6 Health sector reforms in
contemporary China

A political perspective

Daniele Brombal

Let us take the profit, the private economic profit, out of medicine,
and purify our profession of rapacious individualism. ..
Let us say to the people not ‘How much have you got?’
but ‘How best can we serve you?’
Dr Norman Bethune (1936)'

Introduction

Since the mid-1980s, when it became clear that policies of reform and opening
up were the dawn of a new, distinct phase in China’s long pursuit of moderniza-
tion, many scholars have attempted to provide a coherent explanation of the
political processes characterizing policy making in transitional China. Although
debate is still occasionally heated regarding the possible outcomes of China’s
transformation—ranging from elective democracy to the continuation of an
authoritarian system dominated by the Party through a revival of either Confu-
cian or revolutionary virtues—a broad consensus has finally emerged over the
role played by market-oriented reforms in shaping a polity that is increasingly
open to interaction between the private sphere and the political system (Zheng
2002: 64; Kennedy 2005: 160—186; Perry 2007).

A useful theoretical framework on which to develop the analysis of China’s
transitional system is that which focuses on the role played by interest groups,
based on the assumption that an interest-based social order has emerged in the
People’s Republic. Applied to the study of US politics in the 1950s by David
Truman, by the late 1960s the concept of interest group had already been widely
utilized for analysing communist polities, with special reference to the Soviet
Union.> While early works applying this approach to the study of communist
regimes dealt primarily with the interests and conflicts within the bureaucracy,
analyses focused on post-Mao China have described a context where the “pursuit
of economic expansion has led to the emergence of an interest-based social
order’ (Zheng 2002: 64) and a polity where the ‘largest and most active interest
groups are economically driven and have a great impact on ... political and
social affairs’ (Yang 2007: 2). Despite the profound influence of market-oriented
reforms in the health care sector, this paradigm of increasing complexity and
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Health sector reforms 101

interaction has so far not been extensively applied to the study of health politics.
Decision making in this area is still commonly considered the result of political
processes taking place within a state’s bureaucracy which is mainly concerned,
at least at the centre, with national development priorities. Most efforts made by
China scholars in investigating health care have focused on policy outputs, over-
looking inputs from economically driven interests—in particular those of
medical providers and pharmaceutical producers—to the political power, either
in the form of resistance to the existing regulatory framework, or through the
articulation of specific demands (on common narratives of health system change
in China, see Bloom 2011: 1303-1305. Among the few studies focusing on rel-
evant political processes, see Lampton 1977: 250-267; Huang 2006).

This paper attempts to investigate the processes which have led to the consti-
tution of economically driven interests in post-Mao China’s health care sector,
how they have exerted their influence on the commitments made by the Hu-Wen
leadership towards a more ‘harmonious’ pattern of socio-economic develop-
ment, and which avenues they might follow in articulating demands upon the
political system. Finally, we will introduce the coordinates of the most recent
developments in health policies and the relevant debate involving the central
leadership, health care providers and pharmaceutical producers.

Health care sector reforms 1980s—2000s

From patient to customer

In June 1982 the county of Yexian (Shandong province) hosted the ‘Inter-
Regional Seminar on Primary Health Care’ (chuji weisheng baojian qujian taol-
unhui). Officials from a dozen developing countries were invited by the Chinese
Ministry of Health (MoH) and the World Health Organization (WHO) to learn
from the Chinese ‘outstanding example’ of primary health care, as the then exec-
utive director of the United Nations Children’s Fund (UNICEF), Dr James P.
Grant, defined it in a speech delivered during the seminar (WHO 1983: 11).
Indeed, China had achieved remarkable improvements in the health status of its
people. Between 1952 and 1982, average life expectancy rose from 35 to 68
years, while infant mortality was reduced from 250 to 40 deaths every 1,000 live
births (Hsiao 1995: 1047). These achievements were possible thanks to a health
care system focused on prevention, and financed through public resources—
largely contributions of state-owned enterprises (SOEs) and communes—guar-
anteeing universal access to primary healthcare. In brief, the Maoist system
seemed to embody the spirit of the Declaration of Alma Ata, ensuring ‘essential
health care ... made universally accessible to individuals and families in the
community through their full participation and at a cost that the community and
country can afford” (WHO 1978: 1).

Paradoxically, while the success of China’s health care model was being
celebrated, reforms in the economic realm were about to have a major impact on
the health care sector. The dismantling of collectives in the countryside and the
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102 D. Brombal

curtailment of workplace benefits in urban China were in fact to deeply affect
health care financing and provision (Saich 2011: 300). The abolition of com-
munes in the early 1980s caused the collapse of the Cooperative Medical
Scheme (CMS) (nongcun yiliao hezuo zhidu), a community-based mutual insur-
ance financed and operated at brigade and commune level. Between 1978 and
1985, the percentage of insured rural population dropped from 90 per cent to 5
per cent (Yip and Hsiao 2008: 461). In the 1990s, coverage also declined in the
cities. In 1998, those insured constituted 56 per cent of the urban population,
against 73 per cent in 1993 (MoH 1998: 23). Public financing of hospitals’
current expenditures—salaries, maintenance, equipment—was greatly reduced,
declining from an approximate 50 per cent to 5—10 per cent of the total budget of
an average public hospital (WHO 1983: 66—67; Sun et al. 2008: 1046). Lacking
public financing, providers turned to user fees. These, due to the shrinking insur-
ance coverage, were largely paid out-of-pocket by patients. In 1985, hospitals
were attributed substantial financial autonomy and allowed to retain the surplus
generated through the sale of services (Meng 2006: 17). Although the govern-
ment retained ownership of the majority of health providers, reliance on user
fees and the attribution of financial autonomy resulted in a de facto privatization
of health care.?

