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Problem Statement: The cost of getting an essential medicine to a patient includes the manufacturer's price and a set of add-on costs including: costs for transportation, import duties and taxes, port clearing, storage, wholesale and retail markups, stock losses and procurement practices. Great emphasis has been placed on reducing manufacturers’ costs but very little attention has been paid to these other costs. A careful analysis of the component costs incurred in getting essential medicines into the distribution system is the first step in decreasing pharmaceutical procurement costs and removing financial barriers to access. The results of this analysis can be used by governments to set national pricing policies and by the health sector to improve procurement practices and strengthen health systems to improve access.

Objectives: To identify types of add-on costs and their influence on final procurement costs, and to use this information to advise governments and health programs on policy decisions to reduce procurement costs.

Design: Comparative cross-sectional study.

Setting and Population: Study subjects included ten procurement offices in the public, private and non-governmental sectors. Data collected were from the public sector in Sri Lanka, Kenya, Tanzania, South Africa, Brazil, Kosovo, Nepal and Mauritius; and from the private sector in Pune, India.  Data were collected through literature review and personal contacts.

Outcome Measures: List of add-on costs; percentage contribution of each add-on cost; cumulative effect of add-on costs; average percentage increase in expense.

Results: Analysis of ten countries showed that the add-on costs in the countries surveyed increased the total cost by 69.9% on average over the manufacturer's price. Import tariffs, taxes and wholesale and retail markups are the major contributors. We believe this to be only a partial picture of what happens at the central level and does not accurately depict the cost paid by the patient. The analysis resulted in policy options available to governments and programming practices available to health systems that should lead to lower costs and improved use. 

Conclusions: Our present understanding of the component costs of providing essential medicines is incomplete and further study in other sectors, in other countries and of other costs is required. Such an analysis is the first step in decreasing essential medicine procurement costs and removing barriers to access.
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