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Abstract
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Purpose: The purpose of this thesis is to study how a stateed monopoly
company, with historical responsibilities towardscisty, is affected by
competition and how it uses its resources to migrdastrong position on the
competitive market.

Methodology: This case study has been conducted by usjoglitative
methods. Primary data has been collected througgnviews with managers
and former managers within Apoteket AB. Secondata duch as published
articles, homepages and Annual Reports have fubken useful.

Theoretical perspectives:The market structure has been analyzed by using
Porters Five Forces framework. Theories concerngigategy, change
management and internal resources have been apphied discussing the
internal organization of Apoteket. The TOWS matsammarizes the two
aspects.

Conclusions: Apoteket has a few competitive advantages ovetsrivacause
of their product credibility, tradition in the Swiell market and because of
strong pharmaceutical competence. However, wheredfawith changed
market conditions, Apoteket’s traditional culturedaoperating structure are
critical aspects that need to follow this changehew undergoing internal
transformation, it is important to objectively ewale the resources and
capabilities in the context of a competitive mark&tmong others, Apoteket
needs be careful not to overestimate its brandsadld be cautious in their
product development to not jeopardize the good tegjmn associated with



their brand. Nevertheless, the company could tryntaintain a balance
between their former responsibilities towards dyciewith the new
commercial requirements by for example investinguntary in social
projects. Since price competition will remain regatl by authorities, at least
during the process of the market reform, servicprawements and strategic
localization will be the most important means ofmgetition.
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1 Introduction

This chapter introduces the research area and prissthe purpose of the study.
Demarcations will follow and finally a dispositionll be presented to clarify the
structure of the thesis.

1.1 Background

Society is constantly evolving due to globalizatieechnological development
and political decisions; hence change, renewalteartsformations should today
be regarded as normal activities for companies KoodThomas, 2005). Barely
anyone could escape noticing that an increasinguabaf industries are affected
by market changes, and high level of competitiorcasnmon (Grant, 2008).
Furthermore, political reregulatioht® enhance competition in different industries
have received more attention in recent decadesll(A2@05). Pro-competitive
policies of this nature are often argued to inaeepsoductivity which would
benefit both the consumer and the nation. Compaimethese industries are
forced to find new means to compete in order topada the new market
conditions. In Sweden, industries such as the ratdgt market, the
telecommunication market, postal services, thanairindustry and the railway
market have been subject to pro-competitive pdi¢i@arsson, 2003).

The pharmacy market in many European countries thaditionally been
characterised by single firms that are working uniiight government control
(Anell, 2005). However, many countries are in thiecpss of introducing pro-
competitive policies in this industry as well. lteland and Norway, pro-
competitive policies were introduced in 1996 an@2€espectively (ibid.).

! The term "reregulation” refers in this paper to qmnpetitive policies introduced by the
government to increase competition in a markettvhias formerly dominated by a monopoly.



In Sweden, the state owned company Apoteket AB Heab the sole right to
supply pharmaceuticals since 1970. Different factdrave contributed to
increased attention of pro-competitive polices atidcussions regarding a
reregulation of this market have been carried outdecades. A downturn in the
Swedish economy during the 1980s gave rise to igediesimprove efficiency by
increased competition. The membership in the E@opénion was another factor
(Anell, 2004). However, in the end, the final dems regarding reregulations are
always made by politicians and the pro-competitp@icies regarding the
pharmacy market in Sweden were introduced afteiLiberal Coalition won the
election. The reregulation process market was gélgerarried out in four steps:

1. Nicotine substitutes are sold freely in other stdfean pharmacies, March
2008

2. The medical market for hospitals opened up for catitipn, September
2008

3. New rules for operation of pharmaceuticals and egdepossibility for
other companies besides Apoteket AB to sell prpBon medicine, July
2009

4. Convenient stores with permit are allowed to setl prescription drugs to
customers over the age of 18, November 2009. (Mé&imducts Agency)

With the reregulation of the pharmacy market theegoment hopes to achieve
better availability of medicine, a wider productriety and improved service.
Further, better efficient use of resources and wdatron of new technical and
organizational solutions regarding pharmaceutiagbpty are believed to be
triggered by competition. The competition might oalsaccording to the

government, enable price pressure on non-presmmipdrugs that will benefit

consumers. Empirical studies have shown a pogiéilaion between productivity
growth and competition. (S2008/184/HS)

To promote freedom of competition the Swedish Cditipe Authority has
pointed out the significance of selling parts oé tmonopoly Apoteket as to
prevent it from obtaining strategic advantages awals (S2008/184/HS). In
addition to this, 466 of 930 pharmacies, organim¢al limited clusters consisting
of between 10 to 199 pharmacies, have been @Rl 2009 & quarter) 150
pharmacies areeserved for small business owners to enable smaket shares
as well(OAB a).

As a move to ensure a fair market competition fibrpatential actors, and to
actualize the desired objectives of the marketrnefawo new public companies
were established to implement the market changese J2008 Apoteket
Omstrukturering AB (OAB) was founded to supervise processes to restructure
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the pharmacy market (OAB b). The state owned OARBRhis new holder of
Apoteket AB and operates under the authority ofShedish Ministry of Health
and Social Affairs (OAB c). OABvill operate untilthe reregulation process ends
and the conditions for equal competition is ensdoedll players in the Swedish
pharmacy market (OAB b).

Apotekens Service AB was established in July 20@9its mission is to provide
all market players the currently used IT systemgd ather IT infrastructure
required to operate in the market. The main tadk igsrovide the same standard
national IT infrastructure to all pharmacies on tlcempetitive market
(Apoteksservice).

Further,the Swedish Competition Authority has decided thagtional brand for

all pharmacies should be designed. This to creatmlecompetitive conditions

and raise comfort for the consumers. Following saene arguments, the term
“Apotek” (pharmacy) is also open for every pharmaxyse $2008/184/HS).

1.2 Problem discussion

The question of reregulations is controversial d@ne political debate is not
unified. One thing is sure however, when introdgcpro-competitive policies,
the former monopoly is no longer protected agatoshpetition and the company
faces an entirely new situation were protecting ketashares and finding new
means to compete becomes central questions (RGOR).

Why some companies succeed to adapt to the extenvalonment and others
fail, is many times a mystery. For organizationtse difficulty often lies in

successfully changing internally due to new exterdemands. To survive,
companies therefore often need to create new agilans and renew their
strategy (Grant, 2008) and change, renewal andftanation could therefore be
regarded as normal activities today (Coulson-Thoi2@85).

As Apoteket AB is no longer protected from competit the company needs to
change or create new strategies to meet the nekemaquirements. However,
during the transformation process of the marketptéket AB is restricted,

through a so called “stand still agreement” by glo#ernment, to not undertake
any kind of strategy that would give them competitadvantage over future
rivals until other pharmacies are established. ket AB will thereafter continue
to remain state-owned but the company will not harg specific responsibility

towards society after the reregulation period haded. The critical issue for
Apoteket AB is thus to find a way to become contpagtiwhile being cautious not
to disappoint their customers who are used to thditional pharmaceutical

services and the common belief that the company badain societal

responsibilities.



The process of the pharmacy market reregulatioBweden is ongoing and the
duration of the process is yet unclear. Becaudhisf it is difficult to determine
the exact consequences of this reform. Howeves,irteresting to study how the
former monopoly Apoteket AB is affected by the extd environmental changes
and how the company can use its internal resoutoefficiently meet
competition while maintaining a balance between memcialized behaviour and
social expectations.

The above background and discussion has resuksiitbwing purpose.

1.3 Statement of purpose

The purpose of this thesis is to study how a siateed monopoly company, with
historical responsibilities towards society, iseafed by competition and how it
uses its resources to maintain a strong positioth@rcompetitive market.

In order to answer this purpose, below questioagaevant for the study:

- How will the pro-competitive policies affect thergtture of the pharmacy
market in Sweden?

- How is the former monopoly, Apoteket AB, affectgdtbe market changes?

- What opportunities and threats is Apoteket AB fgadm the new competitive
market?

- How has Apoteket AB tried to use its resources @aphbilities to maintain a
strong position in a competitive market?

1.4 Demarcations

As the reregulation process is complex and involaesumber of actors and
perspectives it has been necessary to make celtamarcations. This thesis is
limited to only study the case of Apoteket AB. lillwherefore not focus on other
actors in the pharmaceutical value chain. The shieigihlights the perspectives of
managers within Apoteket AB and excludes perspestiof employees, the
government and the society. Another demarcatiorbbas done to not examining
hospital pharmacies; this study hence only covlesrpacies that sell directly to
consumers. Apoteket use different strategies fferdint types of pharmacies,
therefore we found it necessary to make a regincti



1.5 Disposition

P—————

This part provides background information to the
issue of the reregulation of the Swedish pharmacy
market, and it results in a few defined questions, from
the perspective of Apoteket, that this thesis will
discuss.

This part explains the way the data was collected
and clarifies some issues the reader should keep in
mind when reading this paper. Important to remember
is that in this thesis, there is no separate empirical data
chapter but the collected material (through interviews
and other secondary sources) are presented and used
parallel when analyzing the outcome of the collected
material, which is in chapter 4 and 5.

Theoretical !
Framework I

This part explains relevant theories that will be
used when analyzing the collected data

The External !
Environment-
Market
Analysis

The Internal I
Environment- I
Resources & :
Strategies :
l
I

Through applying certain theories when analyzing
both primary and secondary data in this chapter, this
part of the thesis outlines structural market changes of
the reregulation reform and outlines what these
external changes indicate for Apoteket

Through applying certain theories when analyzing
both primary and secondary data in this chapter, the
internal strengths and weaknesses of Apoteket, in the
context of the changed market conditions, are
evaluated and presented.

This part puts together the conducted analysis of

____________________________________ |
Summary and : .

: I . . ) I
Conclusion i the internal and external environment and summarizes |

|

|

the outcome of this study.



2 Methodology

This chapter is designed to show the reader ourcgse of making choices
regarding method and data collection with the ini@m to increase transparency
and to ensure the creditability of the study. Thapter ends with demarcations of
the study.

2.1 Choosing Approach and Method

The choice of research method should be basedegprtiblem and purpose of the
thesis (Holme & Solvang, 1997), which in our caséoi understand how a former
monopoly is affected by competition and how it ugssinternal resources to
maintain a strong position in the market. Our ititanis to gain an overall picture
of the situation of Apoteket and this thesis wihletefore try to capture different
perspectives within the company. An overall pictwi#l hopefully enable an
increased understanding for the social processehkisncontext. This structure
usually demands, due to time- and resource liroiati a study of a single or a
few instances (ibid.). This study is limited to peixamining the case of Apoteket
AB. When only studying one object it is easier talerstand the phenomenon in-
depth. Furthermore, case studies are usually usgdih understanding about the
complexity of an organization (Lundahl & Skarva602).

The above description verifies and motivates thgualitative method is being
used. A qualitative method is more flexible and setup makes it possible to
make changes during the research if the autho ifimecessary (Holme &

Solvang, 1997; Bryman & Bell, 2005). As this studysome extent is based on
interviews and it is never clear in advance whéirmation we will gain from the

respondents, being flexible is essential for thisl.

The material used to analyse the external enviromed the market structure is
mainly based on secondary data such as Annual BRepmrd different

publications. When describing and analyzing theriml conditions of Apoteket,
primary data from interviews are added in ordeprgsent the current situation in
the organization and to complement the informatofected from secondary
sources. As the pro-competitive policies and timaplications are analyzed from
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a management perspective, interviews have beered¢asut with managers at
different levels in Apoteket and two former membethe top management team.
The purpose of interviewing managers at differaviels regarding the market
reform is to nuance and enrich the study with défifeé perspectives.

2.2 Data Collection

It is important that the collected data reflectéedlent perspectives of the situation
in order to give a complete and accurate picturestoflied object (Patel &

Davidsson, 2003). This has been done when colgdbiioth secondary- and
primary data.

2.2.1 Secondary data

Secondary data has been collected in order toaserthe authors’ understanding
about the pharmacy industry, the reregulation meesad the company Apoteket.
Since the reregulation process is ongoing, the estibpas frequently been
mentioned in the newspaper. It has hence beerestieg and useful to look at
newspaper articles. Chapter 4 is mainly based conskary data such as research
on reregulation processes in other Nordic countaled information from the
market players’ homepages. Annual Reports from ZIP have further mainly
been used in order to describe Apoteket’s changimgtegies in Chapter 5.
Investigations and reports from governmental aitileer have also been used
frequently throughout the thesis. We are awarehef importance of critically
reviewing secondary data as this information idyamea and interpreted by others
and might be subjective (Lundahl & Skarvad, 2009).

2.2.2 Primary data
Selection of interviewees

To increase the gained information and to maxintize use of interviews,
respondents with considerably knowledge about thdied phenomenon have
been selected (Holme & Solvang, 1997). Anotheredst for the respondents
selected is that they are managers and have bedmga@t Apoteket during the
period when a reregulation has been discussechdfarore, as this thesis strives
to give an overall picture of the situation, respemts in different positions with
different perspectives were selected. Hence, talkese criteria into account we
chose to talk to someone from top management (Bdargttor), one regional
director and four local managers. Even though weehehosen an internal
perspective we decided to also interview two fornmeembers of the top
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management team of Apoteket. These two respondpotsess, through their
earlier positions in the company, great knowledgeué the organization and the
reregulation process but do have a distance tosttuation, which we find
necessary. Access to the brand director and thes&dy persons has been very
valuable for this study.

When it comes to the number of interviews, thig isonsideration taken due to
the information needed and of course also the piisgito get access to
respondents.

Preparations and Establishment

We started off by contacting the Brand director udia member of the corporate
group of Apoteket. She is working with strategiceestions and is well aware of
the reregulation process. After this, local managegre contacted. The customer
phone service at Apoteket was not willing to giweaoentact information to local
store managers therefore we personally visitedgtates in Lund and Malmo, that
will remain state owned. This gave us a chancentmduce ourselves and to
describe the purpose of the thesis. The expectdtmn the beginning was to
book interviews with local managers but as manypfeeavere restrictive and
wanted approval from their managers we decidedskofar e-mail addresses so
that we could get back with further information. tAts time we also contacted the
Regional director of Oresund. As he was positivel ancepted the interview
proposal, we could further get back to the locahaggers with arbitrariness.

