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Foreword

The new healthcare reform in China has entered its seventh year. Despite the earlier
debate on the direction of healthcare reform towards marketization or public wel-
fare, social health insurance (SHI) has become a central measure in response to the
plight of “difficult access to and unaffordable cost of healthcare”. With the coverage
of social health insurance gradually expanding to include almost the entire popu-
lation, research in recent years has attempted to evaluate the effectiveness and
efficiency of the health insurance scheme as a key strategy of reform. However,
systematic research with rigorous data and theoretical discussion about the opera-
tion and implementation of social health insurance are still rare.

This book distinguishes itself among all researches of China’s healthcare reform
with four prominent strengths. First, it asks an important but insufficiently studied
question: Why does the application of social health insurance in China turn out to
work against its original will to reduce the cost of healthcare, but instead lead to the
inflation of medical expenditure, especially individuals’ out-of-pocket spending
(OOPS)? The book is devoted to deciphering this paradox through comprehensive
analyses and thoughtful interpretation of empirical data. Second, it attempts to
understand the mechanism of the actual operation of social health insurance via a
unique angle, the theoretical perspective of institutional arrangements. Through
investigation of the mediating role of reimbursement, behavior management and
purchasing mechanism of the social health insurance, the book clearly demonstrates
the paths by which participation in social health insurance leads to increased
out-of-pocket spending of patients. Third, it employs a mixed-methods design to
delineate the full picture of the operation of social health insurance. In addition to
the sophisticated quantitative analyses using the nationally representative data,
China Health and Retirement Longitudinal Study (CHARLS), what makes this
book outstanding is the rich qualitative data collected from the author’s immersion
in the daily practice of health facilities for four months of intensive fieldwork. The
observation of everyday administration of social health insurance agencies and
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health facilities, as well as the communications with multiple stakeholders with
regard to their various experiences in the process, provides convincing explanations
of why this unintended cost-inflating effect of social health insurance actually
happens as a result of malfunctioned purchasing mechanism. Last, the book pro-
poses a single payer model which provides valuable insights to the next stage of
healthcare reform in China. Given the complicated interactions among multiple
stakeholders revealed in the study, it suggests establishing a strong and unified
social health insurance purchaser to overcome the drawbacks of fragmented
small-scale social health insurance agencies and to mobilize greater resources for
raising the benefits of reimbursement. Eventually, the reform shall lead to a healthy
and active social health insurance governance system.

As the supervisor of Mr. Kai Liu’s doctoral study, I had the privilege to witness
the entire process of this research. I can say with definite confidence that this is a
work that condenses the author’s original thoughts, strong commitment, and full
dedication to the field of health policy research. It is with great enthusiasm that I
recommend this book to you, and believe that you will learn a lot from it, be you a
researcher, educator, student, health practitioner, policy maker, or just anyone who
is interested in what is going on with our healthcare system and reform.

August 2016 Qiaobing Wu
Associate Professor

Department of Social Work &
Jockey Club School of Public Health and Primary Care

The Chinese University of Hong Kong
Hong Kong
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Summary

This study examines and explains the relationship between social health insurance
(SHI) participation and out-of-pocket spending (OOPS), as well as the mediating
role that the institutional arrangement of SHI plays in this relationship, in China.

Accordingly, this study embraces a new institutionalist approach and develops a
theoretical framework that involves two perspectives: of determination and of
strategic interaction. From the perspective of determination, we identify three
mechanisms of SHI; that is, reimbursement, behavior management, and purchasing.
From the perspective of strategic interaction, we adopt a calculus approach to
explore the interaction between SHI agencies, healthcare providers, and patients,
and the role that SHI and other institutions play in shaping that interaction.

This study uses a mixed-method design. The quantitative analysis draws data
from a nationally representative dataset. It employs regression analysis using the
instrumental variables method to test the impact of SHI participation on a series of
medical expenditure indicators, and uses structural equation modeling to examine
the performance of the three mechanisms of SHI. The qualitative analysis uses
semistructured interviews to trace the interaction among stakeholders and between
stakeholders and institutions in the healthcare sector. We conduct fieldwork in a
Chinese province. We adopt thematic analysis to facilitate the data analysis.

The quantitative analysis finds that SHI schemes have a statistically positive
effect on the rise of medical expenditures by increasing the use of treatment items,
prolonging days of hospitalization, and increasing total medical expenditures.
Structural equation modelling reveals that the reimbursement mechanism offers
considerable benefits to insured patients; however, the behavior management and
purchasing mechanisms perform poorly. SHI participants prefer to go to
higher-level hospitals, use more medical items, and have a longer hospital stay
compared with uninsured patients. As a result, SHI participation has a weak or no
significant association with OOPS. It indicates that the malfunction of the behavior
management and purchasing mechanisms undermines the performance of the
reimbursement mechanism.

The qualitative analysis of the behavior management mechanism reveals that
SHI agencies use the referral system and tiered copayment and deductibles to guide

xxi



patients’ choices of health facilities. However, the magnitude of these strategies is
offset by the inequitable allocation of healthcare resources and the benefits concern
of patients. In addition, the reimbursement provided by SHI may stimulate patients
to go to high-level health facilities.

Furthermore, the qualitative analysis of the purchasing mechanism reveals that
SHI agencies use similar strategies of purchasing to restrain the improper pre-
scription behaviors of doctors and the excessive demands of patients, including
payment methods reform, and indicator management. However, these strategies are
undermined by the strategic interaction between SHI agencies, doctors, and
patients, which is further shaped by larger disenabling institutional surroundings.
The inequitable allocation of healthcare resources, the poor compensation system of
health facilities, the distorted price schedule, and the fragmented design of the SHI
system induce SHI agencies to be weak purchasers, propel healthcare providers to
be profit-driven, and are responsible for the moral hazard of patients.

This study is expected to contribute to theory and policy practice in the fol-
lowing ways. It implies that the institutional arrangement plays a mediating role in
the relationship between welfare institutions and social outcomes; it also suggests
that welfare institutions may be shaped and undermined by the larger institutional
surroundings through the strategic interaction among actors. Finally, this study
proposes a single payer model, profiling the process of establishing a strong and
unified SHI purchaser.

xxii Summary



Chapter 1
Understanding a Paradox in the Social
Health Insurance Reform in China

For developing nations, there is a crucial issue of concern for health policy
development: how to mobilize and manage financial resources for health systems.
Among the major designs of health schemes, two stand out as competing options:
social health insurance (SHI) and a tax-based system (e.g., the National Health
Service in the United Kingdom). Nevertheless, a wave of SHI initiatives has swept
across many developing countries in recent years (Hsiao and Shaw 2007; Wagstaff
2007). SHI, as an approach to financing the mobilizing of funds and the pooling of
risk, is seen by many health planners as a “magic” solution to health financing and
delivery problems (Hsiao and Shaw 2007).

1.1 Social Health Insurance in China

SHI has made remarkable progress in China from the end of the 1990s to the
beginning of the 2010s, alongside the restoration of Chinese social security systems
under economic transition from a planned to a market economy. The main efforts of
SHI reform focus on replacing the traditional with new types of insurance schemes
and expanding the new schemes to the population nationwide (Wong et al. 2006).

The SHI system has undergone a major transition since the foundation of the
People’s Republic of China in 1949. Before the large-scale health insurance reform
starting at the end of 20th century, China implemented the Government Medical
Insurance (GMI) for employees in government and public institutions, the Labor
Insurance for workers in state-owned enterprises, and the Cooperative Medical
Scheme for rural residents. These former schemes were established in accordance
with collectivism and the planned economy that was implemented from 1949 to
around 1978. As the emerging marketization reform ruined the political, social, and
economic basis of these schemes, they gradually collapsed, leaving 47 % of all
residents and 87 % of rural residents with no health insurance in 1998 (Wang 2005).

© Springer Nature Singapore Pte Ltd. 2016
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As a developing country with the largest population in the world, China’s
healthcare system was under tremendous pressure. To protect people’s financial
risks due to serious health cost inflation, the Chinese government chose the SHI
model to reinvent healthcare financing. In 1998, the state established the Urban
Employee Basic Medical Insurance (UEBMI) for employees with formal rela-
tionships with employers in urban areas, replacing the traditional Labor Medical
Insurance (State Council 1998). In 2003, the New Cooperative Medical
Scheme (NCMS) was enacted by the state to cover rural residents, replacing the
traditional Cooperative Medical Scheme (General Office of State Council 2003). In
2007, the state piloted the Urban Resident Basic Medical Insurance (URBMI) for
urban residents without employment, such as the elderly, children, and the disabled
(State Council 2007), and expanded it to other cities gradually. Now, the SHI
system in China is composed of these three schemes, UEBMI, URBMI and NCMS,
together with GMI for employees in governments and public institutions in a few
places, and the Medical Financial Assistance scheme for low-income households in
urban and rural areas. During the first decade of the 21st century, under the
guidance of the expedient policy principle Universal Coverage with Shallow
Benefits proposed by the central government (Yip et al. 2012), coverage expansion
became a policy priority through which almost all people in China were recruited
into SHI schemes within a short period of time. The number of enrollees of UEBMI
in urban China rose from 18 million in 1997 to 237 million in 2010, with a 13.47
times increase; the number of URBMI in urban China grew 4.54 times from 43
million in 2007 to 195 million in 2010; and NCMS in rural China witnessed the
most considerable development with the number of enrollees rising 12.11 times,
from 69 million in 2004 to 836 million in 2010. The development of various SHI
schemes in China is demonstrated in Fig. 1.1.
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Fig. 1.1 The coverage of SHI schemes: 1997–2010. Note Unit = 1 million people. Source China
Health Statistical Yearbook, 2000–2011; China Labor Statistical Yearbook, 2000–2011
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However, the development of SHI has not actually gained consensus from both
policy makers and scholars to be used as a major measure of China’s national
healthcare reform, which started in about 2005. There are basically two debates
about the reform: the so-called “government-oriented opinion” and the
“market-oriented opinion.” The essence of the former opinion is to subsidize
healthcare providers, arguing that the main problem of China’s healthcare system
lies in the retrenchment of government subsidies to healthcare providers, which
indulges the healthcare market with excessive development. It advocates that the
government should take the role of a major healthcare provider, replacing the
dominant role of doctors in the market (Li 2009). According to the views of some
scholars (Gu et al. 2006), the arguments favoring government provision are prone to
advocate, in essence, the return of the traditional public health service model of the
Maoist era. On the contrary, the essence of the market-oriented opinion is to
subsidize demand side of healthcare; that is, to support enrollment into SHI
schemes. Although it also attributes the major cause of Chinese healthcare problems
to the retrenchment of government subsidies, it is opposed to the restoration of the
public health service model of the Maoist era, which it argues conflicts with the
global trend of public–private cooperation in the public service realm. The opinion
advocates the establishment of a national SHI system through which public interests
in the healthcare sector are represented by SHI agencies instead of by individuals
themselves. SHI agencies are believed to possess great bargaining power, which
enable them to negotiate with healthcare providers to improve the efficiency,
quality, and utilization of health services (Gu 2010). In the new round of healthcare
reform enacted in 2009, the government invested an additional fund of ¥800 billion
to assist the reform, of which about two thirds were used to subsidize the demand
side (Yip et al. 2012). This indicates the significance of SHI reform in healthcare
system reform in China.

As China’s healthcare reform continues to pave its way, many practical prob-
lems and their corresponding debates have emerged. One of the debates is whether
and how SHI reform affects medical expenditures, especially out-of-pocket health
spending (OOPS), the protection of which is the initial aim of SHI.

1.2 An Emerging Paradox

The slogan favored by those who advocate SHI is that it decreases patients’ OOPS
and hence reduces health-related financial problems. However, the problem of the
affordability of healthcare seems to be unmitigated by the development of SHI,
even though such schemes now cover almost the whole population in China.

Before the new round of healthcare reform in 2009, coverage expansion of SHI
was given significant priority, through which the government aimed to reach uni-
versal coverage to ensure health security for everyone (Gu 2008; Yip et al. 2012).
However, a 2010 survey showed that public complaints about the problems of
healthcare reform and affordability in urban areas increased from 21.1 % in 2007 to
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34.8 % in 2009 (Horizon China Research and Consultation Group 2010). In more
recent years, a few studies have emerged that investigated the effect of SHI par-
ticipation on the health status of, access to healthcare of, affordability of and
financial protection to citizens (Chen et al. 2011 ; Chen and Jin 2012; Jiang et al.
2011; Jung and Liu 2012; Lei and Lin 2009; Liu and Zhao 2006; Liu et al. 2002,
2012; Long et al. 2010; Lu et al. 2011; Shi et al. 2010, 2011; Sun et al. 2009, 2010;
Wagstaff and Lindelow 2008; Wagstaff et al. 2009; Wang et al. 2005, 2009; Xiao
et al. 2010; Yi et al. 2009; Yip and Hsiao 2009; You and Kobayashi 2009; Zhang
et al. 2010; Zhou et al. 2008, 2012). Some of these studies found there to be an
adverse effect of SHI schemes on enrollees’ affordability of medical access and
medical expenditure. The studies recognized that the SHI schemes may not reduce
medical expenditures, but may even increase them. Using the China Health and
Nutrition Survey data, together with two other household surveys, Wagstaff and
Lindelow (2008) suggested that SHI increases the risk of high and catastrophic
spending, which is due to SHI encouraging individuals to seek care when they are
sick and also, to seek it from higher-level providers. Zhou et al. (2012) conducted a
study to evaluate the benefit equity that insured residents with different economic
levels obtained from UEBMI, URBMI, and NCMS, respectively, using data from a
household survey in Mei County, Shannxi Province. They found that the number of
rich people who could obtain benefits from UEBMI, URBMI, and NCMS was more
than that of the poor; meanwhile, the rich could obtain more compensation from
UEBMI and NCMS than the poor could. In addition, most studies noted no mea-
surable effect of NCMS on the reduction of financial risk (Lei and Lin 2009; Liu
and Tsegao 2011; Long et al. 2010; Sun et al. 2009; Wagstaff et al. 2009; Yip and
Hsiao 2009). A study examining the differential effects of NCMS across eastern,
central, and western regions employed data prior to 2008 and showed that while
NCMS significantly increased outpatient use in the east and west, it had no effect on
hospital admissions or the incidence of catastrophic expenditure (defined as OOPS
greater than 10 or 20 % of a household’s total consumption expenditure). In fact,
the NCMS increased the incidence of catastrophic expenditure among households
in the western region (Liu and Tsegao 2011). A study with trend data from 2008 to
2010 from one city showed that the inpatient use rate for NCMS enrollees increased
from 5.8 to 7.0 %. During the same period, NCMS reimbursement per admission
increased by 4 % on average. However, the total expenditure and OOPS per
admission increased even faster at 11 and 18 %, respectively (Shi et al. 2011).

However, other studies arrive at the opposite conclusion, arguing that different
SHI schemes reduce medical expenses and increase affordability. Liu and Zhao
(2006) analyzed the effect of UEBMI on OOPS using data from a pilot experiment
conducted in Zhenjiang and concluded that the post-reform insurance model did not
compromise equity in cost sharing, while at the same time containing cost inflation
and increasing insurance coverage for the urban population. Although OOPS
increased for all groups after the reform, the redistributions of OOPS appear to have
been in favor of the disadvantaged groups, suggesting a more equitable change led
by the reform. Results of one study using data from nine cities show that URBMI
has some success in reducing participants’ financial risk. OOPS for inpatient
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admissions for URBMI enrollees are 26 % (p < 0.01) lower than those uninsured
urban residents, despite no significant difference in per-admission expenditure.
Meanwhile, URBMI enrollees have moderately higher rates of medical utilization
than their uninsured counterparts (Liu et al. 2011). Similarly, Jung and Liu (2012),
using the China Health and Nutrition Survey data between 1991 and 2006, found
that although the probability of positive OOPS increased with the availability of
health insurance, the actual level of OOPS decreased. More specifically, for a
person with positive OOPS, having health insurance significantly reduced the level
of OOPS by 11.4–13.6 %. If, on the other hand, the level of OOPS was a priori
unknown, they did not find a significant relationship between health insurance and
OOPS levels.

At the same time, this study notes this mismatch from the official statistics,
which indicates the positive relationship between the development of SHI and the
level of OOPS. According to the political propaganda and official statistics, the
indicator of the share of OOPS (individual) of the total health expenditure (gov-
ernment + social + individual) has always been used as a significant indicator of
the importance of government spending (Central Committee of Communist Party of
China and State Council 2009; Gu 2009, 2010). As Fig. 1.2 shows, the share of
OOPS decreased from 52.84 % in 1997 to 35.30 % in 2010, which is associated
with the increasing role of government and SHI in healthcare financing. However,
this indicator is misleading because the decrease of the share of OOPS does not
imply the decrease of the absolute OOPS, which is more related to people’s
affordability of service access.

Figure 1.3 shows that the share of annual OOPS in the consumption expenditure
per person (OOPS/consumption) increased in the recent decade, coinciding with the
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Fig. 1.2 The composition of total health expenditure: 1997–2010. Note Total health expendi-
ture = government health expenditure + social health expenditure + OOPS. Social health expen-
diture is composed mainly of SHI funds expenditure. Source China Statistical Yearbook 2011
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increase of SHI coverage shown in Fig. 1.1. OOPS/consumption in urban China
increased from 4.29 % in 1997 to 6.47 % in 2010, although it has decreased a little
since 2005. The more serious situation happens in rural areas, because
OOPS/consumption in rural areas demonstrates an almost continuous increase from
3.86 % in 1997 to 7.50 % in 2010, even though the coverage of the NCMS rose
sharply from 2005. This is mainly because total health expenditure increased even
faster, with the amount in 2010 being 5.15 times larger than that in 1997. The
escalating health costs seem to be uncurbed by the remarkable development of SHI
and these new efforts.