Scarce insurance coverage and rising costs caused huge difficulties in access-
ing treatments among the population, a phenomenon which in Chinese goes by
the expression of kan bing nan, kan bing gui, ‘seeking care is difficult and
expensive’. In 1993, over 40 per cent of rural residents did not have access to
hospital treatment when in need, in most cases due to unaffordability of services
(MoH 2009a: 46). In the cities, although the situation was in comparison better,
many could not access health care there either. In 1999, in Beijing and Lhasa,
respectively 13 per cent and 26 per cent of the population had no access to emer-
gency treatment (CAPM-NHI 2000: 19-20). Impoverishment due to medical
expenditures became common, with health expenditures causing 45 per cent of
the cases of impoverishment reported in the countryside in 1998 (Liu et al. 2003:
219). Because of its scarce profitability, public health was neglected, leading to a
rise in the incidence of infectious diseases. In 2004, the reemergence of schisto-
somiasis was reported in seven provinces, while in recent years incidence rates
of tuberculosis have been on the rise (Zhou ef al. 2004: 555; MoH 2009a: 135).

Throughout the 1980s and most of the 1990s, Chinese leaders seemed con-
vinced that, in the long run, market reform would work its magic, ‘slowly raising
all boats’, despite the warnings periodically launched by MoH regarding the
increasing inequality of the health care system (MoH 1993: 64-65; MoH 1998:
132-135). Although official medical ethics continued to be inspired by the ideo-
logical commitment to ‘serve the people wholeheartedly’ (quan xin quan yi wei
renmin fuwu), and ‘healing the wounded and rescuing the dying’ (giu si fu
shang), by the mid-1980s the priorities of health care providers were already
skewed towards maximization of profits (Yang 2008: 1, 9).

In those years, the shift towards market mechanisms was not peculiar only to
China, but rather consistent with the neoliberal recipe advocated by international
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financial institutions, which defined ‘global blueprints ... to promote privatiza-
tion of health-service providers, and to increase private financing—via user
fees—of public providers’ (Whitehead et al. 2011: 833). The rationale of this
approach is clearly stated in a policy document released by the World Bank in
1987 and intended to provide a vade mecum for health care system reforms in
developing countries: ‘the more common approach to health care provision in
developing countries has been to treat health care as a right of the citizenry and
... provide free services to everyone. This approach does not usually work’ (WB
1986: 4). The alternative consisted, according to the World Bank, in instituting
charges at government facilities, encouraging the development of a competitive
health insurance sector, decentralizing health service planning, budgeting and
purchasing (WB 1986: 4-8).

Policies inspired to this approach were widely adopted, particularly where the
implementation of the health package devised by the World Bank was included
in programmes of economic structural adjustment for countries facing debt, as
well as in those transitional economies where the political leadership clearly pri-
oritized economic issues over social concerns. A memorable example of the
latter is the answer that was given in the late 1990s by the then Chinese premier
Zhu Rongji who, upon hearing of an MoH proposal to use an earmarked ciga-
rette tax to finance health, stated: ‘That’s great—we can raise so much revenue
from increasing the cigarette tax. That will help a great deal with our Three
Gorges Dam Project!” (Liu and Rao 2006: 83).

Towards a more balanced approach

While health reform measures mentioned above were assumed to prevent
overuse and increase quality of services, in fact they often caused severe neg-
ative consequences in terms of untreated morbidity, reduced access to care, irra-
tional use of drugs and impoverishment due to medical expenditures (Whitehead
et al. 2011: 833-834). As it has already been seen in this paper, China was no
exception, and in 2000 WHO ranked its health care system number 188 for
equity among 191 countries and number 144 for overall performance (WHO
2000: 152). Impoverishment due to medical expenditures and high levels of pre-
cautionary savings were hampering economic development, while difficulties in
accessing health care fuelled dissatisfaction among the populace. In late 2002,
on the eve of the XVI Congress of the Chinese Communist Party (CCP), which
was to designate Hu Jintao as general secretary, CCP Central Committee and
State Council issued the ‘Decision on Further Strengthening Rural Health Care’.
This document redefined the rationale of the state’s health policies in rural areas
as ‘promoting agricultural economy, protecting the development and stability of
rural society’ (Central Committee of the Chinese Communist Party—State
Council 2002: Preamble). Although focused on rural health care, this document
clearly outlined what would be the overall approach of the Hu—Wen administra-
tion over the next decade: health care is seen as instrument to ensure productiv-
ity and social peace, while the state’s role is to guarantee that even disadvantaged
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104 D. Brombal

strata of the population—such as peasants—are entitled to receive essential
levels of care. The reform process was accelerated by the SARS crisis, which
brought home to the leadership how the weaknesses of the medical system could
lead to economic disaster (Saich 2011: 316; Gu 2004: 154).*

Although China’s health expenditure as percentage of GDP and on a per-
capita basis still remains comparatively low, the share of China’s total health
expenditure covered by public resources has been rising in the last few years,
with a considerable increase in government subsidies to social health insurance
(see Figures 6.1 and 6.2) (WHO 2011: 128-135; WHO 2009: China, Table A).°
In 2008, the portion of insured people was 87 per cent of the total population, up
from 22 per cent in 2003 (see Figure 6.3).

Wider insurance coverage was achieved largely thanks to the introduction, in
20022003, of the New Rural Cooperative Medical Scheme (NRCMS) (xinxing
nongcun hezuo yiliao zhidu). By 2008, NRCMS was covering 93 per cent of
rural residents, or 800 million people (MoH 2009a: 14). In urban areas the Urban
Workers Basic Medical Insurance (UWBMI) (chengzhen zhigong jiben yiliao
baoxian)—which, in 1998, had replaced the old LIS (Labour Insurance Scheme)
(laobao yiliao zhidu)—was complemented in 2007 by the Urban Residents Basic
Medical Insurance (URBMI) (chengzhen jumin jiben yiliao baoxian), targeting
children, workers in the informal sector, the unemployed and the elderly.® By
2008, UWBMI and URBMI covered 57 per cent of the urban population (MoH
2009a: 14).