An interesting observation is that the local mansgieat we did not see in person
before the interview, kindly denied with the argumhthat they did not have any
information to share or due to shortage of timehie month of December. This
could possibly show the importance of establishoomtact through personal
meetings.

By further contacting the two former top managers wained necessary
background information regarding the governmentgdlementation of the pro-
competitive policies.

All respondent are referred to with their title teesd of name as their position is
what is important for the study.

Interview procedures

The interviews were all carried out through persomeeetings. They were
conducted at the workplace of the respondents aradl interview situations we
tried to establish an atmosphere in which the stilgjeuld feel safe enough to talk
freely. This is according to Kvale (1996) essentralorder to achieve a good
interview. The main reason is however that it cuffgeis a turbulent time for
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Apoteket and the situation is therefore a sensgivgect to many. It is therefore
important that the respondents feel comfortable.

Only the respondent and the intervieWexgre present during the interviews. As
the respondents are/or have been managers aediffevels within the company
and possess great knowledge within the area, hatois participated in the
performed interviews. One could then be respondimethe interview and the
other could concentrate on attendant questionsd#hin® Skarvad, 2009).

The interviews had a semi-structured character wsghuences of themes to be
covered, as well as suggested preliminary questiims gave possibility to make
changes in the chosen themes and questions assviile opportunity to follow
up the answers given (Kvale, 1996). Another adygnia that a semi-structured
interview opens up for a more free conversation rehne respondent can
elaborate within his or her area of expertise amavide important information
that was not originally included in the questiomeai The themes and questions
were adjusted to fit the interviewee as differerugs of respondents require
different interview approach&gibid.)

Semi-structured interviews are common and recometmhen the aim is to

collect soft data, for example people’s thoughtd ampectations (Lundahl &

Skarvad, 2009). In this study, the respondentssgmmtives and thoughts on the
reregulation process and the strategic changesnvilie organisation is the main
data collected.

To avoid misinterpretations or the risk of loosimgportant information most
interviews were recorded with a Dictaphone. In thaty the interviewer can
concentrate on the dynamic of the interview whiculd be captured in its
entirety, without any interruption of the need tkd notes (Kvale, 1996). A
disadvantage is however that the presence of a rfaparder can affect the
answers given by the respondent and there is ahéksome information will be
left out (Patel & Davidson, 2003). This was expecied when interviewing the
first local manager who sometimes hesitated to ensguestions that was
perceived as sensitive. We therefore decided tp takke notes when interviewing
other local managers.

All interviews were performed during the time peridecember 14 to December
22" 2009. The duration of the interviews varied betw@® minutes and 2.5
hours.

2Who are also the authors of this thesis
% Please see questionnaires in Appendix 2
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Interviews were carried out with four out of tercdb managers in Apoteket AB,
located in Lund and Malmd. These cities were chasem to the fact that both
authors live in Lund. It is reasonable to questio& possibility to generalize the
answers given because of the low number of respdsde this category,
however nothing implies that the result of the rnvimvs would have been any
different if the number of respondents would haeerbhigher or if they would
have been working in other cities similar in sizhis because the company, on a
national level, generally shares a common cultsteycture and operational
system.

2.3 Criticism of sources

The reliability of all sources used throughout #tedy have constantly been
evaluated and questioned with the aim to increbsectedibility. The material
used in the theoretical framework is written by wmnoresearchers within the area
of strategy and change management. All sourcespabéished in recognized
scientific journals within the areas.

Internet has contributed to making information frathover the world available
for anyone. This has resulted in problems to ddtenwhat information is
essential and not (Lundahl & Skarvad, 2009). Theeethis study is restricted to
mainly using information published on governmeti@anepages, Annual Reports
of Apoteket, newspaper articles and information lighled by competitors. All
sources are not objective but as long as the ativeraware of this and question
who wrote the document and in what purpose, thesdmt have to be a problem
(Patel & Davidson, 2003).

There is always a risk that the respondents wi#tpoteket tried to give a better
picture of the company than is actually the case;dn however not get that
impression. The interviews with former members li# top management could
also contribute to give more objective informatiabout the company and
complement/support the information gathered fromnagers within the
organisation. All interviews were further held iw&lish but translated into
English and there is always a risk for misinteratiens. In order to minimize this
risk, both authors of the thesis have read theslitenations and double checked
the translation.

Since the study focus on one single company, Ambteke findings from the
case study is specific to this company. Converthig results of the study into
general rules regarding reregulation processe®ftirer needs to be done with
caution. The result can however in some aspeditdstseen as guidance for state
owned companies that are preparing to meet congetit
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3 Theoretical Framework

The theories presented below clarify an organizésioeed for strategic changes
to survive and prosper in the constantly changingimnment. In order to adapt
and/or create new profound strategies, both theermdl conditions and the

external environment has to be taken into accoBotter’s Five Forces will be

used to analyze the industry, while the internatdittons will be discussed by
using theories of Change Management, the ResouasedView and VRIO. The
internal and the external perspective are thereaftenpiled in a TOWS-matrix to
see what strategies that can be generated.

3.1 Strategy

There are a number of definitions to describe wdtedtegy is. This thesis is
however using below general definition by Bruzebusl Skarvad:

“Strategy is the art of using a company’s resouraad capabilities to achieve its
goals.”
(2004:157)

Strategy in an organizational context involves @éns, policies and principles

that guide and unify a number of specific actiomgléfined targets. It answers the
guestion of where to compete- corporate strategg,hw to compete —business
strategy. (Grant, 2005) Note that this case-studly aleals with the second

strategy level.

A company’s strategy is portrayed by the compamysson, mission, business-
model and their strategic plans in terms of pertoroe goals, the approaches to
achieving those goals and the resource allocaitaeh ).

There are many different perspectives on how gyats developed and

formulated. A company’s strategy may be planneadvance, it may emerge over
time, or it may have some elements of both. Howeaweither the planned nor the
emergent approach appears to be universally efleecnd each must be matched
to an agreeable context before implementations essccan be reasonably
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expected (Slevin & Covin, 1997). Yet, common chaastics of a successful
strategy can be drawn:

* The strategy formulation has to be simple, cdesisand long-term;
* Strategy should be based on a profound understgnaf the
competitive environment
* |t should appraise the companies’ resources tilvgdy.
* Essential for a successful strategy is that augth be implemented
effectively through the organization. (Grant 200%1)

Strategy is a tool to achieve sustainable competiidvantage and outperform
rivals in a market. It is about doing things diéiet from rivals and rests upon
unique activities that are chosen through trads-o8trategy is also about
combining all different activities so to achievesastainable and a non-imitative
competitive advantage (Porter, 1996). The uniqugviaes are chosen by

positioning the firm in accordance to either a dgpegroup of customer need,
customer accessibility or by offering a wide rangen-differentiated products to
a wide range of customers. Different positions meqdor example different

equipments, employee behaviour, different skilld amanagement systems (ibid.).
Therefore, trade-off decisions among different\aibéis are inevitable in order to
be competitive in a market. (ibid.)

A well formed and easy communicated strategy direbe company towards
achieving its goals and aligns different managerbehtwiour within the business
(Collins & Rugstad, 2008).

A general model that embraces the above thoughsirategy is presented below
and it also describes the different factors thedtastyy is affected by. Strategy is
here presented as a bridge between the companytsamhvironment and is

determined by both internal resources and diffeegteérnal environmental forces.

THE FIRM THE INDUSTRY ENVIRONMENT

. Goals and Values . Competitors
D Resources and Capabilities <#> <::|,> = Customer
= Suppliers

. Structure and Systems

Figure 1.The basic framework: Strategy as a link betweerfitm and its environment
(Grant 2005:12)

The above figure illustrates that strategy analyseguires both a good
understanding of the company’s internal capabdlitend resources and of the
industry structure. Further, one should not disréghe importance of different
factors that influence the company’s external emnent, such ashe social and

demographic structure, the technology or governalgmblicies. These factors
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have implication on the matter of why and how daiarstrategy is developed in a
company (Grant, 2005).

3.2 Industry Analysis

As earlier shown in Figure 1, a company’s strategad pattern of actions to
compete and to remain competitive on the marketgapended on its internal
resources and capabilities and its external maxdeditions.

Competitive industry analysis is important for amgany to compile when

working with strategic business decisions since metitors partly determine the
organization’s success. A competitive analysis @y managers with the
understanding needed to craft a strategy thathféscompany’s external situation.
(Thompson & Gamble, 2008) It should cover information the main market

competitors, their objectives, their strengths amdaknesses and how the
company can predict their future moves. The bemefitsuch analysis are many.
It enables industry benchmarking and helps the tondentify opportunities and

threats given the actions of rivals. (Hoque, 2003)e competitor analysis

approach assumes that companies with high empbasismpetitor analysis will

perform better than the company with no such caeeia their strategic choices
(ibid).

The underlying theory of how industry structureides competitive behaviour
and determines industry profitability is provided imdustrial organization (10)
economics. The two reference points are the thebnyonopoly and the theory of
perfect competition which form end points of thedpum of industry structures.
The monopolist can appropriate in profit the ful@unt of value it creates. At the
other extreme, perfect competition exists whereetlage many firms supplying an
identical product with no restriction on entry ofist, hence the rate of profits
falls to a level that just covers the firms cost aafpital. In the real world,
industries fall between these two extremes. Moshufacturing industries and
many service industries tend to be oligopoliesythee dominated by a small
number of major companies (Grant, 2008).

With an understanding of the factors affecting tiharket environment the
company can better find its key success factorslggkéo survive and prosper in
an industry which requires that the firm offers wbastomers desire. Key success
factors are the means to competing. An industrjyaisacan be outlined with
Porter Five Forces Framework, which will be expdainn the next chapter.
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3.2.1 Five Forces Framework

There are a number of competitive forces that sheipdegy. Porter's model
defines them as:

Threat
of Mew
Entrants

¥

Bargaining Among | Bargaining
Pawgr of Existing « Powor of
Suppliers Compatitors Buyers

Thraat of
Substitute
Products or

SG rvicas

The Five Forces That Shape Industry Competition; M.Porter 2006:2

Figure 2. Porter’'s Five Forces

1. Threat of entry- New entrants to an industry inseeacompetition by the
introduction of new, or similar, products and seed. Factors that prevent the
threat of new entrance are for example: economiscafe, capital requirements,
product differentiation, access to distribution mh@l, cost disadvantage
independent of market scale and governmental policy

2. Threats of substitute products- The availabilitysobstitute goods affect the profit
margins and sales volumes of a firm. They limit gotential on an industry by
placing a ceiling on the prices firms can charge.

3. Bargaining power of suppliers- A supplier group caake use of bargaining
power and capture more of the value by charginpdrigrices, limiting quality or
services, or shifting costs to industry particiganThe suppliers have high
bargaining power if: there are a few concentratdmanies, if the supplier group
products are differentiated, if its customers faagh switching costs and if the
supplier group possess a creditable threat of fiahivdegration.

4. Bargaining power of buyers- Powerful customers (thposite side of powerful
suppliers) can compete with the industry by forcohmwvn prices, demanding
better quality or more service (thereby driving egsts) and therefore capture
more value for themselves by putting industry pgtints off against each other-
all at the expense of industry profitability.
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5. Rivalry among existing competitors- competition amgocompany rivals is a
significant force that shapes the strategy of tha.fThe intensity of rivalry is
dependent on different dimensions upon which thstiexg rivals compete. These
dimensions are: price, advertising, brand namejymbintroduction, distribution
channels, and after-sales services. (Porter, 2006)

3.3 TOWS

SWOT is a commonly used model when organizatioastity the threats (T) and
opportunities (O) in the external environment amgaaization's internal factors
such as weaknesses (W) and strengths (S). A raddrérsion of this model, the
TOWS matrix, matches the known sets of variables table in such a way as to
facilitate the generation of strategies (Proct€0®. TOWS puts variables in
relation to each other instead of only identifyithgm, which is why we see an
advantage in using TOWS instead of SWOT.

As a conceptual framework, TOWS combines the eateand internal factors to
the enterprise, and help develop new ideas, stestegnd tactics based on these
variables for the effective and efficient achievemeof the organizations
objectives and mission (Weihrich, 1982).

TOWS Strategic Alternatives Matrix

External Opportunities (O): External  Threats (T):

Internal  Strengths SO ST

(S): "Maxi-Maxi"-Strategy "Maxi-Mini"-Strategy
Strategies thatise strengthsto Strategies thause strengths
maximize opportunities. to minimize threats.

Internal  Weaknesses WO WT

(W): "Mini-Maxi" Strategy "Mini-Mini"-Strategy
Strategies  that  minimize Strategies that minimize
weaknesses by taking weaknesses and avoid
advantage of opportunities. threats.

Figure 3. A simplified version of the TOWS moddgdveloped by Weichrich, 1982:10).
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Through this model, it is possible to systematicattan the internal and external
environments, structuring information inputs to bsed in the analysis and
identifying key relationships between environmentatiables to then produce
competitive strategies (Procter, 2000). A TOWS wysial enables a better
understanding of the strategic choices by which dhganization can establish
how it can tackle issues such as how to take adgandf the strengths, how to
circumvent its weaknesses, and how to best segz®pportunities and manage
threats (Weihrich, 1982).

3.3.1 The External Environment: Threats and Opportunities

Many diverse factors need to be considered wherlyzang the external
environment, including problems of inflation, engrgechnological change and
government actions. Weihrich (1982) divides extefaators into the following
categories:

* Economic factorssuch as the level of employment, the availabibfy
credit and the level of prices.