Why is the impact of SHI participation on the problem of affordability and
medical expenses so controversial? This paradox is rather frustrating and inevitably
leads us to doubt the efficiency and results of SHI reform. Moreover, attention
should be paid to the potential positive relationship between SHI coverage and
OOPS, which calls for scientific research to explore the relationship between SHI
participation and individuals’ ultimate affordability.

It should be noted that health expenditure inflation is prevalent in nearly all the
countries in the world. The past decade has seen severe worldwide healthcare cost
inflation, which exceeds the average growth in GDP (Hagist and Kotlikoff 2009;
Stabile and Thomson 2012). The inflation of health expenditures derives from
multiple factors, such as economic development, the improvement of living con-
ditions, the development of healthcare technology, the changing healthcare
financing system, and so on. Why do we define health cost inflation in China as a
problematic phenomenon compared with other countries?
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Fig. 1.3 The share of OOPS in consumption expenditure per person and total health expenditure:
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calculated at constant price with price of year 1997 as 100 yuan). Source China Health Statistical
Yearbook, 2000–2011; China Statistical Yearbook 2011
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This is mainly because the trend of health cost inflation in China is too radical
compared with the other countries. Total health expenditure increased by 13.30 %
annually from 2000 to 2012, which is almost three times faster than the average
global level (see Table 1.1). The radical health cost inflation will devour the limited
resources of the people and society in the future, despite the decreasing share of
OOPS in total health expenditures. In addition, the decreasing share of OOPS is
mainly owing to the substantial infusion of government finance and SHI expen-
ditures. Without a cost-effective institutional arrangement, a huge amount of these
infusions are more likely to be wasted. It is highly doubtful whether the decreasing
share of OOPS is sustainable in a poor health governance system.

1.3 A Call for Investigating the Mediating Mechanisms
of the Institutional Arrangement

Although there are a large number of studies on China’s healthcare reform, most of
them focus on arguing the importance of establishing the SHI system or the
problems without SHI, such as poor equity, high level of OOPS, and catastrophic
expenses (e.g., Liu 2011; Gu and Fang 2004; Wang 2005).

Previous studies investigating the problem of affordability and health cost
inflation attribute the sources of the problem to serious malfunctions in its
healthcare systems, including passive purchasing performance and fee-for-service
payments, perverse incentives for providers and supplier-induced demand for
unnecessary care, distorted price schedules, nonevidence-based benefit packages,
and so on. According to these studies, a predominantly fee-for-services payment
system coupled with the overuse of tests and drugs of unclear clinical indication, a
distorted fee schedule, and drug markups are the core culprits of the rapid inflation
of health expenditure. These studies can be further categorized into four themes:
SHI and its agencies, health providers, patients, and the institutional surroundings.

Studies of SHI and its agencies. SHI in China as seen as an inefficient financing
program and a passive purchasing mechanism (Xu and Van de Ven 2009). An
effective financing program could limit unreasonable fee-charging behaviors, while
an ineffective one was likely to encourage providers to induce overconsumption. In
China, a fee-for-services payment method rather than methods such as capitation,
diagnosis-related groups (DRGs), prospective payments, global budgets, and so on,
remained dominant. The inefficiency of the fee-for-services method could distort
further the incentive structure for doctors and encourage their unreasonable
fee-charging behaviors, which would inevitably induce an unreasonable increase of
total healthcare expenditure (Wagstaff and Lindelow 2008; Yip et al. 2012). In
addition, the third-party purchasing of SHI was criticized for being inefficient. SHI
agencies lacked incentives, resources, and bargaining and contracting skills to
conduct negotiation of medical prices with healthcare providers and pharmaceutical
suppliers. Some scholars attributed the generally dysfunctional third-party
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purchasing of SHI to the inefficient fee-for-services payment method, low pur-
chasing incentives for SHI agencies, and the distorted price schedule of drugs and
healthcare services (Gu 2010; Meng 2008; Xu and Van de Ven 2009; Yip and
Hanson 2009). SHI agencies had very poor purchasing and supervision abilities,
and simply worked as reimbursement channels. The result was that most insurance
premiums led to the profits of providers instead of quality health services.
Moreover, there was insufficient room for municipal and county SHI agencies to
negotiate the prices of drugs and healthcare services whose regulation was left to
provincial price bureaus (Xu and Van de Ven 2009).

Studies of healthcare providers. Healthcare providers in China have always
been criticized for inducing unnecessary demands and propelling medical expen-
diture (Eggleston et al. 2008; Liu and Mills 1999; Yip and Hsiao 2008, 2009; Yip
et al. 2012). Doctors may take advantage of the reimbursement of SHI to provide
unnecessary services. In many areas of China, doctors inquire about patients’ SHI
status before conducting diagnosis and treatment. If patients are enrolled into SHI,
these doctors will prescribe expensive medicines and tests (Wagstaff and Lindelow
2008). However, Chinese doctors also suffer from many dilemmas, which propel
them to overtreatment. They are employees of hospitals rather than independent
professionals, with hospital administrative control replacing professional
self-regulation ethics, they receive low levels of basic salaries and have to com-
promise to earn bonuses by altering their prescribing behaviors, and they suffer
from heavy workloads as they have to compete to attract and hold on to patients to
generate earnings for hospitals (Yip et al. 2010). Further, the government uses
increasingly strict supervision to control drug profit, and even worse, doctors are
suffering from deteriorating reputations as both government and social media are
suggesting a decrease in the social morality of the medical profession (Bloom et al.
2000; Yang et al. 2008). Last, the relationship between doctors and patients is
deteriorating, with doctors often becoming victims of terrible violence (The Lancet
2010).

Studies of patients. Patients suffer from income risks due to catastrophic
healthcare spending. Some researchers argue that individuals are willing to go to
large-scale hospitals where medical services are expensive. This is because they are
not satisfied with the healthcare quality in primary health facilities, such as the
number of qualified physicians, beds, and other related facilities (Yip et al. 2012).
Other researchers attribute the problem of the affordability of healthcare to the
human tendency to prioritize health over wealth/costs. The healthcare market is
distinguished from other markets in that the supply–demand curve in the healthcare
market does not fit the general law of value. Individuals regard health as more
important than wealth. Although the prices in tertiary hospitals are high, individuals
are still willing to seek treatment there (Li 2009).

Studies of the institutional surroundings. Studies attributing the problem of
affordability and health cost inflation to institutional surroundings focus on two
institutions. One is the poor compensation system. China has been experiencing
serious health cost inflation since the 1990s. Retrenching public finance is criticized
as being one of the most salient risk factors because it stimulates perverse incentives
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for doctors. Without adequate public finance, the hospital has to rely on user
charges to survive, which exacerbate supplier-induced demands (Wang 2005; Yip
et al. 2010). In addition, the poor compensation system does not render doctors
satisfied with their income because both the wage structure of doctors and the
governance of the healthcare system are distorted. Many doctors suffer from poor
living conditions. Their basic salary is comparably lower than those in other sectors
(Bloom et al. 2000). As a result, their financial pursuits triumph over their pro-
fessional ethical responsibility. The demand for bonuses and off-the-book income
incentivizes them to prescribe excessive medical items and drugs (Hsiao 2008). The
other institution is the distorted price schedule. The government sets the price of
basic services below cost and that of high-tech interventions above cost. It generates
strong incentives for doctors to overprescribe more profitable tests and treatments
(Bloom et al. 2000; Eggleston et al. 2008). In addition, the unsound drug tender and
procurement system expands the potential for corruption for both pharmaceutical
suppliers and doctors, causing drug kickbacks paid to doctors by pharmaceutical
suppliers that pervaded hospitals (Xu and Van de Ven 2009).

Although these studies have made great contributions to profiling the various
parts of the healthcare system and its reform, they fail to consider the role these
parts play in operating the relationship between SHI participation and medical
expenditures. Few studies have investigated the mediating mechanisms of the
institutional arrangement of SHI in linking SHI participation to outcomes. Given
the rapid development of SHI in China, an emerging question is whether its
development can improve the performance of various parts of the healthcare system
and, in turn, improve individuals’ affordability of healthcare.

Specific effort should be devoted to investigating in more depth the mechanisms
by which SHI participation affects patients’ OOPS. SHI is, theoretically, not only a
financial intermediary that aims to reimburse its enrollees, but also a policy
instrument to regulate care-seeking behaviors and an active purchaser involved in
regulating and inspecting the perverse incentives for healthcare providers
(Eggleston et al. 2008; Hsiao 2007; Yip and Hanson 2009).

In practice, the development of SHI is one of the major methods used to improve
the performance of the healthcare system in China (Central Committee of
Communist Party of China and State Council 2009; Ministry of Human Resource
and Social Security 2011). At the end of the 1990s, policy priority in the early
stages was given to SHI coverage enlargement and reimbursed benefits enhance-
ment, with the third-party purchasing reform being piloted in only a few areas.
However, the new round of healthcare system reform in 2009 took the reform of
third-party purchasing into consideration (Central Committee of Communist Party
of China & State Council 2009), which was undoubtedly a milestone for China’s
SHI reform. Nevertheless, since then, local governments have been piloting many
new prospective payment methods, such as capitation, DRG payments, global
budgets, and so on (Meng 2008; Yip and Hanson 2009). Until 2011, over 80 % of
rural areas had launched various kinds of payment methods reform for the NCMS
(Ministry of Health 2012). In addition, China was experimenting with new pro-
grams to reform its health governance, including increasing the infusion of
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government health spending, piloting an essential medicines system with a
zero-drug-markup policy, disconnecting the income and budgets of primary care
providers from drug revenues, motivating primary care providers to increase the
provision of prevention and primary care, reforming the governance of public
hospitals, and so on (Yip et al. 2010).

Furthermore, China invested over ¥1.5 trillion in the health system from 2009 to
2011, of which about half was invested in the extension of SHI schemes. However,
the lion’s share of the investment was criticized for being wasted and becoming the
profits of providers rather than becoming real benefits for patients (Yip and Hsiao
2014; Yip et al. 2012). As long as inappropriate healthcare and healthcare expen-
diture escalation are not controlled, no insurance scheme will be sustainable and
patients will continue to bear the heavy costs of medical care.

Therefore, it is an urgent matter to evaluate the mediating role of the institutional
arrangement of SHI in cost containment. Such a study is significant to unveil
whether the substantial investments in SHI can be translated into better risk pro-
tection, health outcomes, and public satisfaction. Moreover, in the largest middle-
and low-income country in the world, the government and SHI administrators face
far more complexity than that of other countries. Therefore, by examining China’s
case, we wish to provide valuable insights for those fledging SHI schemes in
developing countries.

1.4 The Purpose of the Study

This study, arguing a mismatch between SHI participation, the mediating institu-
tional arrangement, and the ultimate outcomes (OOPS), aims to conduct an eval-
uation of the efficiency of the institutional arrangement in the process from
participation to outcome. To be specific, this study aims to investigate the mediating
role of the institutional arrangement of SHI operating on the relationship between
SHI participation and patients’ OOPS. The initial puzzle of this study is reflected in
the following three questions.

1. What is the effect of the expanding SHI participation on individuals’ OOPS in
China’s healthcare reform?

2. Through what kind of institutional arrangement does the effect take place?
3. How does the institutional arrangement take effect?

It is expected to fill the knowledge gap of previous studies, which have over-
looked the mediating role of the institutional arrangement of SHI. Moreover, to
date, most performance measurement targets in Chinese healthcare reform have
been criticized as being input-based (such as finance, enrollment, training sessions,
and buildings) rather than outcome-based (Yip et al. 2012). Without cost-effective
institutional arrangements, the lion’s share of health investment in China is likely to
be wasted and captured by healthcare providers as higher income and profits, rather
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than producing benefits and improved well-being for patients. This serious potential
problem, along with the commendable development of SHI, makes it both neces-
sary and urgent to investigate the performance of the institutional arrangement of
SHI and to assess its role in transforming benefits and input into cost-effective
services and the well-being of the people.

Two sets of fundamental principles are highlighted in the study. One is the
importance of the institutional arrangement. Welfare participation may not equate
with ultimate well-being, as the more detailed mediating institutional arrangement
may generate unexpected ineffectiveness and inefficiency. Therefore, the efficiency
and effectiveness of the institutional arrangement of the welfare system should be
considered specifically and should have equal importance to the provision of
welfare benefits and the establishment of welfare institutions. The other is the
importance of individual well-being. Individual well-being, as one of the ultimate
pursuits for human society, should have the most important status in welfare
institutions compared with welfare participation and the corresponding institutional
arrangement. This implies that welfare participation is only the first step, and is not
an end in itself.
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Chapter 2
A New Institutionalist Approach
of Healthcare Reform

Institutions matter in the determination of social and political outcomes. When we
investigate the relationship between SHI participation and OOPS, we are actually
probing into the effect of welfare institutions, and participation in them, on social
outcomes. If welfare participation is to be effective in providing benefits, we shall
require effective political institutions (Twine 1994). Specialized mediating institu-
tional arrangements could be enacted to maintain a sound process from policy
inputs to policy outputs.

In addition, the optimal functioning of institutional arrangements is realized
through the actions of individuals. According to the new institutionalism, on the
one hand, institutions structure and shape the behavior of individuals by providing a
calculus or cultural arena. On the other hand, human beings acting collectively can,
in principle, change and mold the frameworks of a number of economic, political,
and social constraints within which we make our choices. The relationship between
institutions and the actions of individuals have to be construed when elucidating the
effects of institutions on social and political outcomes.

The importance of institutions in determining social outcomes was neglected
half a century ago. In postwar Western society, the social sciences have been
gradually dominated by a behavioral and a rational revolution (Peters 1999). Both
movements have fundamentally transformed the discipline of political science by
portraying politics as a reflection of society, political phenomena as the aggregate
consequences of individual behavior, and human action as the result of choices
based on calculated self-interest, and so on (March and Olsen 1984). However,
since the 1970s, the new institutionalism has emerged through the rediscovery of
the autonomy of institutions and the importance of symbolic action to an under-
standing of politics. The role that institutions play in the determination of social
outcomes is emphasized by understanding the relationship between institutions and
behavior and the process whereby institutions originate and change.

However, the new institutionalism does not constitute a unified body of thought.
Instead, at least three diverse theoretical approaches have been identified; that is,
historical institutionalism, rational choice institutionalism, and sociological
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institutionalism (Hall and Taylor 1996). They provide quite different accounts of
the nature of institutions as well as the relationship between institutions and
behaviors.

First, rational choice institutionalists still employ the assumptions of behavior-
ism. The actors are said to have fixed preferences and to behave in a way that
maximizes the attainment of these preferences (Elster and Hylland 1986; Shepsle
and Weingast 1987). Institutions serve to structure the interactions among actors by
affecting the range and sequence of the choices made by the actors or by formu-
lating mechanisms in reducing uncertainty of the reacting behaviors of others.

Second, sociological institutionalists take a broad view of institutions by
involving not only formal rules, procedures, or norms, but the symbol systems,
cognitive scripts, and moral templates that formulate the “frames of meaning”
affecting the nature and choices of human action (Campbell 1998; Scott 1994).
Institutions, then, do not just influence the strategic calculations of individuals, as
rational choice institutionalists claim, but also their underlying preferences or iden-
tities as well as the cognitive scripts, categories, and models that are indispensable for
action (Berger and Luckmann 1966; DiMaggio and Powell 1983; Wendt 1987).

Third, historical institutionalists associate institutions with organizations and the
rules or conventions promulgated by formal organization. They are quite eclectic
toward the relationship between institutions and action in that they may accept the
opinions of both rational choice institutionalists and sociological institutionalists. In
addition, they focus on the role of historical development and the path dependence
of social causation. Institutions are deemed persistent features of the historical
landscape (Hall and Taylor 1996).

This study embraces the new institutionalism to understand the relationship
between SHI participation and OOPS. In theory, we focus on two fundamental
issues: (1) how to examine the effects of welfare institutions on social outcomes;
and (2) how to construe the relationship between institutions and behavior. The two
issues are the two different perspectives for answering the same question about the
relationship between institutions and outcomes: the first is a perspective of deter-
mination, while the second is of strategic interaction.

The first perspective is related to the linear relationship between welfare insti-
tutions and social outcomes. We also try to find the mechanisms of the relationship
between institutions and social outcomes by considering the mediating role of the
institutional arrangement. By and large, we try to find a determinative model of the
effects of welfare institutions on social outcomes. Correspondingly, we first devise a
hypothesized model by proposing the relationships between SHI participation, the
institutional arrangement, and OOPS.

The second perspective focuses on the strategic interaction between welfare
institutions and actors, and among different actors. The dimension is necessary in
that it reveals the specific actions of key stakeholders and their interactions and,
therefore, facilitates explanation of the determinative relationship investigated in the
first dimension. As a result, we formulate a framework of the relationship between
welfare institutions and the behaviors of actors to explain the determinative
hypothesized model.
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In addition, the two different perspectives shed light on what kind of method-
ology we should use to explore the three research questions proposed in Chap. 1.
The perspective of determination and that of strategic determination are just two
sides of a coin, with the former focusing on the observable attributes of the truth,
and the latter on the complicated attributes of the truth. The dual theoretical per-
spectives used in the study guide us to adopt a paradigm of postpositivism and a
mixed-methods design.

2.1 Effects of Welfare Institutions on Social Outcomes:
The Perspective of Determination

Welfare institutions are designed to achieve social outcomes through the redistri-
bution of resources, both horizontally across a life course and vertically across
income hierarchies. As economic growth is questioned as the route to improve
well-being, issues of distribution and redistribution become central to political
debate, and social rights to obtain resources for human development evolves to be
the focus of policy priority (Twine 1994).

However, due to the various risks that exist in the attributes of welfare institu-
tions and the corresponding institutional arrangement, the function of social rights
is debated in terms of being an effect on social outcomes.

