
 
 

 

Attribution-NonCommercial-NoDerivs 2.0 KOREA 

You are free to : 

 Share — copy and redistribute the material in any medium or format  

Under the follwing terms : 

 

Attribution — You must give appropriate credit, provide a link to the license, and 

indicate if changes were made. You may do so in any reasonable manner, but 

not in any way that suggests the licensor endorses you or your use. 

 

NonCommercial — You may not use the material for commercial purposes. 

 

NoDerivatives — If you remix, transform, or build upon the material, you may 

not distribute the modified material. 

You do not have to comply with the license for elements of the material in the public domain or where your use 

is permitted by an applicable exception or limitation. 

This is a human-readable summary of (and not a substitute for) the license.   

Disclaimer  

 

  

 

 

 

 

  

http://creativecommons.org/licenses/by-nc-nd/2.0/
http://creativecommons.org/licenses/by-nc-nd/2.0/
http://creativecommons.org/licenses/by-nc-nd/2.0/
http://creativecommons.org/licenses/by-nc-nd/2.0/
http://creativecommons.org/licenses/by-nc-nd/2.0/legalcode
http://creativecommons.org/licenses/by-nc-nd/2.0
http://creativecommons.org/licenses/by-nc-nd/2.0/kr


 
 

 
 

Master’s Thesis in International Studies  

 

COMPETITION DYNAMICS IN 

PHARMACEUTICAL MARKET OF 

KAZAKHSTAN:  

THE BUYER POWER CASE 
 

카자흐스탄의 제약 시장 경쟁 현황:  

구매력 중심으로 

 

February 2018 

 

Graduate School of International Studies 

 Seoul National University 

International Cooperation 

NURGALIYEVA KAMILA  



 
 

 
 



 
 

 
 



 
 

 
 

 

 

 

 

 

 

 

Copyright © 2018 Nurgaliyeva Kamila  

All Rights Reserved



 
 

1 
 

Competition Dynamics in Pharmaceutical Market of 

Kazakhstan: The Buyer Power Case 

카자흐스탄의 제약 시장 경쟁 현황:  

구매력 중심으로 

Graduate School of International Studies 

Seoul National University 

International Cooperation 

Nurgaliyeva Kamila  

Abstract 
Pharmaceutical market and buyer power is an interesting combination that is not 

well understood and is relatively under-researched. This thesis explores the implications of 

buyer power for prices of pharmaceutical products by examining the situation in 

pharmaceutical market of Kazakhstan characterized by presence of a large institutional 

buyer, relatively relaxed regulatory environment and competition friendly environment on 

the supply side. The type of buyer power is determined by using analytical framework 

developed by Dobson et al that distinguishes between monopsony and countervailing power 

of buyers. The theory states that the large buyer is capable of decreasing prices and as the 

analytical framework confirmed presence of a large buyer of countervailing type in 
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Kazakhstani pharma-market this hypothesis is tested against this market’s reality. In order to 

complete this mission, the work performs panel data analysis over seven-year period 

examining the relationship between buyer power and prices for 185 randomly selected 

pharmaceutical products purchased annually by the institutional buyer. The results only 

partially support the hypothesis that buyer power leads to lower prices and point to the 

deficiencies in our understanding of buyer power and to the potentially counterproductive 

power dynamics in Kazakhstani pharma-market.  

Keywords:   buyer power, pharmaceutical market, Kazakhstan, price of pharmaceuticals, 

market competition 

Student ID: 2016-25055 
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I. Introduction 
Pharmaceutical market is one of the most complex types of markets, but ironically it 

is also the market that each and every state urgently needs to understand. Why? Because the 

population’s health is at stake and the governments need to solve the problems of 

affordability and accessibility of medicines. However, despite decades of research, we are 

still far from full understanding of the mechanism behind pharmaceutical market and all 

states are still in search of the most efficient system of pharmaceuticals supply. Continuous 

search for the best approach to pharma-market has led to a belief that whatever type of a 

market it is, it is still a market and is thus a subject to the generally relevant market forces, 

or at least, the most powerful market force - the competition. Thus, a substantial part of 

research on pharmaceutical market has shifted to the study of competition forces. 

 If we speak the market language, the problem of accessibility and affordability of 

drugs that the states try to solve comes down to the question of price. Further, if we put the 

question of price in the context of competition, we get the eternal question of how 

competition affects the price. However, as pharmaceutical market is a complex and special 

market, we cannot start the analysis with that question. Due to diverse types of regulations 

and market structures, there are numerous types of competition that emerged in the world of 

pharmaceuticals. So, we need to transform our question further, and ask what types of 

competition there are. Then, we need to ask how each particular type of competition affects 

the prices. And only after we have found the answers, we can deduce the final form of the 

question – what type of competition leads to the most efficient pricing? However, ages will 
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pass until the scholar community finds an answer to this question, and before that day comes 

we need to supply enough background research that answers the two questions that have to 

be answered first. Namely, what types of competition there are and how they affect the 

prices in different market setting and in different regulatory context. This study aims to 

contribute to this mission of determining types of competition in the world and their 

relationship with prices by examining competition dynamics in pharmaceutical market of 

Kazakhstan and answering the following questions: What type of competition do we observe 

in the pharmaceutical market of Kazakhstan and how does it affect the prices of 

pharmaceuticals?  

The special feature of Kazakhstani pharma-market is the presence of a large 

institutional purchaser and multiplicity of suppliers under relatively unregulated setting. 

Thus, the point of interest here is to determine the nature of relationship between single 

purchaser and multiple suppliers and then to track how their interaction affects the 

competition and the price on the market. The study uses the framework developed by 

Dobson et al to determine the type of competitive powers held by the players on the market 

with a focus on the role of institutional purchaser: due to its administrative and price-setting 

capabilities it has a potential to exert substantial influence on the dynamics on the market. 

After establishing the roles of market players through the Dobson et al framework, the study 

follows with an empirical test of the constructed competition image by performing panel 

data analysis. The analysis explores price change on the market since the establishment of 

institutional purchaser in 2009 till the year of 2016, with the time panel thus totaling to 
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seven years. 185 randomly selected products serve as the subjects of research with their 

prices used as dependent variables. Single buyer’s market share, the number of supply 

options it has and the quantity purchased are used to reflect purchaser’s competitive power 

and thus serve as predictor variables for its effect on prices.  

This work contributes to the study of competition in the world of pharmaceuticals 

by adding one more empirically tested case-study to the bank of research on pharma-market. 

As was already mentioned, it does not offer answers to the grand questions such as “what 

type of competition leads to the most efficient pricing?” but it does provide a piece of take-

off material to enable further researches to answer the grand questions. Furthermore, this 

research joins the discussion platform on the role and functions of buyer power by applying 

established buyer power approaches in the context of pharma-market. Buyer-power analysis 

is often missed or overlooked in the analysis of market competition in the pharma-market 

and, as the literature review will show, most of the research on pharmaceutical competition 

focuses on studying supply-side competition and regulations, putting the buyer aside. Thus, 

this research’s focus on buyer power will be of help in bringing more attention to the 

potential role of the buyer in setting the competitive scene in pharmaceuticals. Aside from 

this work’s contribution to the literature on pharmaceutical competition, it also brings value 

to the research stock by studying relatively under-researched Central Asian country, The 

Republic of Kazakhstan. All in a word, this research touches upon a wide range of issues 

and presents a new item for the scholarly community to consider when they explore the 

pharma galaxy.  
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Despite the potential value of this research, it is subject to a range of limitations and 

real world constraints that restrict its predictive capacity and applicability to other cases. 

First, this work carefully studies the features of Kazakhstani pharma-market particularizing 

the research design and thus making it inappropriate to make any generalization. Second, the 

data is not flawless and the analysis cannot control for all potentially influential factors thus 

leaving some areas either unanswered or open to further research. Nevertheless, this 

research does produce valuable implications for previous and upcoming studies.  

In its attempt to determine the type of competition on pharma-market of Kazakhstan 

and its impact on prices, this work adopts the following structure. First it reviews the 

existing literature on buyer power and pharmaceutical market pointing to the relative neglect 

of the phenomena in pharmaceutical sphere and exploring the history of the concept as well 

as its incorporation in the literature on pharma-market. Second, it introduces the main terms 

used in this research and places them in the context of the case-study examining and 

identifying the main characteristics of Kazakhstani pharma-market. Next, it introduces the 

analytical framework and applies it to the pharmaceutical market of Kazakhstan in order to 

determine the type of competitive power dynamics in the market. Then, the assumptions and 

predictions of the analytical framework are tested against reality in the empirical analysis 

section that uses panel data analysis over seven years on pharmaceutical products purchased 

by a large institutional buyer in Kazakhstan. Lastly, the results of empirical study are 

interpreted and put within a larger context to understand the implications of the research for 
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the current case. The research concludes by discussing its limitations and prospects for 

future research based on its findings.  
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II. Characteristics of Pharmaceutical Market 
Before starting literature review it is important to draw basic contours of 

pharmaceutical market and outline the special traits that make this market stand out from 

other market subtypes. First, in this market the relationship between suppliers and 

consumers or supply and demand are not as clear and straightforward as in other markets. 

The reason is that the consumers and suppliers do not directly interact with each other as 

there are intermediaries between them in the form of medical professionals, insurance plans, 

pharmacists and pharmacies (Koçkaya & Wertheimer, 2016). Thus, the interaction between 

supplier and buyer in this market is multi-staged, where the end consumer has very little 

decisive power over choice and consumption as the buyer side can contain layers of paying 

entities, prescribing entities and buying entities that have to be crossed first for the product 

to reach its final consumer (Danzon, 2009) (Searles, 2012). Therefore in the analysis of 

competition in this market it is important to define the buyer precisely and not confuse the 

buyer in general market setting with the buyer in pharma-market. Further, the supply side of 

the market has embedded monopolistic capacity due to patenting and is often characterized 

by a few major drug developers dominating the market, thus making competitive advantages 

biased on the supplier side and giving them leverage in bargaining and price setting. Further 

complicating the market, states have developed counter measures and regulations to limit 

the monopolistic power of the supply side by establishing large institutional buyers, 

controlling prices and enforcing other regulations that would provide the buyer side with 

bargaining power and shield the final consumers from financial damage (Searles, 2012) 

(Overd, 2006). All in a word, the market of pharmaceuticals is a market arena where 
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classical competition theory does not apply - the interaction between market players does 

not equal competitive price and quality battles based on supply and demand. The classical 

form of competition can be corrupted in this market by the structure of buyer side, structure 

of supplier side and the regulatory environment under which they interact. Depending on 

configurations of competitive powers in the market and the regulatory setting researches 

have applied different techniques and developed diverse models of competition that are 

possible in pharmaceutical market, and also established key regulatory forms that affect 

competition to the most extent. The remainder of this section will review the developments 

in the literature and familiarize the reader with the ways how other researchers have 

approached and answered the question of what types of competition are possible in the 

pharma market and how they affect prices.
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III. Literature Review  

1. Existing Approaches  

1-1. Classical Approach to Competition 

The classical conception of competition states that the pursuit of the best deal by 

both suppliers and buyers will lead to an establishment of natural equilibrium prices that 

would produce the most optimal results for the market players. This concept served as the 

basis for most classical theorists such as Smiths, Cournot, Ricardo and Hunt (Smith, 1976) 

(Cournot, 1838) (Ricardo, 1951) (Hunt, 2000).1 However, as the real world has shown, the 

type of competition envisioned by these scholars is close to impossible. Especially it is 

useless to expect that this mechanism will work in the pharmaceutical market. As mentioned 

above, pharma market is full of traps that make the ideal type of competition practically 

unachievable, but it does not mean that there is no competition in the market. It is there, but 

the question is how it works given the characteristics of pharma-world.  

1-2. Porter’s Five Forces 

An alternative to classical competition theory in analyzing the specifics of pharma 

competition is Porter’s five forces theory. This theory was devised by Michael Porter in 

1979 as an analysis of industry’s competition intensity with a focus on a supplier. The five 

forces constituting the framework are bargaining power of supplier, bargaining power of 

buyer, threat of new entrants, degree of rivalry between existing firms and the 

substitutability of products. This framework is widely used in the analysis of pharmaceutical 

                                                           
1 See Also: Tsoulfidis.2011. Classical VS Neoclassical Theories of Competition.  
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industry as it reflects the main issues that the suppliers face on the market (Porter, 

2008(1979)). However, the framework has not produced any consistent results regarding the 

intensity of competition on the supply side in pharmaceutical market as every analysis 

produces different degrees of intensity and different sets of challenges due to the diversity 

and dynamism of supply side structures on pharmaceutical markets2. The biggest difference 

in competition intensity on the supply side comes when the researchers start to distinguish 

between generic and branded competition. In branded competition, the power of sellers is 

high due to exclusive rights to production, knowledge or economies of scale, whereas the 

competition in generic sub-market is more intense and sellers do not enjoy much power vis-

à-vis other suppliers and vis-à-vis buyers (Guna, et al., 2008). Thus, competition intensity 

can be measured differently even within one market. In terms of buyer power in 

pharmaceutical industry, the framework also does not produce reliable results as it does not 

distinguish the specialty and the different layers of buyers available in the market, generally 

assessing buyer power as low (Gassmann, et al., 2008)3. Thus, while it is useful in reflecting 

the general conditions that shape competition in the industry, it is not particular enough for a 

deeper analysis of the pharma world. Given these complications, the Porter’s five forces 

theory cannot establish a definite answer regarding competition intensity or characteristics. 

The framework is also not useful in the analysis of buyer power as its main focus is the 

                                                           
2 See for Example: Hasan and Arfaj.2016. The Competitiveness of Saudi Pharmaceutical Industry 

Using Porter 5 Forces Analysis.; Chavakula, et al. 2007. Pfizer: Expanding into 

Biopharmaceuticals. ; India Brand Equity Foundation. 2015. Pharmaceuticals.; Cha, Moyer and 

Geller. 2013. Nektar Theraupeutics Strategy Report. 
3 See Also: Parvis. 2002. The Pharmaceutical Industry: Access and Outlook.  
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supplier, thus researches utilizing this framework largely miss out the dynamics of buyer 

power in the pharma market and the buyer’s ability to influence price-setting and 

competition format. 