Although governance of the health care sector remains fragmented, efforts
have been made to create consensus within the bureaucracy and to coordinate
the process of policy formulation. In 2006 an ad hoc committee, the ‘Health
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Figure 6.1 National Total Health Expenditure (THE) as a percentage of GDP and per capita
THE in China and other countries, 2008 (source: WHO 2011: 128-135).
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Figure 6.2 Composition of health expenditure and government investment in health,
2001-2007 (percentages) (source: WHO 2009: China, Table A).

Care Reform Coordinating Small Group’ (yiliao tizhi gaige xietiao xiaozu) was
created for this purpose. The ‘Small Group’ is supervised by the State Council
and presided over by the MoH and the National Development and Reform Com-
mission (NDRC). In 2009, the group comprised representatives of 14 ministries,
departments and government agencies, including the Ministry of Finance (MoF),
the Ministry of Human Resources and Social Security (MHRSS), the Ministry of
Civil Affairs (MCA) and the State Food and Drug Administration (SFDA). Sig-
nificantly, key domestic industry associations are not among the ‘Small Group’
members (Thompson 2009: 59, 67). The tendency towards more rational and
centralized control over the core regulatory and administrative functions was
confirmed in 2008, when the authorities decided to put the SFDA directly under
the MoH’s control. The general trend towards stronger coordination at the centre
is accompanied by a certain degree of flexibility in policy implementation at a
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Figure 6.3 Insured population (percentages) (source: MoH 2009a: 14).
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106 D. Brombal

local level, with a tendency towards the harmonization of health policies—insur-
ance plans, retail price regulation, characteristics of health information sys-
tems—at a provincial level.

Economically driven interests in the health sector

Payment system, price schedule and doctors’ incentives

Payment of health services in China is commonly based on a ‘fee-for-service’
mechanism. The patient is charged for each item he/she consumes according to
the relevant pricing schedule: a clearly inflationary system.” The Chinese
medical price schedule is heavily distorted. Attempts made over the years by the
authorities to curb rising medical expenditures have resulted in a situation where
most prices for medical services are set at a level below cost, while providers are
free to generate profits from the provision of hi-tech diagnostic procedures and
from the mark-up added to the wholesale price of drugs. As a result, service pro-
vision is largely skewed towards prescribing the latter, so as to ensure high
revenues.

To encourage service provision, hospitals provide monetary bonuses to
physicians on the basis of the value and amount of drugs and treatments they
prescribe. The more a doctor prescribes, the higher his/her income will be.
According to the author’s own investigation of a county hospital in northern
China, bonuses are calculated and paid through a streamlined administrative pro-
cedure, supported by a hospital information system which records the items pre-
scribed by each doctor and their price. In the hospital surveyed, bonuses often
allowed doctors to double their basic salary—RMB2,500/month® for a clinical
physician—provided by the government (Interview #0418, 2008).’

The combination of an inflationary payment system, a distorted price schedule
and perverse incentives has led to rapid inflation in medical costs. Between
1980 and 2004, the average cost of OP and IP treatments increased respectively by
77 and 116 times—from 1.6 to 12.7 yuan for OP treatments; and from 40 to 4,662
yuan for IP treatments—an enormous increase considering that 2004 incomes were
between 14 and 18 times those of 1980 (Zhang 2010: 5).

Selective provision of services and selective compliance with regulation

Incentives to provide curative treatments and a distorted price list heavily influ-
ence clinical practice, leading to selective provision of services, which manifests
itself in: (1) over-provision of curative services and under-provision of preven-
tive ones; and (2) therapy decisions taken on the basis of the profit margin. Over-
provision of treatments in China—for those who can afford them—is well
documented. A study conducted in 1998-1999 in four township health centres
and eight village clinics concluded that less than 2 per cent of drug prescriptions
were reasonable on medical grounds (Zhang et al. 2003, in Eggleston et al.
2006: 1). Another study found that 20 per cent of hospital expenditures
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associated with the treatment of appendicitis and pneumonia were clinically
unnecessary (Liu and Mills 1999: 409). According to conservative estimates
published in 2001, 20-30 per cent of China’s overall health care expenditure was
used for services and drugs whose prescription was either unreasonable or
unnecessary (Zhong 2001, in Yu et al. 2010: 12). A particularly worrisome typo-
logy of selective provision concerns tuberculosis. Under the current regulatory
framework, tuberculosis should be treated free of charge by local dispensaries of
the Chinese Centre for Disease Prevention and Control. However, where local
centres do not have the tools and equipment necessary to carry out the diagno-
sis—sputum examination, X-rays—patients suspected of having tuberculosis are
referred to hospitals. In a village surveyed by the author in northern Shaanxi,
patients had been treated for pneumonia in the nearby county hospital for
months, before being diagnosed with tuberculosis. Needless to say, in the
process thousands of yuan had already been spent on treatments which were
probably not appropriate (Interview 0801, 2008).

Under Chinese regulations, medical personnel are forbidden to ‘refuse emer-
gency treatment’ (NPC 1998: Art. 24). However, in Chinese hospitals treatment
is often withheld when patients are incapable of providing an advance payment
at the moment of IP admission. It is not uncommon to see patients receiving
glucose infusions in the emergency room, after having been requested to provide
an advance payment for IP treatments, which they found unaffordable. Among
the 334 instances of hospitalization in critical condition analysed by the author,
in 228 cases (68.3 per cent) an advance payment was required prior to hospital
admission. In one case—multiple trauma in a car accident—the amount of the
advance payment requested by the hospital was 30,000 yuan, ten times the local
average per capita yearly income.'® Similar situations often occur also after a
patient has been admitted: once the advance payment has run out, medical per-
sonnel—generally a nurse—requires the patient’s relatives to pay the ‘deposit’,
which will usually be an amount set by the clinical physician in charge of the
case. It has been estimated that in rural Central and Western China one-third of
IP treatments are interrupted against medical advice, in most cases due to lack of
money to continue the treatment (HCU-HHRDC 2009: 33-34). The problem is
so widespread that, in 2009, the MoH issued specific regulations on the question,
reiterating the principle of xian jishi qiuzhi, hou bujiao feiyong (first timely treat,
then pay the fee) (MoH 2009b: Art. 23).

