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Command-and-control versus Regulated Marketization

--A Review of Eight Proposals for China’s New Health Care Reforms

China’s health care reforms are at a crossroads. As health care costs are soaring, many
people cannot afford basic health care services. About twenty percent of people who
feel sick do not seek for outpatient services out of financial considerations. The
problem of lack of access to basic health care has become one of the top social issues
in China, and has triggered tremendous discontent among the public. From the mid-
2005 onwards, the problem with inaccessibility of health care services has aroused
much attention from the mass media. A conclusion arisen from the mass media’s
reportage is that health care reforms over the past three decades were basically not
successful.

In response to this situation, the Chinese government is planning to launch a new
round of health care reforms in 2008. Approved by the State Council, a National
Health Care Reform Coordinating Group was established in September 2006, working
on drafting an official proposal for new health care reforms. The group is chaired
jointly by Ma Kai, the Chairman of the National Development and Reform
Commission, and Gao Qiang, the then Minister of Health.'

In early 2007, seven organizations, namely Peking University (Beida), Fudan
University, Beijing Normal University (BNU), the Development Research Centre
(DRC) under the State Council, the World Bank, the World Health Organization
(WHO), and McKinsey Company, were invited by National Health Care Reform
Coordinating Group to submit their proposals for China’s new health reforms.” On
May 30, 2007, all proposals were presented at a two-day international conference
jointly chaired by the National Development and Reform Commission and the
Ministry of Health. Renmin University of China (Renda) also delivered a proposal to
the conference at the last minute.

Eight proposals are common in that they are all concerned with how to achieve the
universal access to basic health care services. They deliberate a number of principles,
guide-lines, and strategies for carrying out a comprehensive reform covering health
care security, health care financing, health care services, health care administration
and regulation, and pharmaceutical policy. Basically, two approaches emerge from the
eight proposals. One favours a government-dominated solution by establishing a
Mini-NHS system to deliver free primary care to all Chinese citizens. The other
suggests a market-oriented solution, in which basic health care services can be
purchased by a multi-tier public health care insurance system. Basically, the former

! The official news announcement is available at http://gov.people.com.cn/GB/49901/5261572.html. Since late
June 2007, Chen Zhu has replaced Gao Qiang to serve as the Minister of Health, while Gao Qiang still serves as
the Party Chief of the Ministry.

2 Actually, except for BNU’s, seven proposals also present some policy suggestions for reforming public health
services. However, what they suggest are largely what have been done in reality. In other words, seven proposals
fail to present any genuine proposals for reforming the troublesome public health sector in China. Therefore, this
part will not be examined in this review.
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approach relies on a command-and-control mechanism for achieving equity in
primary health care, as well as in public hospitals which deliver secondary and
tertiary health care, while leaving small space for market mechanism in the so-called
“non-basic” health care sector. The latter embraces a model of regulated marketization
while taking the government as one of the active players in the health care market.
Along with the market-oriented approach, the major roles the government should play
in the health care market include an insurer, a purchaser, and a regulator.

The following sections will examine the consensuses and disagreements on these
issues among eight proposals.

Towards a Universal Coverage of Health Care Security

One of consensuses that eight proposals have reached is that the government should
play an active role in provision of health care security. As the coverage rates of
existing public health security programmes are all too low and commercial health care
insurance is too underdeveloped in China, the majority of Chinese people have to pay
their health care bills entirely or partially out of their own pockets at the points of
service. As a consequence, financial risks of ordinary people for paying health care
bills cannot be properly pooled. Meanwhile, when out-of-pocket payment is dominant,
provider-induced over-consumption is alleged to be widespread, and this phenomenon
has become a target for harsh public criticism. The mechanism of the third-party
purchase is largely lacking, and thereby soaring of health care expenses cannot be
effectively contained. Hence, the key for a new round of health care reforms is to
establish a health care security system towards universal coverage over all citizens.

