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ABSTRACT

Traditional Chinese medicine is the treasure in Chinese culture while Chinese herb is

the soul. In the last few years, many policies have taken effect and the Chinese herbal

medicine industry has attracted more public attention. Because of complex industry

chains and information asymmetry, fake and chaos always exist in the Chinese herbal

medicine market.

As a service provider in Chinese herbal medicine industry chain, A Company

integrates industry chains and build its brand effect, which is applauded by medicine

manufacturers. Empirically, this paper studies how A Company’s business mode affects

the prices of Chinese herbs and the role of the mode plays in the dramatic development

of the Chinese herbal medicine industry. The main result shows that only when business

scale reaches a threshold and the company possesses market power to some degree, does

the mode release a quality signal to the market and accelerate the price discovery

process. The implication is the rising price levels and price volatility in the market. Since

there exists severe information asymmetry in the market, the weak signal from the

business mode may not improve the situation substantially.
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