From the perspective of social democrats, the provision of welfare benefits is
seen as effective and necessary to enhance individuals’ well-being (Marshall, 1963;
Titmuss, 1963). Turner (1993) suggests that citizenship—mainly social rights, once
inscribed in the institutions of the welfare state—is a buffer against the vagaries of
the marketplace and the inequalities of the class system. Welfare institutions are
thus seen as effective and necessary to manage social problems and to meet indi-
viduals’ basic needs.

However, scholars from the New Right argue that social rights may not increase
people’s well-being, but rather reduce it in the long run (Mead 1986; Murray 1996).
New Right scholars devote their attention to outlining why a proliferation of
welfare provision may be damaging to individuals and the wider society. In
Western society, the state provision of welfare services and the gradual expansion
of the state’s role from the 1950s onward are argued to have driven up public
expenditure to a point where the costs of state welfare have interfered with the
successful operation of a free market economy. Allied to this is the belief that
permissive welfare provision undermines individual/familial responsibility and
nurtures the development of a welfare-dependent “underclass” (Alcock 1989; Mead
1986; Murray 1996).

New communitarian writers, emphasizing the importance of community over
individual, are also opposed to unconditional universal benefit provision (Etzioni
1997). They believe universal provision ruins the establishment of a good society.
Access to collectively provided welfare benefits should be conditional on indi-
viduals accepting communally defined obligations. Social policy should seek to
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promote a particular moral framework and judge the actions of individual citizens
(Deacon 2002). Etzioni (1997) approves that the state should provide only a
minimal safety net of welfare via the provision of the “social basics,” which is
targeted selectively at those unemployed, disabled, and so on.

Correspondingly, we are unable to identify the effects of welfare institutions on
social outcomes if we only evaluate the direct effects of welfare participation on
outcomes. To be specific, the focus from the outset on welfare provision, the extent
of welfare spending, the nature of social rights, and so on, provides little infor-
mation for investigating the mechanisms of the effects of welfare institutions.
Welfare reform is more a process of pragmatic choices than ideological debates in
many countries. Policy makers always consider “how to provide welfare benefits”
after deciding “whether or not to provide.” An increasing number of scholars
deemphasize the nature of welfare rights per se, focusing instead on the rationality
and efficiency of the mediating institutional arrangement of social policies (Gilbert
and Terrell 2013; Le Grand 1993).

Institutional arrangements denote the mechanisms in the policy process from
welfare input to outcomes. The conceptual framework of social policy has evolved
through a process that flows from welfare input to institutional arrangement, then to
policy output, and ultimately to outcomes (Wong and Walker 1998). This study
formulates an analytical framework of the institutional arrangement to elaborate on
the relationship between welfare participation and outcomes. Meanwhile, it is aware
of various ideological debates on the attributes of social rights and the appropri-
ateness of the corresponding institutional arrangement.

This study, taking SHI reform in China as an example, sets out to combine the
theoretical studies of institutional arrangements, from social policy and empirical
studies of SHI, to develop a systematic insight into the effects of SHI participation
(welfare participation) on patients’ OOPS (outcome). This initiative is in response
to the debates raised by different theories of institutional arrangement and to the
design of SHI schemes.

2.1.1 A Conceptual Framework of Institutional
Arrangements

From the outset, we employ actual participation in SHI schemes (SHI participation)
to represent welfare participation in the domain of SHI. In theory, welfare partic-
ipation is regarded by many as a centrally important aspect of “effective citizen-
ship” and helps to define the extent and quality of a citizen’s substantive welfare
entitlement (Dwyer 2010). Harrison (1995, p. 20–21) argues that “effective citi-
zenship certainly means being included in the systems of rights and welfare pro-
visions that are mediated or managed by state agencies, and having one’s needs met
through mainstream political intermediation.” Meanwhile, the welfare system of
most nations embraces a combination of “means-tested” and “as of right” benefits.
The latter may be further divided into those depending on a contribution record and
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those that are tax-financed (Twine 1994). SHI is a sort of welfare institution by
which benefits are payable “as of right” in contingent situations of unemployment,
sickness, or retirement when the necessary contribution conditions have been met.
Thus, SHI enrolls those who make contributions to it and then spreads the income
risks of those enrollees with illness or diseases. The term “social” means SHI is
established and implemented by the state rather than by private or voluntary
organizations.

Furthermore, this study employs a resource allocation perspective proposed by
Dwyer (2000) and Gilbert and Terrell (2013) to explore the mechanisms of insti-
tutional arrangement under the discourse of social rights. In this perspective, a
critical question for the institutional arrangement is: how are resources going to be
allocated in order to best meet people’s various needs that occur? Questions of
“who gets what, how they get it, and why they are seen as being entitled to it” are
very much part and parcel of institutional arrangement debates (Dwyer 2000). Just
as Dean (2001) points out, the reason and appropriateness for taking this per-
spective are that the essential character of social rights is “distributional in the sense
that they relate to the social redistribution of resources.” Similarly, Gilbert and
Terrell (2013) use a benefit-allocation framework to interpret social welfare policies
as choices among principles determining “what benefits are offered, to whom they
are offered, how they are delivered, and how they are financed.”

Following these insights, five institutional components of a welfare institution
can be detected: the target of welfare benefits (who gets welfare benefits), benefits
provision (what benefits are offered), provision rationale (why beneficiaries are seen
as being entitled), provision mode (how benefits are delivered), and financing (how
benefits are financed). This study considers the target of benefits to be in itself an
institutional component, reflecting welfare participation, and SHI as an approach to
health financing. Therefore, the study excludes the components of target and
financing, and constructs a conceptual framework of institutional arrangements that
involves benefits provision, provision rationale, and provision mode to explore the
vehicles for the delivery of SHI.

First, benefits provision and the reimbursement mechanism of SHI. Social
democrats see welfare institutions as necessary to realize social solidarity (Titmuss
1963). From the state planning perspective of the traditional welfare state period,
uniform, mass-produced, and centrally distributed benefits were seen as efficient in
eliminating many of the wasteful and duplicative aspects of competition in the open
marketplace (Gilbert and Terrell 2002). However, the New Right sees human nature
as individualistic, self-interested and rational. Individuals, as actors within a market
economy, should decide on how to meet their welfare needs. Therefore, the New
Right is hostile towards the intervention of government into the free market to
provide welfare benefits (Burch 1999; Gilbert and Terrell 2002). At the same time,
Marxists, ignoring the discussion of the forms of welfare benefits, argue that the
substantial and increasing welfare expenditure is ineffective and inefficient. It
merely acts to compensate certain individuals for some of the negative conse-
quences of capitalism but fails to address the causes of their problems and/or
adequately meet the needs of many citizens (Offe 1982). Despite these debates, the
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universal social rights to participate in welfare institutions, as with any kind of
benefit, will inevitably increase such benefits in the total related societal
expenditure.

With regard to SHI, the reimbursement mechanism is the initial and most
important institutional arrangement of SHI to provide welfare benefits and to
generate a risk-spreading function. SHI agencies, established by the state, collect
premiums and pool them. Enrollees are reimbursed benefits from the pooling
account when they spend in the designated health facilities. Speaking from the
macro level, as not all enrollees are ill and thus spend at one fixed period, those with
medical spending transfer their income risk horizontally across the population,
potentially avoiding the risk of poverty due to catastrophic illness spending (Ron
et al. 1990). The form of welfare benefits of SHI is actually a kind of reimbursement
where its immediate result is the acquirement of the reimbursement fee obtained.
The increase of the reimbursement fee level is indicative of the reimbursement
mechanism, and it is expected to reduce patients’ OOPS.

Second, provision rationale and the behavior management mechanism of SHI.
Social democrats see inequality and poverty as being caused by structural dys-
functions such as unemployment and industrialization. Thus, they advocate that the
state should confer social rights unconditionally to its members since these are their
rights based on prior agreement and social contract. However, the issue of why
individuals are seen as entitled to welfare benefits is argued to be redefined con-
sidering the conditionality of social rights and the balance between rights and duties
(Lister 2003). Therefore, individuals must take greater responsibility for their
well-being by working, exercising more, and reducing consumption of tobacco and
alcohol (Redden 2002). Furthermore, many critiques of the welfare state are to do
with welfare dependency and the behavioral dysfunctions of the underclass, caused
by the dutiless rights to welfare benefits. The New Right regards universal enti-
tlement to welfare benefits as socially damaging. It believes that it is not structural
dysfunction but the unconditional social rights conferred by the state that create the
underclass and their welfare dependency (George and Wilding 1994; Mead 1986;
Murray 1996). As a result, the systems of welfare are concerned with not only
making welfare services available to citizens or other individuals, but utilizing
welfare policy in an instrumental way to advance particular outcomes or to promote
certain attitudes or types of behavior (Deacon 2002). The associated duties,
therefore, refer to either the contribution to welfare participation or management of
problematic behaviors. Sustaining welfare systems necessitates personal responsi-
bility, without which dysfunctional behaviors and welfare dependency would result.

In the SHI realm, the behavior management mechanism of SHI corresponds to
the provision rationale of welfare benefits. The behavior management mechanism
actually includes two more detailed processes. First, the SHI agency formally
cooperates with designated providers. Individuals must seek treatment from these
providers if they want to obtain reimbursement; otherwise, they will not be reim-
bursed. Second, the SHI agency sets a higher rate of reimbursement for treatments
in primary health facilities, and a lower rate for those in tertiary hospitals. The aim
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of the various payment levels is to encourage individuals to seek treatment in
primary health facilities and thus, to improve the allocation of medical resources.
The efficient running of this mechanism could mitigate the unaffordable access to
healthcare and major financial risks related to OOPS expenses (Li 2009).

Third, provision mode and the purchasing mechanism of SHI. Social demo-
crats see direct government provision as efficient and necessary to embrace social
solidarity. This state-centered model is criticized seriously by scholars from the
New Right, who advocate the power of the free market in providing services.
However, a free market without state intervention has little public accountability
and is therefore vulnerable to risks. Moreover, the free market is accompanied by
some devastating externalities to bring social costs (Baldock et al. 2003). As a
result, a free market is also not a perfect solution to provide welfare benefits.

In the public welfare realm, a balance between state intervention and the market
has been gradually reached. Since the 1980s, new managerialism, a reform
including privatization, contracting out, setting precise targets, and rewarding the
achievement in public services, has dominated the social policy of governments,
resulting in a greater mixed economy of welfare (Baldock et al. 2003). More and
more countries have replaced direct provision by the state with indirect provision
under the “contract model.” In this model, the role of government changes from
provider to purchaser of welfare services with the aim of enhancing the efficiency
and effectiveness of provision.

With regard to SHI, the purchasing mechanism emerges in accordance with the
transforming role of government from benefits provider to purchaser. SHI reim-
bursement flows not only between SHI agencies and enrollees, but between SHI
agencies and health facilities. The reimbursement mechanism alone cannot dissolve
the risks of enrollees’ expenses as it is the healthcare providers that charge fees to
enrollees. It can only try to reduce the income risks of enrollees due to catastrophic
spending, but cannot stop providers from charging unreasonable fees and patients
from abusing medical services. So, the purchasing mechanism emerges to monitor
the efficiency and quality of healthcare delivery (Yip and Hanson 2009; Yip et al.
2012). With the aim of ensuring the affordability of health services, the SHI agency
actually acts not only as payer for the enrollee, but also as purchaser of health
services collectively from healthcare providers. Individuals who do not participate
in SHI must deal with healthcare providers independently, while those who par-
ticipate transfer their purchasing power to the SHI agency, which represents their
interests and thus has collective bargaining power with healthcare providers. With
the expansion of SHI coverage and the increase of SHI funds, the SHI agency
would have a strong bargaining power to restrict the improper fee-charging
behaviors of healthcare providers, as well as to reduce the moral hazard of patients.
The effective working of the purchasing mechanism is expected to moderate the
behaviors of healthcare providers and patients, which would inevitably reduce
healthcare fee-charging levels, enrollees’ medical expenditures, as well as OOPS
(Gu 2010).
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2.1.2 Developing a Hypothesized Model

According to the propositions derived from our analytical framework, we develop a
hypothesized model and formulate three major hypotheses. We also generate sev-
eral key variables for measurement. The hypothetical model of the study is pre-
sented in Fig. 2.1.

First, the reimbursement mechanism. Social democracy theory sees welfare
benefits as necessary to realize social solidarity. Structural inequality is seen as a
major threat to freedom, and the provision of welfare benefits by government as an
effective means of creating and increasing individual freedom (Titmuss 1963).
Thus, the logic of social democracy theory seems to be straightforward: one obtains
welfare benefits through enrolling in welfare programs, and as a result, enhances
one’s well-being. That is, the performance of benefits provision mediates the effect
of participation in welfare programs on beneficiaries’ well-being.

The reimbursement mechanism is the first and most important institutional
arrangement of SHI to generate a risk-spreading function and to provide benefits.
An SHI agency collects premiums and pools them into a shared account. Enrollees
can have the lion’s share of their medical expenses reimbursed by the pooled funds
when they spend with the designated health facilities (Hsiao and Shaw 2007). The
increase in the reimbursed fee indicates the improved performance of the reim-
bursement mechanism. Therefore, this study uses the variable reimbursement rate
to represent such performance.

We thus develop the first hypothesis, namely, that individuals enrolled in SHI
schemes, whether GMI, UEBMI, URBMI, or NCMS, will enjoy a higher reim-
bursement rate than those who are uninsured, and further, that the reimbursement
rate has a negative association with OOPS (Hypothesis 1).

SHI participation
1. GMI participation
2. UEBMI participation
3. URBMI participation
4. NCMS participation

Behavior management 
mechanism

1. The level of health 
facility used

Purchasing 
mechanism

1. Length of stay
2. Types of treatment 
items

OOPS
Reimbursement 

mechanism
1. Reimbursement rate

+

+

−+

+

+

−

−+ +

Fig. 2.1 Hypothetical model
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Second, the behavior management mechanism. Many neo-liberal and New
Right scholars critique social democracy theory as focusing too much on the extent
but not the nature of social policy (George and Wilding 1994; Mead 1986; Taylor
2007). Universal welfare rights are regarded as socially damaging and the cause of
many social problems such as welfare dependency and the behavioral dysfunction
of the underclass. Mead (1986) argues that the fundamental cause of these problems
is the permissiveness of welfare programs rather than their size. If social programs
are unavoidable, beneficiaries must take on some responsibilities, such as enroll-
ment contribution and behavior management, before or after they enjoy the welfare
rights offered. Welfare systems should therefore be concerned, not only with
making services available, but utilizing welfare policy in an instrumental way to
promote certain types of behavior (Deacon 2002). The performance of a behavior
management mechanism may thus have a mediating effect on the relationship
between participation in welfare programs and beneficiaries’ well-being. The
behavior management mechanism of SHI lies with the agency trying to guide
patients to be admitted to lower-level rather than higher-level hospitals. In this
study, we use the variable level of health facility used by patients to denote the
performance of the behavior management mechanism.

However, things are different in China where there is extreme inequity in health
resource allocation. Personnel in rural health facilities are less qualified, small
health facilities and hospitals have limited kinds of equipment and drugs, and some
township health centers (THCs) and community health centers (CHCs) are poorly
managed (Zhang and Kanbur 2005). Despite resources being limited overall, they
are overallocated to tertiary hospitals in cities due to the special political and
economic priorities that emphasize urban development. Furthermore, consumer
information about either health insurance or the restricted choice of healthcare
providers in China is limited (Xu and Van de Ven 2012). The amount of equipment
and drugs, and the scale of health facilities, are among the most important factors
that attract the attention of patients (Xiong et al. 2012). Against this backdrop,
insured patients may be more willing than the uninsured to choose secondary or
tertiary hospitals with good-quality resources but higher fees and copayments. This
is because the reimbursements provided by SHI may encourage insured patients to
use higher-level facilities.

We thus develop the second hypothesis, that patients who participate in SHI
(that is, GMI, UEBMI, URBMI, or NCMS) are more likely to go to higher-level
health facilities for treatment than the uninsured, and that such facilities will require
patients to pay higher OOPS (Hypothesis 2).

Third, the purchasing mechanism. Social democracy, neo-liberalism, and New
Right theories propose two different approaches to providing welfare: social
democracy, which advocates for direct government provision, and neo-liberalism
and the New Right, which emphasize the role of the free market (Dwyer 2010;
George and Wilding 1994; Taylor 2007). However, both approaches have been
criticized as being too extreme to deliver welfare efficiently (Baldock et al. 2003).
Since the 1970s, the new managerialism movement, a reform supporting the
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privatization and contracting out of public services, has dominated the social policy
of many governments, resulting in a mixed economy of welfare. The introduction of
a third-party purchaser changes the nature of power and politics in the welfare
system, transforming the role of government from direct provider to monitor or
regulator (Baldock et al. 2003). The performance of the purchasing mechanism is
expected to play a salient mediating role in the relationship between welfare rights
and individuals’ well-being.

A purchasing mechanism was first introduced into health insurance reforms in
the United States in the 1970s to restrict the cost inflation of healthcare and to
enhance the efficiency and quality of delivery (Enthoven 1988). In terms of SHI, the
agency acts not only as a payer for enrollees, but also a purchaser in terms of
purchasing health services collectively from providers. Such an SHI agency must be
able to control fraudulent claims and supplier-induced demand for unnecessary
services through developing and implementing adequate inspection and auditing
mechanisms (Figueras et al. 2005; Hsiao 2007). An active purchasing mechanism is
expected to play a cost-containment function in terms of payments. This study thus
uses the variable cost-containment level to represent the performance of the pur-
chasing mechanism in terms of medical costs. Specifically, we use two indicators,
length of stay in hospital and type of treatment items (medication, tests involving
high-tech equipment, surgery, and so on), to represent the cost-containment level of
the purchasing mechanism.