» Social and Political factorsSocial developments influence the business
strategy and managers are often confronted by a ofdederal, state and
local laws and regulations.

e Products and Technologyroducts need to be adjusted to technological
changes. It must be remembered that in almostitaktgns success is
only temporary and product innovation is needeértsure a competitive
advantage for the firm. Of course, innovation soatostly and risky and
the failure rate of new products is high; yet, &qyoof no innovation at all
may cause the demise of a company.

« Markets and competitionnumber of rivals, industry structure, type of
competition etcetera.

» Other factors;Different factors that might be particularly impamt to a
specific firm. The availability of raw materials,umpliers and the
transportation system are a few examples.

3.3.2 The Internal Environment: Weaknesses and Strengths

Strategy is as earlier mentioned about matchingnas internal resources to the
opportunities and threats that arise in the extezngironment. The reason why
the internal resources are important to discubgcause the external environment
is more unstable, whereas internal capabilitiesamakis viewed as a securer base
for creating strategies (Grant, 2008). The greataange in a firm’'s external
environment, the more likely it is that internasoerces and capabilities will have
to work as the base for a long-term strategy (ibidwever, it is important to
mention that the ability of a firm’s resources whi@ve competitive advantage
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cannot be determined without taking the broadetecdrinto account (Dess et al,
2008).

The primary question of strategy has earlier bewitdd to industry selection and
positioning. The resource based view (RBV), ondheer hand, emphasizes the
uniqueness of each company and suggests that yhie keofitability is through
utilizing differences instead of imitating other&stablishing competitive
advantage through the development of resourcescapdbilities, rather than
trying to avoid competition, has therefore becoime primary goal for strategy
today (Grant, 2008). Fundamental to the internstbuece view is that a firm must
seek a detailed understanding of its resourcesapabilities. Such understanding
would provide a base for choosing strategies tlakie tadvantage of an
organization’s key strengths. It would also helwealeping the firm’s resources
and capabilities. Resources are all assets ownatidbyirm and “capability” is
what the firm can do (ibid.).

Companies possess three types of resources; tangibtangible and
organizational capabilities. Tangible resources iar general easy to account,
they include the physical and financial assets #mabrganization use to create
value for the customer. Physical resources couldduegpment, machinery or the
company’s plant. Financial resources are a firnaishg accounts receivables etc.
Intangible resources are on the other hand mucle whiffrcult to identify and as a
result of that also harder to imitate. These femtare often embedded in unique
processes and routines. Typical examples of intdegiesources are human
resources such as experiences of employees, trdsiffectiveness of team work.
Another example is innovation resources with techiniexpertise and ideas.
Reputation resources are a third example and iadwand name, reputation with
customers’ reliability and product quality. Also,campany’s culture could be
counted as an intangible resource. Organizaticggburces are capabilities that
firms use to transform inputs to outputs. (Desslef008) In other words, an
organizational capability is what the company doe®rder to reach a desired
result (Grant, 2008). Examples of organizationabtgces are customer service,
excellent product developing and great processesq Bt al, 2008).

RBV is a very helpful framework for gaining knowtpg as to why some
companies are more profitable than others. RBWithér useful in developing
strategies for individual businesses by revealiogy ltore competencies in the
firm can help exploit new products or market oppotities. (Dess et al, 2008)

According to Barney, it is vital to keep in mindatha firm's strength and
capabilities do not automatically lead to competitadvantage in the marketplace
(Dess et al, 2008). In addition, competitive adagst is achieved if the firm
resources fulfil the following four criterion of gy Valuable Rarg Imperfectly
Imitable and Organization. These criterions are together called the VRIO
framework (De Wit & Meyer, 2004).
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Resources need to be valuable in the sense thaétlable strategies that improve
the company efficiency and effectiveness. At thmeséime the resource needs to
be rare. If a valuable resource is possessed by g@npanies, they all have the
opportunity to exploit the resource in the same ,\walgich will give no single
firm the competitive advantage. It is furthermorarch to judge how rare a
resource must be in order to generate competitivargage. If a firm possesses a
resource that is both valuable and rare, this niegd to a first mover advantage.
However, sustainable competitive advantage can loalgchieved if firms that do
not possess the resource cannot imitate them (D& \Mieyer, 2004). The fourth
and last criteria is as earlier mentiarganizationand address that in order for any
of the resources to provide a sustained compeititiv@antage, the company must
be organized to best exploit its resources. Todinate various functions with
one another is difficult and not something that yn@ompanies are good at.
However, companies that succeed in doing so haleast temporary advantages
over their competitors. Finally, aspects withiniranfthat are valuable, rare and
not easy to imitate can be resources used to axhsegtained competitive
advantage, but only if the company is organizedtiiize its resources. (Barney
& Wright, 1998) All above mentioned factors areréfere important to keep in
mind when evaluating company resources.

3.4 Internal Company Analysis

3.4.1 Environmental changes and their implications foompany

An organization is a living, open system dependentits environment for
survival (Goodstein & Burke, 1991). In a world @& technologies, transforming
economies, reforming governments and dynamic catigpetthe actual question
is how and in what direction organizational changestoccur (De Wit & Meyer,

2004). Fact is that organizations tend to changeapily because of external
pressure rather than an internal desire or neethdmge (Goodstein & Burke,
1991). Managers must deal with new government ediguls, new products,
growth, increased competition, technological depelents, and a changing
workforce (Kotter & Schlesinger, 2008). Change,esgal and transformation
should therefore be regarded as normal activiGesi(son-Thomas, 2005).

In approaching an organizational change situatiorgnagers explicitly or
implicitly make strategic choices regarding the esp®f the change effort, the
amount of preplanning and the relative emphasiy thil give to different
approaches. Successful change efforts seem toobe thhere these choices both
are internally consistent and fit some key situadlovariables (Kotter &
Schlesinger, 2008). There are a wide variety ofr@gghes to change available
and there are equally a wide range of situationghith these can be deployed.
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One very familiar example of an environmental fadtat obliges organizations
to change is when a new competitor snares a sgnifiportion of a firm's market
share. The skilled organization will be alert torleavarning signs of such
external changes so that it can move promptly tkemiaternal changes designed
to keep it viable in the changing external worldo¢@stein & Burke, 1991).
However, strategy changes that emanate from changeéeg industry structure
can give possibility for companies to exploit netnategic positions more easily
(Porter, 1996).

3.4.2 Managing change

To successfully manage and grasp the opportunitegsa new strategy enables, it
is suggested that before the action plan is coedudhere should be a valid
understanding among all members of why the chasgeecessary and why the
company needs to confront it (Chrusciel & FieldD&)0 Further, to understand

the issue of strategic renewal, it is importanidok at what is actually being

renewed and what is being changed in the stratégyertheless, the size and the
speed of the organizational changes are importadtofs to consider for a

successful strategy renewal (De Wit & Meyer, 2004).

A fundamental large-scale change in the organiaatistrategy and culture would
require a total transformation, refocus, and rexagon of the strategic focus
(Goodstein & Burke, 1991). These fundamental charge directed towards
creating a new direction of the business and fimg\a fit between the basic set-
up of the firm and the characteristics of the emvinent (De Wit & Meyer, 2004).

On the other side, organizational changes canhase the nature of fine-tuning
actions, to fix problems, make adjustments, and ifpqorocedures and other
similar modest changes that improve the organimatigperformance without

fundamentally changing the organization (Goods€eBurke, 1991).

The speed of strategy change or strategy renewer 6& somewhere in between
two extreme points, depending on the situationodg¢ end, change strategy calls
for a very rapid implementation, a clear plan diag and little involvement of
others. At the other extreme, the speed of chasgtaracterized with a much
slower change process, a less clear plan, andihigiivement of many people
other than the change initiators. This second bfpsirategy is also considered to
significantly reduce resistance (Kotter & Schlegin@008).

There are two main organizational areas that algesuto strategy renewal:
Business system and Organizational system. Thediéas with the issue of “how
a firm makes money” in terms of the specific coaf@tion of resources, value
added activities and product/service offerings tapply to create value for the
customers. The second area of change embracesdhe of how the firm is
organized in terms of organizational structure, phecesses applied to integrate
and coordinate individual members work, and theoizational culture that make
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up the ground of the individuals’ beliefs, valueglanorms in the company. (De
Wit & Meyer, 2004)

For managers the challenge is to implement stratdganges on time, to keep the
firm in step with the shifting opportunities anaehts in the environment (De Wit
& Meyer, 2004). In so doing, ongoing communicatand the need to work with

all members’ awareness of the organization’s gbibtdeal with changes is very
important for a successful change transformatidmr€ciel & Field, 2006).

Internal barriers to strategy changes

Organizational change efforts are often held bagktd different forms of human
resistance. Change indicates disturbance of thesstmo and may be considered
as a threat by the employees because it changexigtag ways of doing things.
As a result of this, needed reorganizations arendfite and generate huge losses
in effectiveness costs (Kotter & Schlesinger, 2008)

The most common source of resistance to changéee ifear of loosing something
of value and a belief that the change is of no edos the organization. Also,
resistance is shown when there is a misunderstgraliout the change and its
implications among the people, and when there isva tolerance for change
(Kotter & Schlesinger, 2008).

Successful change strategies require a common stadding and agreement
among all colleagues about what they are tryingdioieve so to enable and ease
commitment to the objectives of the organizatidnisl essential to ensure that
people are aware of the needed changes and are@malact. Therefore, managers
must identify the internal barriers the changedtstyy may cause and find good
ways of managing the situation to benefit from #ernal change. Seen from
another angle, the absence of problems could iteledack of ambition (Coulson-
Thomas, 2005). Therefore, to maintain a successtosformation it is important to
work with all employees to create winning attitudeshe whole organization and
to ensure a balance between change strategy aabiligp Implementing strategic
changes is challenging and not always the easiest nanager, but the absence of
such a plan is destructive even for the brighteateyyy. (ibid.)

An efficient strategy implementation is a vital redient for the success of a
strategy, since it recognized that without an ¢i¥ecimplementation system, the
strategy itself will not be sufficient to generdtee planned outcome. Strategy
implementation involves different processes throughich members of the

organisation understand, accept, and commit tostretegy. Successful change
management is dependent on an efficient commuaitaystem and information

flow that enables the creation of a common undedstg and participation of all

members, and a system that helps resolve poteatndlicts effectively during the

process. (Kerr & Jackofsky, 1989). To enhance gpedormance, all activities

should fit with the organizations strategic plarsduse every activity affects one
another in a direct or indirect way (Porter, 1996).
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3.4.3 Critical aspects of change management

There are a set of common organizational factaas filequently show up in the

context of organizational change. These commorefoese important to consider
when working with strategy execution since theetfthe business performance
in various ways.

¢ Organizational structure- or ways in which labour is divided into tasks

in which hierarchy is the oldest form and commorerevor today’s
organisations (Grant, 2005). Hierarchy is appanmerdarge and complex
organizations because it enables good coordinaimhcontrol of units.
However, critics claim that hierarchy minimizes thauman
characteristics, such as creativity, emotions dedr interactions (ibid.).
Adding, removing or shifting personnel in variousecational tasks, in
relation to the desired outcomes, is the most ticawil approach to lead
the organization towards the desired state (Bousgedroadwin, 1984).
When undertaking changes, it is crucial to pregirelifferent divisions
and levels to the changing environment and to ratgivand influence
employee behaviour (Miller, 1997).

* Culture- Is a variable that drives strategy and influenice internal
organisation (Dobni, 2003). It rests on mutual cammants between the
individual and the organization and embraces tlee@table values and
norms created jointly by the employees (Kerr & ddsky, 1989). Due to
this, in every effort of change a manager shouke tsato account the
cultural and personal transformation triggered aeduired by the
changed strategies (Westlay, 1990). The effects dfanged strategy are
best implemented when supported by a changed eu{idobni, 2003).
For a successful implementation of changes, thal+sa@t of managers
and frontline employees are critical for the siygie breakthrough (Fine
et al, 2008).

» Communication and Participation- To create a sense of ownership of a
strategy throughout the organization would simptifg process of change
management and ease its implementation. Therefolmmunication
and information flow between managers must exigr(k& Jackofsky,
1989) at all times to everyone, regardless of wiaidas and departments
that are involved in the change process (Nobel9198 well formed
communication system allows employees to partieipat crafting
strategies or help solve organizational issuedidjztion may result in
better understanding of the changes and hence &\Jegher degree of
acceptance of the new strategies among manageiféea¢nt levels (Kerr
& Jackofsky, 1989). This might help resolve difieces in perspectives
and help create a consensus within the organisatimwer-level
managers are better able to manage their staftcagglercise the strategy
if they know where the business is heading and wihythe top
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management is the only one who has the whole gictaH major
decisions must be made at the top which might eadn inadequate
leadership at a local level (Beer & Eisenstat, 3000/ith greater
understanding and commitment, a better match betwskategy
requirements and the managers is created (Kerckodsky, 1989).

3.5 Theory summary

External Analysis Internal Analysis
Threats Weaknesses
Opportunities Strength

FIVE FORCES RBV & VRIO
\ / CHANGE MANAGEMENT
TOWS

Strategies

Figure 4 A summary of the theories used (Created by the authors)

Above Figure 4 illustrates how the theories desctilearlier are applied in this
study and how they are connected to each other.exdarnal analysis will be
conducted in Chapter 4 by using Five Forces framkw® identify Apoteket’s
possible opportunities and threats during and dfterreregulation process. To
take advantage from the opportunities and to miménthreats, it is important to
examine the internal resources of Apoteket. Thik @ done by applying the
Resource Based View perspective and the VRIO fraonewm Chapter 5. Change
management theories will also be applied in theptér to capture the process of
adapting internally to a new situation. The analysichapter 4 and 5 follow the
structure outlined in the theory chapter with arception for 5.3 (internal
resources) which is built on the theoretical pamtghapter 3.3.2 (TOWS - the
internal environment). In Chapter 6, the threafgpastunities, weaknesses and
strengths will then be consolidated and summaiiisedOWS which can then be
used to see how Apoteket exploit its resourcesréate or change strategies in
order to succeed on a competitive market. The ibgare chosen because of their
relevance for this study, and because they areidrty used in research within
Business Administration.
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4 The External Environment - Industry
Analysis

The changed market structure will be analyzed VAtrters Five Forces and
consequences of the pro-competitive policies w#él dhiscussed. Relevant
experiences from reregulations on pharmacy marketsther Nordic counties
will also be taken in consideration.

