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Drug Distribution
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Drug Distribution –
 

Licenses

Drug Distributor
–Wholesale drug trading 
–Good Supply Practice 
(GSP) Certification
–Special license for specific 
drugs e.g. nacrotic, 
radioactive

Retail Pharmacy
−Retail drug trading 
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Drug Distributor

–
 

Wholesale drug trading license (GSP license) hard to get
–

 
No FDI restriction

–
 

High capital requirement e.g. SH: RMB200m and other 
requirements such as warehousing, cold room storage, 
secure facilities, IT system to record product coming in & 
going out and tracking the products, reqistered pharmacist 
etc

–
 

No new license issued to foreign company since 2004
–

 
Gov’t is pushing the sector to consolidate
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Targets for Drug Distribution by 2015

Target 2015
National drug distributors with turnover of RMB 
100B (US$15B)

1-3

Regional drug distributors with turnover of RMB 
10 B (US$1.5B) 

20

Top 100 drug wholesaler account for 85% 
(70%-

 

2009)

Top 100 drug chain retailers account for 60% 
(39% -

 

2009)

(2013, distributor: 13,000; retailers 420,000)
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Source MOFCOM 2013 Pharmaceutical Distribution Industry Operation and Statistical Analysis

Total Revenue      CNY987.3 B
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Procurement & 
Pricing



Procurement of Drugs by Public Hospitals
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Drug Pricing

1.
 

Price set by manufacturer
2.

 
Price set by Gov’t (NDRC)
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Drug Pricing

–
 

For drugs which prices are set by NDRC, the distributor 
will apply to NDRC to have a price set

–
 

NDRC set the maximum retail price
–

 
NDRC will normally set the price at generic drug level 
(uniform price setting 统一定价 )

–
 

If the distributor would like NDRC to set a higher price, it 
will have to make an application for “separate price setting

 单独定价 ”
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Drug Pricing –
 

Price setting

–
 

Separate price setting: applied by drug manufacturer
–

 
Different tiers: 

New drug/patent drug
Originator (off-patent) drug
First generic (first to copy)
Second generic
Third generic
Uniformed Price (everyone else)
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Drug Pricing

–
 

统一定价 (Uniform Price Setting)
 

vs 单独定价 (Separate 
Price Setting)

–
 

Bases for applying for Separate Price Setting
New drug
Patented drug
Innovator drug (原研药)
GMP drug
Better therapeutic and less side effects
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Drug Pricing 

Innovator Drug
Drugs which were not patentable
First to market
Off patent drug

–No definition in the law
–Mean different things at different times
–This is being phased out 
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Drug Pricing

Patented Drug
Only compound patent (manufacturing, 
formulation, use not relevant)
Chinese Patent
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Tender & Bidding

–
 

Gov’t drug procurement are now centrally organized by 
provincial MOH

–
 

MOH will gather the needs of hospitals and issue tender
–

 
Usually distributor will bid for the tender with the support of 
the manufacturer

–
 

Distributor must have a price certificate 
–

 
Bid price will be lower than the maximum retail price

–
 

Some provincial tenders will state that patented drug or 
innovator drugs will have preference treatment
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NDRC Price Reduction

–
 

NDRC been issuing price reduction notices since 
healthcare reform

–
 

Since 2011, NDRC issued price reduction notices on 8 
therapeutic categories: antibiotics, cardiovascular, nervous 
system, hormonal, disgestive system, oncology, 
immunology and blood drugs

–
 

In 2013, NDRC cut prices of over 400 drugs in 20 
therapeutic areas

–
 

Average reduction: 15%, highest 20%
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Uniform and Individual Maximum Retail Prices of 
Top 10 Best-selling Mental Disorder Drugs in CNY 
(Table -

 
1)

Product Type Company New Price Old Price Spec. Dosage 
Forms +/- (%)