Studies indicate that the purchasing mechanism in China is generally dysfunc-
tional due to inefficient fee-for-service payment schemes and the lack of bargaining
and contracting skills of SHI agencies (Gu 2010; Meng 2008; Xu and Van de Ven
2009; Yip and Hanson 2009). Therefore, the passive purchasing of SHI agencies
may not deliver the cost-containment function, but rather stimulate perverse
incentives for healthcare providers to take advantage of the reimbursement and
risk-pooling of the arrangements of SHI schemes to charge more for insured
patients. Additionally, we also test for the association between health facility level
and the performance of the purchasing mechanism. Higher-level health facilities are
even harder to inspect and monitor than their lower-level counterparts, because the
former have advanced status in terms of either information asymmetry or bar-
gaining power. If, as we hypothesize, SHI participation makes patients move up the
provider ladder from lower- to higher-level health facilities, this may accentuate the
informational asymmetry between healthcare provider and patient and cause
healthcare providers to prescribe more high-tech and expensive care (Wagstaff and
Lindelow 2008).

Therefore, we develop the third hypothesis, that patients participating in SHI
schemes (that is, GMI, UEBMI, URBMI, or NCMS) will have longer hospital stays
and receive more types of treatment items than the uninsured, a longer stay will
increase the number of types of treatment items, a longer stay and more types of
treatment items will raise patients’ OOPS, and the level of health facilities that
patients use will have a positive relationship with the length of stay and type of
treatment item (Hypothesis 3).
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2.2 The Relationship Between Institutions and Actors:
The Perspective of Strategic Interaction

Institutions generate their effects on social outcomes through the actions of indi-
viduals. Investigating the mechanisms of the institutional arrangement may help to
answer the second question of this study, that is: through which kinds of institu-
tional arrangement does SHI participation have an effect on OOPS? In order to
answer the third question, that is, how the institutional arrangement takes effect, we
have to explore the interaction among actors, and between actors and welfare
institutions.

By and large, new institutionalists use two approaches to respond to the question
about the effects of institutions on the behavior of individuals; that is, a calculus
approach and a cultural approach (Hall and Taylor 1996). Basically, the rational
choice institutionalists may advocate the calculus approach, and the sociological
institutionalists the cultural approach. Historical institutionalists are eclectic as they
may use both calculus and cultural approach. The question of how institutions affect
the behavior of individuals can be further dismantled into three subquestions: how
do actors behave, what do institutions do, and why do institutions persist over time?
The two approaches provide different answers to the three questions.

First, the behavior of actors. The calculus approach assumes that human
behavior is instrumental and based on strategic calculation. It takes further the
actor’s preferences as being given exogenously to institutions. However, the cul-
tural approach deems human behavior not fully strategic but bounded by an indi-
vidual’s value system. Established routines, cognitive scripts, and fixed patterns of
behavior influence individuals to attain their preferences. Individual preferences are
therefore endogenous to institutions. Human actions depend on the interpretation of
a situation rather than purely on calculation (Hall and Taylor 1996).

Second, the role of institutions. The advocators of the calculus approach argue
that institutions provide actors with certain degrees of certainty about the behavior
of other actors. Institutions also provide enforcement mechanisms for agreements,
penalties for defection, and so on. They affect the actions of individuals by
changing the expectations of individuals about the actions that others may take in
response to their own actions. Differing from these opinions, the cultural approach
sees that institutions affect individual behavior by providing moral or cognitive
templates for interpretation and action. It deems the individual deeply embedded in
a world of institutions. Institutions are composed of symbols, scripts, and routines,
and provide the filters for individual interpretation (Hall and Taylor 1996).

Third, the persistence of institutions. Those who adopt the calculus approach
explain the persistence of institutions over time in terms of the benefits provided by
institutions. Through providing benefits, institutions embody an equilibrium.
Individuals behave in certain patterns because behavior deviation will make the
individual worse off than they would follow these patterns. The more gains an
institution brings to individuals, the more robust it will be. The cultural approach
uses the existence of the conventions related with institutions to explain the

2.2 The Relationship Between Institutions and Actors: The Perspective … 23



persistence of the latter. The conventions cannot readily be the explicit objects of
individual choice. Instead, the routines, symbols, and cognitive templates of some
institutions are so conventional or taken for granted that they escape direct scrutiny.
Moreover, they are constructed collectively by individuals and cannot, therefore, be
readily transformed by the actions of any one individual (Hall and Taylor 1996).

This study uses the calculus approach to structure the relationship between
welfare institutions and individual behavior. We appreciate the role that human
intentionality plays in the determination of social outcomes in the form of strategic
calculation. We try to integrate the role of strategic calculation with the role of
structural variables associated primarily with the determinative dimension of
institutions, with the purpose of casting a full map of the relationship between
institutions and outcomes. The reason we do not use a cultural approach is because
of our distinctive focus on formal institutions and the postpositivism research
paradigm we hold. We study the formal functions, procedures, and institutional
arrangement of SHI schemes and investigate the role they play in the determination
of OOPS. Our focus is not on the cognitive and normative dimension of institu-
tional impact. In addition, there is an apparent influence of social constructivism on
sociological institutionalism. Institutions are seen to provide the very terms through
which meaning is assigned in social life and the self-images and identities of actors
are constructed (Berger and Luckmann 1966; Wendt 1987). However, we hold
firmly a postpositivism paradigm and focus on the discovery of objective truth
rather than the construction of meaning.

Accordingly, we have three primary assumptions. First, the behavior of an actor
in SHI reform is likely to be driven by a strategic calculus. Second, the calculus is
deeply affected by the expectations of the actor on how others in the healthcare
sector may behave. Third, institutions including SHI and other healthcare institu-
tions structure the strategic interaction among actors through affecting the range of
alternative choices of actors, altering the expectations of an actor toward the cor-
responding behaviors of others, and guiding actors toward particular calculations.

We focus on the interaction of different stakeholders and the way in which
institutions structure the interaction. The operation of the institutional arrangement
of SHI involves many kinds of stakeholders. These stakeholders play quite different
roles in the three mechanisms of the institutional arrangement, that is, the reim-
bursement, the behavior management, and the purchasing. From the aspect of the
reimbursement mechanism of SHI, SHI collects premiums contributed by indi-
viduals, employers, and the government into a pooling account to spread enrollees’
income risk due to illness or disease. When individuals pay for medical expenses,
they could obtain some reimbursements from the pooling account of SHI. In
addition, SHI provides not only financial reimbursement to enrollees, but also
manages their healthcare-seeking behaviors; that is, their choices of healthcare
providers. Moreover, unlike other social insurance such as a pension, SHI refers not
only to money, but also in-kind health services. As the executive organization of
SHI schemes, the SHI agency plays a major role in cost containment. It represents
enrollees to purchase medical services from providers. Except for SHI agencies,
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healthcare providers, and patients, the operation of the institutional arrangement
also involves the government in policy making, implementing, monitoring, and
financial processing, as well as the pharmaceutical manufacturer and representatives
in the production and logistics process of medicine and medical devices.

Therefore, SHI involves the interaction of multiple stakeholders, including the
government, SHI agencies, health facilities, pharmaceutical manufacturers and
representatives, and enrollees. If the quantitative analysis in this study reveals poor
performance on the part of SHI schemes in behavior management and cost con-
tainment, it does not mean that SHI agencies alone are responsible. Rather, poor
performance might be a result of complicated interactions among different stake-
holders. Therefore, we must involve multiple participants to reveal these
interactions.

In this study, we focus mainly on the interactions between SHI agencies, health
facilities, and enrollees, as these stakeholders are directly associated with the flow
of medical expenditures and reimbursements of SHI. We devote our attention to
interpreting the operation of the three mechanisms of the institutional arrangement
of SHI, portraying the strategic interaction between different stakeholders in the
operation process, and understanding the institutional surroundings where the
interaction between these stakeholders was structured and shaped.

2.3 Methodology: Postpositivism and a Mixed-Methods
Design

Scientific research is conducted within a certain paradigm framework, under the
guidance of certain ontology, epistemology, and axiology, and with the assistance
of methodology and specific methods. It is not just a process of using some
strategies of datacollection and analysis to probe into certain questions, but is a
recurrent inquiry based on the researchers’ world values and cognition of social
facts, knowledge, their own social and academic positions, and so on.

Based on such a reflection, this study chooses an appropriate methodology that is
suitable to elaborate on the dual theoretical perspectives of both determination and
strategic interaction. The dual perspectives follow the deterministic laws of prob-
ability and uncertainty (Cook and Campbell 1979). To be specific, the determina-
tive relationship between welfare institutions and social outcomes sees social fact or
truth as observable and measurable, while the interactive relationship between
institutions and actors sees social fact or truth as complicated and hard to discover
with one-time observation.

Accordingly, this study holds a postpositivist paradigm by recognizing the
objective existence of truth that can be hardly knowable and is theory-laden. It tries
to use multiple strategies to assist in finding evidence of truth. Correspondingly, it
uses a mixed-methods design by combining both quantitative and qualitative
methods to explore the institutional arrangement of SHI in China.
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2.3.1 Paradigm Shift and Postpositivism

Scientific research, especially in natural science, had been governed by a positivism
philosophy of science before the introduction of the conception of paradigm. Naïve
realism was held to deem truth to exist objectively and to be knowable for human
beings. In social science, the mathematical and statistical methods used commonly
in the natural science field were introduced to explain and predict complicated
social facts that were often seen as a series of statistical relationships between
variables (Clark 1998; Schumacher and Gortner 1992).

The dominance of positivism in scientific research has been challenged with the
emergence of the conception of paradigm. Tomas Kuhn (1962) argues that scien-
tific researchers work not value-free, but within the context of a paradigm—a
conceptual framework that is shared by inquirers in a science community, deter-
mines the concepts used, and models inquiries through previous exemplars.
Paradigms may guide scientific research through regulating key topics and for-
mulating research hypotheses, as well as introducing the most suitable empirical
methods to explore these topics. The paradigm shared in a science community often
divides problems into essential and trivial issues, by which researchers being
trapped within the paradigm would devote themselves to the investigation of the
valuable issues while neglecting others. Researchers in one paradigm may judge
certain issues as being true, while those in other paradigms may judge them as false.
Furthermore, a certain paradigm will be confronted with anomalies.
Correspondingly, some researchers may abandon this paradigm and adopt some
alternative challenging paradigms. These competing paradigms coexist until the
challenging paradigms are consolidated and replace the traditional paradigm.
A paradigm shift will then happen.

The postpositivist paradigm emerged with such a paradigm shift. It was pro-
posed by reflecting on the problems of the dominating positivism. It is devoted to
replacing naïve realism with a critical realism, the justificationist account of
knowledge with a critical rationalism, and the deterministic laws with laws of
probability and uncertainty (Cook and Campbell 1979; Guba and Lincoln 2005;
Phillips 1990). Most postpositivists draw their standpoints from the philosophy of
science of Karl Popper, especially his two well-known monographs The Logic of
Scientific Discovery (1959) and Conjectures and Refutations (1962).

Popper (1962) considers truth as an essential regulative ideal. He suggests
abandoning the assurance that researchers are able to know when they reach the
truth, although they do not have to abandon the notion of objective truth. He uses a
metaphor of climbing mountains to illustrate his view of truth:

The status of truth in the objective sense, as correspondence to the facts, and its role as a
regulative principle, may be compared to that of a mountain peak which is permanently, or
almost permanently, wrapped in clouds. The climber may not merely have difficulties in
getting there—he may not know when he gets there, because he may be unable to dis-
tinguish, in the clouds, between the main summit and some subsidiary peak. Yet this does
not affect the objective existence of the summit … The very idea of error, or of doubt …
implies the idea of an objective truth which we may fail to reach. (Popper 1962, p. 226)
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Furthermore, Popper argues that there is neither confirmative knowledge (Popper
1959) nor solid foundation for knowledge (Popper 1962). On the one hand, Popper
is hostile to the empiricist monism of the positivists who usually use induction to
generalize from particular observations to general scientific propositions. On the
other hand, he is also prudent to deduction from a scientific proposition. Although
the data may fit the deducted pattern being tested, Popper deems such corroboration
to be supporting the theory to the provisional extent but never proving it to be true.
The corroboration only achieves the status of “not yet disconfirmed” but is far from
the status of “being true” (Popper 1959). Furthermore, traditional rationalists (like
Descartes) and empiricists (such as Locke, Berkeley, and Hume) regard knowledge
as being built upon some solid and unchallengeable foundation and therefore, a
starting point for knowledge should be sought (Phillips 1990). However, Popper
denies the existence of such ideal sources of knowledge. He deems all such
“sources” liable to lead us into errors at times. He uses an entirely different question
to replace the question about the sources of knowledge: “How can we hope to
detect and eliminate error?” (Popper 1962, p. 25)

Except for the complicated nature of truth and knowledge, observation is
believed to be theory-laden rather than theoretically neutral to discover truth and
knowledge. In his well-known work Patterns of Discovery, Hanson (1958) argues
that there is a distinction between “seeing as” and “seeing that,” which means that
all observations are presumptive and are impregnated with a “thematic framework”
of our existing preconceptions. Observation is, therefore, theory-laden. In the field
of scientific research, in the same way, all data are theory-, method-, and
measurement-dependent (Ratcliffe 1983). Therefore, the values, experiences, and
subjectivity of researchers have to be taken into consideration in the process of
scientific research.

Because truth, knowledge, and observation are all full of uncertainty, Popper
(1959, 1962) argues that scientific theory cannot be tested directly. He holds that
scientific theory is irreducibly conjectural and falsifiable and cannot be proved. He
further develops a perspective of falsification and a trail-and-error method by
arguing that scientific theories cannot be verified, but can only be falsified by
scientific testing. A scientific theory has to be falsifiable; that is, if it is false, it could
be shown by observation or experiment. Besides, a scientific theory has to be
devoted to error elimination before it advances toward future problems. This
interplay between tentative theories (conjectures) and error elimination (refutation)
determines whether the theories can or cannot withstand falsification.

2.3.2 A Mixed-Methods Design

The paradigm shift from positivism to postpositivism makes it possible to conduct
mixed-methods research. Popper emphasizes tests with multiple validation criteria
that renders a theory to be preferred over another. Therefore, postpositivists might
collect data from multiple sources and conduct a variety of strong tests to generate
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multiple disconfirmations. The disconfirmation from any one refutation test is not
objective in the sense of being free of all theoretical assumptions. Multiple dis-
confirmations would render theory under test convincing (Cook and Campbell
1979). As a result, postpositivists might use a modified experimental/manipulative
method and include qualitative methods to falsify hypotheses (Guba and Lincoln
2005). The multiple methods might be used to consolidate the “not yet disproven”
status of theory and to eliminate plausible rival hypotheses.

Among these multiple methods, mixed-methods research has become increas-
ingly popular as it breaks through the conventional methodological boundaries
between quantitative and qualitative methods to avoid methodological biases. It is
argued to be one of the three major methodological paradigms, which include
quantitative research, qualitative research, and mixed-methods research (Johnson
et al. 2007). Its emergence was also derived from the shift from the so-called
paradigm wars of the 1980s to the paradigm dialogue of the 1990s (Denzin and
Lincoln 2011; Guba 1990). It is used to avoid the apparent drawbacks of using only
a quantitative or qualitative research method. On the one hand, quantitative research
is used to test hypotheses and to generalize results obtained from sampling the
population through measurement and statistical inference. However, it could direct
attention to the results rather than process through the presentation of statistical
relationships between variables. On the other hand, qualitative research intends to
represent the meaning constructed by informants, to interpret the process of social
problems, and to establish a complicated and holistic scene in a natural setting.
However, it lacks the capability to generalize results to a more representative scope
(Guba and Lincoln 2005). Mixed-methods research emphasizes the corroboration of
both quantitative and qualitative elements, such as viewpoints, data collection and
analysis, inference techniques, and so on (Johnson et al. 2007). It owns multiple
purposes including triangulation, complementarity, development, initiation, and
expansion (Greene et al. 1989). It has become increasingly popular in the studies of
health systems (Ozawa and Pongpirul 2014).

This study adopts a sequential mixed-methods design, which exploits the ability
to understand the mechanisms behind newly discovered associations or to test
emergent hypotheses (Creswell 1994; Small 2011). The quantitative study serves as
the primary and main design to test the theoretical model, while the qualitative
study is used to confirm and explain in further depth the quantitative findings
through illustrations generated by qualitative data (Morse 2010).

2.4 Summary

This study embraces a new institutionalist perspective to investigate the effects of
welfare institutions on social outcomes. It uses both a determinative and an inter-
active perspective to construe the relationship.

It first summarizes the theoretical arguments of the relationship between welfare
institutions and outcomes. It further argues that the mediating role of the
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institutional arrangement must be taken into consideration to elaborate on the
concrete mechanisms of the process from welfare participation to outcomes. Based
on these efforts, this study formulates an analytical framework of the institutional
arrangement. Meanwhile, considering the policy design of SHI schemes, it com-
bines the theoretical studies of the institutional arrangement and the empirical
studies of SHI to adapt the framework to the study of SHI schemes. We also
formulate three major hypotheses according to the propositions derived from the
newly established analytical framework. The hypothetical model establishes a
pathway from welfare entitlement, to the mediating institutional arrangement, and
then to outcomes.

Apart from the perspective of determination, we also adopt a perspective of
strategic interaction to explore the relationship between welfare institutions and the
behavior of actors. We adopt a calculus approach to probe into the role SHI and its
institutional arrangement play in structuring the interaction of stakeholders in the
healthcare sector. We focus on the interaction of three kinds of stakeholders, that is,
SHI agencies, healthcare providers, and patients.