4.1 Threat of new Entrants

The Swedish pharmacy market has until now been aopuwy and it has
therefore not been any possibilities for other actm enter the market. The
government’s pro-competitive policies indicate ghhthreat of entry since the
former monopoly Apoteket AB has been reduced ie aizd other actors now are
encouraged to enter the pharmacy market and haval egcess to the same
distribution channels. Product differentiation alsaarier to entry is only possible
for non-prescription drugs, however, the produetated to the core business in
the pharmacies are more or less standardized (A2@D5). Vertical integrations
between pharmacy groups and wholesales could grasether barrier to entry
since it makes it more difficult to set up indepentdpharmacies. This integration
would make it harder for other actors to get theesdenefits from wholesalers
and vice versa (Anell, 2005). Such attempt by threnEr management team of
Apoteket AB and the wholesaler ICA was hamperedtliy government in
September 2009. The former board of directors Wwes forced to resign as these
actions were regarded as unfair by OAB and the sitipiof Health in comparison
to the other, then not yet established, market &titgps (svt). This governmental
intervention can be seen as a necessary actioretemnt vertical integration and
thereby obtain low entry barriers. Further, pricempetition (which will be
discussed in part 4.6) remains regulated by thhoaties, which gives rise to
both positive and negative effects for the issueenfry barriers. However,
detailed governmental interventions and regulatic@aeh as regulating the
opening hours or type services are not noticeabfars
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The capital requirements on the other side are bagh for the companies buying
existing pharmacies and for the new companies \whsh to establish on the

market from scratch. Location, product assortmerd aervice are all costly.

However, by law, the pharmacies in Sweden are m@gyired to have at least one
pharmacist and part from permission from the Swetedical Products Agency

(LMV) nothing else is required (OAB d). With allighin mind, barriers to entry

could therefore to be considered low.

According to Grant, most manufacturing and serwwistries tend to become
oligopolies that are dominated by a few, but majorarket players. One
consequence of the pro-competitive policies in Ho#land and Norway was a
concentration of the pharmacy market (Anell, 2008hwever, concentrated
markets can be competitive as long as the bareeentry are low and a fear of
potential competitors exists. In other words, nolydhe current level of market
concentration is important for the competition lalgo the potential number of
competitors that may enter the market (ibid.). Ajonty of the interviewed
respondents believe that there will be a conceatraif the pharmacy market in
Sweden as well. This would imply that it will be rlato pre-determine
competitive behaviour because individual actorsieeamfluence the market
(Anell, 2005). To attract new competitors and thamce the positive effects of a
competitive market, it is crucial that the barriéosentry are kept low. As been
discussed above, the Swedish government seemsawdre of this fact and has
taken actions to minimize the barriers to entry by regulating thrice and
hampering Apoteket to develop competitive advargageil other pharmacies are
established.

4.2 Threat of Substitutes, Products or Services

The pharmacy market could be divided in two sepamirkets. One includes
prescription free medicine and merchandises andtiher contains prescription
medicine. This is important to keep in mind wherscdssing the result of
competition when it comes to substitutes.

Generally 80% of Apoteket's pharmaceutical salesstitutes of prescription
medicines which are issued by prescribing physgig@mell, 2005), prescription
medicines are therefore not voluntarily chosen h®y ¢ustomers. Substitutes for
this type of products are hence limited. There fareexample customers that
choose to use naturopathic drugs or use other tgpdseatments instead of

* For example the access to common infrastructbeestand still agreement and that all market piages
allowed to use the term “apoteket”.
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purchasing medicine at Apoteket. However, we cardigde amount of alternative
goods as relatively low because prescription madgi are scientifically
developed and tested and hence more consumed.

The other part of the pharmacy market, prescriptioee medicine and
merchandise goods (like beauty and skin care pteyuare more likely to be
threatened by substitute goods triggered by competiNew market players with
different profiles will most likely increase thenge of substitutes for non
prescription and merchandise goods. This is betied® occur since, currently,
the profit margins are relatively higher for thge®ducts (50 % of Apoteket’s
profit constitutes of these products) and they miglhen increase further
(Interview Brand director, Lakartidningen).

An important factor that partly determines the lewé threat from substitute
goods is customers’ tendency to switch among pisdtitat are similar in
function. In the case of medicine, this tendencyl@éde considered low mainly
because of the specific nature of the product. distomer often does not posses
the knowledge of what the medicine consists of #retefore other things, for
example the brand reputation influences the pumbdsehaviour. This indicates
that the threat of substitutes for prescriptiore freedicine and other merchandises
is important to keep in mind; however, this thrgabuld not be overrated.

4.3 Bargaining Power of Suppliers

The price setting of pharmaceuticals influences sheicture and hence the
profitability of the pharmacy industry, therefoteis important to understand the
price conditions on the pharmacy market in SwedHme price setting also
determines the investment possibilities, the ingestof new actors to enter the
market and the opportunity to achieve the goalshefpre-competitive policies
with increased availability and improved servicbeTproducts in pharmacies can
be divided into non-prescription drugs, prescriptimedicine (including both
original and generics mediciheand merchandises.

During the period of the monopoly market, purchgginices of medicine to the
pharmacies and the prices to the end consumers serédy TLV for all
prescription based drugs.

® Generics: The patent of the medicine has expinectlae medicine can be produced by others thaarigimal
producer.
® Swedish Medical Product Agency (TLV)
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The Old Price Model

AlIP AUP AIP:The purchasing price for pharmacies

Prescription
Medicine Fixed Fixed AUP:The end price to the consumers

Figure 5 (Model based on information from an interview wétliormer manager at Apoteket)

However, other product groups such as non-presmmigirugs and merchandises
that are also found in pharmacies were not prigelated during that period and
the possibility for price pressure will continugesfthe market reform. What has
changed as a result of the reregulation decisidhepharmacy market is that the
new price model that will be applied during theegarlation phase enables
competition for certain prescription medicine.

The New Price Model
Prescription
Medicine AIP AUP
Rx/Patent Max Fixed
Rx/Parallel Max Max AIP:The purchasing price for pharmacies
Rx/Generics Fixed Fixed AUP:The end price to the consumers

Figure 6(Model based on information from an interview wattiormer manager at Apoteket)

Prescriptive medicine will remain regulated by Tlddring the reregulation

process, which implies two things: First, pharmaae not have any possibilities
to influence neither their own purchasing price tior final price to customers,
and second, the pharmacy suppliers are unableetwie® any level of bargaining
power towards pharmacies. The only difference betwtae old and the new price
model on prescription medicine is that the newtsrelfferent types of medicine
differently, whereas the old treated all prescoptmedicine as one group.

The pro-competitive policies will most likely givese to un-proportionally
increased number of pharmacies compared to medmioéucers, and in un-
regulated markets this would normally result inrgased supplier bargain power.
However, with the tight price-regulation on preption drugs, the possibility to
negotiate continues to be limited. As long as plaaies purchasing prices for

" Parallel medicines are imported from other EU-ntdas and have to be approved (Lakemedelsverket).
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medicine are predefined by TLV, the relation betmveappliers and pharmacies
remain controlled for the product category whichkesout approximately 80%
of the total sales of Apoteket- prescription meukci

How prices for prescription medicine will be regeld in the future is still not
clear (TLV Remiss, 2009). However, some argue ¢h&oser price regulation
will lead to better market efficiency (Jonsson, 200

4.4 Bargaining Power of Buyers

A larger number of pharmacies will in the futurergzete for the same customers.
This inevitably gives buyers more bargaining polsecause they now have more
possibilities to choose and decide where to make tiurchases. Porter argues
that powerful customers can capture more value dsgirfg down prices and
demanding better quality and service. Experiencesn fthe pro-competitive
policies applied in the pharmacy market in Norwag éceland have resulted in
competition based mainly on improved service amdeased availability (Anell,
2005).

The motives behind increased market competitionehbgen to ensure best
resource allocation and to generate market effogiemhich in the end should

benefit the consumer. Consumer awareness regamuaicine consumption and
the availability to information further increasd®e tbargaining power of buyers
who are today more equipped to require better pisdar services. However,
despite customers’ increased bargaining power t€6(4993) argues that their
capability to review information regarding pricesdaguality is often overrated.

This phenomenon might again be linked to the vpecHic nature of the product,

and customers’ tendency to switch, also among ppsn free medicine, could

therefore be considered as low.

4.5 Rivalry among Competitofs

According to Porter (2006), rivalry is a significdiorce that shape strategy. He
further states that the intensity of competitiopeateds on factors such as: price,
advertising, product introduction, brand name, rdistion channels, and after-
sales services. In order to see how the pharmadyetaight be affected by pro-

® Parts of the presented data about competitorsased on information gained from the interviews.
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competitive policies and how the market structurg ehange, it is important to
look at what means to compete companies will appdycompete with adjusting
the price is according to Porter one of the mogtartant and most powerful
tools. The possibility to compete with price ongmeption medicine is however
as earlier mentioned very restricted. Price cortipatis therefore mainly possible
for prescription free drugs and merchandises.

When looking at the means of competition in Norveay Iceland, pharmacies
have shown to compete mainly on the basis of imgutaavailability of services.

One example of extended service is the increaseding hours. Furthermore,
new pharmacies have in many cases been located tdoexisting pharmacies
with a high sales volume. Attractive locations h#werefore become an important
source of competition. (Anell, 2005) The compeétivehaviour in these Nordic
countries are in general likely to be seen in Swede well, and most market
players will consider location and improved serviae important means to
compete.

As pharmacies will not be able to expand the tesd¢s of prescription drugs (as
these are prescribed by doctors), the competitidirewolve in attracting as many
customers as possible from others (Anell, 2005arihacies will therefore most
likely try to compete with non-prescription drugsedaown-label products.

The largest market players in the pharmacy maegedst from Apoteket will be
two venture capital companies, ‘Apoteket HjartatdaMedstop Holding AB”
that have acquired 108 and 62 pharmacies respbgtikeonans Droghandel
Retail AB’ with initially acquired 171 pharmacieadh‘Vardapoteket Norden AB’
with 24 pharmacies located mainly in hospitals. Tle first-mentioned actors
are mainly focused on building modern and effecpliarmacies in terms of good
service and product offerings. ‘Hjartat’ will focusn circulation diseases and
‘Medstop’ is a developer of own labelled productsthe area of skin and body
care, vitamins and prescription free drugs. Kromareghandel is mainly focused
on establishing, reconstructing and opening newrpheies in supermarkets and
commodity stores with new signs and product varidtgirdapoteket Norden’ has
been very clear with pointing out that they wilicés on inpatient care. New
pharmacies are expected to be established by Earlgpgest cosmetic company
‘Boots’ that will provide similar products but ihé pharmacy and Ahlens which
will be the first to receive permission from the diteal Products Agency to run
pharmacies.

With this, a market is created with the four acetsr Apoteket AB, the
pharmacy-group and new established actors. The ©EWAB, Eva-Britt

° Please see Appendix 1 for more detailed informadioout the competitors.
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Gustafsson, states that this gives a good markettste with plural actors,
varying focus and geographic coverage (Hallandgpo2009).

Note however that competition from retail and congace stores is not included
in the analysis of competition among rivalries. Thason is that there are much
dissimilarity among pharmacies and retail storeashsas differences in their core
business, which determines the means on competition

4.6 Implications for Apoteket

The above described structural changes in the SWeatiarmacy market indicate
fundamental changes in Apoteket’'s market conditiontey destabilize the
company’s secure selling of pharmaceuticals ancefdrto find skilful tactics to
compete and remain a competitive market playehélong run. The increased
competition, in terms of the acquired pharmaciesl axpected pharmacy
establishments, implies therefore many threats Apoteket who lacks
competition experience due to the fact that islteen a monopoly for 40 years.
However, thanks to the fact that Apoteket’s markeare will be around 35
percent after the reregulation process, the thexatef smaller scale at least in the
beginning because of the company size.

On the other side, Porter (1996) argues that clgimgendustry structure trigger
strategic actions that initiate the exploitationr&w strategic positions, hence,
Apoteket is therefore now also introduced to newketaopportunities. Since

Apoteket will not have company specific respongibs towards society after the
reregulation process, the company will be able t@kentheir own strategic

decisions. In other words, the company does not lh@wserve everyone but can
choose what customer segments to focus on andpsbdacts to offer. Moreover,

the customers will receive more bargaining powethwine market change and
will also be able to demand better products andises which in turn could

trigger Apoteket to perform better.

Considering Apoteket’s size, it is important foethompany to find a balance
between the opportunities and threats in the newkehaenvironment. The
company will be restricted to act freely if its rkar share exceeds 35 percent.
There might even be a risk that it will be difficédr Apoteket to implement new
strategies as competitors could complain, and atigateApoteket is misusing its
dominant position in order to gain competitive ateges.

The current price model regarding prescription mieéi can be regarded as both
positive and negative. It is positive in the setisd it creates a stable competition
ground where the small pharmacies operate on eqoatlitions since the
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possibility to negotiate with suppliers is limite@n the other side, the price
regulation may indicate inefficiency and fewer oppoities for profitability for

pharmacies which in turn can negatively influenke availability and desired
service as a lead of higher costs to run a pharmiaeyight also increase the
entrance barriers and make it less attractive éergial competitors to enter the

market.

Given the previous presented industry changesyaetehreats and opportunities
for Apoteket are extracted and categorized accgrdim Weihrich (1982)
categorisation of external factors:

Economic

- Reduced market share
and turnover

Threats Opportunities

- Possibilities to influence
prices on non prescription
drugs and merchandises
- International expansion

Social and Political

- Customers might still
expect Apoteket to take
responsibility towards
society?

- “Stand Still Agreement”

- No additional
responsibility towards
society, the company
is “free” to do what it
likes.