Hospitals and pharmaceutical companies

The interests of health providers are closely tied with those of the pharmaceuti-
cal industry. Hospitals account for more than four-fifths of all retail pharmaceu-
tical sales, while on average 40-50 per cent of hospital revenues come from drug
prescriptions. (Sun et al. 2008: 1046). Since the 1980s, the pharmaceutical sector
has been developing rapidly. While, formerly, production plans—types of drugs
and quantities—were planned by the government, economic reforms have
allowed drug producers to define them on the basis of market demand. In 2005,
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there were 4,600 pharmaceutical manufacturers operating in China, up from 839
in the early 1980s, while the total value of domestic pharmaceutical production
rose from 10 billion yuan in 1985 to over 446 billion in 2005 (Tang 2011: 3).
The market is highly fragmented. In 2007, sales revenue of the top ten pharma-
ceutical firms accounted for only 10 per cent of total pharmaceutical sales, com-
pared to the top ten international pharmaceutical companies, which accounted
for about 42 per cent of global pharmaceutical sales revenue (Sun et al. 2008:
1043). Once distributed exclusively through government-controlled wholesalers,
drugs can now be sold also directly to health providers (Yu et al. 2010: 10).
Although Beijing in recent years has tried to put in place an efficient system for
the wholesale purchase and distribution of pharmaceutical products at provincial
level, sales agents still contact hospital managers and doctors directly, offering
incentives—commissions, kickbacks, gifts—to encourage them to purchase or
prescribe their products. Commercial promotion activities and networking are a
fundamental part of the day-to-day operations of the Chinese pharmaceutical
industry (Yu et al. 2010: 11; Interview 1130, 2011).

The impact of economically driven interests on Hu—Wen’s
policies

Access to health care and financial protection

Despite the increase in insurance coverage, the health care reform launched by the
Hu—Wen administration has had poor results in terms of improving access to health
care services and offering financial protection against medical expenditures. Accord-
ing to a study in which the author took part in 2008-2009, involving 11,000 indi-
viduals in rural areas of central and western China, more than 46 per cent of those
who had been prescribed hospitalization in the 12 months prior to the survey had
not been able to access treatment. In 89 per cent of cases, the reason was the lack of
money to purchase the treatment (see Figure 6.4) (HCU-HHRDC 2009: 27)."
Interestingly, according to the same study, whether the patient was insured or
not did not make much of a difference: there were no significant differences in
levels of unmet health care needs between the insured and the uninsured. Where
being insured did make a difference was in the amount of out-of-pocket expen-
ditures a patient had to meet. Curiously, NRCMS insured patients were more
likely to spend a large sum of money (>10 per cent of the household annual
income) on IP treatments than were the uninsured patients, although no evidence
of adverse selection was found (HCU-HHRDC 2009: 20—40). This assessment is
consistent with earlier findings of World Bank research conducted in urban
areas, which found a significantly higher probability of incurring catastrophic
expenditures among insured patients than among uninsured ones (Wagstaff and
Lindelow 2008: 990). A study conducted in Guangdong province similarly
showed that the insured had spent, on average, 60 per cent more than the unin-
sured, largely due to higher costs and to the quantity of medicines prescribed for
them (Pan et al. 2009: 1146). According to Professor Cheng, a health policy
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Figure 6.4 Unmet inpatient need in rural China (percentages) (source: HCU-HHRDC
2009: 27).

analyst based at Princeton University: ‘out-of-pocket costs of inpatient care have
risen, despite increased insurance from the government, which suggests it didn’t
make a difference ... hospitals and doctors help themselves by doing all sorts of
additional tests and treatments’ (Webster 2011: 1).

There is no doubt that, so far, the health reform has offered a good opportunity
to pharmaceutical companies to increase their revenues. The value of the Chinese
pharmaceutical market increased threefold between 2004 and 2009, with growth
forecasts of around 20 per cent/year (Partnering News 2011a). According to estim-
ates, the public resources allocated under the 2009-2011 Health Reform Plan—
which will be discussed below— produced an 8 per cent expansion in the
pharmaceutical market in 2010, for an estimated value of 53 billion yuan (Shen
2009: 3). The value of the drug market in China’s county hospitals—which are
located in rural areas, where the government’s efforts to strengthen insurance
coverage have been focused in the last decade—is reported to be expanding
rapidly, attracting more and more attention from the marketing departments of both
domestic and foreign pharmaceutical companies (/nterfax China 2010).

Health care providers vis-a-vis society

Chinese citizens are aware of the contradiction between Beijing’s commitments
and the economic interests of the health industry and medical providers. In a
comment posted on a web forum launched by NDRC in 2008 to collect the pub-
lic’s opinion on the health reform, Zhu Jianhong wrote:

Before the adoption of New Rural Cooperative Medical Scheme, the cost of
drugs prescribed for pneumonia was around 150 yuan a day [for IP treat-
ment]. After its introduction, the same kind of pneumonia costs 300 yuan a
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day. With a 50 percent reimbursement, the patient still has to pay 150 yuan.
Looking at things from this perspective, who benefited from the scheme?'

Significantly, the frustration felt by patients and their families regarding the
scarce affordability of services does not usually take the form of demonstrations
against the local authorities—as is increasingly common over issues such as
taxation, utilization of public soil, presence of polluting factories or plant, etc.—
but is rather revealed by incidents of violence against medical personnel. In
2006, 10,000 cases of aggression were reported, with 5,500 wounded (Xinhua
News Agency 2007). To prevent and deal with potentially violent episodes, in
2010 police officers were invited to become the vice-presidents of 27 hospitals
in Shenyang, a large city in north-eastern China (7he Lancet 2010: 657).