In addition, the dual theoretical perspectives of determination and strategic
interaction determine the methodology used in this study. We adopt a postpositivist
paradigm and a sequential mixed-methods design to facilitate the statistical tests
and the explanation of the relationship between welfare institutions, the behavior of
actors, and social outcomes. We use a quantitative study to examine the role of the
institutional arrangement of SHI operating on the relationship between SHI par-
ticipation and individuals’ OOPS in China. Furthermore, we use a qualitative study
to explain the mechanisms of the institutional arrangement tested in the quantitative
study.
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Chapter 3
Effects of Social Health Insurance
Participation on Patients’ Out-of-Pocket
Spending

The slogan of SHI advocates a decrease in patients’ OOPS and a reduction in their
health-related impoverishment. However, the problem of the affordability of
healthcare seems not to be mitigated by the development of SHI, even though SHI
schemes have covered almost the whole population of China. Why does the impact
of SHI participation on mitigating the problem of affordability and medical
expenses seem controversial? We explored this issue by investigating the mediating
role that the institutional arrangement of SHI plays in the relationship between SHI
participation and patients’ OOPS. We first conducted a quantitative study in order
to answer the first two research questions proposed in Chap. 1; that is, “What is the
effect of the expanding SHI participation on people’s medical expenditures?” and
“Through what kind of institutional arrangement does SHI participation affect
people’s OOPS?”

To answer the first question, we examined the effect of SHI participation on a
series of indicators of medical expenditures, including the usage of treatment items
(device test, lab test, drip infusion, injection, and surgery), the share of
out-of-pocket drug costs of total medical expenditures, the length of stay in hos-
pital, total medical expenditures, and OOPS.

To probe the second question, we used structural equation modeling to test the
hypothetical model proposed in Chap. 2. We conducted a confirmatory factor
analysis to test our measurement model, which was followed by a test of the
hypothesized structural model. Lastly, we discussed our findings from the quanti-
tative analysis at the end of this chapter.
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3.1 Method 1: Testing the Effect of SHI Participation
on Patients’ Medical Expenditure

3.1.1 Data

The data used in this study were drawn from the latest wave of the China Health
and Retirement Longitudinal Study (CHARLS), which was administered in 28 out
of the 31 provinces (Tibet, Ningxia, and Hainan were not included) of China, in
2011. The sample is representative of people aged 40 and over. All samples were
collected over four stages using a multistage cluster sampling method, at county,
neighborhood, household, and respondent level, with probability proportional to
size sampling used in the former two stages. At the first stage, 150 counties/districts
were selected randomly by region from over 2000 counties/urban
districts/county-level cities in 28 provinces, according to the population size of
each county/district. At the second stage, three administrative villages (cun) in rural
areas or neighborhoods (shequ) in urban areas were selected randomly from each
selected county/district, and adjusted for the population size of villages and
neighborhoods. At the third stage, 80 households from each village/neighborhood
were selected randomly with the assistance of a specialized geographical infor-
mation system software program. Finally, at the fourth stage, one person aged 45 or
older and his/her spouse were randomly selected from each eligible household,
while one person aged between 40–44 was also selected for future rounds of the
survey. A total of 17,587 participants were finally selected from 10,257 households,
with a response rate of 80.51 % (Zhao et al. 2013).

The data used in this study were obtained from the available information of 1475
inpatients who had been hospitalized in the past year and 1271 outpatients who had
received outpatient services in the past month. Missing data were excluded from the
analysis. It must be noted that the original number of outpatient cases was 3294;
however, this study excluded 2023 outpatients in communities where the SHI
benefit package for outpatient services had not yet been launched. The insured
patients in these places, like those who were uninsured, had to pay for their out-
patient services completely out-of-pocket. This meant that SHI participation would
be uncorrelated with medical expenditures, therefore generating selection bias for
our coefficient estimates. Thus, in order to focus on the effects of the real and
substantial benefits of SHI schemes, it was necessary to exclude outpatient cases in
these communities.

We further divided each of these two samples into three subsamples according to
different insurance status, resulting in a total of six subsamples, that is, UEBMI
outpatient and inpatient samples, URBMI outpatient and inpatient samples, and
NCMS outpatient and inpatient samples. Each subsample placed uninsured people
as the reference group, and then compared them with participants in one corre-
sponding SHI scheme.

32 3 Effects of Social Health Insurance Participation …



3.1.2 Measures

Measures of variables used in this analysis are displayed in Table 3.1. Participation
in different SHI schemes was recoded into three dummy variables: UEBMI par-
ticipation (1 = yes; 0 = no insurance), URBMI participation (1 = yes; 0 = no
insurance), and NCMS participation (1 = yes; 0 = no insurance), with uninsured
patients as the reference group.

We also measured dependent variables. Participants were asked if they used a
device test, lab test, drip infusion, injection, and/or surgery during their last outpa-
tient, as well as inpatient, service. The usage of these medical items was recoded into
dummy variables respectively: device test usage (1 = yes; 0 = no), lab test usage
(1 = yes; 0 = no), drip infusion usage (1 = yes; 0 = no), injection usage (1 = yes;
0 = no), and surgery usage (1 = yes; 0 = no; not applicable for the outpatient
samples). Participants were also asked to report their out-of-pocket drug costs. We
obtained the share of out-of-pocket drug costs of total medical expenditures by
dividing the cost of drugs paid out-of-pocket by the total medical expenditures
during their last outpatient or inpatient service. The CHARLS also asked patients
who received inpatient services to report their length of stay in hospital or the dates
starting hospitalization and ending hospitalization (not applicable for outpatient
samples). If participants reported the dates, we obtained their length of stay in
hospital by subtracting the date they ended hospitalization from the date they started
hospitalization. Participants were asked to report their total medical expenditures
and OOPS during their last inpatient or outpatient service.

In addition, several variables were controlled for to avoid spurious effects,
including age, gender, education, place of residence, facility location, self-reported
health status, chronic conditions, functional limitations, per capita household
income, and per capita household wealth. Participants were asked to report their
age, gender (1 = male; 0 = female), educational level (1 = no education;
2 = elementary school; 3 = middle school; 4 = high or vocational school;
5 = bachelor’s or associate degree; 6 = master’s or doctoral degree), place of
residence (1 = urban area; 0 = rural area), and the location of the facilities they
visited during their last hospitalization (1 = this street/village; 2 = this
district/township; 3 = this city/county; 4 = this province; 5 = other province). Self-
reported health status was measured by one question: “Would you say your health
is excellent, very good, good, fair, poor, or very poor?” The response category of
“excellent” was scored as 1, “very good” as 2, “good” as 3, “fair” as 4, “poor” as 5,
and “very poor” as 6. Chronic conditions were assessed by asking participants the
number of chronic diseases from which they suffered. Functional limitations were
measured by the 11-item adjusted version of the Instrumental Activities of Daily
Living Scale (IADLS; Lawton and Brody 1969). Participants were asked to use a
4-point response scale ranging from “I don’t have any difficulty (1)” to “I cannot do
it (4)” to indicate whether they had difficulty performing any of the following
activities: dressing, bathing, eating, getting into or out of bed, using the toilet,
controlling urination and defecation, doing household chores, preparing hot meals,
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Table 3.1 Variables and measures used in the regression analysis of the effect of SHI
participation on patients’ medical expenditure

Variables Measurements

Independent variables

UEBMI participation 1 = yes; 0 = no insurance

URBMI participation 1 = yes; 0 = no insurance

NCMS participation 1 = yes; 0 = no insurance

Dependent variables

Device test usage Whether X-ray, CT, B-ultrasonic, or MRI was used during the
last medical treatment (1 = yes; 0 = no)

Lab test usage Whether a laboratory test was used during the last medical
treatment (1 = yes; 0 = no)

Drip infusion usage Whether drip infusion was used during the last medical
treatment (1 = yes; 0 = no)

Injection usage Whether injection was used during the last medical treatment
(1 = yes; 0 = no)

Surgery usage Whether surgery was used during the last medical treatment
(1 = yes; 0 = no)

Proportion of out-of-pocket
drug costs

Cost of drugs paid out-of-pocket divided by total medical
expenditures during the last medical treatment

Length of stay in hospital The date ending hospitalization minus the date starting
hospitalization during the last hospitalization

Total medical expenditures Total medical expenditures during the last medical treatment

OOPS Out-of-pocket spending during the last medical treatment

Control variables

Age Age

Gender 1 = male; 0 = female

Education 1 = no education; 2 = elementary school; 3 = middle school;
4 = high or vocational school; 5 = bachelor’s or associate
degree; 6 = master’s or doctoral degree

Place of residence 1 = urban areas; 0 = rural areas

Facility location The location of the facilities in which participants visited during
their last medical treatment (1 = this street/village; 2 = this
district/township; 3 = this city/county; 4 = this province;
5 = other province)

Self-reported health status 1 = excellent; 2 = very good; 3 = good; 4 = fair; 5 = poor;
6 = very poor

Chronic conditions Number of chronic diseases from which participants suffered

Functional limitations Measured using an adjusted version of the Instrumental
Activities of Daily Living Scale (Lawton and Brody 1969).
A 4-point Likert-type scale ranging from “I don’t have any
difficulty (1)” to “I cannot do it (4)” was used. Eleven items
were identified to indicate whether participants had difficulty in
dressing, bathing, eating, getting into or out of bed, using the
toilet, controlling urination and defecation, doing household
chores, preparing hot meals, shopping for groceries, managing

(continued)
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shopping for groceries, managing money, and taking medications. Cronbach’s
alpha of the scale in this sample was 0.912. In this study, the standardized sum
score of the scale was used as an observed indicator to assess the functional lim-
itations of participants. Per capita household income was calculated by dividing
household income by household size, where household income was obtained by
summing all types of income received by all household members. Per capita
household wealth was assessed by dividing household wealth by household size,
where household wealth was obtained by evaluating the total value of all types of
asset possessed by all household members, including houses, land, equipment, and
financial assets less debt.

We also designed and measured several instrumental variables, including em-
ployment status, hukou type (hukou meant the household registration system which
classified residents into those with agriculture hukou and with nonagriculture hukou
in China), hukou location, and amount of households in the local community.
Employment status included five categories: unemployed, employed, self-employed,
retired, and farming. These were then recoded into four dummy variables, including
employed (1 = employed; 0 = unemployed), self-employed (1 = self-employed;
0 = unemployed), retired (1 = retired; 0 = unemployed), and farming (1 = farming;
0 = unemployed), with unemployed participants as the reference group. Hukou type
was recoded into a dummy variable (1 = nonagriculture hukou; 0 = agriculture

Table 3.1 (continued)

Variables Measurements

money, and taking medications. Cronbach’s alpha of the scale
was 0.912 for the inpatient sample and 0.903 for the outpatient
sample. The standardized sum score of the scales was used to
measure the functional limitations of participants

Per capita income Sum of incomes received by all household members divided by
family size

Per capita wealth (Total value of household houses, land, equipment, and financial
assets minus total value of household debts) divided by family
size

Instrumental variables

Employment status Including the following five categories: unemployed, employed,
self-employed, retired, and farming. These were recoded into
four dummy variables, including employed (1 = employed;
0 = unemployed), self-employed (1 = self-employed;
0 = unemployed), retired (1 = retired; 0 = unemployed), and
farming (1 = farming; 0 = unemployed), with unemployed
participants as the reference group

hukou type 1 = nonagriculture hukou; 0 = agriculture hukou

hukou location 1 = this village/neighborhood; 2 = another
village/neighborhood in this county/city; 3 = another
county/city in this province; 4 = another province

Amount of households in
local community

Amount of households in the community in which participant
lived
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hukou).Hukou locationwas measured as the regional location of participants’ hukou
(1 = this village/neighborhood; 2 = another village/neighborhood in this
county/city; 3 = another county/city in this province; 4 = another province). Lastly,
amount of households in the local community was drawn from the community
survey of the CHARLS, and was measured by the amount of households in the
community in which participants lived.

3.1.3 Statistical Analysis

We constructed two sets of regression models for analysis: a probit regression
model for the five binary dependent variables (device test usage, lab test usage, drip
infusion usage, injection usage, and surgery usage), and an ordinary least squares
(OLS) regression model for the four continuous dependent variables (the share of
out-of-pocket drug costs, length of stay in hospital, total medical expenditures, and
OOPS).

Although we controlled for as many of the variables that had the potential to
affect both SHI participation and indicators of medical expenditures as possible, the
confounding variables could not all be observed and measured. Unobservable
variables, such as the type and severity of diseases, might still affect simultaneously
SHI participation and medical expenditures, making a correlation between SHI
participation and the error term in our estimating equations (Wagstaff and Lindelow
2008). We took into account this endogeneity problem through the method of
instrumental variables (IV). We first found instruments that were correlated with
SHI participation but uncorrelated with the error term in our estimating equation.
After that, we conducted an overidentification test, the null hypothesis of which is
that the instruments were uncorrelated with the error term and therefore valid. We
also ran an endogeneity test to examine whether there was a significant difference
between the OLS/probit models and IV regression/probit models systematically,
where a significant difference denotes SHI participation to be endogenous.

There is a distinctive difference of entitlement between UEBMI participation and
URBMI participation, as well as NCMS participation. The former is based on
employment status and targeted at those working in formal organizations, while the
latter two are linked with the hukou system. Usually, only residents that have
corresponding local urban or rural hukou can be enrolled in URBMI (urban) or
NCMS (rural). Therefore, we used the employment status of participants as
instrumental variables for the UEBMI subsamples. For the URBMI subsamples, we
used the type of hukou of participants and the amount of households in the com-
munity where participants live as instrumental variables. In addition, we used the
type and the location of hukou of participants for the NCMS subsamples.
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3.2 Method 2: Testing the Mediating Effect of Institutional
Arrangement in the Relationship Between SHI
Participation and Hospitalized Patients’ OOPS

3.2.1 Data

The data for the analysis of the mediating role of the institutional arrangement of
SHI were also obtained from the CHARLS in 2011–2012. In this study, we selected
those participants from the original sample who had been hospitalized in the past
year, giving a sample of 1645. In addition, we included patients enrolled in the
GMI. We also used regression imputation to deal with missing data. Therefore, the
sample was slightly larger than that used above in the regression analysis of the
relationship between SHI participation and medical expenditures.

3.2.2 Measures

The measures of all the variables shown in our hypothetical model (Fig. 2.1) are
summarized in Table 3.2. We first measured the key independent and dependent
variables. Participants reported their OOPS for their last hospitalization. In this study,
we measured OOPS using ¥1000 as the unit. Participants were asked if they par-
ticipated in any of the SHI schemes, including GMI, UEBMI, URBMI, and NCMS.
In the analysis, SHI participation was recoded into four dummy variables: GMI
participation (1 = yes; 0 = no insurance), UEBMI participation (1 = yes; 0 = no
insurance), URBMI participation (1 = yes; 0 = no insurance), and NCMS partici-
pation (1 = yes; 0 = no insurance), with uninsured patients as the reference group.

We also measured a series of mediating variables related to the institutional
arrangement of SHI. Reimbursement rate of SHI was measured by reimbursed fees
divided by the total medical cost of the last hospitalization. Facility level was
assessed by the level of the healthcare agencies visited by patients during their last
inpatient care, with a value of 1 indicating “healthcare post/village clinic/private
clinic,” 2 indicating “township/community health center,” 3 indicating
“county/district hospital,” 4 indicating “city/regional hospital,” and 5 indicating
“provincial/ministry/military hospital.” Length of stay in hospital was measured by
the number of inpatient days during the last hospitalization. Participants were also
asked to report the types of treatment items provided by doctors during their last
hospitalization, using a multiple-choice question, including five main categories:
medications, tests involving high-tech equipment (X-ray, CT, B-ultrasonic, and
MRI), surgery, injections, and laboratory tests.

