Equilibrium Price Dispersion in Retail Markets for Prescription Drugs.

This paper try to search what factor actually affect the price dispersion of the medicine. It found that even drug stores in the same area sell different prices. Moreover, from the observation, buying medicine with  prescription is less expensive than one-time-buy medicine. The previous researches show that location and service of drug store do not have correlation with price dispersion.
It explains that drug stores are able to charge high price when one-time-purchase medicine  customer don’t have information to compare the price with other drug stores or when the cost of going to compare price with other stores in total is higher than immediately buying from this expensive drug store. While buying medicine with prescription, customers have time to have other stores price information. And those are tend to repurchase medicine. The higher frequency of  this customer purchase, the lower price the drug store will charge. With these situations, drug stores are not able to markup very high price.

The method of collecting data of this paper is using medicine price-posting legislation on the official poster in specific cities, instead of using price from phone survey. This method is reliable due to no bias of data.
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The result indicates that the dispersion is related to purchase frequency negatively. The estimated effect of repeat purchasing is statistically significant for each of the alternative measures of absolute dispersion; accounting for pharmacy differences before measuring dispersion simply decreases the magnitude of the estimated effect of repeat purchases. These results predict that the price range for a one-time purchase will be 22 percent larger than the range for a monthly prescription, other things constant, as opposed to the 28 percent while search models generally predict that average absolute markups will depend negatively on search intensity, conclusions about the behavior of relative margins are not obvious. 
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