1-3. Regulation and its Effect 

One more important aspect of pharmaceutical market that is missed by Porter’s five 

forces is the piles of regulations that the industry and the market are subject to. So, another 

way of looking at the competition patterns and its effect on pricing in pharmaceutical 

industry is by looking at the regulatory structure of the industry. The crucial role of 

regulations in pharmaceutical market has led to formation of a separate branch of research 

focusing on regulations and the grand idea guiding this line of academic literature can be 

represented by the following quote: “In all countries the production and sale of 

pharmaceuticals is heavily regulated. The nature of demand for drugs, the identity of drugs 

brought to market and the nature of competition in the drug market over time are all shaped 

by regulation” (Heimler, 2000). Why is regulation of the pharma-market so important? 

Pharmaceutical market is one of the most complex and least known market types, but 

ironically pharma-market is the one that the world urgently needs to understand and control 

as the people’s health is at stake. More than anybody else the governments and the policy 

makers are in need of full understanding of this market subtype as the supply of medicines is 

an essential part of health policy. Given this causal logic, the researchers have focused on 

understanding how different types of regulatory mechanisms affect the competition and 

pricing dynamics in the market. That is why a big share of research on pharmaceutical 
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market studies regulations and policies employed as well as their implications for the 

functioning of the market and the industry. The literature on the topic of regulations and 

policy designs in pharma-market is vast and elaborate, covering a wealth of subjects and 

competition is central to them. An important channel through which policy decisions and 

regulations can affect pricing and competition in the market is by conditioning market 

environment – controlling market access, setting prices, establishing quality barriers and 

more. Regulatory barriers can range from trade barriers such as tariffs to regulatory 

constraints such as safety requirements and licensing (Fefer, 2012).  

First and foremost, literature on regulations reflects the prominent trend of this pro-

free trade era as it studies the effects that trade-related regulations such as tariffs have on 

pharmaceutical market and competition within it. In terms of trade regulations and their 

implications for pricing and competition, the research community is divided into two camps 

arguing over the actual extent of such policies’ impact. (Banik & Stevens, 2015) (Bauer, 

2017) (Olcay & Laying, 2005). The debate is heated and ongoing, but the general agreement 

in the literature on pharma price and competition in relation to trade regulations is that open 

and free market will make everyone better off by cutting down the prices that the health 

systems and patients have to bear. (Christ, 2007). Thus, an implication for this research on 

competition and prices in pharma-market is that trade regulations are an important factor to 

consider when drawing competition map even though its effect can be contested and is 

subject to circumstances.  
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Non-trade regulations such as licensing, safety control, quality requirements and 

pricing regulations are also disturbances of competition and pricing environment in the 

market. As the pharmaceutical market is heavily regulated and the regulations differ from 

country to country, there are just too many types and kinds of impact that one can find by 

exploring regulatory sector of pharmaceutical arena. However, despite incredible diversity 

and specificity of regulations, the researchers found a way to point out and classify the most 

typical and most influential types of regulatory mechanisms and map their potential impact 

on competition and pricing in the market. The most vital regulatory mechanism that is used 

in one form or another in every corner of the world is price control. (Anon., 2003), (WHO, 

2015)4.  Many researches have examined the effect of price regulations on market 

competition and prices. (Sood, et al., 2009)5, (Schulenburg, et al., 2011) In all of these 

researches price controls in the market are largely viewed as a “prescription for disaster” 

(Wright, 2016) due to their negative effect on both price and competition and are thus 

another factor that needs to be considered in the analysis.  

Another type of regulation that is regarded as a potential conditioner of competitive 

environment and pricing in the pharmaceutical market is licensing and registration of 

products and firms. This is the type of regulation that binds firms to certain quality 

standards, budgetary and expertise requirements and more. It has implications for 

                                                           
4 See: Kessler. A Review of the Empirical Literature. 
55 See For Example: Eger and Mahich. 2015. Pharmaceutical regulation in Europe and Its Impact on 

Corporate R&D; Blume-Kohour and Sood. 2013. Market Size and Innovation: effects of Medicare 

Part D on Pharmaceutical Research and Development; Kyle. 2007. Pharmaceutical Price Controls 

and Entry Strategies. Review of Economics and Statistics. 
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competition and pricing on the market as it is one of the components of fixed costs that any 

firms would have to bear if it is to enter the market. What is more, some licensing policies 

may discriminate between local and international companies, thus conditioning competition 

between them (Anon., 2016), (Song & Han, 2016), (Reichman, 2009), (Simonet, 2002), 

(Lefouili & Jeon, 2015), (Fefer, 2012).  

All in a word, the regulatory environment under which interaction between market 

actors takes places does influence the type of competition relationship that they will have. 

However, as can be noticed from the review, the main target of regulations and thus the 

main subject of the researches are the suppliers or the supply side: the regulations address 

such aspects of market as price, licensing, trade terms, quality - all of which are more 

applicable and more restrictive for the supply side actors such as manufacturers, developers, 

distributors and sellers, rather than the buyers. The buyers are largely behind the scenes in 

this regulation-competition game, especially the end-consumers or the patients - they are the 

least involved in this area. For this reason, while the literature on regulations and their 

impacts on competition are useful in understanding the context under which interaction 

happens and the constraints that suppliers face, this branch of research is not very 

contributive to understanding of buyers’ position on the competition chessboard. 

Nevertheless, an important take from the regulation literature is that regulations do condition 

competitive environment, even though their influence is disproportionately more relevant 

for the supply side. 
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2. Buyer Power & Competition 

2-1. Development of the Concept 

How can a buyer influence competition on the market? And, if it is so important in 

setting rules of competitive game why it is largely omitted in the research? First, to answer 

these questions it is important to review the definitions of market competition. As can be 

seen from the review above, the literature is overly focused on the suppliers and their 

function in the competition apparatus. This tendency comes from the researches’ loyalty to 

the conventional definition of competition – rivalry among self-interested sellers who 

manipulate prices, quantity and quality of the goods to gain profit and capture desirable 

market share by offering favorable terms to consumers (Smith, 1976), (Tsoulfidis, 2011). As 

can be seen, a buyer does not figurate in the definition as one of the main actors on the 

competitive scene, but is rather a secondary personage who is given a choice over 

alternatives determined by suppliers’ competitive strategies and rivalry between them. It is 

impossible to state that the buyers’ role is completely ignored, but is overshadowed by the 

sellers’ as the main competitive action is said to happen between them. Therefore, it is 

understandable that the research on competition is disproportionately more focused on the 

suppliers. Labels for competitive setting such as monopolistic or oligopolistic are also 

inherently supply side related, but are often used to characterize overall type of competition 

in the market. An important scholar who has shifted this over-focus on suppliers and coined 

the new terms to characterize competitive relationship on the market was Joan Robinson, 

who coined the term monopsonistic competition. Monopsony is a mirror term of monopoly 

and means the presence of a large buyer who faces little competition on the buyer side for 
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purchasing goods and has power to dictate its preferences to suppliers and in this way 

becomes a major actor in the competitive game with price setting power. This term was 

originally used for the labor market, where an employer faced with multiple employees and 

potential applicants can dictate his conditions in purchasing their labor (Robinson, 1933 

(1969))6. A similar term, oligopsony, has also emerged to reflect the situation where sellers 

compete to sell their products to a limited number of buyers (Anon., 1942 ). In both, 

monopsony and oligopsony, as the number of potential buyers is limited, they are vested 

with power to influence the terms of competition and the terms of the deal, thus becoming 

an essential part of the competitive price determination game. In this fashion, the 

conventional notion that competition mainly develops within the borders of supply side and 

that the suppliers are the ones manipulating prices has been challenged.   

As the time went on, the idea was widened in scope by further research and the most 

notable one is the work produced by American economist, John K. Galbraith. He coined the 

term countervailing power to describe the situation where market players on one side of the 

market balance out the power on the other side of the market. In his view, competition on 

the market was not a one-sided process, but was rather a power game between all market 

agents and countervailing power was a means for one side not to get exploited by another. 

For example, when suppliers set prices arbitrarily or dominate the market on their own terms 

a big buyer or a group of cooperating buyers can offset their market power and firmly assert 

                                                           
6 See Also: Ashenfelter, Farber and Ranson.2010. Modern Models of Monopsony in Labor Markets: 

A Brief Survey.  
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their preferences over market setting, not leaving the business of price setting to one side’s 

disposition (Galbraith, 1952). Thus, an important contribution of Galbraith was transfer of 

competitive power battles to a new dimension, where he stressed the balancing relationship 

between the agents rather than competition and unilateral power manipulation on one side. 

Another similar work was written by Lilienthals who, however, concentrated mostly on the 

buyer’s power rather than countervailing between different agents, and talked about big 

buyer able to challenge dominating suppliers by its “bigness”, thus referring mostly to “big 

business” acting as a buyer and by venture of its size or market share being able to voice its 

demands and obtain concessions from the supply side (Lilienthal, 1953)7. These ideas were 

eloquent and triggered academic and public dialogue on this topic. For example, Galbraith 

idea of countervailing power and its potential benefit for the buyers as it secures their 

position was mercilessly challenged by conventional economists such as Stigler. Stigler 

claimed that the idea has no empirical basis and that the idea as a whole challenges the 

notion that competition is the perfect market solution by showing that even under imperfect 

competition and concentration of powers (for example monopoly versus monopsony) 

efficiency is possible (Stigler, 1954).8 Nevertheless, Galbraith work gathered scholarly and 

public attention and more and more works started to explore the side of the buyer in 

competition. Another provocative work on the buyer power was Dorman’s study of joint 

purchasing which showed that buyer concentration indeed leads to lower prices and brought 

                                                           
7 See Also: Nourse. 1954. Symposium Review: Galbraith’s “Concept of Countervailing Power” and 

Lilienthals’s “Big Business”. 
8 See Also: Freedman. 1988. Countervailing Egos. 
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this issue to the attention of antitrust policy. However, despite the fact that Dorman and his 

colleagues backed their ideas with economic analysis back in 1991 (Dorman & Jacobson, 

1991), antitrust laws did not list buyer power abuse as an anti-competitive act until 2010 

(Cartensten, 2017). The reason is that the opinion regarding this phenomenon of buyer 

exercising market power against supply was and still is shifting back and forth in the 

academic community, and, whereas the idea  gained wider and wider acceptance, it is still 

regarded with caution and uncertainty due to absence of a framework or a model that would 

be able to reflect or reliably measure the phenomena (Cartensten, 2017). That is why most 

of the literature on competition is still working primarily with the supply side with 

unsubstantial reference to the alternative power combinations. Also, this uncertainty 

regarding buyer power can explain the relative absence of regulatory issues on buyer power 

side and as a result the bias in regulation-related research towards supply side as was shown 

above. However, the controversies over this idea of buyer power and the problem of 

measurement have attracted adventurous and challenge-prone scholars to inquire further into 

the idea. As a result, even if there is no commonly accepted or all-embracing theory, there 

are piles of literature trying to create it and offer different ways to define, measure and 

assess buyer power as well as its implications for the market in general and for the 

competition in particular.   

2-2. Definition 

Robinson’s monopsony, Galbraith’s countervailing power, Dorman’s joint 

purchasing and later even Porter’s buyer bargaining power - all came to be regarded as types 
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of buyer power, thus giving buyer power multiple forms and definitions. For this reason, 

before starting the review of works trying to measure and assess buyer power, it is important 

to first review different definitions and meanings attached to this concept as the introduction 

of the term itself has resulted in a lengthy discussion trying to establish a universally 

recognized definition. First, as buyer power initially emerged as a mirror image of the 

supplier power, an obvious approach is to rephrase the concept of supplier power. Generally 

supplier power is reflected in the capacity of suppliers to set the prices as they see fit, 

usually above the equilibrium that would have been set by pure competition. Given this 

logic, buyer power would then mean the capacity of the buyers to set prices that would 

benefit them most - usually below the prices that would have been brought by competition9. 

First comprehensive attempt to establish measurement standards for buyer power indeed 

used this definition in constructing buyer power index and stated that buyer power “. . . is 

present when a single buyer’s purchase decisions influence price” (Blair & Harrison, 1992). 

However, this definition can only be regarded as basic and limited as it reflects significantly 

less than buyer power could potentially mean and achieve. Therefore, many researchers 

have tried to take this definition only as a departure point and modified it. Minimal 

modifications have been made even by Blair himself in later research. For example, in The 

Oxford Handbook of International Antritrust Economics, the original definition was 

expanded to include the realization that buyers and suppliers communicate not only through 

market but also as negotiators. Thus, an expanded definition of buyer power stated that 

                                                           
9 See Also: Chen. 2008. Defining Buyer Power.  



 
 

24 
 

buyer power is also “an ability to extract additional surplus from negotiated outcomes” 

(Blair & Sokol, 2015). Later, additional surplus extracted by the buyer came to include not 

only price successions but other elements of the deal such as purchase conditions, item 

personalization and more. In this way, the definition incorporated the concept of bargaining 

as it now allowed for the buyer to negotiate, threaten and demand not only through classical 

price-quantity manipulations or expectations of such, but through credible acts or statements 

of threat and harm to suppliers10. Further, the buyer power definition incorporated the 

countervailing element introduced earlier by Galbraith and came to be defined not only as 

the power to depress prices below competition level, but also as an ability to counter 

suppliers’ anti-competitive behavior, thus not setting prices below equilibrium level but 

pushing the price below the levels charged  by powerful suppliers (Chen, 2008). 