Products & Technology

- Substitutes (non
prescription drugs)

- Possibilities to
extend the product
variety

- Improved processes

Market & Competition

- Employee loss

- International competition
- Customers increased
power

- Competitors know how
to compete for customers
and locations

- Opportunity to niche

Other factors

Figure 7. A summary of Apoteket’'s Threats & Oppaities

The possibilities to accurately evaluate the dinms and the means of
competition among the numerous actors is somevilietl due to the fact that
the market players have not yet begun to operatieeirpharmacy market. Despite
the basic fact that is available today about thepetitors, uncertainty of how the
competition will evolve still remains. Consideridgferences in some aspects of
competitive behaviour in Nordic countries, it idfidult to forecast the exact
shape of competitive behaviour in the Swedish phagmmarket (Anell, 2005).
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Due to this, it is vital that Apoteket works onestgthening its internal resources
and capabilities to prepare the company to meétrdiit market behaviours. The
next chapter will discuss Apoteket’s internal reses to give a complete analysis
about the opportunities and threats that the propetitive policies carry.
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5 The Internal Environment-
Resources & Strategies

This chapter provides a discussion regarding Apetfskinternal organisation

and how the process of changing internally haswaddue to the pro-competitive
policies. Central topics are change managementucail changes and internal
resources.

5.1 Managing change

The operations within Apoteket are controlled wéthscorecard that highlights
four perspectives: Finance, Customers, ProcesseEmployees (AR, 2008). The
strategies and objectives in each focus areadyk@ow how Apoteket will work
in the future:

OBJECTIVES
AREA 2012 STRATEGIES
* Profitability on the
same level as the be: > Develop new offers to private consumers and to
operators in this line the nursing and healthcare market
of business. - Strengthen Apoteket as part of the health
Finance *To preserve and  industry
further develop a - Increase international presence
strong brand
- Develop innovative solutions and services with
a focus on health
- Increase market knowledge for Apoteket
Farmaci
* To be leading in the > Focus on the customer treatment
Customers areas of = Introduce new forms of operation, such as
pharmaceuticals and franchise pharmacies.
health products - Multichannel strategy- different sales channels
will cooperate with- and reinforce each other
- Refine the operations. Clarify the efforts and
focus on the offers and services aimed at the
nursing and healthcare market
* Efficient processes -> Introduce vertical integration in order to ensure

Process using modern IT own control over product sourcing
systems - To develop the leading logistics solutions in the
industry

- To manage important sustainability issues
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To be the attractiv

alternative for thos:

who wish to develo} > Strengthen management and employees in the
in the areas o developmenttowards increased competition

Employees pharmacy, leadershij > Strengthen Apoteket's brand- directed at the

>
>

professionalism an employee market
entrepreneurship

Figure 8 Apoteket AB Annual Report 2008:11

The core values that the company will work with asefollows:
Creditable- always provide high standard and rédigboducts to the customer

Considerate- meet the needs of the individual icoatance to their living
standard and take responsibility for the consecgee € the operations and also
contribute to a good environment and society wipicdhmotes health.

Innovative- interesting company with new ideas

Proactive- contribute to the development of thdtheadustry (AR, 2008:11)

When adapting to the changed market conditions,tdpemanagement within
Apoteket has realized that internal changes andtatde. The CEO expresses the
need to develop new business opportunities andsstaat central restructuring
efforts are being made in order to achieve gooditphility (AR, 2008). Year
2008 was devoted to intensive restructuring worloider to confront the new
operators (ibid).

During the transformation period, Apoteket contsmue have responsibilities
towards society because they are obliged to ensuresafe supply of
pharmaceuticals throughout the country during gesod. Thereafter, Apoteket
will not have any specific responsibility towardscety but is able to compete on
equal conditions as everyone else. (Interview, &egi director) Apoteket will
still be state owned and is thus dependent on agnets with the government.
However, whatever these agreements include, thera istrong belief that
Apoteket will become more commercialized. (Intevwjéormer top manager)

Furthermore, not a single Apotek will close durthg transformation period, and
Apoteket will continue to supply medicine to rurateas until the market
stabilizes, that is until the acquirers take ower ¢lusters and new pharmacies are
established. After that, localization will be a gtien of profitability. Apoteket is
also in charge to provide the infrastructure wikksblutions and other operational
systems to all market players. Until the pro-contpet policies are fully
deployed, Apoteket is due to the stand still ages@mmot allowed to promote
their products, implement new projects or plang twuld give the company
advantages relative the competitors.of July 2009, the pro-competitive policies
entered into force and the market was opened fargilayers (Apoteksservice).
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However, there are still today no noticeable charfge the customer since there
are yet no new established pharmacies and theracsgjhiave recently taken over
the clusters. The process is therefore extendedheneixact date when the process
is considered complete is not clearly defined. Tusild imply that until the new
actors have actually entered the market and thecepso is considered
accomplished, Apoteket is locked in and unabletioout their strategic plans.

The pro-competitive policies and the change in stdu structure influence
Apoteket’'s operations and drastically change iteddmns in the pharmacy
market. According to Goodstein & Burke (1991), thernal pressure, rather
than the internal desire, is often the primary oea® why companies change. A
reregulation of the pharmacy market has, as earlemtioned, been discussed for
decades. All discussions and debates regardingndirket reregulation could be
regarded as signals to the former monopoly. Thesemabled Apoteket to prepare
for these market changes in an early stage whadgrding to Goodstein & Burke
(1991), gives better possibilities to execute maichanges that fits with the new
external conditions.

Apoteket has, as earlier mentioned, made intefmahges in the organisation and
will continue to make a lot of changes in the nstafature. As the company is
still operating under the stand-still agreement yndmngs are today only plans
but Apoteket's strategies for the future are cleagkpressed in the Annual
Reports and by the Brand director. One of the magmcerns is that the company
will no longer be able to do everything but willMeato prioritize, and according
to Porter (1996), well thought prioritization igeerequisite for a good strategy.

We have until now been able to do everything, wee Head a lot of
people and a lot of money. To prioritise and toéhawvurage to choose
what not to do will be the greatest challenge af al (Brand Director)

Apoteket do not plan to be a cheap alternativeha future but not a high class
alternative either. The company will offer good gwots for a good price to many
people. People must be able to afford at leass dirthe product range. The vision
is “a life in health” and the company will widenetiproduct range to strengthen this
vision. The management team has decided to focusvoncustomer segments,
families with children and adults from 45 years.eTlast customer segment is
named “an active life” and refers to a period fe livhen people get more time for
themselves. (Interview, Brand director) The manag@meam has also indicated
that Apoteket is considering international expansidich is also mentioned in the
Annual Report from 2008.
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5.2 Critical aspects of change management

5.2.1 Structure

Even if the company is restricted to implement aarstrategies in the market,
much internal effort has been made to prepare thanization to meet new
challenges and opportunities that follow the relaon. Changes in strategies
implies, according to De Wit & Meyer (2004), chaage either how the company
will internally organize in terms of structure aodivhat activities it will reinforce
in order to be profitable and deliver value to ous¢rs.

When it comes to the structure, Apoteket is builtaohierarchy structure where
the government is the owner and has exclusive gigit the management.
Following the hierarchy line, the board set therfeavork for the company and the
CEO commands the business within these directivdk. pharmacists are

employed by this single body (Apoteket, 2009). Adoog to the Regional

director, Apoteket has by tradition been bureaietid top-managed. During the
period of pharmacy monopoly, the customer did raveha choice but to make its
purchases at Apoteket and did not hold any powevas therefore also internally
understood that the employees working closest & disstomer had the least
power within the organisation. The company is noarking on changing the

hierarchic system and the structure completely. pyramid will be turned up

side down and this is a major challenge for the agars but also for the
employees (Interview, Regional director):

The employees working in the stores are fosteréw an old and
hierarchic system where orders are given from the. tAll of a
sudden they are required to think themselves byt tdon’t usually
say “wow finally” but rather “it is you[top managementuthors’
remark]that should make the decisions.

Following the structural changes, from early 2008as decided to have one local
manager working in each store. This change was rtadeaintain the business

during the reregulation process and to have loaalagers as a link between the
top management and the employees (Interviews, lnaahagers).

Since Apoteket has been top managed for almosedfsychanging the structure
is a rather difficult change that requires a whodev way of thinking. In addition,
this new mind-set requires a large-scale interrahsformation of values and
should result in a reorientation of the strategu (De Wit & Meyer, 2004).
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5.2.2 Changing the culture

As a result of the competition, the managementytedeognizes the importance
of having a more commercialized operation than vitaat earlier been the case.
The need of changing the culture is clearly exg@$s/ the Regional director:

The old culture must be torn and from the remainungs, the
new Apoteket AB will rise. If this is not doneyill be hard to
survive.

Apoteket has been working with changing the intecoéture since 2006-2007.
All 11 000 employees were informed about the futared how the top
management was thinking in 2007. During 2008-2@b®erent activities with
managers and employees were carried out to inforngave guidance of how
to think in terms of the vision, “a life in health{interview, Brand director)
Apoteket has earlier been associated with diseas@she culture has during 40
years been based on pharmaceutical knowledge. ladto become more
commercialized, the Regional director points ouwt thor the last two or three
years Apoteket has been much focused on figuresseltidg results. This has
according to him enhanced the results and Apotéketelling a lot more
commercial goods today than a couple of years @ge. customer will hold
great power in the new pharmacy market with thecdsothey are offered. The
Regional director further points out that this geses the importance to meet
the requests and needs of the customer. Duriniashéve years the employees
have therefore been requested to think in terntaisfomer request and service.
These changes in values all aim to prepare the anynjpwards becoming more
market oriented. Furthermore, the Brand directgresses the urge of leaving
the general responsibility to society but to caminvorking with Corporate
Social Responsibility. The new strategic focushigst to judge from both the
Annual Report and the interviews, to become moramercialized and market
oriented.

Different tools has been used in order to changectiture of the company and
one attempt is that all the employees that worktores now share the same
dress-code from fall 2009 (Interview, Local mandg@&iscussions with local
managers have also shown that extended opening malirbe introduced in
some stores. The implementation of these typevafiges has been carried out
through different approaches. The Regional direexmlains:

Changes have been carried out through work on cimgnghe
attitudes of the employees by education and phyadjastments.
The largest underlying factor is the leadership dingt managers’
constantly “nag” about commercialization, the poweof
consumers and that one is a seller and not onljamacist
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Overall, the Brand manager does however not thak thanging the culture
has been especially hard:

There is a positive feeling among most employedsraany of them
think that it is great that something is happeniigis is why | do
not think that the change has been particularlychr implement.

The Regional director argues that employees havernbe more business oriented
but states that the journey to transform the celtweis far from ended. Many of
the local managers understand the need to sell ooonplementary products and
merchandises; however, they still think that therpiaceutical knowledge is
more important (Interviews, local managers). Theé#erences in opinions
among managers at different levels would imply tth&t old culture is not yet
totally replaced with a more commercialized focus.

Cultural changes of this nature could be very tooasuming and changing the
company values is a major challenge for Apotekete(view, Brand director).
The early and slowly implemented preparations cdblough be beneficial in
succeeding. Both internal education programs arel d¢bnstant talk about
customer request, service and customer power dmultbnsidered as factors that
contribute to changing the company culture in Agete Also, simple tangible
changes such as rearranging the products in tHeeshand sharing a common
dress code to create a sense of belonging cowdgstren and shape the “new”
culture.

Vital for the implementation of successful changratsgies is a solid and good
communication system, since according to CoulsoorTds (2005) a common
understanding among colleagues also enables corentititom the employees to
achieve the objectives of the organization.

5.2.3 Communication

The communication during the reregulation periogbésceived to be good by
some respondents and less efficient by othersloadl managers express that
they are satisfied with the information and the atpd provided by the top
management; however there is also a desire to knoke of what is happening
within the organisation. One manager states:

We receive as much information as possible. | wisltould receive

more but it is not possible. What the top managénseworking on
cannot leak due to the stand-still agreement.
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Another local manager agrees and continues witingay

| think that the information flow has worked wdlhis is a very special
situation and | fully understand and respect thasinot possible for the
top management to communicate everything.

However, the lack of communication has resulted isituation where a lot of
employees have felt uncertainty during the rerdguaprocess. This simply
because the employees did not know if their stasalevchange owner or if they
would continue to work as before. (Interview, Looanager)

The Brand director argues that they have not beénta communicate the new
business concept or the future plans in detailsndu2009 because of the stand-
still agreement. This results in a situation whex@ryone is unaware of the
planned actions after the reregulation process. sAsn as the stand-still

agreement ends, Apoteket will begin the implemémabf the new strategies

and projects very rapidly. To get everyone to usiderd, accept and carry out
these plans on such a short time period is perdeagea great challenge by the
Brand director.

The Regional director is satisfied with the comneation from top-management
during the transformation period. However, he wsshieat there would be a
greater understanding and consideration for opsfoem employees. In general,
the local managers shared the same thoughts ragahds issue and clarifies that
the opportunities to share opinions has been dlail@a the intranet. Despite
this, the level of participation is perceived as loy local managers.