The words of a senior physician working in Beijing can help us understand
the attitude and expectations of the medical personnel:

I would be very glad if things could change. Nowadays, however, to be an
idealist is useless. I just try to adapt to the current circumstances, doing a
good job and avoiding troubles with patients’ relatives. I want to build
something for my own family. Besides my job at the hospital, I’'m paid to
enroll patients in clinical trials of new pharmaceutical products. My daugh-
ter is studying in the US, where I have bought a 200 sq. meters house in the
suburbs of New York. Thank God at that time prices were quite low!
(Interview 0920, 2010)

The words of Mr Li, cadre of a village located in a mountain area of Inner Mon-
golia, are equally indicative of the relationship between patients and doctors:
‘Doctors prescribe us more medicines than what would be necessary. This way
they can get higher salaries!” (Interview 0715a, 2008). The feeling is confirmed
by Ms Sui, living in the same village:

If we don’t give a gift to doctors, it’s almost like they won’t take care of us.
Last time I went to the hospital ... I had to offer a 160 yuan dinner to my
physician! Please tell this to senior officials in Beijing when you go back, so
that they can do something!

(Interview 0715¢, 2008)

Resistance to regulatory pressures and interest articulation

Resistance as political input: selective provision of services and
selective compliance with regulations

Market-oriented reforms in the health care sector have created the conditions for
the emergence of economically driven interests, which share similar concerns
over maximizing profits obtained by providing medical services. From a broad
perspective, medical providers and pharmaceutical producers fit into the
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definition of an ‘interest group’, as they are ‘a group of individuals who are
linked by particular bonds of concern or advantage, and who have some aware-
ness of these bonds’ (Almond and Powell 1966: 75). To analyse the characteris-
tics of this group from a political perspective requires identifying the route
followed by its members in crossing the border between the pursuit of their par-
ticular interests and the attempt to influence political processes whose outcomes
regulate—for better or worse—the development of China’s health care system.
The capacity of single individuals and institutions to resist the policy and reg-
ulatory pressures put upon them in communist polities, and in China in par-
ticular, has been widely documented (Skilling 1966: 436; Burns 1988: 32; Hook
1996: 4). The aims and contents of such resistance vary hugely, as do the diverse
historical, social-economic and political contexts they have emerged in and as
do—of course—the interests involved. The selectivity with which services are
provided and the selective compliance with regulations by Chinese health care
providers offer clear examples of such resistance. Indeed, providing only those
services which ensure high revenues and withholding appropriate treatments to
patients unable to provide sufficient guarantees of their ability to pay, acquires a
political connotation since it expresses a tendency that runs counter to the sub-
stance of the health care policies issued under the Hu—Wen leadership. More-
over, it has further political implications, as it is contributing to fuel a feeling of
dissatisfaction within Chinese society, which is leading to the formation of
anomic interest groups who may resort to violence to get their voice heard.

Interest articulation structures

Typically, interest groups will not limit their activities to supporting or opposing
policies which have already been implemented. Rather, they will make demands
‘through or upon any of the institutions of government’, i.e. directly upon the deci-
sion makers (Truman 1951: 37). The dynamics of interest articulation within the
Chinese health care sector have been little investigated. When inputs are taken into
account, they are mostly described as the product of conflicts between central gov-
ernment agencies or of the articulation of anomic interests by the populace
(Lampton 1977: 250-267; Liu 2008). Building on the existing literature, and ana-
lysing similar dynamics in other areas of China’s economic, social and political
life," it is possible nonetheless to distinguish between three typologies of interest
articulation platforms in the health care sector, characterized by different structures
and constituencies: these are institutional, associational and corporate groups.

The major institutional group comprises managers and physicians working in
public hospitals, parts of a bureaucratic structure tied to government authorities
and to the party apparatus. These ties mean that hospital managers can be par-
ticularly effective in lobbying government departments at national and provin-
cial level to gain access to financial resources, such as those allocated for the
purchase of hi-tech biomedical equipment. At a broader level, hospitals have
occasionally influenced the policy dialogue nationwide, mainly through MoH’s
institutional channels. Over the years there have been constant complaints from
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physicians about poor working conditions and low salaries, and the issue of how
to ensure better working conditions and treatment of doctors has become an
important issue in the debate on health care reform (Pye 1996: 38; Qiu 2009:
11). According to a well-informed source,

when Zhang Wenkang, the ex-minister of health, sacked for the mismanage-
ment of the SARS crisis, declared ‘I’m not the CEO in charge of public hos-
pitals, I’'m the CEO in charge of the well-being of 1.3 billion people!” he
was harshly criticised and was forced, a few months later, to correct his
statement. This demonstrates how careful the MoH must be when dealing

with doctors’ interests!
(Interview 0730, 2011)

As for associational groups, key actors in the Chinese health industry are
grouped in various organizations, such as the Chinese Hospital Association, the
Research and Development-based Pharmaceutical Association, the China Insur-
ance Association, the China Pharmaceutical Commerce Association and the
China Hospital Information Management Association. In general terms, these
groupings seem to fit into the framework of state-corporatist organizations,
working as a consultative arm of the government (Unger and Chan 1995: 37-51;
Thompson 2009: 64). One example is the Chinese Hospital Information Man-
agement Association (CHIMA) which, over the past few years, has been working
closely with the MoH to define hospital information systems (HIS) standards.
Associations, however, can at times also be utilized as channels to convey
demands and opinions upwards, formulated either by their own constituencies or
by actors affected by the decisions being taken at higher levels. While introduc-
ing the characteristics of the new HIS national standards to a group of hospital
managers in 2009, a CHIMA senior advisor was repeatedly questioned about the
inclusion among the mandatory HIS modules of a new software, generating a
DRG (Diagnosis Related Groups) code for each hospitalized patient." The issue
at stake was not the software itself, but rather the fact that its introduction would
probably have led to closer controls over clinical and accounting practices. The
scepticism expressed by hospital managers was subsequently the object of thor-
ough discussion between the parties involved in a project promoting the adop-
tion of efficient HIS systems, of which the gathering of hospital managers had
been intended to be a start-up activity. To add more complexity to the analysis
of these groupings is the fact that, although associations often appear to be
‘monolithic’ entities, the interests of individual members might not be. A glance
at the board of advisors of Pharma China, an influential business media tied to
the US consulting firm WiCON International, which advocates giving freer rein
to the Chinese health care market, can help in giving a clearer picture of the links
between government advisors, private consultancy firms and membership in key
industry associations. Among the 12 people composing the board, five have a
simultaneous involvement in government agencies and associations, as well
as—in four cases—in the private sector.” This kind of multiple memberships
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reinforces the idea that the dynamics within associations might not be strictly
controlled by government diktats and rather permeable to private interests.