 Authors differ in the way they combine these different elements of buyer power in 

their operational definitions for research. Some authors tend to differentiate between 

monopsony, countervailing power and buying power and study only one particular subtype, 

excluding other types on the onset of the research by limiting the definition. Other authors 

include all subtypes and regard them simply as different manifestations of the same 

phenomena11. However, such methodological discrepancies are regarded with caution in the 

academic community, thus yet another group of researchers developed methods to recognize 

                                                           
10 See for Example: Grimes. 2005. Buyer Power and Retail Gatekeeper Power. 
11 See for Example: Carlton and Perloff. 2000. Modern Industrial Organization.; Chen.2004. 

Countervailing Power and Product Diversity.; Dobson and Waterson. 1997. Countervailing Power 

and Consumer Prices.; Snyder. 1996. A Dynamic Theory of Countervailing Power.  
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what type of buyer power one is facing and choose the approach accordingly without the 

need to manipulate the definition at the onset. This stream of research faced special 

difficulties in drawing the line between bargaining and the other two types of buyer power 

as all involve bargaining in some form or another, thus a more or less established consensus 

in the field is that bargaining is simply an instrument of buyers and there are only two main 

types of buyer power: monopsony and countervailing power (Chen, 2008). While there are 

minor differences in the details of the definitions established for these two types, it is 

possible to identify the main or widely used definitions for the two. Representative 

definitions for the two can be found in the work of Zhiqi Chen, a specialist in market 

competition studies, who compiled and sorted out the definitions for buyer power. Buyer 

power is referred to as monopsonistic if the buyer uses its power in the market where 

competitive equilibrium is possible, i.e. suppliers are engaged in competition and in the 

absence of buyer power the equilibrium price can be achieved. Further, the under 

monopsony the buyer usually obtains discounts through manipulating demand (mostly 

withholding it) rather than using other ways to achieve discounts (Blair & Harrison, 1993). 

On the other hand, when the buyer uses its power to counter powerful suppliers engaged in 

imperfect competition, then it is referred to as countervailing power (Chen, 2008). And, in 

countervailing power, the buyer does not necessarily withhold demand, but utilizes other 

means to obtain a discounted price from non-competitive buyers (Doyle & Inderst, 2007).  

In other words, monopsony takes place when there is a unilateral market power on the side 

of the buyer facing multiple competitive suppliers and the buyer usually exercises its power 
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by manipulating demand, whereas countervailing power reflects a market situation where 

there is bilateral market power, i.e. both buyer and supplier hold certain degree of market 

power and the buyer’s price discounts depend on things other than demand withholding. 

Given these definitions, it is clear that the type of buyer power cannot be determined in 

isolation from other market conditions such as price level and suppliers’ power as they are 

used as points of reference for determination of the power type. These definitions are widely 

used and recognized, as they point out that buyer power is multifaceted and can function 

differently when faces different type of opposition on the supply side. However, how to 

practically apply these definitions and effectively analyze buyer power? 

2-3. Models of Buyer Power 

As has been mentioned above, ever since Robinson and Galbraith coined the terms 

of monopsony and countervailing power of buyers, scholars have tried to develop credible 

and reliable models to study the phenomena. However, even though the efforts resulted in a 

number of conceptual frameworks, it is hard to find a model applicable to a wide variety of 

cases. The issues with the models introduced so far can be divided into two groups. First, the 

models that are developed to address a specific market or market player such as studies of 

big retailers as Walmart (Chen, 2007)12, are not applicable to other market scenarios without 

alteration. Another example of such models can be the empirical analysis of buyer power in 

the brick industry performed by Walter Beckert who constructed a model that tested the 

                                                           
12 See Also: Raff and Schmitt. 2009. Buyer Power in International Markets.; Chen.2014. Supplier 

Innovation in The Presence of Buyer Power. 
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assumptions about buyer power in a brick industry. As the model specifically included 

variables and characteristics of brick industry, in order to repeat the design in a different 

setting one would have to alter the model substantially (Beckert, 2013). Second, the models 

that have a potential of being applicable to many cases are usually based on textbook 

theories of economics, which makes them rigid and practically hard to use as many 

conditions and assumptions of such models are violated in reality and can be contested 

(Blair & Harrison, 1993).  

However, despite the problems in the theory building, the researches were not 

fruitless as across the studies it is possible to find and track a few clear tendencies or 

workable assumptions for the phenomenon of buyer power. Whereas there is no consensus 

on how the buyer power arises at the first place, the researches have brought to light some 

factors that have a potential to be the reason for the buyer power to exist and exert influence 

in the market. An initial indicator used to determine whether there is any sort of buyer 

power existent in the market is the market share held by that particular buyer or group of 

buyers (in case of joint purchase). However, this indicator alone does not demonstrate the 

power of the buyer to the fullest (Blair & Harrison, 1992). Thus, other researchers have also 

included the quantity purchased by the buyer from sellers to make analysis more detailed 

and reflective of the deal in question. The problem with inclusion of just these two 

indicators in the analysis of buyer power is that they do not reflect anything about the supply 

side, or, in other words, it is impossible to know whether the buyer is facing a competitive 

supply market or a few powerful suppliers. To reflect the structure of supply side, 
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researchers incorporated into the analysis the number of alternatives that the buyer has or, in 

other words, the number of available suppliers in the market (Inderst & Mazzarotto, 2008). 

Some researchers also include the number of other buyers on the market, but this variable is 

contested as the power of alternative buyers is indirectly reflected in the market share of the 

buyer under investigation (Mills, 2010). Market share, quantity purchased and number of 

alternative suppliers are widely used indicators for buyer power and are logically connected 

to the phenomena, however in order to properly assess the existence and the extent of buyer 

power it is imperative not to just look at the indicators, but incorporate them into a 

systematic analytical framework.  

To this day, despite difficulties in theory building and contested definitions, there 

are quite a few analytical frameworks developed to study buyer power and track its effect. 

However, just as the models these frameworks are often specifically designed to study a 

particular phenomenon thus making them non-transferable to other cases. For example, 

Clarke et al developed analytical lens to study oligopsony in the market. They specified 

conditions which make the analysis of oligopsony parallel to the analysis of oligopoly in the 

supply market, but obviously, this framework by the nature of being oligopsony-oriented 

does not offer answers to other market settings (Dobson, et al., 2001). There is also an 

analytical framework to study monopsony-oligopoly package, developed by Ungern-

Steinberg, but once again, the framework is highly specific (Ungern-Steinberg, 1996). More 

importantly, these specifically designed frameworks assume and target a particular market 

power structure on the onset, thus making market structure a given and a known condition, 
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which is not always the case and may even cause distortions in the analysis if the structure is 

not properly determined.  

A very different analytical tool was developed by Dobson, Waterson and Chu in 

1998 as they constructed an analytical question map that allows the analyst to determine the 

market power structure before starting any further analysis. It consists of five questions that 

can be asked and answered in almost any market setting. The answers to these questions are 

supposed to provide the analyst with the following results. First, by the end of the analysis 

the analyst should be able to know whether there is any substantial buyer power on the 

market that requires further analysis. Second, the analyst should be able to know whether the 

buyer power is working against many competitive suppliers or just a few powerful ones. 

Third, the analyst would be able to connect the first two findings and determine whether the 

buyer power observed in the market is of countervailing nature or is at risk of being a 

monopsonistic power abuse (Dobson, et al., 1998). As a result, when the analysis is finished, 

the analyst will be able to confirm the existence of potential buyer power, but also know the 

type of this power, which would then allow making further predictions about the extent and 

effect of the power under investigation. Despite the applicability and usefulness of this 

framework it still received some criticism and its biggest flaw is said to be its ability to only 

characterize and predict the effect of buyer power but no proposed mechanism to actually 

assess this effect (Chen, 2007). However, this criticism is not relevant for the present 

research as its aim is not to assess the effect but rather to test the viability of the predictions 

and establish whether the buyer power actually does what it is supposed to do. Thus, given 
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the wide applicability of this framework, its usefulness in determining market power 

structure, predictive capacity and irrelevance of its weakness, this research will utilize this 

framework to define the type of market power structure observed in the Kazakhstani 

pharma-market and construct a relevant hypothesis about its extent and effect on prices. A 

more detailed overview of the framework is provided in the methodology section of this 

thesis. Thus, this thesis will analyze pharma-market competition with a focus on buyer 

power and will use Dobson-Waterson-Chu framework in order to determine the nature of 

competitive power structure. Then, it will construct a hypothesis given the analytical 

predictions and test them using panel data analysis over seven years. This is the 

methodology of this particular analysis, but how have other researchers addressed the issue 

of buyer power on the pharmaceutical market?  

2-4. Buyer Power in Pharmaceutical Market Research 

Earlier in the review we have seen how researchers assess competition dynamics in 

pharmaceutical market by looking into supply side structure or regulatory environment. We 

then criticized them on the matter of neglecting the role of the buyer in the market and gave 

a brief overview of the buyer power literature and studies of its potential to affect prices and 

competition. Lastly, among the many frameworks and models we have identified the one to 

be used in this research to assess buyer power. There is one more task to be performed in 

this literature review - a survey of other researches that admit the importance of buyer on the 

pharmaceutical arena and perform analysis of its effect on prices and competition. While in 

this particular thesis the focus will be on institutional purchaser, other works have also 
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encountered and analyzed other types of buyers in pharmaceutical market. For example, one 

of the latest works in this area, written by Kirkwood analyzed the power of large insurance 

companies and their big buyer capacity to lower healthcare spending and compared this type 

of buyer power to the case where the government acts as a powerful buyer. This research 

mainly focused on the legal framework surrounding the issue with reference to existing 

price statistics, and this is a very widespread approach to studying buyer power in 

pharmaceutical market and in market in general (Kirkwood, 2016). As has been mentioned 

earlier in the review, there are very few regulations that can be applied to the power abuse of 

buyers, thus studies as the one Kirkwood did, are of high popularity due to their implications 

for the legal structure and utility for developing comprehensive reforms to accommodate 

and regulate buyer power. This line of research is especially popular among antitrust 

specialists who study business strategies and market organization through the lens of law13.  

Another approach to studying buyer power in pharmaceutical market is by using the 

lens of industrial organization, i.e. studying types of interaction in the industry, for example, 

buying practices, as in the research on price discounts on medications in America produced 

by Snyder and Ellison (Ellison & Snyder, 2001). Another example of buyer power studied in 

the pharmaceutical industry is the joint purchasing of drugs to offset the power of suppliers 

in the market. This type of purchasing is widespread in the market of hospital-based 

purchases. For instance, Germany has hospital groupings that purchase medications 

                                                           
13 See for Example: Blair and Durrance. 2014. Patents, Monopoly Pricing and Antitrust in Healthcare 

Markets. ; Cotter. 2014. Patents, Antirtrust and its High Cost of Health Care.  
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collectively, thus accumulating market power to make a purchase. In German case, this type 

of purchasing is viewed as a strategy option rather than market characteristic and is analyzed 

through interviews and the results are mainly intended to influence policy decisions and 

behavior in health care market (COWI, 2009)14. Another type of buyer power that is widely 

studied in pharma-world is the role of medical professionals in influencing sales and prices. 

As the patient is guided by doctors and nurses to buy a certain product, the role of medical 

professionals obviously cannot be ignored as their drug preferences get translated into 

almost market-wide preferences. However, their market power is fragmented and hard to 

track15. One more, albeit indirect, way of appreciating buyer power in the research on 

pharmaceuticals is by studying advertisement strategies of suppliers to attract more buyers 

and turn the buyer power to their advantage16. Thus, the buyer power in pharmaceutical 

world can be and has been analyzed from many angles rather than market power structure 

and, as can be seen, there are many other types of buyer power than that of institutional 

purchaser. However, institutional purchaser in the form of government, governmental 

agency or insurance company by the nature of being large and often holding administrative 

power has much higher potential to exert buyer power in the market, thus an understanding 

of such a big actor should be one of the fundamental steps in understanding pharmaceutical 

                                                           
14 See Also: Sigulem and Zucchi. 2009. E-Procurement in Brazilian Healthcare System: The Impact 

of Joint Drug Purchases by A Hospital Network. ; Congress. 1995. Hospital Financing in Seven 

Countries. 
15 See for Example: Lieb and Sheurich. 2014. Contact Between Doctors and the Pharmaceutical 

Industry. 
16 See for Example: Ventola. 2011. Direct-to-Consumer Pharmaceutical Advertizing.  
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buyer power more generally. Therefore this research takes a big institutional buyer as its 

research target and in contrast with other approaches that look at the buyer power from 

legal, organizational and strategical perspectives, this research follows the market power 

structure logic.  

Other researches that have studied the effect of big purchaser on the prices on 

pharmaceutical market have utilized various strategies to understand it. However, similar to 

other research streams, a main focus in studying the role of institutional purchaser is on the 

regulatory structure and on the mechanisms of purchase such as drug selection, logistics and 

management. In this type of research, the effect on prices is usually studied as a byproduct 

of the functionality of the purchaser given the regulations and related mechanisms, thus not 

measuring its actual ability to influence prices, but studying the process, the way it works17. 

This type of research can be exemplified by studies of strategical purchasing, where the 

researchers study the methods of purchase used by institutional buyer (Bastani, et al., 2016), 

(Schmeiter, 2016), (Nguyen, et al., 2015). Another example of such research can be a study 

of World Bank’s role in the pharmaceutical industry - here researchers also study the big 

purchaser, not his direct effect on prices, but the mechanism of its action (Falkenberg & 

G.Tomson, 2000). Another way to approach the role of big pharmaceutical purchaser is by 

studying policies employed by big buyers such as their price policies, quality standards and 

target population and/or diseases (Amey, et al., 2014).  

                                                           
17 See for Example: Palumbo. 2001. The Role of The State as a Drug Purchaser.  
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2-5. Literature Review Summary 

The table below summarizes the trends in the literature on buyer power and the 

critique presented in the review. It also introduces the response of this research to the gaps 

in the literature.  