Yet, the problem still remains that there is no consensus on how to establish a new
health care security system to achieve universal coverage. Two approaches have
emerged from the debate. One is to follow the British model of National Health
Service (NHS), and the other to adopt the model of social health insurance.

It is unlikely to transplant the NHS model directly and thoroughly into China as it is
fiscally unfeasible. Actually, the NHS model enjoy a wide audience in China, and
many Chinese people (experts or non-experts) favors the public funding and provision
of most health care services. The problem is that it cannot be sustained due to the
limited fiscal capability of Chinese government. According to official statistical data,
the total amount of revenue that all health service providers generate accounted 601
billion yuan in 2006. If 80 percent of this total amount of revenue needs to be
appropriated by public money, the government budget needs 481 billion yuan,
accounting 11.9 percent of total government expenditure in 2006. Actually, the
government expenditure for the whole health sector (including health care services
and other public health service providers) recorded only 156 billion yuan in 2005,
accounting only 4.5 percent of the government budget. It is clearly unlikely for the
Chinese government to raise up the level of expenditure for health with multiple times
over a short period.

Hence, Beida and DRC propose a mini-NHS model to serve as a substitute. According
to this proposal, Chinese citizens would enjoy basically free primary health care at
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public community health centres, while leaving risk pooling of secondary and tertiary
health care for social and commercial health care insurance.

Another approach, favoured by BNU, Fudan, Renda, WHO, and McKinsey, offers a
solution based on the model of social health insurance. Universal coverage of health
security can be achieved by gradually reforming the existing social (or quasi-social)
health insurance schemes in urban and rural China. Public health insurance agents
play the role of purchaser or payer of health care services on behalf of enrollees. At
the same time, health care providers can be marketized, and managed competition
among them should be encouraged. According to this approach, existing harsh
restrictions over the entry of private capitals into the health care sector should be
loosened, and privatization of existing public health care providers should be allowed.

Basically, there are three major public health insurance schemes in China, namely the
Urban Employees’ Health Care Insurance, the Urban Residents’ Health Care
Insurance, and the Rural New Cooperative Medical Scheme. The Urban Employees’
Health Care Insurance is supposed to be compulsory, targeting all employees and
retirees from the formal sectors in the cities. The scheme is financed by employee and
employer contributions in urban formal sectors. Due to many factors, it has covered
only about half of urban employees and retirees, a rather low rate of coverage. The
Urban Residents’ Health Care Insurance was kicked off in early 2007, targeting
non-working people in the cities. It is a public health insurance program on the basis
of voluntary enrollment, and the levels of enrollment fee are set by municipal
governments. The government offers a fixed rate of public subsidy per capita, in order
to make it more attractive to Chinese citizens who have had no insurance experience.
The Rural New Cooperative Medical Scheme is also a public health insurance
scheme on a basis of voluntary enrolment, targeting rural residents. The government
offers a fixed rate of public subsidy per capita as well. The minimum level of annual
enrollment fee is set at the level of 10 yuan per capita in most localities across the
country. Its enrollment rate had reached to the level of more than eighty percent by
the end of 2007, according to the official statement.

According to BNU, Fudan, Renda, WHO, and McKinsey, it can be anticipated that the
coverage rates of the three existing social health insurance schemes will be
considerably increased if the government continues to play the role of facilitator and
enabler. That is to say, the level of public subsidy to enrollment in the Urban
Residents’ Health Care Insurance and the Rural New Cooperative Medical Scheme
can be raised. As the financing level has gone up, the benefit structure for the two
schemes can be improved, and thereby the two schemes would become more
attractive to Chinese people.

Currently, the existing three public health insurance schemes target enrollees on the
basis of their social status, namely their household registration category. In most
localities, the two urban schemes open only for registered urban residents, while the
rural one for peasants. It is likely that such a rule of the game would be abolished in
the future. Actually, in some cities such as Zhejiang in Jiangsu and Dongguan in
Guangdong, the restrictions of enrolment based on household registration status have
been removed. Over the next decade, the enrolment into these schemes would be
gradually open to all Chinese citizens. Eventually, the three schemes can be
transformed to institute a three-tier public health insurance system. With different
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amount of enrolment fee, the three insurance schemes can offer different benefit
packages to enrollees. Every citizen could choose one of them to enroll in while the
government imposes over all citizens compulsory enrolment at least into one public
health insurance scheme. In brief, the formation of a three-tire public health insurance
system indicates that China is moving universal coverage of health security over its
entire population.