Paroxetine
Uni. Pricing 58.30 65.30 20 mg ×10 Tablet -10.72%

Indv Pricing GSK 109.00 121.20 20 mg ×10 Tablet -10.07%

Sertraline
Uni. Pricing 54.40 79.60 50 mg ×14 Tablet -31.66%

Indv Pricing Pfizer 94.00 109.20 50 mg ×14 Tablet -13.92%

Venlafaxine

Uni. Pricing 43.90 60.30 25 mg ×16 Capsule -27.20%

Indv Pricing Wyeth 
Pharma 138.00 153.00 75 mg ×14 SR Capsule -9.80%

Fluoxetine
Uni. Pricing 25.30 32.60 20 mg ×7 Capsule -22.39%

Indv Pricing Lilly 65.30 72.60 20 mg ×7 Capsule -10.06%

Citalopram
Uni. Pricing 34.50 47.20 20 mg ×7 Tablet -26.91%

Indv Pricing Lundbeck 146.00 162.00 20 mg ×14 Tablet -9.88%

Pharma training: Drug Distribution, Procurement & Pricing ©2014 Baker & McKenzie LLP    21



Uniform and Individual Maximum Retail Prices of 
Top 10 Best-selling Mental Disorder Drugs in CNY 
(Table -

 
2)

Product Type Company New Price Old Price Spec. Dosage 
Forms +/- (%)

Olanzapine
Uni. Pricing 134.00 144.40 10 mg ×7 Tablet -7.20%

Indv Pricing Lilly 324.00 381.00 10 mg ×7 Tablet -14.96%

Quetiapine
Uni. Pricing 35.30 39.10 25 mg ×50 Tablet -9.72%

Indv Pricing Astra 
Zeneca 101.00 156.00 25 mg ×20 Tablet -35.26%

Risperidone

Uni. Pricing 32.60 38.50 1 mg ×20 Tablet -15.32%

Indv Pricing 
Xi’an-

 

Janssen 
Pharma

65.30 69.60 1 mg ×20 Tablet -6.18%

Aripiprazole
Uni. Pricing 37.20 42.00 5 mg ×14 Tablet -11.43%

Indv Pricing Zhejiang 
Otsuka 106.00 140.00 5 mg ×10 Tablet -24.29%

Ziprasidone
Uni. Pricing 62.20 79.00 20 mg ×20 Tablet -21.27%

Indv Pricing Pfrizer 95.40 108.00 20 mg ×10 Capsule -11.67%
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Hospital Listing

–
 

After winning the tender, hospitals will purchase drugs that 
are listed internally

–
 

MOH guideline: each drug 2 manufacturers
–

 
In practice: for each drug 1 low price (generic) 1 higher 
price (imported)

–
 

Hospital listing is not a transparent process
–

 
Usually, the dept head will have to initiate the process and 
then approved by the hospital committee

–
 

Hospital change the listed drug infrequently (one in a year 
or once in 2 years)
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Secondary Price Negotiation 

–
 

Hospitals are supposed to purchase drug thru centralized 
tender and bidding process (Guidelines for Centralized 
Drug Purchase of Medical Institutions)

–
 

Drugs should be procured at the price of the winning bid
–

 
Secondary price negotiation NOT allowed but very 
common

–
 

Gov’t actively considering to relax the restriction
–

 
Anhui Model: Double Envelop 
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Impact of 
Healthcare 
Reform



Vicious Cycle for Pharma Companies

NDRC Price Reduction

Centralized Procurement
by tender/bidding

Hospital zero
markup
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Source: China Pharmaceutical Industry Information Centre



Forecasted Revenues of Selected 
Blockbusters Post-patent
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China –
 

Different Story

China
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Negative Impact of Drug Price Reduction

–
 

Only benefit upper middle and high class households, who 
would have bought the drugs anyway

–
 

Pharma companies less incentive to manufacture 
reimbursable drugs, limited profits have caused a shift of 
focus on specialty/out-of-pocket drugs

–
 

unbalanced competition between generic and innovator 
companies. Innovator companies have less R&D ROI, 
while generic companies now have to compete with 
equally low-priced branded drugs

–
 

Slower pipeline of new drugs
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Revenue Threats to Pharma Companies in China

Challenges Foreign Pharma Chinese Pharma

Time to market (-) (-) (-) (-)
No patent extension (-) (-) (-)
Data Exclusivity (-) (-) (-) +/-
NDRC Pricing Control (-) (-) (-) (-) (-) (-) (-)
Rising R&D Costs (-) +/-
Rising compliance costs in 
drug distribution +/- (-) (-)
Increase in safety 
requirements e.g. new GMP +/- (-) (-)
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