Table 1. Literature Review Summary Table 

THE STUDY OF COMPETITION AND PRICES IN PHARMACEUTICAL MARKET 

Existing Approaches Critique 

Classical Approach to Competition Exclusive focus on suppliers’ influence on 

competition and prices 

Porter’s Five Forces Buyer bargaining power included, but as a 

secondary variable 

The Effect of Regulations Mostly focused on the effect regulations 

have on competition through their effect on 

suppliers 

Buyer mostly studied as a beneficiary or 

price-taker 

Take away: Buyer power largely omitted and not regarded as an influential factor in these 

approaches 

BUYER POWER IN RESEARCH ON PHARMACEUTICAL MARKET 

Existing Research Critique 

Buyer Power & Legal Framework Buyer power indirectly incorporated as an 

existing condition not as a subject of study 

However, as literature research shows, the 

effect and even the definition of buyer 

power are not established yet and have to 

be directly and thoroughly tested before it 

can be studied as a part of a wider scheme 

Buyer Power & Industrial Organization 

Buyer Power & Medical Professionals 

Buyer Power & Marketing Strategy 

Take Away: Buyer power and its role in structuring the market mechanisms of 

competition and price have to be empirically verified and thoroughly studied 
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THIS RESEARCH 

1) Studies buyer power directly by examining the market competition structure 

following the logic of Dobson et al 

2) Builds hypotheses based on existing assumptions about buyer power types 

3) Empirically tests the assumptions and determines the effect of buyer power on 

price and competition  

 

As can be seen from literature review, buyer power is not yet an integral part of 

research on pharmaceutical market. Most researches use classical approach to competition 

or Porter’s five forces analysis to study competition in the market, omitting the 

developments in the research on buyer power and its significance. Also, due to heavy 

regulatory environment in pharmaceutical market another popular approach to study it is by 

looking at the regulation and linking it to the competition environment in the market. In this 

regulation-based approach too, the buyer is not involved as a major player with power but 

rather as the beneficiary of the regulations. In both, classical approaches to competition and 

in regulatory analysis, the main focus of the research is on the suppliers and how they affect 

or are affected by market mechanisms and buyer power is largely omitted. However, as the 

developments in the field of buyer power research show, buyer power carries a potential to 

change the dynamics of competition and pricing in the market. Thus, it is imperative to 

include it in the research on pharmaceutical market competition. Some researches 

recognized the significance of buyer power and started studying the cases where institutional 

buyers or joint purchases are present - a big step forward in understanding buyer power. But, 

unfortunately, even these researches study buyer power by placing it within some other 

research focus such as strategic or organizational dynamics, thus not studying it directly and 
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just seeing it as one of the many constituents. This work differs from the introduced 

researches in its exclusive focus on buyer power, its role in competition and its direct effect 

on prices. It acknowledges the importance of understanding buyer power and its role in 

pharmaceutical market and tries to test its implications through empirical analysis of a case 

where a large buyer is present. In addition, previous works that studied buyer power have to 

be regarded with caution as they take buyer power as given condition without asking its 

structural role and effect on market mechanisms such as competition and prices. As 

literature review has shown, the concept is not sufficiently developed and tested yet and thus 

more empirical tests that examine buyer power directly rather than as a part of a wider 

whole are needed. This research attempts to do it by taking buyer power as its main research 

subject, establishing its position in market structure and empirically testing the existing 

assumptions. 

Despite the failure of previous researches to incorporate buyer power in the analysis 

of pharma-market, all of these studies produce valuable findings that help us understand the 

complex world of pharmaceuticals and the role of big buyers in it. Nevertheless, there is a 

need for better understanding of the buyer power in pharmaceutical market competition and 

pricing.  While it is impossible to determine the effect with certainty, it is possible to sort 

out what type of effect institutional buyer produces under different market conditions by 

continuously testing the theoretical assumptions against the real world. This is exactly the 

mission that this thesis is about to undertake by studying the market of Kazakhstan. The next 

section will first specify the definitions used in this analysis, then proceed to detailed review 
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of the chosen framework and after constructing hypothesis based on the framework 

predictions, it will proceed to the section of empirical testing and answer the questions asked 

at the onset of this thesis: what type of competition can be observed when an institutional 

buyer is present and what effect it has or has not on the prices in the market.  
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IV. Analytical Framework 
The framework is adapted from the work of Dobson, Waterson and Chu (Dobson, et 

al., 1998) who devised an approach that provides analytical tools for distinction between 

monopsony power and bilateral market power based on analysis at three dimensions of the 

market - buyer level, supplier level and the level when buyer transforms into supplier if the 

buyer sells its purchase further down the market. This framework first explores whether 

there is a buyer that has any potential power that requires further analysis. If the answer is 

yes, it moves to the supplier dimension in order to check what kind of supply mechanism the 

buyer is facing and to determine, whether the buyer is engaged in monopsony or in 

countervailing. To recall, monopsony is said to occur when the buyer faces suppliers who 

participate in more or less perfect competition on the supply side, thus no supplier or 

suppliers are dominating and cannot exert market pressure. Countervailing, on the other 

hand, refers to the market situation where the buyer is engaged in power game with supply 

side of monopoly or oligopoly type, that is, the suppliers also hold market power and can 

dictate their conditions, this case is referred to as market of bilateral power and the buyer is 

said to have countervailing power rather than monopsony power. After analyzing the supply 

side and establishing whether the buyer holds countervailing or monopsony power, the 

framework also explores what implications this power combination will have on actors 

further in the market if the buyer sells its purchases. This dimension is important for 

researches that aim at exploring welfare implications for consumers - whether the discounts 

that the buyer obtained get transferred to other market actors or whether the buyer 

unilaterally enjoys the benefits brought by its power and extracts further benefits from actors 
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further down in the market chain. This is a very important function of this framework, but 

unfortunately in the case explored here the buyer does not sell the purchased products 

further, it provides them for free to the hospitals and patients, thus this work will not use the 

third dimension analysis of this framework. It will only employ the approach to determine 

whether the situation on Kazakhstani pharma market corresponds to monopsony or bilateral 

market power in order to correctly construct the hypothesis regarding the potential influence 

of the institutional buyer on competition and pricing.  

The framework developed by Dobson et al originally consists of five questions 

featured in the table 2 below. However, only the first two questions address the structural 

characteristics of the market. The last three are related to welfare consequences of buyer 

power when the buyer is transformed into a seller down the market stream - these 

phenomena are out of the scope of this work. Therefore, in determining the type of market 

competition taking place in the pharmaceutical market of Kazakhstan this research will rely 

on the first two questions used by Dobson et al.  

Table 2. Dobson et al. Analytical Framework18.  

Question Relevant Evidence 

1. Is there significant buyer power? If 

not, the considerations of buyer power are 

not relevant. 

Significant proportion of the product as a 

whole purchased by this firm 

Significant arrangement of terms of 

purchase by this firm 

                                                           
18 Dobson, Paul, Michael Waterson, and Alex Chu. 1998. The Welfare Consequences of The Exercise 

of Buyer Power. 
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2. Is the buyer power against 

relatively powerless suppliers? If so, it is 

more likely that buyer power has policy 

implications. 

Absence of evidence that suppliers dictate 

terms of sale 

Low seller concentration in the upstream 

market 

 

3. Does the buyer itself have 

significant selling power?  

 

Normal means of assessing seller power 

4. Does the buyer attempt to constrain 

its suppliers’ other actions?  

Evidence of exclusive supply requirements, 

specific custom design, etc. 

 

5. Are there significant productive 

efficiency gains associated with buyer 

power?  

Pecuniary or other economies of scale 

indicating 'natural' monopsony tendency 

 

The first question aims to determine whether there is any buyer power that is big 

enough to require further investigation. If the answer is yes, the research can then proceed to 

the question number two, which is designed to determine whether the buyer is the only 

powerful actor on the market arena or there are powerful suppliers on the other side of the 

market. The framework also gives a list of relevant evidence that helps to give answers to 

these questions and identify the type of buyer-seller competitive relations present in the 

market. The relevant indicator for the presence of buyer power is the ability of buyer to 

influence market conditions, and this ability is said to be based on the quantity purchased 

and the market share captured by the buyer. Next, relevant determinants of the supply side 

structure are said to be the concentration of suppliers as well as presence/absence of 

evidence that suppliers dictate the terms of the deal. Thus, by combining these indicators 

with the indicators for buyer power we should be able to determine the nature of 

competition between the supplier and the buyer on the pharmaceutical market of Kazakhstan 
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and start exploring what how this interplay affects pricing. So, having these questions and 

indicators in mind, we can now proceed to identifying the type of buyer power and 

competition structure observed in the pharmaceutical market of Kazakhstan. To complete 

this mission, it is essential to familiarize ourselves with the structure of the industry to be 

studied: Kazakhstani pharma-market, what is it like?  

As literature review has shown, regulatory context is influential in setting 

competition environment in the market, thus it is crucial to review the regulatory setting in 

Kazakhstani pharma-market. In this aspect Kazakhstani pharma-market presents an 

interesting case as aside from standard and quality requirements there are very few 

regulatory barriers for the new entrants to the market and there is no price-control 

mechanism to date - the project is under review but has not been ratified yet (Nurtaev, 

2017). Even though licensing and registration regulations are in place, the absence of price 

regulation mechanism means that the regulations profile of the market has only marginal 

effect on the competition setting. The licensing and registration mechanisms can cause delay 

in bringing the product to the market or discourage entrance of companies into the market, 

but according to reviews of this procedure in Kazakhstan, it is not lengthy or challenging 

(Region, 2012), (MedExpert, 2017). Further, as has been mentioned above, Kazakhstani 

market has no tariffs for pharmaceutical products to date. However, tariffs will be employed 

when the legislation of Eurasian Economic Union will fully be in place (News, 2017). 

Nevertheless, for the moment, there are no trade-related constraints on the market. As 

import-export statistics shows, Kazakhstani pharma-market is highly import-dependent as 
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Kazakhstan is importing medications from all over the world, thus the absence of tariffs 

means a lot for the market - as the tariffs are absent, the imported medications do not 

experience price increases associated with trade regulations, which means that Kazakhstani 

market is free from another factor that can potentially affect the competition environment in 

the pharma (Research, 2016). All in all, Kazakhstani pharma-market largely lacks the 

regulatory mechanisms that are said to have the biggest effect on competition and price 

setting in the market, thus leaving the business of competition to the discretion of supply and 

buyer power.  

The main character of this research, the buyer power, can be defined based on the 

definitions introduced in the literature review.  As can be noted from the discussion on the 

meaning of buyer power, there is no established definition, but it is possible to extract 

characteristics that the buyer is supposed to have to be regarded as potentially powerful - 

just as Dobson et al have identified relevant evidence for the presence of buyer power in 

their framework. First of all, the buyer has to have capacity to affect prices in the market, 

usually dragging them down. Second, the buyer can be regarded as powerful if it can 

effectively bargain with the suppliers and extract concessions from the supply side, such as 

favorable contract terms, future discounts or particularized design, etc. The power of the 

buyer is usually said to be expressed in the market share held by the buyer and the quantity 

it purchases. However, if we are to use the framework of Dobson et al, where the 

concentration of sellers is also taken into consideration, an important variable to include as 

one more indicator of buyer power is the number of suppliers the buyer is facing.  Thus, in 
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total there are three main variables that are said to reflect the power of the buyer – market 

share, quantity purchased and the number of suppliers it faces.  

Market share determines the portion of suppliers’ revenue that directly depends on 

this particular buyer, thus the bigger the market share of the buyer, the more powerful it is. 

The number of suppliers reflects the concentration of sellers on the supply side and 

determines in what position the buyer is vis-à-vis the sellers and how effectively the buyer 

can bargain. As is shown in Dobson et al framework, higher concentration of suppliers 

means that the buyer has bigger market power - the more suppliers are available at the 

market, the more alternatives the buyer has and is thus less dependent on a particular 

supplier, unilaterally exercising market power (monopsony). On the other hand, if the 

concentration of suppliers on the market is relatively low, the suppliers then hold certain 

bargaining power against the buyer, and in this case market relationship is based on 

countervailing between suppliers and buyers or, in other words, the market is subject to 

bilateral competitive power relationship. Next variable, the quantity purchased by the buyer, 

reflects relationship between seller and seller in a more direct way. Put simply, the quantity 

bought from a particular seller reflects the power of the buyer vis-à-vis that particular seller 

rather than the market as a whole, and the more it buys, the bigger the control it can exert 

over that supplier. In this way, quantity purchased is different from market share as it is a 

more straightforward indication of the relations between buyer and seller. These variables 

can be incorporated into the framework of Dobson et al and be used to answer the two 

questions asked in it. First, the presence of buyer power can be verified through the market 
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share and quantity purchased by the buyer, while the concentration of sellers in the market 

as reflection of relations between supply side and the buyer can be represented through the 

number of alternative suppliers faced by the buyer. To sum up, the buyer can be defined as 

powerful if it has the capacity to affect market conditions, and that capacity is reflected in 

the market share, number of alternative suppliers and the quantity purchased.  

In Kazakhstani pharma-market one buying entity corresponds to these 

characteristics and can thus be potentially regarded as a powerful buyer. In 2009, a non-

governmental organization was contracted by the government to act as a purchasing body 

for the program of free public supply of medicines. Before its establishment the purchases 

were led by separate institutions - partly by the Ministry of Health and partly through direct 

purchases by hospitals and other relevant entities (SK-Pharmacy, 2009). When the 

purchasing responsibility was first transferred, the organization controlled 29% of the 

market, the number continuously increased and in 2016 which is the final year included in 

the given analysis, it already controlled over 40% of the market. This year, 2017, the 

organization is said to already control over 60 % of the market, but unfortunately the data 

for purchases is not yet fully available to include this year in the analysis (Anon., б.д.), 

(Anon., б.д.), (Research, 2011). However, even without the inclusion of 2017’s data in the 

analysis, the fact that this purchaser controls a substantial portion of the market and can be 

assumed to own a market weapon is doubtless. Which makes it eligible to be referred to as a 

powerful buyer. In addition, this buying entity has a degree of administrative power granted 

to it by the Ministry of Health (SK-Pharmacy, 2009). Upon approval of the ministry, the 
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institutional purchaser can affect terms of contract and supply requirements. This 

administrative capacity further reinforces our assumption regarding the potential power of 

this buyer as it corresponds to one of the conditions defining buyer power - the ability to 

bargain and extract concessions from the seller. It has a capacity not just to bargain, but to 

effectively control the terms of purchase provided it has permission from Ministry of Health. 