In both urban and rural areas, people living under lines of extreme poverty may not be
capable of enrolling in any existing public health care insurance schemes. To enable
them to enjoy health security, public programs like Medicaid operating in the United
States need to be established. Actually, pilot Medicaid programs have already been in
place in both urban and rural areas in China. If their financing levels could be raised
up, and institutional designs could be improved, they would play more active role to
facilitate the low-income people to enjoy more health care security (including
enrolling in public health insurance schemes and receiving additional benefits to
cover their health care bills).

As public health insurance schemes provide health security only at the basic levels,
there is much space for the development of private health insurance, on either for-
profit or non-profit basis. In particular, commercial health insurance can be developed
to cover services, expenses, and treatments of limited number of special or major
illnesses uncovered by public health care insurance schemes. Meanwhile, it is also
possible for agents of public health insurance to contract out fund management to
private organizations. Actually, a variety of pilot public-private partnership programs
are carried out in many localities in China. The functioning of these pilot programs
can be considerably improved if their experiences and lessons are scrutinized
systematically.

All in all, BNU, Fudan, Renda, WHO, and McKinsey suggest that, with a public
health insurance system, a mini-NHS system targeting only primary health care may
not be necessary. The World Bank lies in between these two approaches. According to
its proposal, China’s health care sector should move to the NHS model over the next
two decades. Over the period, the existing public health insurance schemes should be
gradually restructured to hit the target eventually. The key for this restructuring is to
replace contributions or enrolment fees by public subsidy, and eventually the three
schemes can be integrated into one financed largely by general revenue.

Public Finance and Health Care Financing

Another consensus eight proposals have reached is that the level of public spending
has to go up. As a matter of fact, the proportion of public spending on health
(including government direct spending and social health insurance spending) to the
total health expenditure in China is low. According to an estimate provided by BNU,
this proportion touched the bottom of 18.0 percent in 1996, and climbed up to 33.7
percent in 2004. It is widely agreed that the government should spend more on health.
The problem is to where the newly increased public spending should be channeled.

In light with the government-dominated approach, DRC and Beida argue that most of
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the newly increased public spending should be appropriated directly to public health
care providers, and the government command these providers to provide cheap health
care services to all the people. According to the mini-NHS proposal, all Chinese
citizens can enjoy basically free “basic health care” at community health centres,
probably with 20-30 percent of co-payment. Public community primary health care
providers serve as providers of so-called “basic health care” as well as some public
health services such as preventive care and health promotion, and the large proportion
of their operational funding come from the government budget. Public hospitals
providing secondary and tertiary health care should also be funded largely from the
government budget so as to assure that they act in the interests of the public.

As a matter of fact, the vast majority of health care providers are public organizations
in China, but most of their operational funding is generated from health care service
provision and drug sales. In comparison, government funding has become
increasingly insignificant over the past decades. National statistical data indicate that
the proportion of government funding to the total amount of revenue that public
general hospitals under the Ministry of Health generated fluctuated at the level of 10
percent over the past years. Hence, for all health care providers, public or private,
revenue maximization has almost become the single most important goal. As a result,
the problem of provider-induced over-consumption, such as the issuing of large
prescriptions, the provision of excess services and the raising of price levels, spreads.
Inevitably, the surge in provider-induced over-consumption would lead to soaring of
health care costs, arousing public concerns. Actually, the government has made
tremendous efforts to contain the trend, but has produced little (if not nothing)
positive improvements so far. It seems that administrative surveillance and penalties
are the only policy tools available, but they do not work.

