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From passive payment to strategic purchase:
A study on the effects of national centralized drug procurement

policy on pharmaceutical enterprises

Abstract: The benefits of national centralized drug procurement policy were not only cost control,
but also helpful for the high-quality development of pharmaceutical industry. Since the
establishment of China National Healthcare Security Administration in 2018, the pattern of
pharmaceutical procurement had been led by the health insurance system, which changed the
situation of passive payment into strategic purchase, affecting the drug manufacturing enterprise.
Drug procurement is a market behavior, which needs to abide the rule of market operation. Thus, as
the main market players especially the key participants and stakeholders, the changes in the
behaviors of pharmaceutical enterprises can illustrate the effect of reform. This paper analyzes the
panel data of 155 China A-share listed pharmaceutical enterprises from 2018 to 2021 by using a
time-varying difference-in-difference model. The results illustrate that with the health insurance
intervene the pharmaceutical market, the competition pattern of this market has been changed. After
the implementation of national centralized drug procurement, on the one hand, through the increase
of drug purchases has brought down drug prices, and the enterprises’ operating income has declined.
On the other hand, health insurance uses the fund payment tool to strengthen the constraints on
hospitals, solved the problem of drugs not being used in hospitals, and reduced the sales expenditure
of enterprises. Although the income of enterprises declined, it was accompanied by the reduction of
sales expenditure, which enabled the enterprise to maintain a certain level of profit. The weakening
of marketing forces enterprises to turn to innovation-driven, which more money can be invested in
research. Heterogeneity analysis showed that national centralized drug procurement had little effect
on the business performance of large pharmaceutical enterprises, but all types of enterprises reduced
marketing expenditure and increased innovation investment through signal effect. In the long run,
the overpower of health insurance has compressed the living space of other stakeholders, which it
will be harmful to make the pharmaceutical market maintain stable. In the future, the market need
to introduce a community mechanism and form a balanced pattern of multi-governance, which will
promote the high-quality development of China's pharmaceutical industry.

Keywords: Strategic purchase; The restriction of fund payment; Operating income; Multi-

governance
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