Other than into institutional and associational groups, economically driven inter-
ests can coalesce into corporate interest groups. Corporate pressures, through either
legal or illegal avenues—Ilobbying, kickbacks, bribes—have been widely docu-
mented in the pharmaceutical industry. In 2007, a scandal involved the Chinese
SFDA, the government agency in charge of registering new drugs which can be
sold on the Chinese market. The director of the agency, Zheng Xiaoyu, was
executed after having been found guilty of receiving bribes to smooth the path for
approving drugs that did not comply with mandatory quality and safety standards
(Xinhua News Agency 2007; BBC News 2007). The dynamics of interest articu-
lation in other key regulatory areas, such as setting indicative retail prices for
drugs—for which NDRC is in charge—and the inclusion of drugs into the lists of
items reimbursable by the government health insurances—NRCMS, URBMI and
UWBMLI, of which the MoH and the MoHRSS respectively are in charge—is more
difficult to ascertain. However, in 2009 while new measures for drug pricing
reform were being discussed by top leaders, ‘intense discussions’ reportedly went
on behind the scenes (Shen 2009: 3). To understand the articulation of corporate
interests in the pharmaceutical sector, the structure of the pharmaceutical market
must also be taken into account. As has been seen, the pharmaceutical market in
China is fragmented: none of the top ten pharmaceutical companies in China con-
trols more than 2.5 per cent of the market. As such, neither international MNCs or
the biggest domestic firms—most of which are state-related'®—are in a monopol-
istic or quasi-monopolistic position, a condition which in other sectors allows
major enterprises to press their interests successfully (KPMG Advisory (China) Ltd
2011: 20, 28; Naughton 2009: 7-8; Yang 2007: 2-5). However, in the near future
the market structure will probably evolve towards increased concentration, as
major mergers and acquisitions are occurring at a fast rate. In 2007, deals worth
USS$2.1 billion were finalised, up from US$1.1 billion in 2006 (PWC 2009: 22). In
the first half of 2011 the trend was confirmed, when various collaborations were
established between domestic producers and foreign MNCs.

Interest articulation avenues

In the Chinese context, the importance of direct contact between interested
parties and their regulators have been recognised as being one of the most
common forms of interest articulation (Kennedy 2005: 3). Considering the
almost symbiotic ties that often exist between government and business,
strengthened after Jiang Zemin opened the party ranks to entrepreneurs a decade
ago, this finding is certainly not surprising. Interest articulation through personal
connections and elite representation—i.e. presence of a group member in the
policy-making structure or sympathetic representation by an elite figure (Almond
and Powell 1966: 83)—seems to be the most likely pattern for putting demands
upon the political system in the health sector. The fact that hospital managers are
nominated by the CCP implies that they have a role in the political system,
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which they might be free to use to promote decisions serving their interests.
Although excessive speculation over the issue should be carefully avoided, the
links between political power and the interests of the health industry are also
clear from the considerable presence of professionals involved in medical activ-
ities among the so-called ‘princelings’ (faizidang), the offspring of senior CCP
leaders. In 2008, among 1,800 ‘princelings’ whose names were posted on the
web, 85 were reportedly employed in health-related activities (hospitals, research
institutes, pharmaceutical companies, etc.).”” Among others, the son of Li
Ruihan,'® Jeffrey Li, was for a long time employed by a multinational pharma-
ceutical company, before moving to a career in finance (Financial Times 2011).

The 2009-2011 reform plan: contents, debate and resistance

Contents of the reform plan

In 2009 Beijing launched a new phase of the health reform, identifying the fol-
lowing five priorities:

strengthen the government-run health insurance sector;

define an essential drug list to be adopted by public providers;
reinforce the health care provision network;

ensure equitable provision of public health services; and

reform the management of public hospitals (State Council 2009).

O I S O R S R

The government allocated 850 billion yuan over a period of three years
(2009-2011), more than two-thirds of which were earmarked for subsidising
premiums of government-run insurance schemes.

The MoH has, so far, listed over 300 ‘essential drugs’. According to the new
regulations, physicians employed in the lower tiers of the health care provision
network—village clinics (cun weishengshi), and township health centres (xiang
weishengyuan) in the countryside, community health centres (shequ weisheng
fuwu zhongxin) in urban areas—should only prescribe drugs on the list. The new
measures also require that the mark-up on the price of drugs will be gradually
abolished. Until now public hospitals were allowed to charge up to 15 per cent
over the wholesale price in the case of ‘Western” drugs and 30 per cent for tradi-
tional Chinese medicine (TCM) drugs. To compensate losses due to the imple-
mentation this policy, local authorities have been required to gradually increase
their financial support for the current expenditures of hospitals.