The government-dominated approach paves a way to a supply-side solution to this
problem. According to the logic of this solution, if the government provides enough
money, public health care providers would have no need to pursue for maximizing
revenue from marketization. At the same time, if the government cuts off the linkage
between the revenues of public providers generating from the market and the earnings
of health care professionals they hire, the ground for provider-induced
overconsumption would be greatly shaken, and ultimately health care costs would be
substantially contained.

Yet, the proponents of the supply-side solution would likely encounter the problem of
limited government fiscal capability. Leave aside how much public money are needed
to subsidize public hospitals. It was estimated by DRC in early 2007 that 269 billion
Chinese yuan are needed annually to run the mini-NHS system, but the alleged
amount of annual budget was reduced to the level of 150 billion yuan, as the so-called
“basic health care package” that the system promises to offer has shrunk.

Basically, it is still not sure if the alleged amount of annual budget, 150 or 269 billion
yuan, is sufficient for running the proposed mini-NHS system. The key issue is where
the line between basic and non-basic health care is demarcated. Moreover, to allocate
the government funding to this system, a public management system needs to be
established. At the same time, the government also needs to spend public money to
enhance the capability of existing community health centers (stations), in particular
on training of health care professionals working there. The problem is that once their
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professional skills are upgraded, community health care professionals may move to
other public organizations to seek for better-off livelihood. Actually, despite
tremendous government efforts, existing community health centers display little
attraction to Chinese patients as well to health care professionals, no matter how
much money the government has spent on them.

Furthermore, the risk pooling for hospitalization still needs social health insurance,
according to the mini-NHS proposal. That is to say, public health insurance schemes
covering the vast majority of people should be enhanced to pay the so-called “non-
basic health care,” mainly hospitalization. Again, it is proposed that public hospitals
should be dominant in the sector of non-basic health care, and they also need large
amount of public subsidies. Market reforms of health care services are basically
contained. Under this circumstance, so-called “basic” and “non-basic” health care
would be paid by two payers, whose coordination can be expected to be a headache
for the government as it is difficult to draw an objective demarcation between the two
categories of health care services. In addition, to establish a mini-NHS system would
have to incur considerable amount of transition costs, as outpatient care has already
been covered by existing social health insurance schemes operating in both urban and
rural China.

All in all, the supply-side solution faces tremendous difficulties in government fiscal
feasibility, coordination among health care payers for different kinds of health care,
huge administrative and transition costs, and so on.

On the contrary, the market-oriented approach favours a demand-side solution, which
looks for the way-out of China’s health care reforms mainly from the improvement of
the health security system and the formation of a third-party purchase mechanism.
According to this approach, all people should be covered by certain public health
insurance schemes, and insurers play a role of purchasing health care services from
providers on behalf of enrollees. In other words, health care services should not be
directly purchased by patients, but rather by a third party, namely public health care
insurance agents. With coverage of health care insurance, the financial risks of people
for seeking for health care can be pooled among patients and healthy people and
during their health and unhealthy periods. With such a third-party purchase
mechanism, the problem of provider-induced over-consumption can be controlled by
payers rather than patients.

The proposed gradualist approach to achieving universal coverage based on
improvement of existing public health insurance schemes is fiscally sustainable and
politically feasible. According to BNU’s estimate, to play the role of facilitator and
enabler, the Chinese government needs to spend 100 billion yuan annually from its
budget. It accounts only a minor proportion of the total government budget, which
recorded 4021 billion yuan in 2006. The government spending would be used for two
purposes: 1) to subsidize urban and rural residents to enroll in public health insurance
schemes; and 2) to establish Medicaid programs to sponsor the enrollment of the poor
in both urban and rural areas. With 100 billion yuan of government spending,
universal coverage of social health insurance can be achieved.