Furthermore, the institutional purchaser operates the supply of medicines under national 

program of pharmaceutical procurement, meaning not only that the range of medicines 

purchased by this entity is wide, but also that the quantity purchased by this buyer from any 

single supplier is tremendous. Therefore, this buyer corresponds to another important 

characteristic of the buyer power - control over substantial quantities. In this way, the 

assumption that this purchaser has buyer power can be judged as well-grounded and the use 

of this buyer as the subject of inquiry in the given research can be validated. And, the 

answer to the first question determining the structural characteristics of the Kazakhstani 

pharma-market is a definite yes: there is a powerful buyer that requires further investigation, 

but the next question is what about the supply side? Is the buyer the only powerful entity 

(monopsony) or is it facing powerful actors at the other side of the market (bilateral power)? 

In terms of supply power, Kazakhstani pharma-market presents an interesting case 

because the suppliers in the market are not monopolistic giants in a strict sense of the word. 

The market is too young to have any dominant supplier or groups of suppliers - it is a little 

over 25 years old (Research, 2016). It also has negligible barriers for the entry of new firms, 

meaning that there are very low fixed costs in the market, which makes it very enabling for 
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young companies and in this way prevents the established suppliers from capturing 

dominant positions in the market (Health, 2017). In addition, as was mentioned earlier, it has 

no tariffs for pharmaceutical products and is highly reliant upon importation of medications, 

which means that there is high degree of competitive pressure from the outside as well. 

Given these characteristics, the market can be regarded as relatively competition friendly. 

One might disagree and argue that due to the fact that the products on the market are subject 

to differentiation each company can be regarded as a monopolist in some sense, thus 

disabling competition in the market. However, as long as we classify products based on the 

main active ingredient, the effect of differentiation largely disappears as the products of the 

same active ingredient, or, in other words, of the same therapeutic effect, are largely 

substitutable for each other despite differentiation. Therefore, the argument that the 

environment in the market is competition-friendly persists.  

However, the question that comes up then is why the government would establish an 

institutional buyer with power to counter the suppliers, if suppliers are more or less 

competitive among themselves and do not seem to exert competitive power over the prices? 

There can be several reasons for this action. First, the institutional buyers’ main goal is to 

purchase products for the program of free public supply of medications, meaning that it is 

subject to budget constraints and large demands, thus making it necessary for the state to 

gain additional price discounts at any cost. Second, even though in general the market on 

supply-side is competition-friendly, if we look closer at the supply chain, there are only a 

few companies who can supply the large orders administered by the government, thus 
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actually transferring the competition-friendly supply side into more or less oligopolistic 

(SK-Pharmacy, 2009-2016). Thus, an important fact that has to be noted about the suppliers 

on pharmaceutical market of Kazakhstan is that the supply-side of the market is generally 

competition friendly, but government purchases face suppliers with certain amount of 

power, thus making it necessary for the government to orchestrate a powerful defense 

against oligopolistic manipulation of prices and secure its budget’s efficiency.  

As has been noted in the paragraph above, the institutional purchaser is facing a few 

potentially powerful sellers while there is generally a competition-friendly environment in 

the market. This means that supply side and buyer side can both be divided into two distinct 

categories: those who interact in the competition-friendly sector of the market and those 

who interact in the bilateral power setting. First category of competition-friendly relations is 

out of the scope of this thesis as its primary interest is in the mechanism of buyer power. 

Therefore, the focus of this work transfers exclusively to the second category of buyers and 

sellers. In the second category there is just one buyer and the sellers are not concentrated as 

there is on overage only two suppliers for each drug. The supplier in this case can mean 

either the producer itself or a distributor contracted by the producer to trade its goods, but as 

the only category of suppliers addressed in this research is the group trading or capable to 

trade with the institutional buyer, the supplier side is limited to those suppliers who have 

applied for the tender to provide service to the institutional buyer. The information on 

suppliers is thus retrieved from the protocols of application process for tenders on supply of 

drugs to institutional buyer (SK-Pharmacy, 2009-2016). And, while the overall application 
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number varies from 40 to 60, an average number of suppliers for one drug is only two, and 

there is quite a number of cases where there is only one supplier available for a particular 

order, which means that the suppliers do possess a certain degree of power in the market. 

The number of suppliers is low and the alternatives that the buyer can switch to are limited, 

therefore, the intuitive conclusion regarding the position of institutional purchaser vis-à-vis 

sellers is that the buyer is facing suppliers with a potential to influence power relations in the 

market and thus also holding a potential to affect competition and pricing. The table 3 below 

summarizes the indicators of buyer power used for the discussion. 

Table 3. Market Characteristics19 

 

Indicators 

Time: 2009-2016 

Locus: Pharmaceutical Market of Kazakhstan 

The Buyer:  SK-Pharmacy 

Average Number of 

Suppliers  
2 

Range of Number of 

Suppliers 
0 - 12 

Average Quantity 

Purchased 
521 411 

Range of Quantity 

Purchased 
25 – 17 655 346 

Average Market Share 40% 

Range of Market Share 27% - 44% 

                                                           
19 SK-Pharmacy. 2009-2016. "Закуп Лекарственных Средств." Accessed 2017. http://www.sk-

pharmacy.kz/ ; old.sk-pharmacy.kz. Research, ATFBank Market. 2011. Analysis of Pharmaceutical 

Market.; Research Group Damu. 2016. Report on Pharmaceutical Products Analysis in Kazakhstan.; 

Фармацевтическое Обозрение Казахстана. https://www.pharm.reviews/analitika.; AQUITAS. 

2015. Фармацевтический Рынок Казастана: История, Основные Направления Развития и 

Текущее Состояние. 
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In this fashion, the relationship between institutional buyer and the suppliers are 

closer to countervailing than to monopsony. Table 4 below illustrates this conclusion by 

linking the analytical framework to market indicators discussed above.  

Table 4. Type of Buyer Power in Kazakhstan 

Question Kazakhstani Market Answer Type of Buyer 

Power 

1. Is there significant 

buyer power?  

 

Buyer: SK-Pharmacy  

 

Market Share: 27% - 44% 

 

Range of Quantity 

Purchased:  25 - 17 655 346 

 

Average Quantity 

Purchased: 521 411 

Yes, there is 

significant buyer 

power 

Powerful Buyer  

+  

Potentially 

Powerful 

Suppliers 

 =  

Countervailing 

Buyer Power 

2. Is the buyer power 

against relatively 

powerless suppliers?  

Average Number of 

Suppliers: 2 

 

Range of Number of 

Suppliers: 0 - 12 

No, there is low 

concentration of 

suppliers which 

implies potential 

of suppliers to 

exert influence 

in the market 

 

The institutional buyer can indeed be regarded as powerful as its market share, 

administrative powers and quantities purchased have shown. However, as there are only a 

few suppliers who are capable of taking its purchase orders, the buyer does not hold absolute 

power over the market and the suppliers are potentially powerful, especially in the cases 

where there is only one supplier of a particular drug. As a consequence, it is hard to say that 
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the buyer is exhibiting monopsony potential, thus leading to a conclusion that the situation 

in the Kazakhstani pharma-market is that of countervailing. What does this competitive 

relationship between the buyer and the sellers mean for the pharmaceutical prices then? The 

next sub-section will construct the hypotheses to answer this question. 

To sum up, this sub-section introduced the market conditions under which the 

pharmaceutical industry operates in Kazakhstan and defined the scenario which will be 

applied to the analytical framework and assessed empirically. First, the regulatory 

environment under which the interaction takes place is not restricting enough to be an 

obstacle or a factor of substantial importance in the current analysis as Kazakhstani pharma-

market has minimal regulations and no price control mechanisms. The main character of this 

work, the powerful buyer, was defined based on the characteristics attached to buyer power 

by various authors covered in literature review. The characteristics include ability to affect 

market conditions through such instruments as market share, number of alternative suppliers 

and quantity purchased. The institutional purchaser contracted by the government to provide 

for the program of public supply of medicines matched all of the conditions stated above 

and is, therefore, used as the main subject of inquiry in the given analysis. Next, the supply-

side of the pharmaceutical market of Kazakhstan can be defined as competition-friendly, but 

due to the fact that not every supplier is capable of or willing to supply to the institutional 

buyer, there are only few suppliers who are actually engaged in market relations with the 

buyer. Consequently, they have a potential to exert influence on the market, especially when 

only one supplier is available for a particular medication. Therefore, the relations between 
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the buyer and the suppliers in this market come to be defined as bilateral power relations 

rather than a monopsony.  Having established the definitions for the main items and the 

characteristic of the competition power relations in the market, it is now time to proceed to 

hypothesis building. 

1. Hypothesis building 

To recall, at the start of this work we raised questions about the type of competition 

and its effect on the prices: What type of competition do we observe in the pharmaceutical 

market of Kazakhstan and how does it affect the prices of pharmaceuticals?  Based on the 

discussion above, we can answer the first question. In the pharmaceutical market of 

Kazakhstan, there is a big institutional buyer that calls for attention, but as has been 

deduced, the competition dynamics between suppliers and this institutional buyer are not 

that of monopsony. Rather, it can be characterized as potentially bilateral power relations 

due to the fact that there are only a few suppliers available for such big orders that 

institutional buyer operates. As the table above shows, the institutional buyer is indeed a 

powerhouse on the market - the quantity purchased by it can reach millions of items, its 

market share is continuously increasing, and in addition to these characteristics it has 

administrative powers devolved to it from the Ministry of Health. However, as there is a 

limited number of suppliers, despite being potentially grand, the power of the institutional 

buyer is not the only power that can potentially be active on the market. In this fashion, the 

competition situation in the market can be described as potentially bilateral or countervailing 

as the powerful buyer is engaged in bargaining with limited number of suppliers, who also 
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hold some amount of power as the buyer has limited alternatives and in extremes cases 

would have to submit to the sellers’ conditions. Hence, the answer to the question of what 

type of competition can be observed in the pharma-market of Kazakhstan, is the bilateral 

power relationship between institutional buyer and its suppliers. Therefore, in building our 

predictions regarding the effect that the buyer exerts on the prices in the market we have to 

keep in mind that we are not dealing with the buyer of absolute power like in a monopsony - 

we are working with a buyer who might face resistance from the other side of the market, 

but is nevertheless powerful.  

All caveats aside, having established the type of competitive power relationship 

observable in the pharmaceutical market of Kazakhstan, it is now the time to determine what 

type of influence this power setting exerts on the pricing of medications under the program 

of free public procurement of medications. In other words, what exactly should we expect 

from a given competitive situation at the market and its effect on the prices? The effect that 

the competitive power setting in the market has on the pricing is designed to be tracked 

through the relationship between the buyer power and the price, breaking down the buyer 

power into three dimensions: its power reflected through its market share and quantity 

purchased and the concentration of suppliers it faces which in turn reflects the type of 

competition it faces at the other side of the market. As was mentioned throughout the work, 

the buyer with market power is usually engaged in lowering the prices. Its power should 

thus be inversely related to pricing that it faces. In other words, the greater its power, the 

lower are the prices it can achieve. The power of the buyer is represented with three 
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variables: market share, quantity purchased and the number of alternative supplier it faces. 

As the market share held by the buyer increases, its power increases and a decrease in prices 

can be expected. In the same fashion, as the quantity purchased increases, the power that the 

buyer has also increases hence the prices can be expected to fall as well. What is the 

relationship between the number of alternative suppliers and the prices? As small number of 

suppliers means a limitation in alternatives and therefore, higher dependence on given 

suppliers, a small number of suppliers would also mean less power held by the institutional 

buyer. As a result, the expected relationship between the number of suppliers and the price 

is that a fall in the number of suppliers can be associated with an increase in the price as the 

buyer becomes tied to the existent suppliers and thus experiences a decrease in its power. In 

brief, the higher the market share and the quantity purchased by the buyer and the higher the 

number of the suppliers it faces, the bigger is its power and thus the lower the prices that it 

should be able to achieve.  

Based on the discussion above, the central hypothesis of the given work is that the 

increase in the power of the institutional buyer should lead to a decrease in prices. As the 

power of the buyer is expressed through its market share, quantity purchased and number of 

alternative suppliers the following sub-hypothesis follow. First, increase in market share 

should lead to a decrease in prices. Second, increase in quantity purchased should lead to 

decrease in prices. Third, increase in the number of suppliers should lead to decrease in 

prices.  
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The given hypothesis aims primarily at establishing the relationship between the 

competitive power and the prices at the market of Kazakhstan, but it also checks the 

assumption that is generally held regarding the large buyers in pharmaceutical market in 

general. As was mentioned in the literature review, a large buyer is associated with lower 

prices and is thus a strategy that is often employed by the governments and other entities as 

a strategy to lower the prices they face. The effect of buyer power has been tested in a 

variety of fields, but within the pharmaceutical market it is quite a novel undertaking, and 

given the complexities within the pharma-market and the vital importance of the market, it 

is essential to build up the knowledge base regarding its functioning. Thus, while the main 

target of this research hypothesis is the relationship between power setting and prices of 

Kazakhstani pharma market. the second aim of this hypothesis is shedding some more light 

on the phenomena of buyer power by studying it within the pharmaceutical sphere. As the 

logical reasoning behind the hypothesis and its goals have been clarified by now, the next 

step is to explore the data that will be used to operationalize this lengthy theoretical 

discussion and turn it into an empirical case study.  
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V. Empirical Analysis 

1. Data Exploration 

As have been determined in the preceding sections, the relevant determinants for 

buyer power are market share, quantity purchased and the number of suppliers. Therefore, 

these are the variables for which we have to obtain the data. Fortunately, the institutional 

buyer SK-Pharmacy, for the purposes of transparency and accountability publicizes 

protocols of purchase procedure, starting from the announcement of the purchase and till the 

last step where the contract is signed with the supplier. What is more, the publications are 

available from the very start of the operation of the organization, thus it is possible to cover 

the material starting from 2009. However, the material for 2017 is not yet fully accessible as 

the year has not been finished, so the last year to be included in the current work is 2016. In 

addition, in 2009 the organization was just formed, thus the entire mechanism of purchase 

was not yet completely transferred to the organization, therefore the research will start from 

2010, when officially and factually the whole mechanism came to be under control of the 

institutional purchaser. In this way, we get a time dimension of 7 years (2010-2016), 

allowing us to test the relationship between the yearly change in buyer power indicators and 

price over relatively long period of time.  