Several variables were controlled for when testing the hypothesized model,
including age, gender, place of residence, education, employment, facility location,
health status, and economic status. Participants were asked to report their age,
gender (1 = male; 0 = female), place of residence (1 = urban area; 0 = rural area),
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Table 3.2 Variables and measures used in the structural equation modeling when testing the
mediating role of institutional arrangement

Concepts Variables Measurements

OOPS OOPS Out-of-pocket medical spending for the last
hospitalization (¥1000)

SHI participation GMI participation 1 = yes; 0 = no insurance

UEBMI
participation

1 = yes; 0 = no insurance

URBMI
participation

1 = yes; 0 = no insurance

NCMS participation 1 = yes; 0 = no insurance

Reimbursement
mechanism

Reimbursement rate Reimbursed fees divided by total medical cost for the last
hospitalization

Behavior
management
mechanism

Facility level 1 = healthcare post/village clinic/private clinic; 2 =
THC/CHC; 3 = county/district hospital; 4 = city/regional
hospital; 5 = provincial/ministry/military hospital

Purchasing
mechanism

Length of stay The dates ending hospitalization minus the dates starting
hospitalization during the last hospitalization

Types of treatment
items

No. of types of treatment items for the last
hospitalization

Control variables Age Age

Gender 1 = male; 0 = female

Place of residence 1 = urban areas; 0 = rural areas

Facility location The location of the facilities which participants visited
during their last medical treatment (1 = this street/village;
2 = this district/township; 3 = this city/county; 4 = this
province; 5 = other province)

Education 1 = no education; 2 = elementary school; 3 = middle
school; 4 = high or vocational school; 5 = bachelor’s or
associate degree; 6 = master’s or doctoral degree

Employment status

Employed 1 = yes; 0 = unemployed or never worked

Self-employed 1 = yes; 0 = unemployed or never worked

Farming 1 = yes; 0 = unemployed or never worked

Retired 1 = yes; 0 = unemployed or never worked

Health status

Self-reported health
status

1 = excellent; 2 = very good; 3 = good; 4 = fair; 5 =
poor; 6 = very poor

Chronic conditions Number of chronic diseases from which participants
suffered

Functional
limitations

Instrumental activities of daily living scale (11 items)

Economic status

Household income Amount of income received by all household members
(¥10,000)

Household wealth Total value of household houses, land, equipment, and
financial assets minus total value of household debts
(¥10,000)
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educational level (1 = no education; 2 = elementary school; 3 = middle school;
4 = high or vocational school; 5 = bachelor’s or associate degree; 6 = master’s or
doctoral degree), and the location of the facilities they visited during their last
hospitalization (1 = this street/village; 2 = this district/township; 3 = this
city/county; 4 = this province; 5 = other province). They were also asked to report
their employment status, including unemployed or never worked, employed,
self-employed, farming, and retired. We recoded employment status into four
dummy variables: employed (1 = yes; 0 = unemployed or never worked),
self-employed (1 = yes; 0 = unemployed or never worked), farming (1 = yes;
0 = unemployed or never worked), and retired (1 = yes; 0 = unemployed or never
worked), with the unemployed or those who had never worked as the reference
group. Health status and economic status were assessed as two latent constructs.
The observed indicators forming the latent construct of health status included self-
reported health status, chronic conditions, and functional limitations, which have
been reported to be good indicators (Gu et al. 2009; Idler and Benyamini 1997).
Self-reported health status was measured by one question: “Would you say your
health is excellent, very good, good, fair, poor, or very poor?” The response cat-
egory of “excellent” was scored as 1, “very good” as 2, “good” as 3, “fair” as 4,
“poor” as 5, and “very poor” as 6. Chronic conditions were assessed by asking
participants the number of chronic diseases from which they suffered. Functional
limitations were measured by the 11-item adjusted version of the IADLS (Lawton
and Brody 1969). Participants were asked to use a 4-point Likert-type scale ranging
from “I don’t have any difficulty (1)” to “I cannot do it (4)” to indicate whether they
had difficulty performing any of the following activities: dressing, bathing, eating,
getting into or out of bed, using the toilet, controlling urination and defecation,
doing household chores, preparing hot meals, shopping for groceries, managing
money, and taking medications. Cronbach’s alpha of the scale in this sample was
0.912. In this study, the standardized sum score of the scale was used as an
observed indicator to assess the functional limitations of participants. Finally, two
variables, household income and household wealth, were used to form the latent
construct of economic status (Stewart 2009). Household income was calculated by
asking participants to indicate all types of income received by members. Household
wealth was assessed by asking participants to evaluate the total value of all types of
asset possessed by household members, including houses, land, equipment, and
financial assets less debt. In this study, we measured the two indicator variables
using ¥10,000 as the unit.

3.2.3 Statistical Analysis

We used structural equation modeling (SEM) with maximum likelihood estimation,
conducted using AMOS 20 (Arbuckle 2011), to test the hypothesized model.
Confirmatory factor analysis was first conducted to ensure that the measurement
model of the two latent constructs, that is, health status and economic status, had a
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good fit. Next, the final SEM model, including the full dataset of all hospitalized
patients, was tested. Missing data in this sample were imputed using AMOS
regression imputation.

Three indicators of goodness-of-fit were used. The chi-square coefficient (v2),
where a nonsignificant v2 represents a closer fit of the hypothesized model to the
perfect fit (Bollen 1989), was used. However, due to the sensitivity of v2 to sample
size, it was common for a well-fitting hypothesized model to yield a significant v2 if
the sample size was large. Indeed, researchers have addressed the chi-square lim-
itation by developing another two indictors of goodness-of-fit indices as follows,
which take a more pragmatic approach to the evaluation process. To be specific, we
used the comparative fit index (CFI), where values above 0.90 represent a good fit
(Bentler 1990), and the root mean square error of approximation (RMSEA), where
a value of less than 0.05 indicates a close fit, between 0.05 and 0.08 indicates a
reasonable fit, and above 0.10 indicates a poor fit (Steiger 1990; Kline 2005).

3.3 Result 1: The Effect of SHI Participation on Patients’
Medical Expenditure

3.3.1 Descriptive Statistics

The descriptive statistics of variables used in Method 1 are shown in Table 3.3.
SHI participation. In the outpatient sample, 15 % were UEBMI enrollees, 4 %

URBMI enrollees, 65 % NCMS enrollees, and 16 % uninsured. In the inpatient
sample, 15 % were UEBMI enrollees, 4 % URBMI enrollees, 67 % NCMS
enrollees, and 14 % uninsured.

Medical expenditure indicators. For participants who received outpatient ser-
vices in the past 2 weeks, 20 % of them received a device test, 38 % received a lab
test, 50 % received drip infusion, and 44 % received an injection. The average
share of the cost spent on drugs of the total medical expenditures was 49 %. The
average total medical expenditures and OOPS were ¥1299 and ¥812, respectively.
For patients who received inpatient services in the past year, 56 % received a device
test, 51 % received a lab test, 88 % received drip infusion, 47 % received an
injection, and 25 % received surgery. Thirty-eight percent of their total medical
expenditures was spent on drugs. Their average length of stay in hospital was
13 days. Their total medical expenditures and OOPS for inpatient services were
¥7024 and ¥4670, respectively.

Sociodemographic characteristics. The average ages of the participants in the
outpatient and inpatient samples were 61 years and 62 years, respectively. Among
them, 43 % of the outpatients and 48 % of the inpatients were male. Forty-nine
percent of the outpatients and 50 % of the inpatients had no education. Forty-one
percent of the outpatients and 42 % of the inpatients came from urban areas.
Forty-four percent of the outpatients chose health facilities located in a local street
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Table 3.3 Descriptive statistics of samples: method 1

Outpatient sample Inpatient sample

N Mean SD N Mean SD

UEBMI insured 1270 0.15 0.35 1475 0.15 0.36

URBMI insured 1270 0.04 0.20 1475 0.04 0.20

NCMS insured 1270 0.65 0.48 1475 0.67 0.47

Uninsured 1270 0.16 0.37 1475 0.14 0.34

Device test usage 1121 0.20 0.40 1473 0.56 0.50

Lab test usage 0.17 0.38 0.17 1473 0.51 0.50

Drip infusion usage 0.51 0.50 0.51 1473 0.88 0.32

Injection usage 0.26 0.44 0.26 1473 0.47 0.50

Surgery usage – 1473 0.25 0.43

Share of out-of-pocket
drug costs

884 0.49 0.39 906 0.38 0.34

Length of stay in hospital – – 1468 12.99 10.81

Total medical
expenditures

1159 1298.63 6857.15 1416 7024.40 12252.29

OOPS 1151 812.21 5507.06 1398 4670.27 10952.90

Age 1269 61.17 10.57 1475 61.98 10.38

Male 1270 0.43 0.49 1475 0.48 0.50

Education

No education 1266 0.49 0.50 1469 0.50 0.50

Elementary school 1266 0.22 0.41 1469 0.21 0.41

Middle school 1266 0.18 0.39 1469 0.19 0.39

High/vocational school 1266 0.09 0.28 1469 0.08 0.27

Bachelor’s/associate
degree and above

1266 0.02 0.14 1469 0.02 0.14

Urban 1270 0.41 0.49 1475 0.42 0.49

Facility location

This street/village 1201 0.44 0.50 1461 0.13 0.34

This district/township 1201 0.26 0.44 1461 0.28 0.45

This city/county 1201 0.26 0.44 1461 0.48 0.50

This province 1201 0.03 0.18 1461 0.08 0.27

Other province 1201 0.01 0.11 1461 0.03 0.17

Self-reported health
status

1269 4.38 0.78 1474 4.46 0.77

Chronic conditions 1221 1.96 1.56 1421 2.19 1.67

Functional limitations 1229 4.17 4.42 1428 4.83 4.75

Per capita household
income (¥1000)

1191 8.44 13.26 1396 7.32 9.75

Per capita household
wealth (¥1000)

1254 62.69 183.49 1459 44.22 90.01

(continued)
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or village, while 48 % of the inpatients chose those located in a local city or county.
Self-reported health status had an average sum score of 4.38 for the outpatient
sample, and of 4.46 for the inpatient sample; chronic conditions indicated that the
outpatients had 1.96 types of chronic disease on average, and that inpatients had
2.19; functional limitations had an average sum score of 4.17 for the outpatients and
4.83 for the inpatients. One member of a household on average earned ¥8440 in the
past year and owned ¥62,690 of wealth in the outpatient sample, and earned ¥7320
in the past year and owned ¥44,220 of wealth in the inpatient sample.

3.3.2 Effects of SHI Participation on Medical
Expenditure Indicators

The results of regression analysis for the outpatient and inpatient subsamples are
displayed in Tables 3.4, 3.5, respectively. Due to limited space, we have reported
coefficients of estimates only for the SHI participation variables. Coefficients of
estimates for covariates are presented in Appendix A.

Table 3.3 (continued)

Outpatient sample Inpatient sample

N Mean SD N Mean SD

Employment

Unemployed or never
worked

1174 0.32 0.47 1395 0.37 0.48

Employed 1174 0.11 0.32 1395 0.09 0.29

Self-employed 1174 0.08 0.27 1395 0.06 0.23

Farming 1174 0.35 0.48 1395 0.32 0.47

Retired 1174 0.14 0.35 1395 0.17 0.38

Hukou type

Agriculture hukou 1263 0.78 0.42 1466 0.77 0.42

Nonagriculture hukou 1263 0.22 0.42 1466 0.23 0.42

Hukou location

This
village/neighborhood

1267 0.87 0.34 1475 0.87 0.33

Another
village/neighborhood in
this county/city

1267 0.11 0.31 1475 0.11 0.31

Another county/city in
this province

1267 0.02 0.13 1475 0.01 0.10

Another province 1267 0.01 0.08 1475 0.01 0.08

Amount of households in
local community

1200 970.80 1466.71 1392 934.23 1283.36

Note N sample size; SD standard deviation; OOPS out-of-pocket spending
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Table 3.4 Results of regression analysis for the outpatient subsamples: method 1

OLS/Probit Overidentification
test (p)

Endogeneity
test (p)

IV
regression/probit

Coefficient p Coefficient p

UEBMI participation

Device test
usage

1.175 0.000 0.538 0.822 0.986 0.014

Lab test usage 0.815 0.003 0.049 0.394 1.024 0.018

Drip infusion
usage

0.243 0.276 0.226 0.185 −0.118 0.731

Injection
usage

−0.494 0.027 0.223 0.574 −0.349 0.328

Share of
out-of-pocket
drug costs

−0.384 0.000 0.464 0.005 −0.154 0.129

Total medical
expenditures

2498.885 0.001 0.827 0.421 3170.531 0.008

OOPS 678.215 0.079 0.985 0.517 941.526 0.116

URBMI participation

Device test
usage

1.046 0.001 0.912 0.443 0.553 0.583

Lab test usage 0.675 0.038 0.717 0.793 0.458 0.640

Drip infusion
usage

0.341 0.197 0.974 0.531 −0.012 0.987

Injection
usage

−0.412 0.154 0.137 0.635 −0.724 0.325

Share of
out-of-pocket
drug costs

−0.465 0.000 0.807 0.543 −0.652 0.011

Total medical
expenditures

718.018 0.022 0.150 0.278 −171.538 0.850

OOPS 117.633 0.643 0.232 0.151 −828.346 0.282

NCMS participation

Device test
usage

0.381 0.017 0.273 0.648 0.603 0.256

Lab test usage 0.375 0.028 0.784 0.825 0.470 0.347

Drip infusion
usage

0.482 0.000 0.944 0.785 0.388 0.331

Injection
usage

−0.216 0.081 0.033 0.632 −0.063 0.879

Share of
out-of-pocket
drug costs

−0.272 0.000 0.497 0.660 −0.232 0.017

Total medical
expenditures

854.697 0.200 0.916 0.642 1717.295 0.378

OOPS 519.160 0.361 0.983 0.638 1265.283 0.446

Note OLS ordinary least squares; IV instrumental variables; OOPS out-of-pocket spending
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Table 3.5 Results of regression analysis for the inpatient subsamples: method 1

OLS/Probit Overidentification
test (p value)

Endogeneity
test (p value)

IV regression/probit

Coefficient p value Coefficient p value

UEBMI participation

Device test
usage

0.442 0.021 0.998 0.263 0.812 0.038

Lab test usage 0.653 0.001 0.279 0.005 1.627 0.000

Drip infusion
usage

−0.233 0.294 0.141 0.779 −0.097 0.839

Injection usage 0.509 0.007 0.314 0.708 0.618 0.113

Surgery usage 0.001 0.996 0.625 0.492 0.216 0.612

Share of
out-of-pocket
drug costs

−0.344 0.000 0.218 0.143 −0.177 0.179

Days of
hospitalization

3.094 0.072 0.067 0.266 6.594 0.056

Total medical
expenditures

2734.531 0.123 0.339 0.031 9550.248 0.009

OOPS −3106.187 0.018 0.379 0.009 3064.248 0.262

URBMI participation

Device test
usage

0.410 0.059 0.560 0.082 1.599 0.025

Lab test usage 0.544 0.015 0.075 0.052 1.852 0.012

Drip infusion
usage

−0.186 0.478 0.069 0.851 −0.446 0.606

Injection usage 0.126 0.557 0.107 0.030 1.583 0.024

Surgery usage −0.216 0.385 0.724 0.080 0.986 0.189

Share of
out-of-pocket
drug costs

−0.166 0.038 0.221 0.882 −0.180 0.473

Days of
hospitalization

1.034 0.619 0.981 0.727 3.108 0.608

Total medical
expenditures

−515.081 0.759 0.552 0.221 5660.527 0.253

OOPS −3925.806 0.017 0.390 0.090 3665.752 0.446

NCMS participation

Device test
usage

0.160 0.123 0.078 0.021 −0.614 0.093

Lab test usage 0.253 0.015 0.079 0.012 −0.608 0.103

Drip infusion
usage

0.227 0.072 0.395 0.638 0.443 0.338

Injection usage 0.189 0.069 0.718 0.196 −0.232 0.508

Surgery usage 0.113 0.326 0.252 0.051 −0.606 0.117
(continued)
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We discussed first the validity of our instruments and the endogeneity of SHI
participation. Generally speaking, our instruments were valid at a 0.05 significance
level, except for usage of lab test in the UEBMI outpatient subsample and for usage
of injection in the NCMS outpatient subsample. However, there were some dif-
ferences between the outpatient and inpatient subsamples in terms of endogeneity.
The endogeneity of SHI participation did not exist in the outpatient subsamples,
except for the share of out-of-pocket drug costs in the UEBMI outpatient sub-
sample. With regard to the inpatient subsamples, the endogeneity of SHI partici-
pation was revealed for use of a lab test, total medical expenditures, and OOPS in
the UEBMI inpatient subsample, use of an injection in the URBMI inpatient
subsample, and use of a device test and lab test in the NCMS subsample. This might
be because hospitalization was more expensive and was more likely to induce
catastrophic health expenditures. As a result, people gave priority to the reim-
bursement of inpatient over outpatient services.

After that, we focused on the effect of SHI participation on the outcome vari-
ables. In the outpatient subsamples, compared with their uninsured counterparts, all
of the UEBMI, URBMI, and NCMS outpatients were more likely to receive a
device test and a lab test. In addition, the NCMS outpatients might use more drip
infusion. As a result, both the UEBMI and URBMI outpatients might have higher
total medial expenditures. No significant differences in OOPS were found between
any of the UEBMI, URBMI, and NCMS outpatients and uninsured outpatients.
Similarly, in the inpatientsubsamples, compared with those who were uninsured,
the UEBMI inpatients were more likely to receive a device test, lab test, and
injection, and the URBMI inpatients a lab test and injection. The total medical
expenditures of the UEBMI and NCMS inpatients, respectively, was significantly
higher than that of their uninsured counterparts. As a result, the OOPS of both the
UEBMI and NCMS inpatients had no significant difference to that of those who
were uninsured. Only the OOPS of the URBMI inpatients was significantly lower
than that of the uninsured.

There were several exceptions to the statistically positive relationship between
SHI participation and medical expenditures. Except for that of the UEBMI

Table 3.5 (continued)

OLS/Probit Overidentification
test (p value)

Endogeneity
test (p value)

IV regression/probit

Coefficient p value Coefficient p value

Share of
out-of-pocket
drug costs

−0.226 0.000 0.401 0.786 −0.199 0.048

Days of
hospitalization

0.094 0.907 0.073 0.633 −1.160 0.676

Total medical
expenditures

2236.331 0.022 0.137 0.351 −634.649 0.846

OOPS 268.552 0.780 0.140 0.429 −2200.932 0.503

Note OLS ordinary least squares; IV instrumental variables; OOPS out-of-pocket spending

3.3 Result 1: The Effect of SHI Participation on Patients’ Medical Expenditure 45



outpatients, the proportions of out-of-pocket drug costs of all the other five groups,
including the URBMI and NCMS outpatients and the UEBMI, URBMI, and
NCMS inpatients, were significantly lower than those of the uninsured patients. In
addition, the UEBMI outpatients were less likely to use injections than the unin-
sured outpatients.

3.4 Result 2: The Mediating Effect of Institutional
Arrangement in the Relationship Between SHI
Participation and OOPS

3.4.1 Descriptive Statistics

We first describe the basic characteristics of the sample. As mentioned above, the
sample for this quantitative analysis was 1645 patients who had been hospitalized in
the past year. The results of the descriptive analysis are presented in Table 3.6.

SHI participation and OOPS. The participants of various SHI schemes, as well
as the uninsured patients, were unequally distributed. Among the cases, 2.6 % were
GMI participants, 13.3 % UEBMI, 3.7 % URBMI, 57.8 % NCMS, and 15 %
uninsured patients at the time of survey from 2011 to 2012. The proportion of
patients with no insurance was higher than that in the official report. According to a
summary report of the Healthcare Reform Office of the State Council, over 95 % of
people had been enrolled into various SHI schemes (The Healthcare Reform Office
of the State Council 2012), which indicated that the uninsured people should be less
than 5 %. The gap cast a doubt on the authenticity of the official report. In addition,
patients being hospitalized spent ¥4640 on average.

