Edward Keefe

MIS Practicum Lab – Assignment #5: IS Management Issue
Cost vs. Benefits of RFID Implementation in the Pharmaceutical Industry

Background

The pharmaceutical industry is under constant scrutiny when it comes to public safety.  The Food and Drug Administration has a multitude of regulations in effect that dictate some of the practices of drug companies.  These regulations range from how clinical trials are to be conducted and documented to how direct-to-consumer advertising should be presented to the public.  Despite, the regulations that are in place to protect the consumer errors are still made.  In the past 3 years the industry has been the target of a plethora of lawsuits for the drugs Vioxx, Lipitor, and Celebrex, just to name a few.  

As the trend toward stricter regulation in the industry is imminent the attention is now being placed on the use of new technology in the pharmaceutical supply chain.  There are similarities between the supply chains of retail goods and of prescription drugs.  Both go from the manufacturer to the wholesaler who in turn sells to, in the case of the pharmaceutical industry, hospitals, traders, distributers, large pharmacy chains, and large retailers.  During this process there are companies that provide logistics, warehousing, and transport of the drugs.  Ultimately, the drugs may change hands well over 3 times before reaching the retailers.  The main difference between the supply chain and consumer goods is the price that is paid by the end user.  This is seen in programs such as Medicaid and Medicare where the prices are much lower for someone purchasing a prescription than at a pharmacy.  

Problems 
The two major problems arising from the complex pharmaceutical supply chain are diversion and counterfeits.
The first problem, diversion of prescription drugs, occurs when discounted drugs meant for government programs, charity and hospitals are instead sold at full price on the open market.  As seen above this “diversion” can take place at any point on the supply chain once the product has left the manufacturer, because the tracking of individual bottles is not available.  This may also lead to the drugs being diverted to the black market where the drugs are sold to habitual users who do not have prescriptions.  

The second problem, counterfeiting, occurs when “fake” drugs or placebos that appear like the real drugs are put into circulation in the market.  This is a growing concern as products from other countries are readily available with hardly any distinguishing differences from the actual drugs.  The effect this can have the health of an individual can be life threatening.

The Issue 

The solution to the problems above seems to be the implementation of an RFID tracking system.  However, if the technology is available why hasn’t an RFID tracking system been put into place by the major pharmaceutical companies?  The answer is cost.  Currently, the cost of one RFID tag is approximately, 10 cents as opposed to less than a cent for a traditional bar code tag.  There has been a recent push to mandate the tracking of drugs through the supply chain from the manufacturer to the wholesaler and then to the retailer.  This makes RFID the leading candidate for tracking drugs on the case level.  However there is much debate as to the feasibility of RFID implementation on the individual bottle level.  The question that proceeds is: Do the benefits of RFID outweigh the costs?  A caveat must be addressed here.  Ultimately, depending on which side the question is approached from may yield very different results.  For example a pharmaceutical company has different motives and may assign different values to benefits and costs or may omit or add some benefits and/or costs then someone who is a consumer of that product.                  
General Issue 
The general issue here is the implementation of new technology.  Looking within the pharmaceutical industry to see how new technology has been launched in the past may help to serve a benchmark.  It would also be used in benchmarking the launch of the RFID in other industries.  This could serve as an estimation of success rates and cost and savings schedules if in fact the execution was successful 
What is RFID?
RFID stands for Radio-frequency identification.  It uses radio waves to transmit the identification and other unique information about whatever it is attached to.  RFID tags contain an integrated circuit that stores and processes the information and an antenna that receives and transmits a signal.   

The range and size of an RFID tag depends of the type.  Passive RFID tags have no internal power supply and must use the incoming signal to power up.   They can be scanned from a few hundred meters and are thinner than a sheet for paper.  There are Active RFID tags which have an internal power supply however they are typically bigger and more expensive.  They do have their advantages over Passive tags.  They are more reliable and have a farther scan range (approximately 500 meters).  There are also semi-passive tags which are a hybrid of the active and passive.  A power source is not used to broadcast a signal it is only used to power up the circuit.      
Advantage of RFID

The major advantage of RFID over bar codes is that the RFID can be scanned from many feet away as opposed to having to be oriented directed under the scanner.  They can also hold more information than a typical bar-code and can measure external variables such as: temperature, vibration and light.    
Evidence of Difficulty 

There is evidence that this is fundamentally difficult issue to address not only in the pharmaceutical industry, but also in other industries. 
· There is currently a lot of hype around RFID and the supply chain
· States are trying to implement drug tracking through supply chain
· Whether RFID will actually solve the problem in the pharmaceutical supply chain

· If benefits of implementation will outweigh the overall costs

· Wal-Mart’s RFID failure vs. US Department of Defense RFID success

The Stakeholders
This issue is central to two parties; pharmaceutical companies and the Food and Drug Administration.  The pharmaceutical companies are concerned with this issue for a couple of reasons.  First, due to diversion and counterfeiting they are losing money.  Second, it would be advantageous to be ahead of any regulations that are put in place by the FDA.  Since the problems that occur in the pharmaceutical supply chain are a danger to public health the regulating authorities are already trying to implement better supply chain tracking.  The FDA on the other hand is concerned with public safety and if the perceived danger is high enough stricter regulations may be put into place.  The secondary stakeholders are the public.  The consumers’ lives may be in jeopardy if counterfeit drugs are sold to them.  This can also influence the policy makers depending on public opinion.

Understanding both sides of the benefits and costs of RFID implementation in the pharmaceutical supply chain will help to make the best decision possible going forward.  Having improper knowledge of the subject could lead to the non-use of a potentially lifesaving technology.  It could also lead to a very expensive failure.    

