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The Application of Event Study to the Evaluation
of China’s Drug Price Reduction Policies

ZHANG Qiong
(School of Economics and Management » Tsinghua University, Beijing 100084, China)

Abstract: This paper comprehensively evaluates the impacts of drug
price reduction between 1997 and 2007 in China by event study method and
makes an exogenous test of the price reduction policies by targeting method.
It shows that, before and after the implementation of drug price reduction
policies, the effect of drug price reduction policies on relative prices in phar-
maceutical market is featured by V shape, which means the price reduction
intervention in the first month of implementation has the most significant
negative effect on medicine market prices which soon revert to the original
level before the implementation of drug price reduction policies, and the du-
ration of reduction intervention effect is short. In addition, the effect of drug
price reduction policies on drug retail prices is stronger than the one on con-
sumer prices, and the prices of Chinese medicine and medical apparatus and
supplies are affected significantly by drug price reduction policies. It indi-
cates that the governments in China take active administrative means of price
reduction to intervene drug market, but the intervention effects are limited,
which is closely related to our special medicine market environment.

Key words: drug price reduction; price index; event study
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