Medicating variables. Reimbursement rates for GMI, UEBMI, URBMI, and
NCMS participants were 58, 58, 45, and 33 %, respectively, which indicated that
urban insurance schemes provided more benefits than rural insurance schemes.
Meanwhile, people being hospitalized in primary healthcare organizations includ-
ing THCs, CHCs, healthcare posts, and village and private clinics accounted for
24.2 % out of the sample. Over half of the patients (52.3 %) were admitted to
county hospitals in rural areas and district hospitals in urban areas. The remaining
18.2 % of patients were hospitalized in city, provincial, regional, ministry, and
military hospitals. It should be noted that most of the county and district hospitals
were secondary hospitals, while most of the provincial, regional, ministry, and
military hospitals and some city hospitals were tertiary hospitals. The results above
indicated that about 70 % of patients flew to secondary and tertiary hospitals.
Furthermore, the average length of stay in hospitals was 13.25 days, while the
average number of types of treatment items was 2.86 out of the five main types.

Sociodemographic characteristics. The average age of the participants was
62.32. Among them, 49.2 % were male and 43.6 % were from urban areas. The
participants who had no education accounted for 29.2 %; most of them (59.5 %)
had attended elementary or middle schools, and only 11 % of them had obtained
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diploma of high or vocational school and above. A total of 36.3 % of the partici-
pants were unemployed or had never worked, 14.3 % were employed and
self-employed, 28.7 % were farmers, and the remaining 18.5 % were retirees. With
regard to the location of facilities where patients were hospitalized, 40.7 % of the
participants were admitted to hospitals within their districts or townships including
their streets or villages, 46.5 % in their cities or counties, 7.7 % in their provinces,
and 2.6 % in other provinces. In terms of the two latent variables, health status and
economic status, each included some observed variables. Health status included a
self-reported health status with an average sum score of 4.44, chronic conditions
that indicated that the participants had 2.20 types of chronic diseases on average,
and functional limitations with an average sum score of 15.69. Economic status
included household income, which indicated that the households of the participants
earned ¥25,600 in the past year, and household wealth had an average value of
¥141,300.

3.4.2 Test of Measurement Model

The measurement model of the two latent constructs, namely health and economic
status, was examined before testing the hypothesized structural model.

As indicated by the analysis result, the measurement model offered a good fit to
the data (v2 = 20.043, df = 4, p < 0.001; CFI = 0.982; RMSEA = 0.049) with a
CFI greater than 0.90 and RMSEA smaller than 0.05.

A confirmatory factor analysis indicated that all the observed variables were
significantly loaded on the corresponding latent constructs in the expected direc-
tions. It suggested that the observed variables represented the underlying constructs
reasonably and in a statistically reliable manner. As Table 3.7 shows, the stan-
dardized factor loadings of the indicators for each latent construct were all greater
than 0.30, which is the rule of thumb of acceptable factor loadings (Agnew 1991).
In addition, the correlation between the two latent constructs was also tested and
was found to be statistically significant.

3.4.3 Test of Structural Model

A test of the hypothesized structural model showed that it provided a good fit to the
data (v2 = 251.098, df = 58, p < 0.001; CFI = 0.977; RMSEA = 0.045) with a
CFI greater than 0.90 and RMSEA smaller than 0.05. A total of 24.6 % of the
variance in the OOPS of hospitalized patients was explained by this model.

Before we reported the solution for the test of the structural model, we first
established a set of criteria for testing the significance of mediation effects (Baron
and Kenny 1986; Holmbeck 1997; MacKinnon et al. 2000, 2002). First, both the
direct effects of the independent variable on the mediator, and of the mediator on

3.4 Result 2: The Mediating Effect of Institutional Arrangement … 47



Table 3.6 Descriptive statistics: method 2

Frequency Percent Mean SD

SHI participation

GMI 43 2.6

UEBMI 218 13.3

URBMI 61 3.7

NCMS 950 57.8

No insurance 246 15.0

Facility level

Healthcare post/village clinic/private clinic 34 2.1

THC/CHC 364 22.1

County/district hospital 860 52.3

City/regional hospital 222 13.5

Provincial/ministry/military hospital 78 4.7

Length of stay (days) 13.25 11.21

Types of treatment items 2.86 1.60

Reimbursement rate

GMI 0.58 0.37

UEBMI 0.58 0.28

URBMI 0.45 0.31

NCMS 0.33 0.29

No insurance 0.00 0.00

OOPS (¥1000) 4.64 10.42

Age 62.32 10.59

Gender

Male 810 49.2

Female 835 50.8

Place of residence

Urban 717 43.6

Rural 928 56.4

Education

No education 480 29.2

Elementary school 669 40.7

Middle school 309 18.8

High or vocational school 144 8.8

Bachelor’s or associate degree 37 2.2

Master’s or doctoral degree 0 0

Employment

Unemployed or never worked 548 36.3

Employed 149 9.1

Self-employed 86 5.2

Farming 472 28.7
(continued)
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the dependent variable or another mediator, should be statistically significant.
Second, the mediation effects, calculated as the product of the two regression
coefficients indicated in the first criterion, must also be statistically significant using
the procedure indicated by Sobel (1987). It should be noted that the total effect of
the independent variable on the dependent variable was not required to be signif-
icant. If there were several medication paths between the independent and the
dependent variables, the direction of these paths might be different, with some
being positive and others negative. As a result, their combined effects might be
offset mutually or by the direct effect of the independent variable on the dependent
variable. MacKinnon et al. (2000) called this effect the “suppression effect”. In
addition, we used bootstrapping methods to test the significance of the indirect
effects hypothesized in the model.

The unstandardized and standardized direct, indirect, and total effects are pre-
sented in Table 3.8. The standardized solution for the test of the structural model is

Table 3.6 (continued)

Frequency Percent Mean SD

Retried 305 18.5

Facility location

This street/village 223 13.6

This district/township 446 27.1

This city/county 765 46.5

This province 126 7.7

Other province 43 2.6

Health status

Self-reported health status 4.44 0.77

Chronic conditions 2.20 1.67

Functional limitations 15.69 6.63

Economic status

Household income (¥10,000) 2.56 3.28

Household wealth (¥10,000) 14.13 25.43

Note SHI social health insurance; OOPS out-of-pocket spending; GMI government medical
insurance; UEBMI urban employee basic medical insurance; URBMI urban resident basic medical
insurance; NCMS new cooperative medical scheme

Table 3.7 Standardized
factor loadings of observed
variables on latent constructs:
method 2

Standardized factor loading

Health status

Self-reported health status 0.788

Chronic conditions 0.468

Functional limitations 0.486

Economic status

Household income 0.727

Household wealth 0.578
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presented in Fig. 3.1. For the sake of parsimony, only the significant paths are
displayed. In addition, we used b to represent the unstandardized regression
coefficient.

Performance of the behavior management mechanism. The behavior man-
agement mechanism of all four SHI schemes (the GMI, the UEBMI, the URBMI,
and the NCMS) demonstrated effects as hypothesized. Patients enrolled in the GMI
(b = 0.459, p < 0.001), the UEBMI (b = 0.613, p < 0.001), the URBMI
(b = 0.547, p < 0.001), and the NCMS (b = 0.143, p < 0.01) were significantly
more likely to seek healthcare from higher-level hospitals than the uninsured.
Meanwhile, the level of facility used (b = 1.593, p < 0.001) had a significant
positive association with OOPS, with a one-unit increase matched by an increase of
¥2602 in the OOPS.

Performance of the purchasing mechanism. Our analysis of the purchasing
mechanism of SHI demonstrated similar effects. Patients who participated in the
GMI (b = 5.952, p < 0.01) were more likely to extend their length of stay in
hospital than the uninsured. On average, a GMI patient stayed 5.952 days longer
than a patient with no insurance. Patients enrolled in the UEBMI (b = 0.321,
p < 0.05) and the NCMS (b = 0.318, p < 0.01) were more likely to receive more
types of treatment items than the uninsured. All three direct effects were statistically
significant. In addition, taking the mediation of the level of facility and length of
stay into consideration, participation in the GMI (b = 1.161, p < 0.001), the
UEBMI (b = 1.551, p < 0.001), the URBMI (b = 1.384, p < 0.001), and the
NCMS (b = 0.361, p < 0.01) had a significant and positive indirect relationship
with length of stay, and participation in the GMI (b = 0.298, p < 0.001), the
UEBMI (b = 0.292, p < 0.001), the URBMI (b = 0.243, p < 0.001), and the
NCMS (b = 0.059, p < 0.05) also had a significant and positive indirect

GMI participation

UEBMI participation

URBMI participation

NCMS participation

The level of 
facility used

 Length of stay 

 Types of 
treatment items

Reimbursement 
rate

OOPS 

0.092***

0.261***

0.129***

0.069*

0.093**

0.086**

0.183***

0.197***

0.267***
−0.202***

0.330***

0.264***

0.114***

0.078*

0.086**

0.456***

0.586***

−0.227***

−0.537***

−0.267***

−0.075**

−0.056*

0.122***
0.084**

Fig. 3.1 Standardized solutions for the structural model. Note * = p < 0.05; ** = p < 0.01;
*** = p < 0.001
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relationship with the types of treatment items. Finally, length of stay in hospital had
a significant positive direct (b = 0.311, p < 0.001) and indirect (b = 0.008,
p < 0.05) association with OOPS, with one more day of stay increasing total OOPS
by ¥319. Type of treatment items (b = 0.512, p < 0.05) also had a significant and
positive direct association with OOPS, with the provision of one more type of
treatment item raising OOPS by an average of ¥512.

Performance of the reimbursement mechanism. The reimbursement mecha-
nism of SHI played a significant role in reducing OOPS. Participation in the GMI
(b = 0.510, p < 0.001), the UEBMI (b = 0.529, p < 0.001), the URBMI
(b = 0.437, p < 0.001), and the NCMS (b = 0.300, p < 0.001) had a significant
and positive association with the reimbursement rate of medical expenses.
Reimbursement rate (b = −6.828, p < 0.001), in turn, had a significant negative
association with OOPS. Compared with an insured patient who received total
reimbursement of all of his/her medical expenses (reimbursement rate = 1,
OOPS = ¥0), the average uninsured patient was a further ¥6828 out-of-pocket.

Interplay between the reimbursement and the behavior management and
purchasing mechanisms. The association between the reimbursement mechanism
and OOPS was seriously undermined by malfunctions in the behavior management
and purchasing mechanisms. Although the OOPS of patients enrolled in the GMI,
the UEBMI, the URBMI, and the NCMS was reduced by ¥3482
(= 0.510 * ¥6828), ¥3612 (= 0.529 * ¥6828), ¥2984 (= 0.437 * ¥6828), and
¥3114 (= 0.456 * ¥6828), respectively, through the mediation of reimbursed rate,
at the same time it increased by ¥3151 (= ¥3482 − ¥331), ¥2254
(= ¥3612 − ¥1358), ¥1675 (= ¥2984 − ¥1309), and ¥1544 (¥3114 − ¥1570),
respectively, by means of the level of facility used, length of stay, and types of
treatment items. In terms of total effect, the OOPS of patients participating in the
UEBMI (b = −3.135, p < 0.01) and the URBMI (b = −3.074, p < 0.001) was
significantly reduced by ¥3135 and ¥3074, respectively. Although participation in
the GMI also exerted a negative total effect on OOPS, this was statistically
insignificant. Finally, the role of participation in the NCMS was controversial. It
had a significant positive direct association (b = 1.921, p < 0.01) with OOPS
despite its negative indirect association (b = −1.570, p < 0.001), with patients
enrolled in the NCMS paying ¥1921 more than the uninsured. Therefore, taking the
direct and indirect effects together, patients enrolled in the NCMS were ¥351 more
out of pocket than the uninsured, although this total effect was statistically
insignificant.

Role of the sociodemographic variables. Firstly, place of residence (b = 0.113,
p < 0.01), economic status (b = 0.004, p < 0.05), and facility location (b = 0.399,
p < 0.001) had positive and significant effects with the level of facility. This
indicated that urban residents were more likely than rural to flow to higher-level
hospitals, that patients with better household economic status were more likely to
go to higher-level hospitals than those with worse status, and that a hospital being
located farther from a patient was more likely to be a higher-level hospital. Farming
(b = −0.143, p < 0.01) had a significant negative association with the level of
facility, indicating that farmers were less likely to be hospitalized at higher-level
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hospitals than the unemployed or patients who had never worked. Secondly, gender
(b = 2.372, p < 0.001), health status (b = 3.373, p < 0.001), and facility location
(b = 0.792, p < 0.05) had significant positive associations with length of stay in
health facilities. Age (b = −0.074, p < 0.05), education (b = −1.070, p < 0.01),
and employed (b = −2.446, p < 0.05) had significant negative association with
length of stay. In addition, place of residence (b = 0.286, p < 0.01), farming
(b = −0.361, p < 0.01), and facility location (b = 1.010, p < 0.001) had significant
indirect association with length of stay through the mediating role of level of
facility. Taking direct and indirect effects together, age (b = −0.082, p < 0.05),
gender (b = 2.458, p < 0.001), education (b = −1.021, p < 0.01), employed
(b = −2.737, p < 0.05), self-employed (b = −2.189, p < 0.05), health status
(b = 3.367, p < 0.001), and facility location (b = 1.802, p < 0.001) generated
significant total effects on length of stay. An older or highly educated patient was
more likely to stay for a shorter time than a younger or lowly educated one; on
average, a male patient might stay 2.458 days longer than a female; an employed or
self-employed patient might stay shorter than an unemployed one; an unhealthy
patient might stay longer than a healthy one; and a patient with poorer health status
or living farther from the hospital where he/she had been hospitalized was more
likely to stay longer than a patient with better health status or who was living closer
to the hospital. Thirdly, age (b = −0.009, p < 0.05), retired (b = 0.348, p < 0.05),
and facility location had significant direct association with types of treatment items.
Taking the mediating role of level of facility and length of stay into consideration,
age (b = −0.003, p < 0.01), gender (b = 0.054, p < 0.01), place of residence
(b = 0.059, p < 0.01), employed (b = −0.091, p < 0.05), farming (b = −0.083,
p < 0.001), health status (b = 0.055, p < 0.05), economic status (b = 0.002,
p < 0.05), and facility location (b = 0.187, p < 0.001) had significant indirect
association with types of treatment items. In terms of total effect, age (b = −0.011,
p < 0.05), retired (b = 0.398, p < 0.05), and facility location (b = 0.342, p < 0.01)
had significant association with types of treatment items. An older patient was more
likely to use fewer types of treatment items than a younger one; a retired patient was
more likely to use more types of treatment items than an unemployed one; and a
patient living farther from the hospital where he/she had been hospitalized was
more likely to use more types of treatment items than one living closer. Fourthly,
age (b = 0.004, p < 0.001), employed (b = 0.091, p < 0.01), farming (b = 0.057,
p < 0.01), and economic status (b = 0.003, p < 0.01) had positive association with
reimbursement rate. A one-year increase in age might raise the reimbursement rate
by 0.4 %, the employed patients or farmers were more likely to enjoy a higher
reimbursement rate than the unemployed ones, and patients with better economic
status might enjoy a higher reimbursement rate than those with poor economic
status. Facility location (b = −0.022, p < 0.001) had a significant negative asso-
ciation with reimbursement rate. A patient living farther from the hospital where
he/she had been hospitalized might receive a lower reimbursement rate than one
living closer. Finally, age (b = −0.059, p < 0.05), place of residence (b = 1.252,
p < 0.05), employed (b = −2.377, p < 0.05), farming (b = −1.356, p < 0.05), and
facility location (b = 0.805, p < 0.01) had significant direct association with OOPS.
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Age (b = −0.060, p < 0.001), gender (b = 0.975, p < 0.001), place of residence
(b = 0.618, p < 0.05), employed (b = −1.775, p < 0.001), farming (b = −1.178,
p < 0.001), health status (b = 0.867, p < 0.05), and facility location (b = 1.524,
p < 0.001) generated significant indirect association with OOPS through the
mediating role of level of facility, length of stay, types of treatment items, and
reimbursement rate. In terms of total effect, age (b = −0.120, p < 0.001), gender
(b = 1.486, p < 0.01), place of residence (b = 1.870, p < 0.001), employed
(b = −4.152, p < 0.001), self-employed (b = −2.572, p < 0.05), farming
(b = −2.533, p < 0.001), health status (b = 1.641, p < 0.05), and facility location
(b = 2.329, p < 0.001) had significant association with OOPS. An older patient
might spend less out of pocket than a younger one; a male patient might spend
¥1486 more out of pocket than a female one; an urban patient might spend ¥1870
more out of pocket than a rural one; an employed patient might spend ¥4152 less, a
self-employed one might spend ¥2572 less, and a farmer might spend ¥2533 less
out of pocket than an unemployed one; a patient with poorer health status might
spend more out of pocket than one with better health status; and a patient living
farther from the hospital where he/she had been hospitalized might have to pay
more out of pocket than a patient living closer.

3.5 Summary of Findings

The regression analysis of the effect of SHI participation showed that SHI schemes
had positive effects on the rise of medical expenditures by increasing the usage of
treatment items, prolonging days of hospitalization, and therefore increasing total
medical expenditures.

The statistical evidence showing the mediating role of institutional arrangement
presented above supported most of our hypotheses about how the reimbursement,
behavior management, and purchasing mechanisms of SHI mediated the relation-
ship between SHI participation and OOPS. As a result, SHI participation has a weak
negative association (for UEBMI and URBMI) or no significant association (for
GMI and NCMS) with the OOPS of hospitalized patients.

