN:ISBN:978-952-10-8745-5
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was also observed in Denmark, Finland, Iceland, and Norway. In Finland, there was a temporary
lack of supply of hand sanitizer products in both pharmacies and other retail stores.

The increase in demand combined with the necessity of social distancing shifted part of the
demand for pharmaceutical products from physical stores to online pharmacies. For example, in
Sweden the total market share (in packages sold) of online pharmacies was 12 percent in
2019.% However, due to the Covid-19 crisis, many consumers realised that online pharmacies
could act as a substitute for physical pharmacies.?® When the functions of online pharmacies are
not tied to the limited stock of a physical pharmacy, they can generally hold far larger stocks of
medicines than physical pharmacies.

The emergence of Covid-19 has aptly illustrated the huge potential with online pharmacies.
Online pharmacies improve the supply system of medicines by circumventing some of the
limitations of the system based on physical pharmacies. If the crisis brings a permanent
behavioural change among consumers, we can predict that the importance of online pharma