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Effects of Collusion on Drug Procurement Auctions

—Evidence from the National Centralized Drug

Procurement Policy in China
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Abstract: We evaluate the effects of China’s National Centralized Drug Procurement Policy
(NCDPP) on drug procurement results. We construct a dynamic procurement model to study
bidders’ collusion behavior. The model shows that: increasing procurement amounts or reduc-
ing procurement frequency incentivizes bidders to deviate from collusion, which causes lower
bidding prices; the changes also reduce the number of bidders, which raises the future price.
Then, we use the drug procurement data to examine the theoretical predictions. The results
show that the NCDPP decreased the drug price by 87% on average; a high market concentra-
tion caused lower prices in the drug procurement.
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