Among eight proposals above mentioned, at least five propose slightly different
versions of such a demand-side solution. BNU’s proposal is most outspoken
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prominent of this approach. The Ministry of Finance, a key player in formatting the
policy framework of new health care reforms, also favors the demand-side solution.
As noted above, the problem with the supply-side solution is to establish an entirely
new mini-NHS system to provide basically free “basic health care” for all Chinese
citizens, taking little consideration of functioning of existing public health insurance
for the same purpose.

As the basic institutional framework of public health insurance has been well
established in both urban and rural, it is likely that the demand-side approach would
prevail. The tendency that the demand-side approach would prevail can be ascertained
from the actual development of new health reform policy measures. On July 10, 2007,
the State Council promulgated a policy guidance, to extend pilot experiments of the
Urban Residents’ Health Care Insurance in some localities to 79 cities across the
country. Actually, some provinces, including Guangdong, Jiangsu, Zhejiang, Jiangsi,
Jilin, Gansu, have decided to launch the Urban Residents’ Health Care Insurance
across their jurisdictions. As mentioned above, the government provides subsidy for
enrolment, and the minimum level of government subsidy set by the central
government was 40 yuan per enrollee. In fact, the Ministry of Finance has announced

that the level public subsidy for enrolling in public health care insurance schemes will
be doubled in 2008.

Reforms of Payment Modes

Universal coverage of public health insurance schemes is only one side of the new
round of China’s health care reforms. Another side is the public procurement of health
care services from different providers. In this sense, reforming payment modes that
health insurance agents purchase health care services is a challenge.

According to BNU, Fudan, Renda, WHO, the World Bank, and McKinsey, all existing
public health insurance schemes should cover both primary and secondary health care.
Community health centers and other small hospitals can play the role of gatekeeper. If
enrollees choose them as the first point of contact and accept the referral arrangement,
they would enjoy low co-payment rates, whilst they will have to pay more out of their
own pockets if they go to high-ranking hospitals to seek for primary health care.

Currently, fee-for-service is a widely used payment mode for almost all kinds of
health care services. It is likely to create an incentive for providers, public or private,
to induce over-consumption of health care services and drug uses. To replace fee-for-
service by a combination of other payment modes is also a consensus reached by all
proposals favouring the demand-side solution.

As BNU’s proposal deliberates, public health insurance agents should adopt
capitation as a major mode of payment to primary health care providers (or
gatekeepers), accounting at least sixty percent of their operational revenues. In so
doing, it is likely that the alleged phenomenon of provider-induced over-consumption
would disappear. Primary care providers would pay more attention to preventive care,
health promotion, and the cost-effectiveness of services and drug prescriptions.
Enrollees will be allowed to alter registered providers of primary health care once a
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year (or within even shorter period), so as to stimulate competition among primary
health care providers and improvement of service. To prevent them from reducing the
provision of services by making unnecessary referrals, the referral fees can be
included into the capitation payment. All community-oriented health care providers,
public or private, for-profit or non-profit, are qualified to serve as gatekeeper. They
have to compete for payment on basis of capitation by providing registered enrollees
with better services.

According to BNU’s proposal, specialists and high-ranking hospitals would have to
compete for referrals from primary health care providers. Cost containment for health
care services above the primary level can be achieved through combination of
multiple payment modes, including DGRs. The choice of particular payment modes is
subject to negotiation between public health insurance agents and health care
providers. Professional associations from both sides of payers and providers can play
active roles in cost calculation, rate setting, and choice of payment modes.

In eyes of proponents of the government dominated approach, namely Beida and
DRC, payment modes reforms are not so important as it is argued. The significance of
payment mode reforms is contained to the small part of marketized “non-basic” health
care services. For public community health centers and most public hospitals, Beida
and DRC prefer a command-and-control mechanism. Basically, these public health
care providers terribly rely on public funding for operation, and they have to receive
the command from the above. To stimulate them to meet the government goals,
intensive performance evaluation, surveillance, and reward system are needed.

Reforms in Health Care Delivery System

The institutional and organization restructuring of China’s health care delivery system
is another battlefield for the debate between the two approaches. Once again, the
proponents of the government dominated solution embrace an administrative
hierarchy in which public health care providers act as only budgetary units of the
government. On the contrary, the market-oriented approach favors corporatization as
well as privatization of the health care sector.