Among the many documents made available by SK-Pharmacy there are two main 

categories that are of interest for the current research. First, it is the announcement of the 

purchase order, where the institutional buyer lists the products it will purchase this year, the 

quantity required and the price that it will pay for each medication. Through this document 

the variables of quantity required and price paid are then secured. Then, in response to the 
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order, the organization receives applications for tender from potential suppliers and the 

protocol of application review is also posted on their website. In the protocol of application 

review the following information is obtainable: the items that each supplier applies for as 

well as general information on the suppliers. What is of interest here are the items that 

suppliers apply for. By grouping the suppliers based on applied item, it is possible to track 

how many suppliers are potentially available for the supply of that drug. In this way, we 

obtain the information for the variable of alternative suppliers. In brief, careful examination 

of protocols made public on the website of the institutional purchaser provide the 

information required for conducting this research - list of medications, price to be paid, 

quantity to be purchased and the number of alternative suppliers ready to supply the 

medication. The information is available over the seven years targeted in this research, thus 

building a balanced resource pool. The last variable that is needed to complete our picture is 

the market share of the institutional supplier. The market share of the institutional supplier is 

available in market analyses produced each year by independent analytical agencies. In this 

fashion, our variable bank is complete and the empirical affair may now begin. 

As the sources of the information for the variables are now clarified, the next step is 

to explain the use of these variables in the research. As the order for the medications is 

placed a few months before the year starts, the deal is then based on the situation on the 

market observable at the moment of the order placement rather than on the situation that 

takes place at the time of the actual order administration. In other words, when the price for 

the year of 2010 is stated, the market share variable of the year 2009 is used as a reference, 
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as the order for 2010 is placed in 2009. In addition, market share for 2010 is only estimable 

only at the end of a calendar year thus being irrelevant at the time of actual contracting, 

which is then largely based on the market share that the institutional buyer held at the end of 

preceding year. In this analysis too, the market share variable is taken in retrospect, as the 

pricing and supply decisions are made long before the new market share is calculated. Other 

variables used in this research are not changed in any way and are used as stated in the order 

and tender protocols.  

One more clarification has to be made in regards to the nature of the products placed 

in the order administered by the institutional purchaser. The order does not list actual 

branded or generic products available in the market. Rather, it uses international unpatented 

name of the drug and any medication that matches the therapeutic effect can be supplied as 

the representative of the product. Thus, the name of the product listed in the order is not 

related to any particular brand or producer and thus the price that is stated in the order is a 

calculated maximum that the institutional purchaser is ready to pay for this particular drug 

category.   

The orders for medications administered by institutional buyer differ every year in 

quantities, types and dosage. The count of the items on medication list varies each year from 

approximately 600 to 800. In addition, the dosage and type of medication (syrup, tablet, 

spray, etc.), also changes. However, the core of the list is more or less stable and the 

additional items on the list are to the most part orders of the same medication in various 

doses or in new formats. For the purposes of this research, an extended list of the 
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medications was used as a baseline population of medications, however as majority of the 

pharmaceutical products on the list are available in more than one dose or format, the list 

was filtered for same medication of different dosage to leave only one type to represent the 

product. In addition, vaccines and several categories of products such as materials for blood 

transfusions and plasma were eliminated from the list as in certain years they were 

purchased through separate mechanisms and at different timing which makes them 

incomparable to other items on the list. (For a detailed list of eliminated products refer to 

additional orders catalogue on the website). Resultantly, out of over 800 products purchased 

each year a compact list was compiled and the total number of pharmaceutical products to 

be studied in this research thus amounts to 360 items.  

As a next step of the analysis, a simple random sample out of the total 360 

medications was retrieved. The sample size was calculated using 95% confidence level 

which showed that a sample of 185 medications has to be extracted. Using a method of list 

randomization through which the items on the list were placed in a random order using 

readily available software, a sample was extracted and in total, over the period of seven 

years, there are 1295 observations to be explored in the research.  

The exploration of prices and quantities of the products showed that the data is 

highly skewed to the right for both observations. Therefore, in order to normalize the data 

distribution, the price and the quantity variable for all medications were logged (Unit, 2012). 

Logging the variables resulted in adjusted distribution which can be seen in the graph below. 

It is important to note that this move has implications for interpretation of the findings later 
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in the research as now there are logged variables not only on the dependent variable side but 

also in the team of independent variables.  

Graph 1. Log-Transformation of Variables 

Price Distribution       Skewed to the right                                                         Log Transformed 

 

Quantity Distribution   Skewed to the Right                                                       Log Transformed 

 

In addition to skewness in these two variables there is another complication in the 

data that has to be mentioned. There is a number of missing values across the observations20. 

                                                           
20 See Appendix for Details. 
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The missing values, however, are inevitable in this research as not all the medications are 

purchased every year and even for the medications that are purchased regularly, there are 

occasions when there are no suppliers who are capable of or are willing to supply the given 

product. Therefore, the missing values are a natural part of this data pool and despite the 

limitations that it brings to the data, they are reflective of the real-world characteristics. In 

addition, as the exploration of the data has shown, the presence of missing values has not 

severely affected the data as it is still strongly balanced.  

Having explored the data and its sources, the casual model can now be stated. To 

recall, the central hypothesis of this research is that the increase in the power of the 

institutional buyer should lead to a decrease in prices. As the power of the buyer is 

expressed through its market share, quantity purchased and number of alternative suppliers 

the following sub-hypotheses follow. First, bigger market share leads to lower prices paid by 

the buyer. Second, increase in quantity purchased should lead to fall in prices. Third, 

increase in the number of suppliers should lead to a decline in prices. Consequently, the 

independent variables in this research are market share, quantity purchased and, as the 

suppliers potentially have market power, the number of suppliers. The independent variable 

is the price paid by institutional purchaser. And, looking back, the question to be answered 

here is the following. In Kazakhstan, as the preceding discussion has determined, there is a 

powerful buyer engaged in countervailing in pharmaceutical market, but what is its effect on 

prices? As a result, the causal model can be constructed as follows:  
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 Figure 1. Casual Model 

 

 

The relationship between the variables is represented in the equation above and the 

analysis will be performed using the technique of panel data analysis. Panel data analysis is 

utilized as the research design requires a study of changes over time for multiple items. The 

time dimension covers the years from 2010 to 2016 are used and the price of pharmaceutical 

product is the dependent variable analyzed over time. In panel data multiple types of 

analysis are possible, and in this analysis two techniques were considered. Namely, fixed 

effects model and random effects model (Reyna, 2007). The reason why these two 

techniques were considered lies in the nature of the data analyzed. Panel data analysis 

                            Casual Model                                    Buyer Power                                 

 

  

Method: Panel Data Analysis 

Time: 2010-2016 

Observations: 185 pharmaceutical products 

Locus: Pharmaceutical Market of Kazakhstan 

The Buyer:  SK-Pharmacy 
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allows assessment of overall, between and within variation in variables (Wooldridge, 2011). 

Overall variation explores the variation in the whole sample, while between variation 

depicts the variation between the items. In this study, as the dependent variable is the price 

of a pharmaceutical product and as their prices vary inevitably due to factors such as 

ingredients, production technology or therapeutic effect, the overall variation and the 

variation between products in price will inevitably be observed, which thus makes overall 

and between variation inappropriate. What is left then is the within variation which reflects 

the variation of price variable across time for one product. This is the subject of interest in 

this work, as it aims to measure the variation in price of a medication induced by yearly 

change in buyer power. Thus, an appropriate technique for this analysis is a technique 

capable of measuring the within variation and random and fixed effects models are exactly 

the type of a technique usable for such analyses. Therefore, random and fixed effect models 

were considered.  

Fixed effects model and random effects model vary in the ways they treat the 

variables in the regression as well as the way they treat the effect of the omitted variable. 

Fixed effects model controls for variables omitted in the data by assuming that they have the 

same effect over time and thus can be omitted and implicitly controlled for, whereas in 

random effect model this function is missing. Random effects model, on the other hand, 

assumes that unobserved or omitted variables have no statistical relationship with the 

variables being studied and thus can be safe let free (Wooldridge, 2011). This assumption is 

quite dangerous and conceptually it is very hard to decide which model to use, but 
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fortunately, there is a statistical test developed by Hausman that allows to determine which 

model will produce the most reliable estimation for the regression in question.  

Put simply, Hausman test is a statistical instrument that tests validity of one single 

hypothesis. It hypothesizes that the fixed effects model is the model to be used in the 

analysis and the consequently the assumption is that the omitted variables that are 

incorporated in the error term are correlated with the independent variables used in the 

analysis. If the hypothesis is supported, then the fixed effects model is superior to random 

effects model in the particular case study. In this analysis, in order to determine the correct 

technique to be used Hausman test was operationalized (Wooldridge, 2011). As the test has 

shown, the hypothesis that fixed effects model is preferable is strongly supported, and 

accordingly, the fixed effects model is used in the proceeding analysis. The use of fixed 

effects technique means that whatever variables are omitted in the study, they will be treated 

as time-invariant and will be controlled for by the statistical program. (The detailed results 

of Hausman test are presented in the Appendix) 

Thus, to sum up, this section was devoted to data exploration, construction of 

research hypothesis and casual model and concluded with determining the correct technique 

to operationalize the analysis. The data for this analysis was obtained from protocols and 

orders published by the institutional buyer and from the market analyses. The data was 

sorted and a sample of 185 medications was chosen to be tested over seven years (2010-

2016) using panel data analysis. Among the many panel data techniques fixed effects model 

was picked based on the results of the Hausman test. Also, the constructed casual model 



 
 

64 
 

explicitly stated the presumed nature of relationship to be tested in this empirical test, the 

ultimate goal of which is to answer the question of what is the effect of buyer power on the 

prices of pharmaceutical products purchased by institutional buyer in Kazakhstan - an 

important affair, as the medications supplied by this entity are the used by the whole country 

and thus affect the health of the population. The next section reveals the findings of this 

empirical test and sorts out its contributions to our knowledge of pharmaceutical market 

mechanism under the effect of buyer power.  

2. Interpretation 

The preceding section determined that Kazakhstani market can be characterized as a 

market of bilateral power as it has a large institutional buyer who faces relatively low 

number of suppliers, which potentially gives them power, and thus prevents the buyer from 

being a monopsony and potentially engages the buyer in countervailing with suppliers. 

Nevertheless, the fact that the buyer is big enough to require further examination was 

confirmed and the need to include suppliers in the analysis was clearly signaled. The next 

step is to test how does this big buyer affect the prices of medications that Kazakhstani 

people use? The section above assorted the data, constructed the hypothesis and introduced 

the casual model and statistical technique to be used in the analysis that will attempt to 

provide an answer to the question. The present section is devoted to inspection and 

interpretation of findings that this analysis produced.  
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Table 5. Regression Results Table 

 Multivariate 

Model 

Quantity 

Effect Model 

Suppliers 

Effect Model 

Market Share 

Effect Model 

logq -0.266*** -0.267***   

 (-11.72) (-11.69)   

     

SUPPLIERS 0.0294***  0.0270**  

 (3.32)  (2.88)  

     

MS -0.00588**   -0.00903*** 

 (-2.90)   (-4.24) 

     

Constant 8.490*** 8.328*** 5.295*** 5.718*** 

 (32.75) (32.72) (204.37) (66.16) 

Observations 1086 1088 1086 1088 
t statistics in parentheses 
* p < 0.05, ** p < 0.01, *** p < 0.001 

As can be noted from the table, there are four models that were operationalized in 

the panel data analysis. The first, multivariate, model is the baseline model where all the 

three independent variables are included. In quantity effect model all variables except 

quantity are controlled for. Similarly, in market share effect model and in suppliers’ effect 

model all except the variable stated in the model name are controlled for. Prior to 

performing actual interpretation of the results it is important to clarify one point.  

As has been mentioned in the data exploration section, the variables of price and 

quantity were log transformed in order to normalize their highly skewed distributions. And, 

as was also noted, this will affect interpretation of the results, but exactly how? (Reyna, 

2007) It depends on the combination of variables in question. In this case we have a 

dependent variable, price, which is log transformed, and we have one independent variable 
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also log transformed while the rest two independent variables are untouched. Therefore, the 

interpretation will differ depending on what variables are interpreted. For example, in the 

case where two logged variables are involved, both of them are interpreted in terms of 

percentage change, not unit change. However, in the case where only dependent variable is 

log transformed but independent variable is in its original form, only the dependent variable 

needs to be interpreted in percentage. For this reason the interpretation that follows will 

have different interpreting pattern for each variable in the model. 

First, the multivariate model that tested the relationship between all variables over 

seven years will be addressed. In a multivariate model, as can be inferred from the table, 

only quantity and the market share variables support the stated hypothesis. As the sign 

shows, the relationship between price and these two variables is inverse, meaning that a rise 

in market share and in quantity will lead to a fall in prices. This result corresponds to the 

relationship predicted by the model. The detailed measures of the change are as follows. 