An efficient communication system which enables leyges to understand why
a change is necessary could contribute to minimesgstance and help resolve
potential internal conflicts during the process K& Jackofsky, 1989). This
since an efficient information flow could help temployees in Apoteket to create
a common understanding and jointly rebuild a celtur

According to Coulson- Thomas (2005), successfudtatyy changes require a
common understanding of what to achieve. When e to Apoteket, all the
interviewed managers argued that changing the @ag@on is a must rather than
a desire and the general impression received tsalhthe managers understand
why Apoteket has to change now. The local managederstand that the
organization will change to become more commemzalibut have not received
enough information to know exactly what strategudsbe implemented after the
reregulation process. When the stand-still agreémesarches its end, Apoteket
will immediately start to roll out the new businessncepts and plans. These
strategies will in the end be realized by the eryps at a local level. The Brand
director stated that it is a major challenge to @seryone onboard in
implementing the strategies quickly, and this bseathhe local managers and the
employees in lower levels are not yet aware of de&iled actions the top-
management has planned. According to Kotter & Sahdger (2008), the speed of
change affects the resistance level among employdese a very rapid
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implementation of strategic plans could lead tohkrgresistance than if the
process was slow. A rapid change often indicatele@ plan of action and little
involvement of others than the change initiatorshé change process is slow, as
it has been during the preparations, there is aftdess clear plan with higher
involvement of people other than the change imite@at The future strategies
planned by the top management seems to be unddhe tstore managers who
have not received clear thoughts about what siedegill be implemented in the
future. Another reason for the vague plans coulthbethe company has focused
on changing the mindset of the employees and thmepaoy values. These
changes allow a certain degree of subjective int¢apon and are therefore time
consuming. However, during these slow and earlybeadpanges in Apoteket, our
respondents at lower managerial levels expressyalite level of involvement
in the change process despite the possibilitiesotament on the intranet. This
fact is somewhat controversial to Kotter and Schtgs’s arguments since the
level of participation is low despite the slow charprocess.

Apoteket will, as mentioned above, begin to implatmall new strategies very
quickly. The Brand director clearly described ttieg¢ company is well aware of
what strategies to execute and how they will tanbpelemented when the stand-
still agreement ends. This implicates that Apotdia a clear action plan which
might be an advantage; however, the high speethgieimentation might increase
resistance among the employees, since they haabstrb everything on such a
short period of time. It is therefore very impoitdor managers to identify

potential sources of resistance and find ways todleathese situations if they
appear. The work on values and norms may lay a spbbund for continued

acceptance and low resistance also in future giyateplementations. However, a
more rapid change might increase the resistancengutite employees and it
would be dangerous to think that all barriers tgplement new strategies are
tackled.

5.3 Internal resources

The main resources that were brought up duringitberviews as important
means to compete for Apoteket are categorised timéo brand name of the
company, the employees and their knowledge, thedycts and services. These
topics cover information and arguments about hawé#sources are conceived by
Apoteket and how they will be used in the futurecérding to Barney & Wright
(1998) competitive advantage could be achievedhef firm resources fulfil the
following four criterion of being:Valuable Rarg Imperfectly Imitableand
Organization The resources discussed by the respondents halefore be
evaluated by this classification.
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Brand name

The brand name of Apoteket was discussed by alralbstespondents as an
important pillar to build competitive advantagepesally in the early stage of
competition. According to the respondents, the drdApoteket” includes
attributes such as confidence, loyalty, safenesd, @edibility. Currently, the
brand name is top rated in Sweden among many wotbiéknown companies, and
is placed after Google, IKEA and Orrefors (Supeands). However, in what way
the brand will be affected by rivalry is not enlyrelear.

Even though the respondents consider the brand marbe a strong resource,
they have expressed clear concerns regarding sheofioverrating the resource.
Relying solely on this factor as a mean to compatebe dangerous according to
the respondents who gave following explanationstig:

Since many of the competitors will acquire our esoand keep our staff,
they will naturally have access to much of what lmand contains.
(Brand director)

Everyone talks about how strong the brand name pbteket is.
However, | believe that the brand name is more @ased with the
pharmacy industry than with the company.

(Regional Director)

It is dangerous to think that the customers wouldse us only due to
our strong brand name, they will of course be cusiovhat other
companies has to offer as well.

(Regional Director)

Apoteket is a well-known and top rated brand in @sve It isvaluablefor the
company as customers associate it with creditglalitd knowledge. This might
enable the company to realize strategies and givadaantage over rivals when
promoting new products because of the support ftostomers. The brand name
Apoteket could be consideredre in the sense that the company has been the
only actor in the pharmacy market for several yebhrsaddition, the brand has
become a part of the Swedish society and traditidrich makes it unique.

In the strategies stated in the Annual Report (feid®) there is an emphasis on
image building, and the Brand director also cladfthat Apoteket will continue
to associate its operations and products to thénfieint of the vision “a life in
health”. This new vision is overall consistent witthe company core values
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Creditableand ConsiderateCreditable since all produéfsand services need to
be reliable to keep the good reputation &whsideratebecausethe company
wants to contribute to a society which promotedthdaee the core values below
Figure 8).

Because the brand name consists of intangible resewsuch as culture, history
and knowledge, it is difficult for competitors tmitate this resource. However, it
has also been argued by both the Brand directott@nBegional manager that the
brand name of Apoteket is associated with the wialedish pharmacy market
and not to the single company Apoteket AB. This Momply that the brand
name actually isnot imperfectly imitable Furthermore, market players that
acquire already existing pharmacies earlier ownedoteket do not only take
over the stores, but also the employees. At theesiime, new established
pharmacies will also hire new personnel and emp@sys Apoteket might chose
to work for competitors instead. This scenario wlowmidicate that the rivals will
share some of the values included in the brand redrApoteket.

The brand is associated with a high level of exgertand pharmaceutical
knowledge and theswganizationalresources have as earlier mentioned pervaded
the organization. However, the question is howhlhend name will be affected
with the changing direction towards commercializati

Employees

The pharmaceutical competence and the skilful epegl® are not only

recognized as powerful competitive advantages by téspondents within

Apoteket but also highlighted by the two former nbems of the management
team. One of them stated that the personnel is etanfy good at what they do
and loyal to the customers. According to him, thkyees at a local level might
even be those who have corrected many of the neistakade during the

implementation of the pro-competitive policies. thermore, the employees at
pharmacies in Sweden are considered unique simii&eumany other countries,

they are authorised pharmacists and therefore &gezsonal responsibility when
serving medicines (Interview, former top manager).

19 See page 46, under subtitle "products” for furttiecussions regarding products
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However, despite the general belief in employeesesconcerns regarding this
resource were brought up:

We have great documentation and very knowledgeadrisonnel to

attract customers [...] | am convinced that the &ypes will be one of
Apoteket’'s internal strengths. However, the conbgesti will most

likely also have good staff, but we all differ aflexs, and in the end it
is all about selling. (Regional Director)

The Regional director further explains that it wbbke wrong to settle down with
the relief of having competent employees, and tticompany must change in a
direction set by the customers. He further stresisatdit would most likely not be
affordable to continue to have the same numbehafrpacists in the future since
customers are unlikely to pay for the extra phaen#ical information
(Interview, Regional director).

The average age at Apoteket today is rather highthe Regional director is
afraid that this might be a disadvantage for thengany in the competitive
market. The majority of the older employees witlthe company today are
educated pharmacists, devoted to the scientifit gfamedicines and healthcare.
The new competitive market will however also requgood selling techniques
and increased service (Interview, Regional dirgctéurthermore, employees
with a higher average age are more expensive mst@f salaries. Nevertheless,
the managers within Apoteket are afraid that tlastdr hinders a successful
implementation of new strategies. One local managen confirms that she sees
employees with a higher average age as a problenhape that it will be easier
to implement changes when some employees havesdefinterview, Local
manager). The employees can therefore also be dmyedi a weakness within
Apoteket. A further concern is that it is not pbésito replace old employees with
new staff because of the principle “first in lasit'oregulated by the Swedish
Employment Protection Act (1982:80 228 part 3). &gnced pharmacists are
also more expensive since their salaries are higherh could be a disadvantage
for Apoteket. Moreover, the young personnel aeting to the majority of the
respondents expected to be the ones who of cyriasd other reasons are willing
to work in other pharmacies. However, it is impottdao point out that the
competitors acquiring Apoteket’s stores will hakie same employees and maybe
the same problems.

As seen in Figure 8, employees are one of the igigield perspectives in the
Annual Report 2008 where the objective is to atttlagse who wish to develop in
the areas of pharmacy, leadership, professionatisoh entrepreneurship. One
strategy that will be used to fulfil these objeesvis to strengthen management
and employees in the development towards increes@getition. Another aim is
to become an attractive employer. All respondentstpd out that the employees,
with the knowledge they possess, are one of thet ingsortant and valuable
resources for the company. The value of the logglleyees might even increase
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with the pro-competitive policies since they argedily connected to the
customers who gain increased power in the new rhatkecture.

Employees as a resource could not be considerbd tare since there are many
qualified pharmacists working at Apoteket todaytthall be available for all
market players. Furthermore, with the pro-compstitpolicies it will only be
necessary to have one certified pharmacist worurgng opening hours in order
to receive permission to operate (OAB d). Sinde dtommonly believed that the
pharmacy market will become more commercializedrpiacies will most likely
search for other qualities than pharmaceutical eigee when recruiting new
people. It will many times not be necessary for petitors to imitate the
employees of Apoteket since they as earlier meatlonill have access to this
important resource.

It may appear controversial that the employeescaresidered as an important
resource and that the strong brand name to sonemteist associated with the
employee knowledge, as they at the same time ae as an obstacle when
implementing changes.

Products

The Brand director states that competitors mosehyikwill try to imitate
Apoteket’s resources and do whatever they can $aipo themselves close to the
company when it comes to the business concept.RHggonal director believes
that it will at least take one year until the cusers can notice any differences
between stores and that the first visible changesdéferent signs and dress
codes. Talking about differences compared to comeopgt the Brand director
states:

“The main differences between us and our compstitall be the product
variety”

The Brand director confirms that Apoteket will aff@ore products in the future
but she further emphasises the importance of kgegood quality and credibility.
This should be done by connecting every productexeellent knowledge.
(Interview, Brand director)

Products and campaigns have been launched to tieactew vision of “a life in
health” so to stop associating pharmacies with alidgases, but to health. One
local manager highlighted that they have made sdmaeges in the store such as
increasing the number of shelves in order to omganihe products better. She
further points out that their local strategy ismiolen the product range:

We will become better at selling and recommendioigpementary
products to customers, but of course with the ecusts’ best in mind.
We also put more effort in Apoteket’s own labeldoicis and will also
work more with beauty care products in the future (Local Managey
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Following this, another local manager pointed dwttthe company is offering
good products, decent prices and well documenteduats. The Brand director
however points out that currently Apoteket hasudeld some products in their
product assortment that could be questioned fronsciantific perspective.

Examples of such products are vitamins, water amd dccessories. (Interview,
Brand director)

The Brand director declares that Apoteket in thertiwill choose between two
directions when it comes to products. They couldegifocus on the health sector
and cooperate with nurses and health instituteBoars more on beauty care
products. Compound trading towards merchandisdsovgever believed to be
very risky according to one of the former top masragvho think that Apoteket
should focus on their core activity, i.e. to offamescription medicine. He even
states that companies that do not focus enoughhercare activity will most
likely not last on the pharmacy market. He furthmeates that there are no
pharmacists included in the group executive bodrdpmteket today and draws
the conclusion that the core activity is not enopgbritized by the management
team (Interview, former top manager).

Apoteket will in the future, as mentioned, diffetiate by either focusing more on

beauty-care products or to cooperate with the healé. The connections with the
health sector are unique because Apoteket has kdgelof the system and has
established contacts already, and therefore had msghts in this area. It is for

these reasons that the former top manger arguespladéeket should focus on the
core activity of the business and focus on thethealre sector.

One of Apoteket’s core values mentioned in the AhrReport 2008 is that the
provided products should be reliable and have h kigndard. Equally important
is that the company should be innovative and comavith new ideas, products
and processes of improvement. At the same tim@rdicgy to the Annual Report,
the company will provide products that yield higlefgability. The Brand director
further explains that Apoteket will offer produ@saffordable prices so to attract
the majority of people and products will be develdwith good knowledge and
quality that live up to the good reputation of tirand. Important to keep in mind
is that Apoteket should never prioritize profitayil before quality so to not
jeopardize the reputation connected to the brandotéket has, as earlier
mentioned, begun to offer products such as watdrdiffierent vitamins whose
credibility, seen from a scientific perspectiveultbbe questioned.

In general, two perspectives have been shown wihemies to products. The first
perspective emphasise the importance of being Bin@s and to widening the
product range to attract customers. The other petsgg highlights the

importance of focusing on the core value and wauldgest that Apoteket only
offer credible products that are associated with hliable brand name. It is
important to consider both perspectives and torpide credible products before
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high profitability margins. Products, as tangildsaurce for a company, is usually
a resource that is sensitive to competition, howewethe products succeed in
capturing these values and perspectives they ame #iso more likely to be
valuable andrare. Furthermore, if Apoteket scientifically tests alvn labelled
products, their products are surely harder for cefitgrs toimitate For this
reason, products that do not necessarily requiyeseientifically testing, like hair-
ribbons, are not something that would contributebtilding the reliable brand
name and could therefore be avoided. Importantigblight in this case is that
prescription free medicine and merchandises argstulo imitation.

Regardless of what niche Apoteket chooses, impbigathat the products always
are supported by science so to differentiate thmpamy from commodity store
and to avoid the risk of loosing credibility.

Service

As a result of the pro-competitive policies, Apaekwill also work on
improving the service towards customer. The Branectbr explains further:

| think that this[the pro-competitive policies, authors remnjankll
result in better loyalty offers connected to certgharmacies, but
also better service in terms of availability andpnoved customer
treatment (Brand Director)

One example of increased service, given by a lo@alager, is that her store now
is sending a text message to the customer’s celtglwhen the prescription
medicine is available to pick up. Another store removed closing during lunch
time and other stores are planning to extend tlemiog hours. Further actions to
improve availability, carried out in one storesfagoin information meetings in
the church (Interview, Local manager).

Service in terms of improved customer treatmertregased availability including
better location and better opening hours, are usigans to attract customers, as
have been the case in other Nordic countries whein pharmacy markets were
reregulated (Anell, 2005). Service will be impottéor Apoteket because product
differentiation of prescription medicine is low atids particular product category
constitutes 80% of their total pharmaceutical s@de®ll, 2005). Since physicians
assign prescription medicine, it is not possibleApoteket to increase the sales to
one customer. It is however possible for the corgpanattract customers from
rivals. Service is further a direct linkage betwdlke company and the customer
and therefore affects the way customers percewe&dimpany. It is therefore vital
for Apoteket to offer extended customer values \gitbd services.