Generally speaking, the likelihood that a health care delivery system could best serve
for the public interest does not depend on the dominance of public ownership of
providers. As long as the out-of-pocket payment is dominant from the demand side,
public health care providers may also have strong incentive to maximize revenue
generating from patients, in particular inducing patients to over-utilize services or
consume more drugs. This is exactly what is happening now in China. Actually,
public hospitals have generated more and more revenue from service provision and
drug sale over the past decades, while their efficiency shows little improvement.

Against this background, the Beida and the DRC proposals direct many criticisms to
market reforms in China’s health care delivery system, and put forward to restore the
dominance of public ownership in the sector. As above mentioned, about eighty
percent of health care providers in China are public organizations, so that the
dominance of public ownership is already the reality in the health care sector.
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Meanwhile, the entry of private providers into the market is heavily regulated, and
foreign/overseas investment into the sector is considerably limited as the Chinese
authorities often face tremendous pressure from existing public hospitals to maintain
their monopoly over the market. Indeed, spontaneous privatization of health care
providers occur in some localities as a local response to fiscal pressure, but such a
development encounters suspicions and criticisms from the government at the upper
levels as well as the public.

What Beida and DRC really want to push is the dominance of government command-
and-control over public health care providers. According to their proposals, all public
health care providers should become no more than individual budgetary units of a
huge administrative hierarchy. As government appropriations account a large
proportion of their operational funding, public health care providers should be subject
to harsh budgetary control imposed by the government. All managers are appointed
directly by the government. Capital investment is subject to government approval.
Most medical equipments and drugs are purchased directly by the government or by
an monopolized agent. In brief, public health care providers enjoy almost no
managerial autonomy.

On the contrary, BNU, the World Bank, WHO and McKinsey oppose the monopoly of
public ownership and the dominance of command-and-control mechanism in the
sector. According to them, market reforms in health care delivery system should be
encouraged. The current situation that public organizations dominate health care
delivery and market entry of private providers is heavily regulated may not be
favorable to the public interest. Managed competition among primary care providers
should be particularly enhanced. Corporatization of existing public hospitals can be
carried out, at least on a pilot basis. The present organizational structure, in which
most public providers are simply units of an administrative hierarchy, is rigid.
Corporate governance for all health care providers, public or private, should be
improved. Privatization of existing public health care providers is also an option, as
long as transparency and active participation of all stakeholders, employees in
particular, can be safeguarded by local government.

Meanwhile, the proponents of the market-oriented solution also emphasize that public
ownership of health care providers is necessary even within a market system. It is the
government’s duty to set up public health care providers in the localities where
private capitals, for-profit or non-profit, do not flow in. The present situation in China,
however, is quite another story. Huge amount of public money has been spent on large
and high-ranking public hospitals, which are crowded in Chinese large cities. Actually,
huge amount of private capitals, domestic or overseas, are waiting for entering into
the huge health care market in these cities. With government support, these public
hospitals occupy advantaged, if not monopolized, positions in the health care market,
and in many cases lobby local government not to open the market to new comers. In
comparison, most public health care providers in rural areas suffer low utilization of
their services due to their poorly equipped capacities. They are waiting for public
money, but most public money are channeled to their urban counterparts. All in all,
the limited amount of government spending in health care should be re-channeled to
rural areas and other places where market and social (charity) investments are not
concentrated.
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Fudan and Renda hold an intermediate position in between. They attempt to present a
perfect combination between government command and market mechanism, but their
proposals look like a presentation of mixture or even juxtaposition between the two.
According to the Fudan proposal, public providers should be dominant and private
providers supplementary in the whole health care sector. It is not clear that such a
structure results from market competition or government command or control. It is
clear that, Fudan argues, a command-and-control mechanism should be imposed in
the sector of community health services. Renda holds that public ownership should be
dominant in community primary care providers and large hospitals, while small
hospitals can be open for corporatization and privatization.