One percent change in quantity is associated with approximately 0.26% fall in price, 

whereas a unit change in market share is associated with only around 0.6% fall in price. 

Results for both variables are significant, but the quantity variable exhibits slightly higher 

significance in its relationship with price. How to interpret this outcome? First, the 

relationship between these variables was more or less confirmed, however the effect was 

shown to be rather weak. This is an interesting observation as the overall market share was 

originally presumed by buyer power theorists as the most reflective of and determinative for 
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the buyer power effect and was used as the main reference in building buyer power 

hypothesis.  

An even more interesting or some might even say paradoxical observation in this 

result table is the coefficient for the independent variable of alternative number of suppliers. 

The hypothesized relationship between the number of suppliers that the buyer can choose 

from and the price that the buyer pays was that the more suppliers are available, the more 

powerful the buyer is and thus the lower the price will be. However, this panel data test 

shows that this is not the case as the relationship between the variables is not inverse, but 

direct, meaning that the more suppliers are available, the higher the price is. In this way the 

regression outcome is completely opposite of what has been predicted by theoretical 

literature and what was anticipated by the given research. Originally, the bigger the number 

of alternative suppliers is available to the large buyer, the more powerful the buyer then 

should be and thus the lower is the price it can demand. However, in this case we observe 

that in contrast to the prediction, bigger number of suppliers actually rises the prices instead 

of lowering them. In more detail, a unit increase in the number of suppliers is associated 

with almost 3% rise in the price. Therefore, the hypothesis about the relationship between 

the number of suppliers and the price is not supported, and as can be seen, the number of 

suppliers has different implications for buyer power than the other two variables and totally 

overturns the research predictions.  

The possible explanations for this result can be found first in the nature of 

pharmaceutical industry of Kazakhstan. If one looks closer at the supply side in Kazakhstan, 
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it is observable that the supply side consists of largely two types of suppliers (Research, 

2016). First, there are international suppliers and second, there are local or domestic 

suppliers. This distinction can be the potential reason behind rise in the prices associated 

with rise in the number of suppliers. More specifically, if the increase in the number of 

suppliers is associated with a rise in the number of domestic suppliers, then the price rise is 

explainable. Domestic suppliers are protected by a special program of development of local 

pharmaceutical industry in which the government and all associated entities are supposed to 

support the local producers (Research, 2016), which means that despite the potential ability 

of the institutional buyer to lower the prices as the number of suppliers increases, the buyer 

may purposefully deactivate its power and let the domestic suppliers charge the price they 

want. This is merely a speculation aimed at finding potential reasons for the unexpected 

outcome and thus it requires further analysis and search for the links between the nature of 

the suppliers and the price rise. Another potential explanation may be that the increase in 

number of suppliers is associated with the loss of economies of scale due to fragmentation 

of market and increase in the costs of production that the suppliers face (Rasmussen, 

2013).However, this is too, a speculation and requires further investigation. 

 In spite of the fact that the analysis produced an outcome that confronts the 

proposed hypothesis, it brought about a number of important implications for future research 

and contributed to our understanding of buyer power, especially in the market of 

pharmaceuticals. First, it can be noted that the number of suppliers is not directly linked to 

the buyer power contrary to what is proposed in the theoretical works. Second, it calls for a 
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deeper and more rigorous investigation of the relationship between buyer power and the 

nature of suppliers, rather than buyer power and the number of suppliers. Thus, another 

dimension that this outcome orders to include in the analysis of buyer power is the nature of 

suppliers it faces. Third, a reformulation of the definition of buyer power may be necessary, 

as the inclusion of the number of alternative suppliers as the indicator of buyer power is 

obviously an inefficient way as the results can be unpredictable just as in the given analysis. 

In this fashion, the surprising finding that the number of suppliers goes against the original 

prediction, overturned the hypothesis, but became a fertile ground for further research.  

The multivariate model thus brought interesting results to light. First, the market 

share and the quantity purchased followed the route hypothesized at the start of this work. 

Increase in these variables is indeed associated with decrease in price, thus conforming to 

the expected effect of this indicators of buyer power. Contrary to the prediction of the 

original theorists on buyer power, who used market share as the preferred measure of buyer 

power, the market share turned out to have quite weak role in lowering the price of the 

pharmaceutical products. A more contradictory and astonishing result was observed in the 

relationship between the number of suppliers and the price. The research design followed 

the guidelines of theoretical literature and the framework of Dobson et al and included the 

number of alternative suppliers as a variable associated with the power of the buyer to lower 

the prices. However, the number of suppliers turned to be associated with increase in price 

rather than fall. Increase in the number of suppliers was discovered to be linked to a rise in a 

price and the potential explanations for this phenomenon pointed to the need of 
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reconsidering the role of the number of suppliers in defining buyer power and influencing 

price by looking not only at the number, but also at the nature of suppliers. All in a word, the 

outcomes of the regression are mixed and while two variables conform to the original 

prediction, one variable goes entirely against it and highlight the inefficiencies in the 

theoretical base behind the buyer power and the need for further empirical studies and 

theory development. How about the individual models that map the effect of each variable 

individually, while controlling the other? Does the outcome differ? 

Separate examination of each variable does not differ much from the results 

exhibited in the baseline multivariate regression. However, even these small changes have 

important implications for the understanding of buyer power further. First of all, the strength 

of the relationship between quantity purchased and the price is further enhanced in the 

model, when the effects of other variables are controlled for - significance and the value of 

change rise. Then, in the market share model, where the effects of other variables are 

controlled for, an expected tendency can be seen. As has been mentioned, market share has 

always been central to the determination of buyer power, however in multivariate model 

where the effects of other variables were not controlled for, its effect was unexpectedly 

small. In this model, however, the effect of the market share on prices is enhanced as the 

significance rises and the change itself climbs closer to 1%, thus showing that market share 

is nevertheless important in the buyer power setting, even though the effect is not of the 

degree that might have been expected. Lastly, the number of suppliers variable, which is full 

of surprises, amazes once again. In the suppliers effect model, where the effect of other 
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variables is controlled for, the coefficient value actually falls together with significance, 

meaning that when everything else is held constant, the effect of suppliers on the price is of 

relatively weaker level and significance. Nevertheless, it is still counterarguing the basic 

presumptions of this research and is still a rebellious variable that does not fall into the 

predicted design, thus keeping its value for research prospects.  

Lastly, the implication of these results for the question asked at the start of this work 

has to be discussed. This work originally asked the question of what kind of competitive 

power dynamics is observed in the pharmaceutical market of Kazakhstan and focused on the 

buyer power dimension due to existence of a large institutional buyer in the market. The 

theoretical framework showed that the large buyer is not a monopsony as the number of 

suppliers is too few for it to exercise unilateral power. Therefore, the predicted relationship 

between the buyer power and the prices included the number of alternative suppliers as one 

of the determinative variables and predicted that the more suppliers are available the bigger 

the buyer power and the lower the prices. In this way, the buyer power of institutional 

purchaser of medications in Kazakhstan came to be represented by three variables and the 

relationship between these variables and the price was tested. Market share of the buyer and 

the quantity it purchases are indeed associated with a fall in prices, thus the scale of the 

purchase and the portion of the market captured by this purchasing entity can indeed be 

treated as its resources of expenditure minimization. However, the dynamics on the supplier 

side of the market is not as straightforward. As can be seen, the larger the number of 

suppliers, the higher the price, which counters the hypothesis and the general laws of 
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competition. This is an interesting observation in itself, but for Kazakhstan it has even more 

powerful implications than for science of buyer power in general. First of all, it presents a 

counterargument to the idea that the large institutional purchaser equals savings overall, as 

the dynamics on the other side of the market can drag it in the opposite direction as in this 

case. Second, the potential explanations of this trend call for investigation into the nature of 

suppliers and how they might offset the buyer power and the discounts it obtains and 

whether it is the most efficient market power layout that is attainable. Current market setting 

shows that there is a large buyer who cannot exercise its price lowering power against 

domestic suppliers which is a very contradictory combination of the roles of market players. 

The institutional buyer was created to make purchases efficient and inexpensive, but the 

protection of domestic buyers seems to offset its power. This relationship has to be 

examined and if this link is confirmed, then there is indeed a need for reconsideration of the 

market power layout in pharmaceutical market of Kazakhstan. In this way, the main 

implication for Kazakhstani pharma-market is that further research is required into the role 

of the suppliers as they seem to offset otherwise quite powerful institutional buyer whose 

market share and quantity purchased indeed serve to lower prices. After all, pharmaceutical 

market is the market of health, and thus requires thorough and comprehensive examination, 

and therefore the results produced by this study should serve as a push for deeper analyses 

of the market and possible reconsideration of the appropriateness of the given market 

setting.  
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Table 6. Results Summary 

BUYER POWER 

VARIABLES 

EXPECTED 

OUTCOME 

RESULT INTERPRETATION 

Market Share Market Share ↑ 

Price ↓ 

Market Share ↑ 

Price ↓ 

Hypothesis Supported ** 

Number of Alternative 

Suppliers 

№ of Suppliers ↑ 

Price ↓ 

№ of Suppliers ↑ 

Price ↑ 

Hypothesis Rejected *** 

Quantity Purchased Quantity ↑          

Price ↓ 

Quantity ↑   

Price ↓ 

Hypothesis Supported *** 

** p < 0.01, *** p < 0.001 

Thus and so, the empirical analysis on buyer power in pharmaceutical market of 

Kazakhstan was successfully operationalized and the results produced important 

implications both for the current study and for future research. To review, the empirical 

analysis was conducted following the theoretical predictions regarding the buyer power, 

namely that buyer power is associated with a fall in prices. Similarly, following theoretical 

framework, three indicators were used to reflect buyer power: market share, quantity 

purchased and the number of alternative suppliers the buyer faces. The empirical analysis 

tested the assumption regarding the effect of buyer power in the context of pharmaceutical 

market of Kazakhstan with a purpose of discovering what type of competitive power 

dynamics the market exhibits and what effect this power produces. In order to find an 

answer to this puzzle, the research utilized data from the institutional buyer of 

pharmaceutical products in Kazakhstan over seven-year period and performed a panel data 
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analysis. The analysis tested the relationship between buyer power variables and the price 

using fixed effects model as the model was validated by Hausman test. The model included 

quantity purchased, market share and the number of alternative suppliers as independent 

variables and the price as a dependent variable. As the data observations showed, even 

though the data is highly balanced, there were some missing values which are however 

inevitable given the specificities of the market. In addition, two variables had to be logged 

transformed in order to normalize distribution. After the data assortment, regression was run 

and the results were the following: the variables of market share and quantity purchased 

supported the hypothesis stated in this work, whereas the number of alternative suppliers 

confronted it. The result has important implications not only for this research but for 

understanding the power of buyer in general. First of all, this result once again highlights the 

deficiencies in definition and indicators used in buyer power theory and calls for 

reconsideration and revision of the existing frameworks. Second, the unexpected discovery 

of this research points specifically at the need of examining the role of suppliers in 

determining the effect of buyer power. Further, the potential explanations that were offered 

to explain the results point at possible directions that further researches can undertake. In 

addition, for Kazakhstan in particular, the implication may be that the role of the 

institutional buyer in offsetting and lowering the prices is not so straightforward as it seems 

to be. The market share it holds and the quantity it purchase do indeed provide for certain 

level of discounts in the purchase of medications, but as can be seen in the analysis, the 
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dynamics on the supplier side of the market not only counter these discounts but may as well 

nullify them.  

In brief, the empirical analysis does not fully conform to the predicted pattern and 

through deviation from expected results it highlights the areas that have to be studied further 

and require polishing. The definition of the buyer power, the role of the suppliers in 

determining its effect, the implications for the Kazakhstan’s pharmaceutical reality and for 

the field in general - these all are shaken and questioned by the results of this analysis. So, 

unfortunately, the answer to the question about the effect of buyer power on the prices in the 

pharmaceutical market of Kazakhstan is not produced. However, a more important mission 

was accomplished. Prior to finding the answer to this concrete question, it is imperative to 

review our understanding of buyer power as, clearly, the existing theoretical base does not 

equip us well enough to produce conclusive results. Overall, the empirical test performed in 

this study emphasized one of the principles of progress - two steps forward, one step back. 

We need to look back at our understanding of buyer power, but through reflection and 

revision we are going forward. Therefore, despite the results being inconclusive for this 

particular case-study, the implications are numerous and of a decent value.  
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VI. Conclusion 

1. Concluding Remarks, Limitations and Implications for Future Research 

This work began with a question of what types of competitive power dynamics are 

possible in pharmaceutical market and what effect they have on prices. As it is close to 

impossible to answer this question in one research work, the question was narrowed down to 

one country case and asked within the border of that country’s pharmaceutical market. The 

main interest of this work is the buyer power and its role on pharmaceutical market, thus a 

case-study possessing this quality had to be chosen. Among the many available options 

Kazakhstani pharma-market was selected as the domain of the study. The reasons behind the 

selection of this case study lie mainly in the characteristics of the market in Kazakhstan. 

First of all, there is a large institutional buyer whose power increases every year. Second, the 

regulatory environment in the market is relatively competition friendly as it lacks the most 

competition adverse policies such as price controls, complex market access regulations and 

even tariffs. Third, the overall environment on the side of the supplier is relatively favorable 

as the market is young and there is intense competition that prevents emergence of supplier 

giants that exists in the markets with longer history. In addition, Kazakhstan is one of 

relatively under-researched Central Asian countries, especially in the area of pharmaceutical 

market dynamics. As a result, Kazakhstan was selected as a case-study for the given 

research and its market situation was used as the basis for the empirical section of this work 

on competition dynamics in pharmaceutical market and the role of buyer power in it. Thus, 

the main purpose of this work can be summarized as follows. It aims to contribute to the 
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study of pharmaceutical markets by exploring the case of buyer power and in order to do so 

it tested the established assumptions against the reality of Kazakhstani pharma-market.  