Service, as an intangible resource, has greatlpligss to be valuable, rare and
imperfectly imitable for Apoteket. Service is udedcreate customer value and to
achieve long term relationships that would bentsi@ company in the long run.
The wide range of possible services that Apotekataffer enables the company
to differentiate from rivals and in that way becomere attractive. The fact that
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service is dependent on knowledge and custometmess, it has great potential
to be company unique and could therefore be hdalenitate. Apoteket has to
consider good service as a part of every activitthe organization for this to be
possible.

It is noticed that the local stores already hasubelg improve service and to find
new ways to satisfy the customers. To send a tessage to the customer when
the prescription is ready, to attend informationetirggs or to adjust opening
hours in accordance to the district health cenamresall minor, but important,
attempts to increase service and to deliver custeadae. Since service is mostly
executed by the employees, they are also mosyltkdind solutions to every day
problems. It is therefore important for the managetin Apoteket to encourage
the employees to communicate their opinions angesigpns to higher levels in
the organization and to the other stores. In thay atores can learn from each
other and jointly create a good service culture Wauld enhance their possibility
to differ from rivals. Service might then createisginable competitive
advantage. This would contribute to the realizabd\poteket’'s stated desire to
develop innovative solutions and services withau$oon health and is also in line
with their strategy to focus on customer treatment.
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6 Summary & Conclusion

The main findings of the study are summarized tjnailne TOWS matrix which
briefly presents the outcome of the analysis amthéu highlights potential
beneficial strategies and possible pitfalls Apotetauld consider when planning
approaches to efficiently meet competition.

Apoteket will have a first mover advantage since ttompany is already
established and does not have the same need ¢&loaggjuirements to invest in
stores, equipment etcetera. The competent pers@mkltheir insights to the

health sector are unique for Apoteket since thepaom has good knowledge of
the system and established contacts. Additionaaatdges of being a monopoly
company for a long time is the strong, historicahge Apoteket has created in
Sweden and the accumulated knowledge the employee® about the

infrastructure of the operating systems in the miarkn addition to above,

people’s tendency to switch among medicine supplgfow due to the nature of
the product, and because their capability to revigfermation regarding price

and quality is considered low. In general, the Sale@opulation has furthermore
high confidence in products supplied by ApotekdierEfore, Apoteket has an
initial strong competitive advantage over rivalaurtRer, Apoteket has good
possibilities to survive the changed market stmectiecause it will be one of the
largest pharmacies and the low entry barriers @igeteket the opportunity to

expand. Apoteket has own label products and thepaomis refocus on figures

and selling result has resulted in increased sdlesmmercial goods.

However, the traditional culture and structure witApoteket do not support the
competitive environment and the company lacks cditnge experience. It is
therefore necessary to adjust its internal operatto the external environment so
to exploit the new opportunities and minimize theeats competition implies.
Early preparations on changing the company towam®mmercialization has
shown to give results, considering the enhancdohgalf commercial goods and
the changed attitudes of higher managers. Howeeene of the local managers
still prioritize the pharmaceutical knowledge as renamportant than the
competence to sell more complementary goods tamewess. A concern in the
change process of Apotekets culture and structutbe high average age of the
current employees since they might be more reladimarchange. The general
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belief is however that it has been fairly easy hange the mind-set and the
culture within Apoteket as a result of preparingdompetition.

When the stand still agreement expires, Apotekdtiatroduce and implement

new strategies quickly which will affect the empeg. Important is that Apoteket
does not take for granted that the process of imelging new changes will be as
easy as it has been. If these plans have a st@nmgercialized focus, resistance
from local employees might arise. The employeeshitrigel that pharmaceutical

competence will be undervalued in relation to teguired commercialized

competences.

Apoteket’'s means of competition to achieve sustden@ompetitive advantage
are argued to be improved service and producttyai®ssibilities to compete on
price are limited since prices on prescription rgd will continue to be defined

by TLV. Since physicians issue the prescriptions not possible for Apoteket to
influence the sales of this product category. Tammany can however attract
customers to purchase the medicine in their stdrks. possibilities to sell non

prescription drugs and merchandises then also aeserePrice competition will

therefore mainly be focused on the last mentioraegories.

To attract customers and to build long term retediops, various types of services
that add customer value can be developed. Pergedadervice, such as sending
sms to the customer when it is time to pick up thedicine or attending
information meetings, are very tactical ways tawl customer value. The local
stores, because of their close relation to theooust, may have good suggestions
of how to increase service. It is therefore verypamant to have a good
communication system that enables an increasedcipation of the local
managers in decision making, and encourages thdmdmew ways to increase
efficiency and engage in problem solving. Benchnmgykbetween stores within
Apoteket is another way of developing best practise

Further analysis show that it is risky to heavayyron and overestimate the brand
as a competitive resource. This because rivals hagess to much of what the
brand name Apoteket covers, such as the IT infrestre and the knowledge the
employees possess. With this in mind, Apoteket’'samseto compete will most
likely be service improvements and product assartme

Since the possibility to compete on price is limigend the brand reputation might
be associated to the pharmacy industry and notsomge company, the product
assortment and the loyalty programs Apoteket Wi#troare crucial for their future
performance. Because of the stand-still agreentbet,projects and plans of
Apoteket are not realized yet and therefore carprecisely be evaluated.
However, regardless if the company decides to facuthe health care sector or
on the consumer sector, it is vital for Apoteketcarefully choose the right
products that are in line with customers’ expeotati and products that are
covered by the core values of the company. Onepoftéket’s largest advantages
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is the credibility of their products. Therefore, dtpket should not widen its
product range by including products that might beggionable from a scientific
point of view so to not jeopardize their reputation

With regard to both the industry analysis and thalysis of internal resources;
threats, opportunities, weaknesses and strengtbeaatlined in a TOWS-matrix
(see page 53). These factors are presented fromekgits perspective. The
model serves as a summary of the evaluated inteaandl external variables
triggered by the market reform. Further reasonsfglying this framework are to
understand and perhaps enrich the current condidst@tegies by the top
management team of Apoteket presented in their AiNRaport.

52



External Opportunities

(0)

1. No societal responsibility,
freedom to niche and to choose
customers

2. Possibilities to influence
prices of certain products

3. International expansion (AR
2008)

External Threats (T)

1. Reduced market share
and turnover

2. Strong competitors
(competition on employees
and locations is expected
to be high)

3. Threat of substitutes for
prescription free drugs and
merchandises

4. Choosing the wrong
path might result in

decreased creditability

Internal Strengths (S)

1. Knowledge about the
business infrastructure

2. Historical insights about
the Swedish pharmacy
market

3. Owns the whole
customer base today

4. Will be one of the largest
market players

5. Corporate name
associated with good
reputation and credibility

SO ("Maxi-Maxi"-Strategy)

* Use the reputation to negotiate
(01,23:S52,5)

* Use the knowledge about the
infrastructure and the Swedish
society to better find a
matching niche with the
companies resources and
capabilities (S1,2 ;0 1)

* Due to the brand reputation
and company size, Apoteket has
the possibility of being price
flexible on prescription free
drugs and merchandises (S 4,
5;02)

ST ("Maxi-Mini"-Strategy)

* Introduce new products
and improve service (S

1,2,35;T1,23)

*Be careful to not
overestimate the brand
(S5; T4)

* Launch credible products
that are in line with the
brand reputation (S2, 3, 5;
T2,3,4)

Internal Weaknesses
(W)
1. Traditional culture

2. High employee average

age

2. No experience of
competition

WO
Strategy)

("Mini-Maxi"

* Introduce different incentives
to encourage a changed culture
(W1, 01)

WT ("Mini-Mini"-
Strategy)

* Benchmark with
competitors (W1, 3; T 2)

Figure 9: TOWS applied on Apoteket
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6.1 Concluding reflections

The fact that Apoteket will not continue to havepecific responsibility towards
society after the reregulation process ends, iidica their future decisions and
strategies. The management within Apoteket shoelddseful when choosing the
new patterns of developments because it is postialethe Swedish population
will still expect Apoteket not to strive towardsofit maximization and expect the
company to still take certain societal respongibgi One way to maintain the
trust of the population might be to take some vtdun responsibility towards
society and to be involved in different philanthyoprojects. Examples of this
could be to sponsor projects or sport events. Agrodxample that also is
connected to increased and improved service coeltbloffer health guidance
which has already been discussed by some pharmddiesaction could show
that the company is taking some responsibility ibwdlso results in improved
service in different ways which the customers mighpreciate. With time, most
people will probably understand that a competibebaviour is needed to survive.

The future for Apoteket is uncertain and how thenpany will perform in
relation to competitors remains to be seen. Theagament within Apoteket
believes that the company is as prepared as iddmibnd the sustainability of the
preparations will now be tested. If the governmergaals with the pro-
competitive policies will not have the desired ame, there is a risk that end
consumers will be negatively affected, and thereiighermore a probability that
Apoteket will be expected to take societal resgahises again and backup the
failed process. Also, since the decision of theketareregulation was a political
decision, interesting is to see what happens istieal democratic party wins the
election this autumn,

Reregulations of different markets are common dlgpband in Sweden, these
political reforms have been experienced more duthwey recent decades. The
outcome of this study is very specific to the phacgpnmarket, since consumers
themselves do not chose what prescription medicmeirchase. The result of this
study does however show the importance of changirigrnally to meet
competition. It further highlights critical aspecitsiportant to consider when
changing the organizational culture and structuce ts enable successful
implementation of future strategies. Another lestftat can be drawn from this
study is that it is very easy to overestimate thgources and capabilities of a
former monopoly as the company has never before balgject to competition.
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6.2 Future Research

Since this study has been performédring the reregulation process, some
consequences are hard to see at this point. Ihtegyesould therefore be to
evaluate how the pharmacy market actually has edolvhen the process has
stabilized and new market players have enteredrsket. It would further be
interesting to see how Apoteket in the long runl Wi affected by the pro-
competitive policies, what exact strategies will ibgolemented after the stand-
still agreement has expired and whether or notdbmpany will be able to
compete on equal terms as other market players.

55



7 References

7.1 Articles and Books

Anell, Anders, 2004.Nya villkor for apotek och lakemedelsforsaljning.
Erfarenheter fran avregleringar i Danmark, IslandroNorge.Institutet for halso-
och sjukvardsekonomi. Lund: KFS.

Anell, Anders, 2005. Deregulating the pharmacy rearthe case of Iceland and
Norway.The Swedish Institute for Health Economidgalth Policy 75 9-17.

Barney, Jay B — Wright Patrick M, 1998. On becoméingtrategic partner: The
role of human resources in gaining competitive atage.Human Resource
Management.

Beer, Michael — Eisenstat, Russell A, 2000he silent killer of strategy
implementation and learningloan Management Review, Vol. 41.

Bourgeois L.J. lll, Broadwin, David R, 1984. Stgite implementation: Five
Approaches to an Elusive Phenomen8trategic Management Journalol.
5

Bruzelius, Lars H — Skarvad, Per-Hugo, 200dtegrerad organisationslara.
Lund: Studentlitteratur.

Bryman, Alan — Bell, Emma, 200B6retagsekonomiska forskningsmetoder
Malmo: Liber Ekonomi.

Collis, David J. & Rugstad Michael G, 2008. Can Ysay What Your Strategy
Is?Harvard Business Review.

Coulson-Thomas, Colin, 2005. Corporate transforomafilanagement Services.
Vol 49.

Chrusciel, Don — Field, Dennis W, 2006. Succesgofa in dealing with

significant change in an organisatidusiness Process Management Journal
Vol 12, pp. 503-517.

56



Dess, Gregory G — Lumpkin, G.T — Eisner, Alan B)&trategic Management.
4th ed.New York: McGraw-Hill Irwin.

De Wit, Bob — Meyer Ron, 2004&trategy — Process, Content, Contéxindon:
Thomson Learning.

Dobni, Brooke. 2003. Creating a strategy implem@mmaenvironmentBusiness
Horizon,Vol 46.

Fine, David — Hansen, Maia A. — Roggenhofer, Stef2008. From lean to
lasting: Making operational improvements stitke McKinsey Quarterly.

Folster, S. 1993Sveriges systemskifte i fara? Erfarenheter av pigeaing,
avreglering och decentraliseringlJI-Rapport 1003.

Grant, Robert M, 2005Contemporary strategy analysidth ed. Oxford:
Blackwell Publishing Ltd.

Grant, Robert M, 2008 Contemporary strategy analysi6th ed. Oxford:
Blackwell Publishing Ltd.

Goodstein, L.D. - Burke W.W. 1991. Creating sucfidssrganization change.
Elsevier Sciencevol. 19 (4) p4-18,

Holme, Magne Idar — Solvang, Krohn Bernt, 19%arskningsmetodik. Om
kvalitativa och kvantitativa metoddrund: Studentlitteratur.

Hoque, Zahirul, 2003Strategic management accounting: concepts, prosesse
issuesFrenchs Forest, N.S.W.: Pearson Education Auatrali

Kotter, J. - Schlesinger, L. 2008. Choosing stigedgor changeHarvard
Business Reviewol. 86, pp.130-139.

Kvale, Steinar, 1998nterViews Thousand Oaks: Sage Publications.

Kerr, Jeffrey L. — Jackofsky, Ellen F, 1988ligning Managers with Strategies:
Management Development versus SelecBtrategidManagement Journal.

Larsson, S. (2003)Avregleringen har blivit ett prisfiaskdSvenska Dagbladet,
2003-01-16.

Lundahl, Ulf — Skarvad, Per-Hugo, 2009tredningsmetodik for samhallsvetare
och ekonomeMalmo: Holmbergs.

Miller, Susan, 1997. Implementing strategic decisioFour key success factors.
Organization Studies/ol 18.

57



Noble, Charles H., 199%®uilding the strategy implementation netwoBusiness
Horizon, Vol. 42.

Patel, Runa — Davidson, Bo, 200=rskningsmetodikens grunder — Att planera,
genomfdra och rapportera en undersoknibgnd: Studentlitteratur.