As for hospital management, emphasis has been put on ensuring the cost-
effectiveness of treatments, in order to rein in the increase in medical expendi-
tures and stop over-prescription. Between 2009 and 2010, the MoH developed
112 clinical protocols, whose adoption is being piloted in over 100 public pro-
viders. Partial results show a decrease in average costs for IP treatments. In Jilin
People’s Hospital, average costs for IP treatments covered by the experimenta-
tion were reduced by 33.4 per cent (Jiankang Bao 2010a: 1).
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Debate and resistance

Not surprisingly, the reaction of the pharmaceutical industry and medical pro-
viders to the new measures was negative. In January 2009, shortly before the
reform measures were disclosed, Pharma China published a long editorial,
whose central paragraph read ‘Top priority of Chinese healthcare reform
should not be cost containment’ (Shen 2009: 2). In the first months of 2010,
the debate went public. When commenting on the health reform plan during
the Chinese People’s Political Consultative Conference in March 2010, the
delegate Zong Licheng, manager of a pharmaceutical company, criticized the
measures which aimed to curb the rise in medical costs, and achieved some
degree of media coverage for his argument (Nanfang Zhoumo 2010: B11).
Public hospitals also expressed discomfort and began airing their views pub-
licly. According to a hospital director surnamed Hu, ‘even though the prescrip-
tion of certain treatments isn’t ethically justifiable, hospitals and doctors must
find some way to survive’ (Nanfang Zhoumo 2010: A6). When discussing the
reform plan with the author, the director of a prefecture hospital located in
Central China defined it as ‘idealistic’ (Interview 0520, 2010). Local authori-
ties seem concerned too. When talking to the author, a representative of a pro-
vincial health department repeatedly expressed scepticism regarding both the
economic sustainability of hospital operations under the new restrictive frame-
work regulating drug prescription and regarding the introduction of standard-
ized treatment protocols (Interview 0925, 2009). This scepticism could well be
due to both the technical difficulties involved in coordinating the hospital man-
agement reform, and to the demands made on local authorities by the new
reform plan regarding the increase in their financial support for the running
costs of hospitals, a contribution designed to cover the losses hospitals would
suffer through the abolition of the mark-up on drugs. The structure of the phar-
maceutical industry could play a role too, since at local level drug manufac-
turing is often an important instrument of economic development and a chance
for employment (Tang 2011: 3).

In such a context, it is hardly surprising that the progress of hospital manage-
ment reform has been slow, due to tough opposition from physicians (Webster
2011: 1). Passive resistance to regulations seems likely to continue along pat-
terns already introduced in this chapter. According to an former pharmaceutical
marketing manager, ‘hospitals will try to circumvent restrictions and continue to
prescribe unnecessary treatments and/or newly introduced items, not yet subject
to strict government regulations’ (Interview 0221, 2011). According to another
Chinese medical source,

the proposed measures [on the abolition of the mark-up on drugs] could lead
to informal arrangements between drug manufacturers and hospitals: the
wholesale price of drugs could be artificially increased, so as to make up at
least partially for the financial losses caused by the ban on mark ups
(Interview 1014, 2009)
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New perspectives for health reform?

New perspectives for health care reform are not likely to be unveiled until the
new generation of Chinese leaders have consolidated their position. However, it
is worth mentioning how recent policies seem oriented towards broadening the
scope of non-public service provision. In late 2010, the State Council issued a
circular aimed at ‘eliminating policy barriers hindering the development of non-
public medical institutions’ (State Council 2010: Preamble). Only a few weeks
before, the Minister of Health Chen Zhu released a statement praising the
‘important social role’ of non-public hospitals in ‘protecting the common good’
(Jiankang Bao 2010b: 3). Interestingly, the circular encourages the transforma-
tion of public hospitals into non-public, non-for-profit medical institutions (State
Council 2010: Art. 4). The latter should, moreover, be given priority by local
health authorities planning to expand service supply. The regulation also opens
up to foreign investment, which will be allowed and encouraged, both in the
form of joint ventures and wholly foreign ownership of medical institutions
(State Council 2010: Art. 2).

While the intention of broadening the scope of non-public providers is con-
sistent with the guidelines of the 2009-2011 Health Reform Plan (State Council
2009: Art. 10), the new regulation could herald a departure from the approach
followed by the Hu—Wen leadership, as it states the importance of establishing
‘mechanisms of competition, to improve efficiency and quality’. Indeed, these
words resemble the motto ‘let the better hospitals flourish!” which has been
inspiring those advocating all-out privatization of China’s health care (Chow
2000). It is too soon to predict possible concrete implications of the new regula-
tions, and no detailed information is at present available on the approach the new
leaders will take. One exception, however, could be constituted by Li Yuanchao,
the new Chinese vice president and one of the most prominent figures of the new
‘fifth generation of leaders’. Li served as CCP secretary of Jiangsu between 2002
and 2007, while in this province significant market-oriented experimentations
were being conducted in the health sector.

Conclusions

The notion that private interests influence the development of health care
systems worldwide is widely held among Western audiences (Chow 2006).
Health is a constantly growing industry, with huge interests at stake. In China,
during the 1980s and 1990s, economically driven interests in this area developed,
when the retrenchment of the state from social sectors left vast areas ill-regulated
and under-funded. During the Hu—Wen era, these interests have affected the
capacity of the state to tackle the crisis of the health care system and the huge
imbalances in terms of access to essential care, both of which have proved detri-
mental for the development of the economy and of society, as well as for the
legitimacy of the party itself. Platforms and avenues through which demands
upon the political system are made are already available to economically driven
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interest groups related to the Chinese health sector. Should these interests
succeed in gaining even greater influence over the current health care reform
process, the outcome of China’s transition—at least in this area—may be dif-
ferent from the one advocated by many China scholars and observers. Policy-
making could become responsive to powerful private interests, rather than
accountable to society at large.

China faces enormous challenges in the field of health care and these are
likely to become even more daunting in the coming years, due to the rapid
ageing of the population. Whether China’s health care system will be able to
ensure equitable access to safe and effective health services will largely depend
upon the interactions between social needs, political power and economic inter-
ests. These interactions deserve to be further investigated. When the author of
this chapter recently asked for advice from a senior scholar of Chinese politics
on how to approach the topic of this research, he received the prompt answer:
‘Just follow the money!” While this might seem an oversimplification of the
enormous issues affecting the development of the Chinese health care system,
the preliminary findings introduced in this chapter show that his answer could
indeed make sense.