Strengthening Health Care Administration or Reshaping Health Care
Regulatory Regime?

Eight proposals spend some space to discuss the reform of health care administration
and regulation. Apart from the BNU proposal, most regard these two are same. Lack
of policy coordination among different government departments related to the sector
has been ascertained as one of major problems in health care administration. A high-
ranking government body, e.g., a National Health Commission, has been regarded By
Beida, DRC, Fudan, and WHO as a perfect solution to this problem. Yet, all
proponents of such a solution fail to analyze why existing coordinating mechanisms
within the Chinese government fail to hit its goal. For example, the State Council
often holds working conferences to coordinate decision making and policy
implementation among government departments.

Regulatory reform in the health care sector is another arena for attention. Some
proposals pay much attention to certain technical regulatory issues, such as
information exposure, development of private intermediate agents, and so on. Raising
a more important issue, the BNU proposal emphasizes that many regulatory failures
in China’s health care sector are rooted in the lack of third-party accountability.
Within the current administrative system in China’s public sectors, the regulator is not
a third party either to market transactions or to inter-organizational relationship.
Under normal circumstances, the regulator is at the same time the administrative
superior of the regulated. Paternalism of administrative superiors over health care
providers under their jurisdiction is not conducive to regulative success.

Therefore, according to BNU’s proposal, the separation of regulation from
administration should be placed as top priority in the regulatory reform. Regulators
should become independent public agents, and some of regulatory duties can be
transferred to professional associations so as to promote the development of private
regulation. The regulator, public or private, has to have some kind of formal remit or
acknowledged authority to regulate. That may be based on an explicit legal statue, or
rely on other non-legal but equally powerful mechanism, such as empowerment by
the regulated.

Meanwhile, BNU also proposes that the focus of regulatory functions should be

shifted from price control to control over market entry and quality. Currently, health
care service is one of the few areas under government price control in China. Under
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harsh price control, the level of charge for a normal surgery is even lower than the
rate of normal fashion design at a hair salon, as many Chinese doctors complain. As a
result, many Chinese health care professionals rely on over-prescribing drugs to make
more money. As a legacy of the planning or command economy, price control is
alleged to be used for the public interest, but it the most likely result in the shortage of

supply.

Pharmaceutical Policy: Command Economy versus Market Economy

A final focus of China’s new health care reform is on pharmaceutical policy. As it is
an easily detected area of provider-induced over-consumption, over-prescription of
drugs has become a target of harsh public criticism in China. As a result, many reform
measures are oriented to reduce pharmaceutical price. Nearly two dozen rounds of
price reduction on drugs have been imposed by the Chinese authorities, but there is
little positive indication that popular burden of high expenses over pharmaceuticals
would be reduced. A simple reason is that pharmaceutical producers no longer
produce cheap drugs while health care providers no longer prescribe them as well.

In response to this situation, Beida, DRC, Fudan and Renda put forward centralized
government procurement of essential drugs or establishment of a command economy
on production, circulation, and use of essential drugs as a solution. According to this
proposal, a list of essential drugs consisting of 300-400 most frequently used drugs
should be promulgated by the government regularly on the basis of expert
consultation. They should be purchased and circulated by the government, and
producers of these essential drugs should be arranged by the government. Only
essential drugs can be prescribed by public community health centers, and
prescription of essential drugs by other public health care providers would be
encouraged. The question is, however, which government department should perform
this duty, and at what level. Nowadays, a number of government departments are
struggling for this power. They are planning or attempting to release their own list of
“essential drugs,” and to arrange producers and circulators respectively.

It is alleged that the proposal for a command economy of essential drugs comes from
the recommendation of a so-called “national essential drugs system” by WHO to
many developing countries. Nevertheless, it is not sure that WHO would endorse the
proposed command economy of essential drugs. Above all, one of likely
consequences for imposing a command economy is monopoly over the production
and circulation of essential drugs, and monopoly may result in lack of any incentive
for quality improvement of these drugs.

