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[ Abstract] Objective: To supply theoretical foundation and evidence for supply security policy of essential med-
icines. Methods: This article reviewed the relevant transaction cost theory, constructed the theoretical framework and
presented the study hypothesis that was confirmed by the qualitative evidence from the key informant interview, pro-
curement data of essential medicine and the literature. Results: The supply security system of essential medicine ex-
perienced three stages: independent procurement, regional centralized procurement and provincial centralized pro-
curement. In the stage of independent procurement, the highest institutional construction cost originated from the
pharmaceutical manufacturer’ s opposition led the designated production to implement difficultly. In the stage of re-
gional centralized procurement, the institutional construction cost derived from the monopoly in the distribution chain
had been higher. The relevant institutional design of market arrangement made the cost lower. In the stage of provin-
cial centralized procurement, the reduction of institutional construction cost made the designated production of essen-
tial medicine feasible. The failure of price information, the complexity of transaction and the strengthening of quantity
coordination of essential medicine induced the transaction cost higher, which made the designated production indis-
pensable. Recommendations; The choice of supply model should trade-off between incremental transaction costs of
supply chain based on transaction activity. The implementation scope of designated production should be a small mar-
ket share of essential medicine. The designated manufacturer should be localization. At the same time, the inventory

management function should be improved in the online procurement system of essential medicine.
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