Notes

1 Hannant (1998: 101). Known in China by the name of bai giuen, Norman Bethune
was a Canadian medical doctor and communist political activist. In 1938-1939 he
was stationed in the Communist stronghold of Yan’An. He died in November 1939
of septicemia, probably contracted performing surgery on a wounded Chinese
soldier. He is still remembered and celebrated in China among revolutionary
heroes.

2 See in particular Skilling (1966).

3 The village is the only level of the health care provision network where privatization
has gone to its fullest extent so far. By 1998, more than 40 per cent of village clinics
were independent, private practices (Liu et al. 2006: 214). Village clinics are the first
tier of the rural health care system and are usually staffed by one or two paramedics.
Township health centres are the second tier of the government provision network in
the countryside. While in the pre-reform period—when they were operated as
commune hospitals—they also provided inpatient (IP) treatment for common diseases
and deliveries, currently in most cases they provide only for outpatient (OP) care. The
third tier consists of almost 3,000 county hospitals, which provide the bulk of curative
IP services in rural areas.

4 The first cases of SARS (Severe Acute Respiratory Syndrome) were reported in
Guangdong Province in November 2002. According to the WHO, between November
2002 and August 2003, confirmed SARS cases worldwide were 8,422, with 916
deaths (WHO 2003). The ‘People’s War on SARS’ declared by President Hu Jintao in
early 2003 (Perry 2007: 15), is often considered the watershed between the ‘old’,
market-minded health policies and the ‘new’ path initiated with the so-called fourth
generation of leaders, guided by Hu Jintao and Wen Jiabao.

5 Between 2000 and 2008, China’s Total Health Expenditure (THE) as percentage of
GDP remained substantially stable (4.5 per cent in 2000; 4.3 per cent in 2008) (WHO
2011: 128).

6 UWBMI was introduced in 1998. Unlike NRCMS and URBMI, whose premiums are
heavily subsidized by the government with a flat rate contribution paid by the single
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11

12

13
14
15
16

enrollee, UWBMI is financed by workers and employers. On average, UWBMI insur-
ance premiums amount to 8 per cent of annual salary, of which 2 per cent is provided
by the worker and 6 per cent by the employer. Portability of NRCMS’ benefits has
been an issue in the last few years with reference to the huge migrant population.
Although most migrants are NRCMS enrollees, the rural insurance often cannot reim-
burse services purchased outside the county or province of residence. Since 2009,
migrant workers have theoretically been allowed to enroll in either URBMI or
UWBMI schemes, regardless of their residence status (hukou).

In most Western countries ‘fee-for-service’ mechanisms have been replaced by per-
case based, forfeit payment systems. Among these systems, the most widely used to
determine cost for IP services is based on Diagnosis Related Groups (DRGs).
DRGs classify patients into major diagnostic categories. Each of these categories
groups together diagnoses whose treatment should consume a similar amount of
resources. DRGs were intended to offer a mechanism to encourage providers to
economize and they have, to a large extent, proved effective. Since the real current
costs incurred by the hospital are not taken into account, DRGs require the adop-
tion of well-defined treatment protocols. Per-case payment mechanisms have been
tested in many Chinese hospitals in the last few years, as the MoH called for the
experimentation of payment mechanism based on patients’ diagnoses. However,
modalities through which pilots have been conducted raise suspicion about the abil-
ities of per-case payment systems to reduce medical expenditures under the current
Chinese institutional framework. In one area surveyed by the author, the local
health bureau had set up a small unit to verify the consistency between diagnoses
and treatments provided by a local county hospital, in order to prevent attempts to
circumvent constraints imposed by the new payment system. When asked: ‘how do
you behave when there is evidence of some irregularity?’ the young official coord-
inating the unit—who had no medical background—replied: ‘we just ask the
doctors [employed in the hospitals whose medical records were being checked] to
clarify our doubts’ [Interview 0817, 2008].

At the time of writing the first draft of this article (August 2011) RMB1=US$0.16;
EUR 0.11. In the same area, average income for peasants was around RMB3,000 per
capita per year. In this chapter, reference is made to the Chinese currency also with
the name ‘yuan’.

Interviews used to draft this paper were collected during fieldwork carried out in six
Chinese provinces between 2008 and 2011. A limited number of interviews were also
conducted during a research stay in the US, in summer 2011. Data collection tolls
included both unstructured and semi-structured in-depth interviews.

Data on advance payments required in case of IP treatment were calculated independ-
ently by the author, utilizing the database collected during the research project
‘Impact of the New Rural Cooperative Medical Scheme on Health Care Services
Accessibility in Central and Western China’ (see HCU-HHRDC 2009).

The results of the study were published in 2009 at: http://saluteinternazionale.
info/2009/09/riforma-sanitaria-in-cina-lo-stato-dellarte/ [in Italian].

At the time of writing the first draft of this article (August 2011), this comment was
still accessible at: www.sdpc.gov.cn/ygyj/ygyj_detail.jsp?comld=29464.

See in particular Kennedy 2005: 1-24; Yang 2007: 2-5.

On DRGs’ rationale and characteristics, see note 7.

See www.pharmachinaonline.com/AboutUs/advisoryboard.asp.

Among the top 11 Chinese pharmaceutical companies listed according to market capi-
talization in the first quarter of 2011, seven were state-related. They are: Sinopharm,
Jiangsu Hengrui Medicine, Shanghai Pharmaceuticals, Yunnan Baiyao Group, Shan-
dong-E E-Jiao, Harbin Pharmaceutical, Shanghai Fosun (KPMG Advisory (China)
Ltd 2011: 28).
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17 At the time of writing the first draft of this article (August 2011), the list was still
accessible at: www.aboluowang.com/news/data/2008/0915/ article 58960 1.html.
Since the source is unclear, information contained in the list must be referred to with
care.

18 Member of the Standing Committee of the Political Bureau of CCP Central Commit-
tee until 2002.
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