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How Do Price Regulations Impact Drug Prices in China?
A Study of the National Essential Medicine Policy and
Zero Markup Policy

Yue Yang' Long Xiaoning” Zhu Hengpeng’
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Abstract: The Chinese government has proposed the establishment of a zero markup drug policy
to reduce medical expenditure and improve the appropriate use of medication. Will this policy be
effective? In order to answer question we first use a theoretical model to investigate the strategic
response of pharmaceutical enterprises to price regulation. The theoretical results show that phar—
maceutical enterprises will adjust the bidding price and rebate limit of drugs according to the
price regulation to ensure the incentive for doctors’ prescription choice; and this adjustment will
raise the bidding price thus partially offsetting the inhibitory effect of price regulation on drug
prices. In the empirical part we utilize the drug bidding national essential drug list and secu-—
rity-covered drug purchasing data of both central and local levels to estimate the impact of zero
markup drug policy and national essential medicine policy on drugs’ tender price. The results in—
dicate that the implementation of zero markup drug policy has increased the tender price by about
9% and the implementation of national essential medicine policy has increased the tender price
by 8%. We can see that the pharmaceutical pricing policies have failed to achieve the intended
goal of reducing drug prices because of the pricing strategy of drug manufactures.

Keywords: national essential medicine policy; zero markup drug policy; reducing medical ex—
penditure and improving the appropriate use of medication; drug pricing; drug bidding
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