Porter, Michael E., 1996. What is strate¢fiérvard Business Reviewol. 74.

Porter, Michael E., 2006. The Five Competitive FEsrcThat Shape Strategy.
Harvard Business Review

Proctor, Tony, 2000. Strategic marketing managenfi@nthealth management:
cross impact matrix and TOWS. Page 47-56. EmeN(@R) Vol.14

Slevin, Dennis P. — Covin, Jeffrey G., 1997. Sgwtd-ormation - Patterns,
Performance, and the Significance of Contdeurnal of Management/ol.
23,No 2

Thompson, Arthur A. — Gamble, John E. — StricklaAd,J., 2008 Crafting and
executing strategy : the quest for competitive athige : concept and cases.
Boston: McGraw-Hill/lrwin.

Westley, Frances R., 1990. The Eye of the Needl@tu@l and Personal
Transformation in a Traditional Organizatidtuman Relationsvol. 43.

Weihrich, Heinz, 1982. The TOWS Matrix — A Tool f&ituational Analysis.
Long Range Planning

7.2 Electronic Sources

Altor: Who we are
http://www.altor.com/altor/opencms/who_we_are/
Date: 13-12-2009

Apoteket, 2009: Organisation
http://www.apoteket.se/privatpersoner/om/Sidor/OrotegetContents_Organi
sation_Koncernledning_Koncernledning.aspx. Dat®1-&010

Apoteksservice: Om Apotekens Service AB.
http://www.apotekensservice.se/Om-Apotekens-Sehvikate: 30-11-2009.

58



AR 2008: Apoteket’'s Annual Report 2008.
http://www.apoteket.se/privatpersoner/om/Documépsteket _arsredovisnin
g_2008.pdf. 03-12-2009.

AR 2009 3rd quarter: Apoteket’s Annual Report 2009.
http://www.apoteket.se/privatpersoner/om/Docum@nts¥o20Apoteket/Finan
siell%20Info/Apoteket_Q3-09_B.pdf Date 17-12-2009.

Bolagsfakta a: Bolagsinformation.
“Altor Acquires over 200 pharmacies under the brApdteket Hjartat”
http://www.bolagsfakta.se/pressreleaser/visa/petessse/177914/
Date 12-12-2009

Bolagsfakta b: Bolagsinformation
“Kronans Droghandel valjer Logica som leverantarrfy apotekslosning”
http://www.bolagsfakta.se/pressreleaser/visa/petsase/178718/kronans-
droghandel/E5E273AF-0766-622B-5339-9624273A48D1
Date: 13-12-2009

Bolagsfakta c: Bolagsinformation
“SEGULAH: MEDSTOP HOLDING AB ("MEDSTOP”) FORVARVAR
TRE APOTEKSKLUSTER”
http://www.bolagsfakta.se/pressreleaser/visa/petssse/177972/segulah-
medstop/392F51B4-55C4-457C-AA74-276934ECF8E7
Date: 13-12-2009

Hallandsposten, 2009.
http://hallandsposten.se/nyheter/halmstad/1.6352488: 07-11-2009

Jonsson, Bengt. Dagens Apotek. Nya apotek skaadpitala omreglering av
marknaden

http://www.dagensmedicin.se/dagensapotek/deb@&/P@/22/de-nya-apoteken-
ska-sjalva/index.xml Date: 18-12-2009

Kronans Droghandel: Kronans droghandel 1907
"Kronans Droghandel kdper 171 apotek dver heladéind
http://www.kronansdroghandel.se/press/pressmeddietdiironans-
Droghandel-koper-171-apotek-over-hela-landet/ eDaB-12-2009

Medical Products Agency
http://www.lakemedelsverket.se/malgrupp/Foretagteksmarknaden-2009/
Date:16-11-2009

Medstop: Medstop tar vid dar monopolet upphdor
http://www.medstop.se/om-oss/om-medstop Date: Q@10

59



Lakartidningen.
http://www.lakartidningen.se/includes/07printArggbhp?articleld=12340.
Date: 02-02-2010

Lakemedelsverket
http://www.lakemedelsverket.se/malgrupp/Foretagdrakdel/Parallellimport
Date: 12-04-2010

OAB a: Statens agardirektiv for Apoteket Omstru&turg AB, 2009.
http://www.omstruktureringsbolaget.com/PageFile$/¥%2C3%84gardirektiv%20fr
%C3%A5n%20staten%20per%20den%2030%20april%202009.pd
Date: 10-12-2009

OAB b: Information about the reregulation of theesigh Pharmacy market and the
sales of pharmacies.
http://www.omstruktureringsbolaget.se/images/ssddecuments/Bakgrundsmateria
I/reregulation.pdf Date: 10-11-2009

OAB c: Om Apoteket Omstrukturering AB.
http://www.omstruktureringsbolaget.se/sv/om-oab/mah-Date: 22-11-2009

OAB d: Generella fragor, Omstruktureringsbolaget AB
http://www.omstruktureringsbolaget.se/sv/fragor-gefar/generella-fragor
Date: 02-02-2010

OAB e: Vem kar kopt Apoteken?
http://www.omstruktureringsbolaget.se/sv/faqs/16aker-och-etablering/39-
vem-har-kopt-apoteken. Date 26-11-2009

Press release (pressmeddelande) PRIVEQ INVESTMHENEstor. Stockholm,
Sweden, 9 November 2009, PDF file. Can be foundjo@yle.com:
http://www.google.com/#hl=sg&source=hp&q=(pressnedddde)+PRIV
EQ+INVESTMENT%2C+investor.+Stockholm%2C+sweden%2€i®v
ember+2009.&btnG=K%C3%ABrkim+n%C3%AB+Google&fp=287P
5cb907876 Date:13-12-2009

Segulah: Welcome to Segulah
http://www.segulah.se Date: 13-12-2009

Swedish Employment Protection Act (1982:80 228 Bart
http://www.notisum.se/RNP/SLS/lag/19820080.htm.eD86-01-2010

S2008/184/HS
Huvudbetdnkande av Apoteksmarknadsutredningen e@lening av
apoteksmarknaden (2008:4) Yttrande 2008-03-28 Br2(®8. Date: 15-12-
2009
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Superbrands: Topp100 Superbrands B2C 2009-2011
http://www.superbrands.com/sweden/ Date: 12-043201

Svt: Hagglund kravs p8var om Apoteket, 22 september 2009
http://svt.se/2.106391/1.1699985?lid=puff _17048(s=extra_1
Date: 21-01-2010

TLV - Tandvards- och lakemedelférmansverket. REM2989-12-21
PDF- file can be found at: http://www.tlv.se/tlvinesser/
Date: 10-01-2010

7.3 Interviews

Brand manager: 14-12-2009, Stockholm
Two former members of the top management: 14-1328@ckholm
Regional director: 15-12-2009, Malm6

Local managers: 10-12-2009 — 22-12-2009, Lund &rvtal
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Appendix 1 — Information about the
market players

As part of the Swedish Government sell-off of tHeamnacy monopoly466
pharmacies, groped into eight limited liability stars (10 to 200 each), were
offered for sale to big market players. Four padgngave signed stock transfer
agreement for the acquisition of the eight pharmaasgters, the sum of which
went up to 5, 9 billions SEK. The transactions @vaditional on the approval of
the Swedish Medical Products Agency and the SweGmmpetition Authority,
and on the buyers accessibility to the IT-soluti¢@AB b)

1. Apotek Hjartat, owned by venture capital company Altor, acquiester 1
and 8 that comprise 208 pharmacies (OAB e). TherARund Il is a private
equity fund, invests in companies in the Nordicisagwith a focus on value
creation through growth initiatives, strategic depenent and operational
improvements. Current and previous investmentsimwithe health care sector
include Aco Hud, Ferrosan and PaloDEX, and withia tetail sector Byggmax,
Dustin, Euro Cater and Helly Hansen (bolagsfakta, a

Altor’'s investment objective is sustainable perfanoe improvements in order to
build the strongest possible business over time,pronements as
enhanced revenue growth, margin expansion andatafiiciency” (alto)

The acquisition of over 200 pharmacies puts Apdigkrta in a strong market
position from the start, with a clear ambition tow faster than the market as a
whole and the company sees a strong opportunigxpand the business in the
area of pharmacy service. Its ambition is to btild leading Swedish pharmacy
retail chain in terms of competence, quality of iady product offering, and
operational efficiency. (bolagsfakta, a). Apotekattt has attracted a set of
exclusive advisors that will work together with theanagement team and the
board, among others the former CEO of ApoteketA\&® Hallman, the most
recently President of Swedish Medical Products Agefsunnar Alvan, the
former Chief Legal Council of Apoteket AB Dag Johasson and the former
advisor to Apoteket AB Steinar Stokke. Such compette Apotek Hjartat will be
a very valuable component in achieving our ambitiondevelop the leading
Swedish pharmacy chain (ibid.)

2. Kronans Droghandel Retail AB owned by Oriola-KD och KF, acquire cluster

2 that comprise 171 pharmacies (OAB e). The codiperdetween these two
partners in early 2009 to strengthen their positiothe re-regulated pharmacy
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market aimed to prepare for the acquisition of pteies and to jointly establish
new pharmacies among other at Coops supermarketoamohodity stores.

Kronans Droghandel has for more than a year prdp#self for the market re-

regulation with the aim to become one of the legdimarmacy-chains in the
country. The future planes are to reconstruct @meh new pharmacies, put up
new pharmacy signs, introduce new inspiring prodaciety at the same time as
Kronans Droghandel guarantees a safe usage of imiediad advisory for the

customers. The partners see the future with reasserbecause the benefit of
taking over a well working operation with knowledéde and competent

personnel (kronansdroghandel).

With service-minded personnel and safe and effectupport system, in
combination to an inspiring assortment and attvacstores the company believes
too many new and satisfied customers (bolagsfaita,

3. Medstop Holding AB, owned by the venture capital company Segulahyieeq

cluster 3, 4 and 5 that comprise 62 pharmacies (®ABSegulah is a private
equity investor that owns and develops medium-sizethpanies in Nordic

countries. The companies they invest in are “paibfé, stable and are run by
engaged ambitious company leaders” (segula).

Medstop business concept is to meet and developliaemacy market with
modern and effective pharmacies that are obtainapiés offerings and its ways
of meeting people. Medstop offers products in treaaf prescription and non-
prescription drugs, pharmaceutical commercial gpadsl also its own branded
products it develops in the area of skin- and becahg, vitamins and prescription
free drugs. The customers will be served be expee® personnel and Medstop
will also supply advisory for the prescript medeiand for self-care. Customers
will be met with a new sign, partly owned developguality and customer
adjusted products, exiting offers and en excelterstomer service and educated
personnel. Medstops ambition is to build up a gfrand reliable position in the
Swedish pharmacy market through modern pharmacidscompetent personnel
where safety is the core value. (medstop)

Medstop is recognized as a strong entrepreneuymidl sombined with experience
in the pharmacy market and in retailing, and theyeha good number of
employees who earlier have had leading roles intéymi AB (bolagsfakta, c)

4. Vardapoteket i Norden AB, owned by Investor and Priveq Investment,
acquires cluster 6 and 7 that comprise 24 pharmd€&B e). The pharmacies
are located on-site in hospital and concentratecemtral and southern Sweden,
and will have 250 employees with solid pharmacailitékills and backgrounds.
(press release) Vardapoteket aims to become agstnuarket player in the
Swedish pharmacy market, and it will operate cldse care provision.
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Vardapoteket will offer a broachnge of products and services for patients, their
relatives and care staff in partnership with health providers. (ibid.)
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Appendix 2 — Questionnaires

Local Managers:

1.

How long have you been working in Apoteket AB, amioht work tasks does
your current position involve?

How has the reregulation influenced the work in ryadffice? Have you
notices any visible changes from tiéaf July 2009 in your pharmacy?

How do you consider the change process in the aaton, how has the
information channels worked during this market gefation period? Have
you been updated with information and have youdmit level of participation
in the change process?

What do you consider as Apoteket’s strongest ressumupon which the
company can build its competitive advantage? Onadther side, what are
Apoteket’s weaknesses from your point of view?

Regional Director of Oresund

1. How long have you been working in Apoteket AB, antlat does your

position as a regional chief imply?

How does the competition influence the operationtghe pharmacies? What
changes are noticeable (physical as subjectivegesann the company and in
the pharmacies?

What does a competitive market imply in terms ofeBts and Opportunities
for Apoteket?

What are Apoteket’s strengths to meet these nevkehahanges? What do
you consider as the company’s main competitive aigge over rivals?

What are Apoteket’s main weaknesses and disadwesffag

Is Apoteket well prepared to meet the competititmWhat way? And how
has the work on preparing the company been implesdeby which means?

What desired backgrounds are required when recguitianagers?
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8. How has the information flow during this transfotioa period worked? Do
you feel that you been updated about potential gbsiin the company as a
lead of the work towards the new market conditiods?e you felt any level
of participation?

Brand Director

1. What does the competition mean for Apoteket AB hod has the company
changed as a lead of the pro-competitive policies?

2. What does the competitive market imply in terms o®hreats and
Opportunities for Apoteket?

3. What do you consider as Apoteket’s strongest coiiyehdvantage and how
will the company differ from rivals? What are thengpany’s weaknesses?

4. How will the company choose to profile itself iretmarket?

5. Is the company prepared for competition, how? Fov long and in what way
has the preparations been done?

6. Have you faced any form of resistance from emplsywken managing the
change process? How has the strategy implementagien carried out during
this transformation period?

7. What is Apoteket’s future vision, and how do younkhthe company will
develop in the future?

Former members of the top management team of ApbeR
1. What do you generally think about the reregulato the competition in the
Swedish pharmacy market? How has Apoteket AB handlas market

transformation?

2. What are the challenges facing Apoteket AB now whbe market is
reregulated and opened for competition? What aredmpany’s advantages?

3. How will Apoteket manage the balance of being stateed and now forced to
face commercial requirements?

4. How will the competition in the Swedish pharmacyrkeds evolve and what
consequences will this have for Apoteket AB?
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