According to the BNU proposal, it may not be very significant to debate over the
issue whether centralized government procurement or decentralized market sale of
drugs is a better solution, and the proposed command economy of essential drugs is
not necessary. The key question is who the payers are. If the major payer is health
care insurance agents, pharmaceutical price should be subject to negotiation between
them and health care providers. As long as the payment modes for health care services
are appropriately designed, there would be certain incentive for health care providers
to help patients to choose drugs on the basis of cost-effectiveness. Consequently,
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pharmaceutical producers would be induced by health care providers to pay much
attention on quality improvement of drugs as well.

Under this circumstance, some health care providers may voluntarily organize to
purchase drugs collectively, so as to reduce their operational costs. Payers may also
perform collective procurement of some frequently used drugs. Some kind of lists of
essential drugs may be useful for guiding professional conducts of rational drug use,
but it seems groundless to use them as a tool for centralized government procurement.
Furthermore, it is better for professional associations, rather than government bodies,
to make such lists.

Concluding Remarks

Some consensuses have been reached. The first is that China’s health care system is
indeed terribly ailing, and a new round of health care reforms is absolutely necessary.
Second, public spending on health care is insufficient, and needs to be increased.
Third, almost all sides embrace in principle the combination of government
intervention and market mechanism, and nobody argues to leave the whole health care
sector only for government command or market forces. Fourth, everybody agrees that
in the future equity should be placed on the top priority for health policy, but
efficiency should not be ignored. Finally, universal coverage of health care security
has become a common goal.

Nevertheless, apart from these consensuses on a number of general principles, there
are so many disagreements on institutional designs for the future and concrete reform
strategies. These disagreements are originated from different perceptions of
appropriate roles of the government and the market in China’s health care sector. In
the Chinese context, “the government” is normally perceived as a command-and-
control system in which the government organs and other public service providers are
integrated into a huge administrative hierarchy. The government plays a
comprehensive role in administration, funding, service provision, and regulation. The
“market” means a set of incentives based on competition, by which a verity of
organizations attempt to accomplish their goals with costs as less as possible. The
government is just a player in the market system, although in many cases the
government is a powerful or big player.

Two reform approaches have emerged from the debate over the directions of and
strategies for China’s new health care reforms. One approach is to divide the whole
health care sector into two parts, a basic part and a non-basic part. In the former part,
a mini-NHS model is proposed, but internal market mechanism is excluded. Most (if
not all) primary care providers are in public ownership, and their employees are
salaried by the government. As they have become budgetary unites of an
administrative hierarchy, they are subject to comprehensive command and control
imposed by the government. All dimensions of management in these providers,
including financial, personnel, operational, and strategic decisions, are actually made
by the government. Ordinary people can enjoy free public health services from these
providers, and basic health care with low rate of co-payment. Secondary and tertiary
health care are largely financed by social health insurance, and supplemented by
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commercial health insurance. Public ownership and command-and-control
mechanism are still dominant in provision of secondary and tertiary health care, but
marketization is partially allowed.

Another approach pushes forward a model of regulated marketization in the whole
health care sector. The government plays an active role in establishing a multi-tier
health care insurance system. Everyone enrolls in at least one public health care
insurance scheme, and some can enroll in commercial health insurance. Health care
insurance agents purchase health care services on behalf of enrollees. All legal
providers, public or private, for-profit or non-profit, are allowed to compete for
service contracts from health care insurance agents. Based on regular negotiation,
health care insurance agents and health care providers can reach agreements to
stimulate the latter to be concerned with cost-effectiveness of medical services and
drug prescriptions by using combination of multiple payment modes. As public health
care providers de-link their administrative relationship with the government, health
bureaus across the country can serve as a regulator over the health care market.

In brief, China’s new health care reforms encounter a tough choice between two roads.

One is to go back to the planned system or command economy, and the other to move
forward to a regulated market system.
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