As the literature section demonstrated, the case of buyer power is relatively 

unstudied area in the pharmaceutical market research. There are a few reasons behind this 

trend. First, there is the loyalty of the researchers to the classical definitions of competition, 

where buyer power does not figurate at all or is only marginally important. Second, buyer in 

pharmaceutical market is hard to define precisely due to the complex matrix and levels of 

participants in the process. Third, even in the works where the buyer power is addressed, the 

main focus is usually not on the buyer power per se but on its strategic or organizational 

implications. This work, however, deviates from the established trends by addressing buyer 

power directly and mapping its effect through market mechanisms. 

The theoretical background on the concept of buyer power has received attention 

from the scientific community, but there are still inefficiencies and gaps in the 

understanding of the phenomena. Nevertheless, there are some important notions that have 

been developed and largely accepted in the field. First, buyer power can be classified 

differently and can have different implications depending on the market situation on the 

supplier side. It can be the only powerful actor on the market and thus become a mirror 

image of a monopoly, but on the buyer side – monopsony. It can also confront powerful 

sellers and in this case of bilateral market power its power is referred to as countervailing. 

Second more or less established conception related to buyer power is its role in price setting. 

If a buyer possesses buyer power, it tends to drag the prices down. This is the theoretical 
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premise behind this research design. In order to test this assumption, this work first 

determined what type of buyer power is observed in Kazakhstani pharma-market and then 

examined its effect on the prices of medications.  

To determine the nature of the buyer power in Kazakhstan’s pharma sector this work 

utilized the logic developed in Dobson et al’s framework. It followed their guideline on 

relevant evidence and relevant questions in its pursuit of defining the type of buyer power 

observed. However, this work only used two out of five questions used in the original 

framework as the other three are not related to the given case. They address the issue when 

the buyer sells purchased products further, but in this case the buyer supplies the products to 

the population for free, thus making the three questions irrelevant. However, even if the 

analysis used only the first two questions, it was able to determine the nature of the buyer 

power. According to the framework, the buyer power in Kazakhstani pharma market is of 

countervailing type and does not possess monopsony power. The reason is that there are 

only a few suppliers who are able to perform large orders operated by this buyer. Even 

though the general environment on Kazakhstani pharma-market is relatively competitive on 

supplier side, the buyer faces a few potentially power suppliers with a capacity to respond to 

large orders. This means that the market power is bilateral and the buyer is thus engaged in 

countervailing rather than unilateral domination. Having established the type of competitive 

power dynamics observed in Kazakhstan, the research tested the assumption regarding buyer 

power against the reality. 
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The theoretical assumption is that buyer power has a lowering impact on prices. 

Buyer power is usually represented by the market share and the quantity purchased by the 

buyer. In addition, the number of alternative suppliers that is faces is often included as one 

more indicator of buyer power as it reflects the type of seller the buyer confronts. In this 

case, as the buyer is engaged in countervailing it seemed imperative to include this indicator 

too. In this way, the buyer power came to be represented by three variables: market share, 

quantity purchased and the number of alternative suppliers. The effect that the buyer power 

has on the price was measured using panel data fixed effects model analysis over seven year 

period for 185 pharmaceutical products purchased by a large institutional purchaser 

controlling big share of the pharma-market in Kazakhstan.  

The outcome of the analysis showed that the hypothesis that buyer power leads to 

lower prices is not entirely supported by the data. Only rise in market share and in quantity 

purchased were associated with a fall in prices, whereas the rise in number of suppliers was 

associated with a rise in prices. This goes against the established assumptions that the more 

alternative suppliers are available, the more powerful the buyer is and the lower the prices it 

gets to pay. The results also showed that the market share variable that was used as the main 

indicator of buyer power by pioneering theorists is not as significant as other variables. This 

result demonstrates that the theoretical assumptions might require revision and that the 

definition of buyer power and the indicators used for its identification need to be 

reconsidered. In addition, it has big implications for Kazakhstan case. It shows that the 

configuration of powers in the market may be working against the institutional buyer and its 
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ability to obtain discounts from the suppliers. While its market share and the large quantities 

it purchases do become a resource for price bargaining, the structure of the supplier side 

holds a potential to offset this power or even nullify it. In this way, the empirical test did not 

produce conclusive results that could provide an answer to the question of the effect of 

buyer power on the prices, but it did bring up and emphasize important issues for the study 

area in general and for the Kazakhstani pharma-market in particular.  

Despite its potential value for the research on buyer power and on pharmaceutical 

markets, this research is subject to a range of limitations. First of all, as it specifically 

addresses the case of buyer power in Kazakhstani pharma-market, the implications cannot 

be generalized. Second, the research focused on the buyer power and its indicators, but there 

is a range of other variables that can potentially affect prices on the market and they have 

not been included. Due to omission of such variables the research is not reflective of the 

whole picture on the market - it merely uncovers the effects of buyer power. In addition, the 

data has its limitations as well. Especially important drawback in the data are the inevitable 

missing values as not all the medications are supplied every year and as sometimes there are 

no available suppliers. Even though this feature of the data is reflective of the real world 

situation and the number of missing values is not high, it is still should be regarded with 

caution.  

Despite its limitations and inconclusive research outcome, the research bears a 

wealth of implications for future research. First of all, the surprise brought by the effect of 

increase in the number of suppliers on prices is in itself an item for research agenda. This 



 
 

82 
 

work presented a few potential explanations for this effect, but they all need to be 

empirically tested, and more comprehensive explanations should be developed. Second, the 

role of market share in bringing prices down is shown to be relatively less significant in the 

Kazakhstani case than usually expected. This observation calls for further investigation into 

factors affecting buyer power and potential indicators that would complement the market 

share and effectively reflect the power hold by buyers. Next, the research also has 

implications for research and development of pharmaceutical sphere in Kazakhstan. It 

discovers important tendencies that have to be considered by researchers and policy makers. 

While it confirms the ability of the buyer to obtain discounts due to possessing large market 

share and purchasing large quantities, it identifies that the suppliers might effectively offset 

this effect. This phenomenon requires further investigation to understand the reasons behind 

it and its meaning for the market. Also, prices of pharmaceuticals play a big role in everyday 

life of individuals, and are thus important not only in terms of numbers but also in terms of 

implications for the citizens. The unclear effect that the institutional buyer has on prices 

invokes ambiguous interpretation of the significance of this governmental program for the 

people. It further emphasizes the need to re-examine the price and competition interaction in 

the market and points at the need to explore not only price and competition, but their link to 

the welfare of the citizens. All in all, this work brings value to research on buyer power, to 

research on pharmaceutical market and to research on Kazakhstan.   
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Appendix 

Methodology:  

Panel Data Analysis 

Variables to reflect buyer power: market share of institutional purchaser, quantity 

purchased and number of alternative suppliers. 

Time Frame: 2009 - 2016 (from establishment till the last data available) 

Data Used: annual tender protocols that contain the following information:  

- International Unpatented Name of the Drug 

- Price Set by Institutional Buyer  

- Quantity 

- Tender Participants 

- Items applied for by participants 

 Data for market share obtained from market analysis statistics produced by 

independent research agencies.  

Data Assortment:   

• Finished compiling and sorting the protocols by indicators for the seven 

years.  

• Out of 600-800 medications purchased each year compiled a list of 360 items 

by eliminating same medication of different dosage, vaccines and several 

categories of drugs as in certain years they are purchased through separate 

mechanisms which makes them incomparable to other items.  

• Out of 360 items by simple random sampling, namely, list randomization, 

extracted a sample of 185 medications. In total, over the seven years, there 

are 1295 observations.  

Casual Model 

Assumption: institutional purchaser has buyer power and is able to lower the prices 

Hypothesis   The bigger its buyer power the lower prices it pays. 
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 Sub-Hypotheses: 

Bigger market share (MS) leads to lower prices paid by the buyer. 

Bigger number of alternative suppliers(SUPPLIERS) leads to lower prices 

paid by the buyer. 

Bigger quantity (QUANTITY) purchased leads to lower prices paid by the 

buyer.  

 

 

 

Operationalization 

Figure 2. Data Organization Sample 

 

 

 

 

                                                                        

 15.    3          Atoziban   2010          .   33        .          .  

 14.    2   Carbo activatus   2016          .   44        .          .  

 13.    2   Carbo activatus   2015          1   44     1.33    2815939  

 12.    2   Carbo activatus   2014          1   43     1.02    3034854  

 11.    2   Carbo activatus   2013          0   45      .96    2800287  

                                                                        

 10.    2   Carbo activatus   2012          1   45      .99    2897400  

  9.    2   Carbo activatus   2011          1   27      .94    2855295  

  8.    2   Carbo activatus   2010          1   33      1.5    3695675  

  7.    1    Azithromycinum   2016          .   44        .          .  

  6.    1    Azithromycinum   2015          5   44   376.71     207343  

                                                                        

  5.    1    Azithromycinum   2014          .   43        .          .  

  4.    1    Azithromycinum   2013          .   45        .          .  

  3.    1    Azithromycinum   2012          2   45   273.01     196441  

  2.    1    Azithromycinum   2011          5   27    255.2     196927  

  1.    1    Azithromycinum   2010          4   33   244.46     105638  

                                                                        

       id              name   year   suppli~s   ms    price   quantity  

                                                                        

Price(log)it =a+Bit QUANTITY(log)+Bit Market Share+Bit SUPPLIERS+ e  

i= 1…185 t= 1,…7 
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Figure 3. Statistics Summary Table 

 
 

 

 

Figure 4. Data Description 

 

 

 

 

         within                6.645039         27         45       T =       7

         between                      0   40.14286   40.14286       n =     185

ms       overall    40.14286   6.645039         27         45       N =    1295

                                                               

         within                1.478313  -2.086974   11.50826   T-bar = 5.88649

         between               .8963969   .6666667   4.666667       n =     185

suppli~s overall    2.341598   1.730173          0         12       N =    1089

                                                               

         within                .5679909   4.566927   13.87674   T-bar = 5.88108

         between                2.39023   4.194225   16.63572       n =     185

logq     overall    11.15062   2.408127   3.218876   16.68655       N =    1088

                                                               

         within                .4173818   3.927431    13.1938   T-bar = 5.88108

         between               3.018561  -.1215937   12.91979       n =     185

logp     overall    5.355811   2.970879  -.2357223   13.02108       N =    1088

                                                               

         within                2.000773       2010       2016       T =       7

         between                      0       2013       2013       n =     185

year     overall        2013   2.000773       2010       2016       N =    1295

                                                               

         within                       0         93         93       T =       7

         between               53.54904          1        185       n =     185

id       overall          93   53.42475          1        185       N =    1295

                                                                               

Variable                Mean   Std. Dev.       Min        Max      Observations

. xtsum $id $t $ylist $xlist

                delta:  1 year

        time variable:  year, 2010 to 2016

       panel variable:  id (strongly balanced)

. xtset $id $t
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Hausman Test (Random versus Fixed Effects Model) 

Figure 5. Hausman Test Results 

  

. 

                (V_b-V_B is not positive definite)

                Prob>chi2 =      0.0000

                          =    14672.73

                  chi2(3) = (b-B)'[(V_b-V_B)^(-1)](b-B)

    Test:  Ho:  difference in coefficients not systematic

            B = inconsistent under Ha, efficient under Ho; obtained from xtreg

                           b = consistent under Ho and Ha; obtained from xtreg

                                                                              

          ms      -.005879    -.0043847       -.0014942               .

   suppliers      .0293918     .0362883       -.0068965               .

        logq     -.2658857    -.4110891        .1452034        .0011903

                                                                              

                   fixed        random       Difference          S.E.

                    (b)          (B)            (b-B)     sqrt(diag(V_b-V_B))

                      Coefficients     
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카자흐스탄의 제약 시장 경쟁 현황:  

구매력 중심으로 

Competition Dynamics in Pharmaceutical Market of 

Kazakhstan:  

The Buyer Power Case 

서울대학교 국제대학원 

국제협력전공 

Nurgaliyeva Kamila (누르갈리예바 카밀라) 
 

Abstract in Korean 

제약시장에서의 구매력은 상대적으로 연구가 부족한 분야이며 심도 있는 

이해가 이루어지지 않았다는 점에서 연구의 가치가 높다. 따라서 본 논문은 카자흐스탄 

제약시장에서 구매력이 제품의 가격에 미치는 영향력을 탐구하고자 하며, 이를 위해 

대형 기관구매자의 존재, 상대적으로 완화된 규제 환경, 공급 측면에서의 경쟁우호적 

환경을 특징으로 하는 카자흐스탄 제약시장의 전반적인 상황을 검토한다. 본 논문은 

Dobson 등이 개발한 분석틀에 따라 구매력의 유형을 수요독점력과 대항력으로 

구분하며, 이를 이용하여 카자흐스탄 제약시장 내에 대항력을 가진 대형구매자가 
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존재함을 확인한다. 기존 이론은 대형구매자가 제품가격을 하락시킬 수 있음을 

주장하므로, 본 논문은 그 가설이 실제 카자흐스탄 제약시장의 현실에도 적용되는지를 

검증하고자 한다. 이를 위해 기관구매자가 매년 구매한 의약품 중 무작위로 선택된 185 

종의 제품에 대한 7년 간의 패널 데이터 분석을 실시하며, 이를 통해 구매력과 제품가격 

간의 관계를 검증한다. 검증 결과는 구매력이 가격을 하락시킨다는 가설을 

부분적으로만 뒷받침하며, 이는 구매력에 대한 기존 연구의 이해가 부족하다는 점과 

카자흐스탄 제약시장 내에 역효과를 일으키는 역학이 잠재하고 있다는 점을 암시한다. 

 

핵심어: 구매력, 제약시장, 카자흐스탄, 제약제품 가격, 시장경쟁 

학번: 2016-25055 
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