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ABSTRACT

Background

Since the 1970s, the essential medicine policy of World Health Or-
ganization provided the abundant practical experiences for supply security
system of essential medicine in the world, but access, quality assurance
and rational use of essential medicine have been the global problems. Al-
though the pharmaceutical supply in rural China had been undergone the
stage of tender for the county or municipal level and pharmaceutical sup-
ply and regulation network for the county level, above-mentioned prob-
lems existed for a long time. In 2009, Chinese government started the
construction of supply security system of essential medicine in the primary
health care sector in order to solve these problems and ensure the availa-
bility, affordability, quality assurance and rational use of essential med-
icine. Anhui and Shandong province reformed their supply security sys-
tem of essential medicine according to the relevant laws in the December
2009 and the March 2010 respectively. The main policies include zero-
markup sales, bidding and procurement, government grants, pharma-
ceutical use and etc. These policies produced a certain effectiveness and
much more unexpected results.

At present, policy, organization and elc. has been studied on the in-
stitutional arrangement, coordination mechanism, incentive mechanism

and implementation effectiveness based on the research framework of pub-
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lic policy, WHO survey methodology. The above-mentioned research is
still lack of the basic theory and logical framework on the supply security
system of essential medicine. Especially the study on transaction cost is
not found in the area of pharmaceutical policy. Transaction cost theory of
the institutional economics can integrate four kinds of studies into an ana-
lytical framework to study transaction relationship. This research path will
improve the explanatory power of theoretical framework. Therefore this
thesis will combine the transaction relationship into process, path and
mechanism to construct new institutional analytical framework in order to
explain the unexpected results of supply security system of essential medi-
cine from the human assumptions and behavior logic based on the trans-
action cost theory. On this basis, transaction cost is measured to obtain
empirical evidence to validate the internal logic of the analytical frame-
work.

So this study presented the following three research questions.
(1) Which kind of policy objectives is expected to attain through what
kind of institutional arrangements? (2) What are the practical results
of supply security system of essential medicine? What are the gaps be-
tween expected objectives of institution design and practical results in
real world? (3) How do transaction costs of supply security system of
essential medicine lead to the emergence of unexpected resulis?

Objectives

The general objective of this thesis is to explore how to generate the
unexpected results through institutional arrangement, transaction cost to
implementation effectiveness based on the institutional analytical frame-
work and empirical evidence, in order to put forward theoretical basis
and scientific evidence on optimizing institutional arrangements of supply
security system of essential medicine. The specific aims include: to con-
struct institutional analytical framework of supply security system of es-

sential medicine in rural China; to reveal the characteristics of institu-
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tional design of this system; to analyze practical implementation effec-
tiveness of this system; to measure the transaction cost of this system
similary in order to explore the causes and logic path generated the gap
between institutional design and practical implementation; to put forward
optimization suggestions on this system.

Methods

This study used secondary data and field survey data to test hypothe-
ses. The secondary data include: policy documents and research literatures
on essential medicine policy; China Statistical Yearbook 2011; Shandong
Statistical Yearbook 2011; China Medical Statistical Yearbook 2009; cen-
tralized procurement data (2011.5.1 ~ 10.31) at primary health care
sector in Shandong province; business operation data (2009 ~2010) at
township hospitals in Shandong province and etc. The quantitative and
qualitative data in the field survey were collected in Anhui and Shandong
province. A total of 6 township hospitals in Anhui province and 9 town-
ship hospitals in Shandong province were selected as the study sites based
on purpose sampling according to the economic level, geography distri-
bution and institutional difference of supply security system of essential
medicine. The quantitative data includes: financial and business report at
the sampling township hospitals; pharmaceutical storage records; price
survey of 154 and 166 samples before and after essential medicine reform
respectively in Anhui province and in Shandong province based on ran-
dom sampling; prescription survey of 2098 and 1832 samples before and
after essential medicine reform respectively in Anhui province and in
Shandong province based on mechanical sampling; 72 and 117 patients
survey respectively in Anhui province and in Shandong province. The
qualitative data were collected by focus group interview and key informant
interview. The focus group interviews were organized for three pharmaceu-
tical manufacturing companies and seven distribution enterprises. The key

informant interviews were carried out with 58 persons, including depart-



[[asanbafukRFEXA %
REAH X EABAAT RRARTR

ment of health, provincial pharmaceutical centralized bidding center,
and county health department, township hospital in Anhui and Shandong
province.

The analytical process of this thesis was consisted with three parts.
The first part was to summarize the characteristics of institutional design
and institutional arrangement in the sampling sites through the method of
policy analysis, literature review and key informant interview. The sec-
ond part was to analyze the expected effectiveness and unexpected results
through the field survey data. The third part was to measure and analyze
transaction cost of supply security system of essential medicine based on
the quantitative and qualilative data in Shandong province. The measure
steps were as follows: to identify the transaction activity and function in
the transaction process through the quantitative data; to construct the
preliminary framework of measuring transaction cost of transaction activity
according to the transaction cost theory; to consolidate China Statistical
Yearbook 2011, Shandong Statistical Yearbook 2011, centralized procur-
ment data (2011.5.1 ~10.31) and business operation data (2009 ~
2010) at township hospitals into database for measuring transaction cost;
to analyze the institutional effecls between the stakeholder’s behavior and
implementation effectiveness arising from transaction cost; finally to de-
duce and summarize the logic path between institutional arrangement and
implementation effectiveness.

Main results

1. Institutional arrangement and institution design for supply securi-
ty system of essential medicine was as follows. This system was hierarchi-
cal organization led by government in order to solve the problems such as
purchasing channel confusion and pharmaceutical shortage. The institu-
tional design planed to decompose the existing problems into different
function of different stakeholders. The specific institutional design was as

follows; to reveal the demand of patients through the bidding and tender;