The reimbursement mechanism of the SHI. The findings indicated that the
reimbursement mechanism offered considerable benefit to insured patients. As the
essence of SHI, in terms of protecting enrollees from health-related financial
problems, reimbursement was a policy priority for the Chinese government,
alongside expanding SHI coverage. Although the reimbursement mechanism of
SHI had been criticized for its high co-payment rate, unreasonable reimbursement
formularies of drug, health service, and medical technology, inadequate ceiling
amount, and so on (Gu 2010), it still played a salient role in reducing the likelihood
of sustaining catastrophic medical expenses. Compared with the collapse of the
health security system in the previous three decades, this “zero-to-one” change
marked a remarkable milestone in the restoration of the health security system in
China.
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Looking at the mixed-premium contribution system, that is, the premium of
UEBMI paid by the employer and the individual and of GMI, URBMI, and NCMS
paid by the government and the individual, the policy implication of this study is
that these contributors, especially the government, should act together to raise the
reimbursement rate still further. This could be done either by paying higher
premiums or by adjusting the reimbursement formularies to incorporate more
cost-effective drugs and services. However, we must be cautious of the allocation of
responsibility for this process. The contribution rate of employer and employee to
social insurance (old age, medical, unemployment, workers’ compensation and
maternity), which accounts for about 40 % of wages in China, is thought to be too
high (Zhou 2012). Therefore, further scientific and rigorous investigation of this
issue is warranted.

The behavior management mechanism of the SHI. Although the reimburse-
ment mechanism benefited enrollees, the malfunction of the behavior management
and purchasing mechanism undermined this effect. The SHI regulations, in terms of
requiring either a referral or tiered co-payment, failed to guide enrollees to utilize
primary health facilities efficiently. On the contrary, the reimbursement benefits
provided by SHI might stimulate them to access higher-level facilities.

Previous investigations have attributed this anomaly to the extreme inequity of
health resource allocation and the lack of information for consumers in China (Xu
and Van de Ven 2012; Zhang and Kanbur 2005). Therefore, relying on the regu-
lation of referral mechanisms and the tiered co-payment requirement to guide
people’s care-seeking behavior is not enough. More efforts should be devoted to
reforming the allocation of limited health resources between rural and urban areas,
between different levels of facilities, and across regions, to promote greater equity.
Meanwhile, strategic promotion should be conducted to guide consumer choice of
healthcare services. These efforts, emphasizing the broader reform of China’s
healthcare system, call for joint actions among various government departments and
between the state and its people.

The purchasing mechanism of the SHI. This study also provides helpful
evidence of the malfunction of the purchasing mechanism of SHI in China. SHI
participants were inclined to stay longer in hospital and to receive more types of
treatment items than the uninsured, either directly or through the mediating effect of
facility level. This reflected an unsolved but prevalent problem with the purchasing
mechanism in China.

Studies have attributed this problem to the inefficient fee-for-services payment
method, low purchasing incentives for SHI agencies, and the distorted price
schedule of drugs and healthcare services. The lagged payment method for SHI
agencies is gradually being replaced with different kinds of prospective methods
such as capitation, diagnosis-related group payment, global budgets, and so on
(Meng 2008; Yip and Hanson 2009). However, local SHI agencies still lack either
the incentive to be prudent purchasers or attain the tools this requires, such as
actuarial cost estimates, strong negotiating skills, and a consolidated information
platform for inspection. Moreover, SHI agencies are also constrained by the larger
political economy. For instance, there is insufficient room for municipal and county
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SHI agencies to negotiate the prices of drugs and healthcare services whose reg-
ulation is left to provincial price bureaus (Xu and Van de Ven 2009). It is widely
claimed, however, that the distorted price schedule, whereby the government sets
the price of basic services below cost and of high-tech interventions above cost,
gives providers strong incentives to overprescribe more profitable tests and treat-
ments (Eggleston et al. 2008).

Against this backdrop, this study provides evidence of a unique phenomenon in
China; that is, the collective purchasing power of SHI agencies may not be more
efficient than individual purchasing, due to either the perverse incentives for pro-
viders or the low bargaining incentives of SHI agencies. More efficient investment
in improving SHI agencies’ contracting incentives and skills, establishing an
inspection information platform, and further reforming the distorted price schedule
are thus proposed to enhance the collective purchasing power of SHI agencies.

It should be noted that it might not be unreasonable for insured persons to spend
more than the uninsured to enjoy good-quality health services. However, it was
hard to judge whether this was the preference of patients themselves or was induced
by doctors, and whether this was necessary. This must be investigated further,
based on more microlevel data. Meanwhile, the malfunction of the behavior
management mechanism also contributed to the high medical costs borne by
insured patients. This should be adjusted as it was unfavorable to the equitable
distribution of healthcare resources. Correspondingly, we would explore the
behavior management and purchasing mechanisms and probe the interplay between
the two mechanisms and the reimbursement mechanism.

To conclude, taking SHI reform in China as an example, this study has set out to
combine theoretical studies of the institutional arrangements from social policy and
empirical studies of SHI to develop a systematic insight into the association
between SHI participation and patients’ OOPS in China. This initiative is in
response to the debates raised by different theories of institutional arrangement and
provides specific evidence of the malfunctions of SHI in China. The behavior
management and purchasing mechanisms have been shown to offer relatively
poorer performance, which undermines the function of the reimbursement mech-
anism, thus mitigating the association between SHI participation and OOPS. These
findings are expected to provide valuable insights into the ongoing healthcare
reform in China.
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Chapter 4
Why Did Social Health Insurance Become
a Care-Seeking Behavior Booster?

This study followed a postpositivist paradigm and employed a mixed-methods
design to both test the hypothetical model and explain the results of the tests. In
Chap. 3, the quantitative analysis drew data from a nationally representative dataset
CHARLS and found that SHI participation stimulated patients to seek care at
high-level health facilities, increased the use of medical treatment items, prolonged
length of stay in hospital and, in turn, increased patients’ OOPS. It revealed that the
poor performance of the behavior management and purchasing mechanisms of SHI
offset the effect of its reimbursement mechanism on OOPS in China.

Why did SHI have a poor behavior management and purchasing mechanism in
terms of curbing OOPS in China? To explain and interpret the poor performance of
these two mechanisms, in this chapter, I probe into the behavior management
mechanism of SHI, and in Chap. 5, I explore the purchasing mechanism of SHI.
Before demonstrating the findings of the fieldwork, however, I will first introduce
the methods of the qualitative study.

4.1 Methods of the Qualitative Study

The qualitative study aimed to confirm and explain the results of the quantitative
study and answer the third research question: “How do these institutional
arrangements take effect?” I conducted four months of fieldwork in three cities and
one county, in a province in central China. I used semistructured interviews to
collect as much data as possible from essential stakeholders in the healthcare sector.
A total of 70 stakeholders participated in the research, including officers in urban
and rural SHI agencies, doctors and SHI reimbursement managers in urban and
rural health facilities at different levels, patients enrolled in various SHI schemes,
and so on. A thematic analysis was used to develop useful themes and to explain the
quantitative findings. Meanwhile, reflexivity was used to ensure the trustworthiness
of this study.
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4.1.1 Data Collection

I conducted fieldwork in a province of central China, “ProvCentral (I am calling
ProvCentral to maintain anonymity),” from August to December 2012. As the
participants in my fieldwork, I selected officers in county NCMS management
offices, municipal and county SHI agencies, SHI reimbursement managers, doctors
in health facilities at different levels in urban and rural areas, and patients enrolling
in different SHI schemes. In addition, I collected the voices of others such as
government officials and pharmaceutical sales representatives. For the sake of
ethical consideration, I did not report the names and the detailed socioeconomic
characteristics of our research sites and participants. I discuss in detail this con-
sideration in the section regarding data collection. The basic information of inter-
viewees is presented in Table B.1.

Before I introduce the detailed procedures of sampling and data collection, and
in order to facilitate understanding of healthcare reform, I will first explain the basic
structure of health facilities and SHI agencies in China. Health facilities in China
are characterized by a hierarchical structure that designates the level of these
facilities in both urban and rural areas. Health facilities consist of hospitals,
grassroots healthcare institutions, and other health institutions such as centers for
disease control and pharmacies. Hospitals are classified as tertiary, secondary, and
primary according to their infrastructure, technical and management competence,
quality of services, and so on. Grassroots healthcare institutions include CHCs and
health posts in urban areas, THCs and village clinics in rural areas, as well as
private clinics. SHI agencies, set up in accordance with the structure of SHI pro-
grams, were responsible for premium collection, contract formulation of designated
health facilities, settlement of SHI funding, and so on. These can be divided into
UEBMI agencies, URBMI agencies, and NCMS agencies. However, because each
of the three SHI programs, especially funds, was managed by the local authority,
there were thousands of SHI agencies nationwide. For example, the NCMS was
managed by county NCMS management offices, while there were over 2000
counties in the country. For my fieldwork, this fragmented design of SHI and its
agencies led to a complicated choice of officers in SHI agencies and SHI reim-
bursement managers in health facilities. Generally speaking, there were three kinds
of essential stakeholders in SHI reform in China: SHI agencies, healthcare provi-
ders, and patients. The detailed classification of these stakeholders is presented in
Fig. 4.1.

I then selected the province ProvCentral as the field in which I would conduct
my interviews. The province had a population of over 100 million, of which over
55 % were rural residents, and was one of the largest provincial populations in
China. It was composed of tens of prefectural-level cities. Its economic develop-
ment ranked middle-level compared with other provinces in China. The healthcare
resources in the province were not quite as rich as developed regions such as
Beijing and Shanghai. In 2014, ProvCentral had around 1400 hospitals and 67,000
primary healthcare facilities. There were about 190,000 registered physicians and
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191,000 registered nurses, rendering the ratio of registered physicians to the pop-
ulation and that of registered nurses to the population to be 2.01:1000 and
2.03:1000, respectively. In the same year, in Beijing the ratios were 3.72:1000 and
4.11:1000, respectively, and in Shanghai, the ratios were 2.52:1000 and 2.96:1000,
respectively. In addition, healthcare costs were inflating rapidly in ProvCentral. For
example, in hospitals, from 2013 to 2014 the average cost of outpatient services per
admission increased by 6.7 %, and outpatient services per admission by 7.1 %. In
THCs, the average cost of outpatient and inpatient services per admission increased
by 10.9 and 10.4 %, respectively, and in CHCs by 18.3 and 19.0 %, respectively.
With regard to SHI agencies, there were 159 urban SHI agencies in charge of the
UEBMI and URBMI, and 106 county NCMS management offices in charge of the
NCMS. Over 3600 staff members were employed at urban SHI agencies, with one
urban SHI agency having only 18 employees. I found no information about the
number of employees at NCMS management offices.

I chose three cities (City A, City B, and City C) and one county (County D) in
ProvCentral in which to conduct my fieldwork. The cities were selected according
to their population size and socioeconomic characteristics. City A, the capital city of
the province, was a large city with a population of over 1 million in its urban
districts. It was located in the central area of the province and had 12 urban districts,
city-level counties, and counties. It had a long history compared with most cities in
China. Most provincial-level hospitals were allocated to this city. In addition, it had
thousands of health facilities at other levels. Therefore, it enjoyed the richest
healthcare resources among the prefectural-level cities in the province. City B
bordered City A in the south, and was a mid-sized city with a population between
0.5 million and 1 million in its urban districts. It had 12 urban districts, city-level
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counties, and counties. It had two tertiary Grade A hospitals, four tertiary Grade B
and C hospitals, eight secondary hospitals, and thousands of health facilities at other
levels. City C was located in the northeast of the province and was a small city with
a population of under 0.5 million in its urban districts. It had one urban district and
five counties. It was famous for its oil industry, which supported its economic
development. It had three tertiary Grade A hospitals, hundreds of hospitals at other
levels, and thousands of health facilities at other levels in total.

I also chose County D in City B to investigate SHI schemes, healthcare insti-
tutions, and patients in rural areas. County D was one of eight counties and
city-level counties in City B. It had one county area, 11 townships, and a population
of about 400,000. Its economic development lagged behind other counties in
City B. In addition, it had a county hospital, a county Chinese medicine hospital, 11
THCs, and hundreds of health facilities at other levels, including village clinics.

Prior to my investigation, I had not thought about how to contact so many
participants simultaneously. The research targets involved various stakeholders,
including government officers, doctors, patients, and so on, which made a one-time
contact list impossible. Therefore, I decided to use “snowball sampling,” a method
by which most participants were referred by other participants. The ensuing
fieldwork investigation process was complex (see Fig. 4.2).

I started the fieldwork in a THC in County D in August 2012, which gave me an
opportunity to learn about the NCMS and rural health facilities. I contacted the
director of the THC via my personal relations, with whom I had no conflict of
interest. The director was very nice to accept my investigation as he was a distant
relative of my parents. Prior to the interviews, I promised anonymity and confi-
dentiality. After giving an account of my study purpose, he introduced me to some
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of the doctors and SHI reimbursement managers, explaining that the study was to
investigate the operations of the NCMS and that there would be no breaches of
confidentiality. I also tried to develop personal relationships with them by sending
small gifts such as water and cigarettes (note that in China, sending cigarettes is a
sign of showing kindness and friendship, especially to men). They accepted my
offer of interview, with some even telling me some secrets about this THC and the
NCMS, permitting me to observe while the patients were present and to record their
diagnoses of patients. During these times, I also interviewed a number of patients.

Two weeks after I started my fieldwork, the director of the THC dispatched a
number of staff members to conduct health supervision in village clinics. He
allowed me to accompany the staff to conduct interviews with village doctors. The
staff of the THC conducted health supervision regularly, while supervising the work
of the village doctors. As a result, the staff were quite familiar with the village
doctors. With an introduction from the staff, the village doctors were willing to
accept my offer of interview. I also interviewed a number of patients during the
visit.

I stayed in the THC for almost one month before I was referred by the director of
the THC to the county NCMS management office in County D. In early September,
the director went to the county bureau of health (BoH) to attend a conference. He
took me with him and introduced me to a deputy director of the NCMS manage-
ment office. I investigated the operation and effects of the NCMS within the county
with the deputy director during that afternoon. I had previously interviewed a
deputy director of the county BoH when he visited the THC to supervise its work.
I had also interviewed an NCMS inspector who was regularly dispatched by the
county NCMS management office to inspect the reimbursement of the NCMS funds
in the THC.

I then visited City C to investigate the operation of urban SHI schemes,
including UEBMI and URBMI. I was referred by a relative working in the
municipal court in City C to an officer in the municipal SHI agency in City C.
However, this officer suffered from an ankle injury and applied for sick leave. But
she was still able to refer me to the director and other officers in the agency
personally on the first day. With the permission of the director of the municipal SHI
agency, I contacted officers in the agency and located myself there for one week.
I also visited a secondary hospital for mental health as well as a tertiary Grade A
hospital to interview doctors and SHI reimbursement managers. I also met with a
number of patients in the hospitals.

Following completion of my fieldwork in City C, I returned to City B to con-
tinue the study of urban SHI schemes. I was referred by a friend to the municipal
SHI agency in City B. I spent one week interviewing the officers there, including a
deputy director and other officers from various departments of the agency. I was
referred by these officers to two city-level hospitals and one CHC to conduct
interviews with doctors, SHI reimbursement managers, and patients.

I returned to County D after I finished my fieldwork in City B, where a friend
introduced me to officers in the county SHI agency and doctors in the county
People’s Hospital. I conducted interviews with them to probe into the UEBMI and
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URBMI at county level and the hospitals at county level. In addition, I found and
interviewed a number of patients and their family members in County D, through
personal relations.

In the final month, I was referred by a friend to two city-level and one
provincial-level hospitals in City A. My friend had a former colleague who was a
drug representative and sold some antitumor drugs who had worked in the
provincial-level hospital and had therefore developed good personal relationships
with a number of doctors, to whom I was introduced, as well as several SHI
reimbursement managers. I spent three days in City A to conduct my fieldwork. It
was noted that there was no conflict of interest between the drug representative and
me. As a former doctor and a current drug representative, he was able to impart a
considerable amount of information “under the table” about the hospitals, especially
the drug kickbacks for doctors. My many questions were met with a positive
response, and he talked about some matters that doctors were not willing to or did
not dare to talk about. He became a key informant in my fieldwork in City A. My
fieldwork ended following my visit to City A.

In total, I investigated 70 participants during my fieldwork, including 15 officers
in urban and rural SHI agencies, seven SHI reimbursement managers, 33 doctors in
urban and rural health facilities at different levels, 14 patients and/or their family
members enrolled in various kinds of SHI schemes or having no insurance, and 1
drug representative. In addition, I interviewed a number of key informants
repeatedly, which collected more information than was obtained from those inter-
viewed only once. As a result, the 70 participants in this study were interviewed a
total 90 times. The distribution of participants across districts and institutions is
presented in Table 4.1.

I conducted semistructured in-depth interviews to collect the data. A consent
form and interviewing guides were sent to the different stakeholders prior to my
fieldwork. The interviewing guides comprised three versions, for officers in SHI
agencies, for SHI reimbursement managers and doctors in health facilities at dif-
ferent levels, and for patients enrolled in different SHI schemes. The guides focused
on the process of behavior management and cost containment of SHI, the perfor-
mance of different mechanisms within the institutional arrangement and the inter-
action between these mechanisms, the concerns of the different stakeholders about
these mechanisms, and the context in which these mechanisms were embedded. The
interviews were conducted in Chinese. The English versions of the interviewing
guides and content form are attached in Appendices C and D, respectively. Prior to
my fieldwork, these were sent, along with my research proposal, to the Survey and
Behavioral Research Ethics Committee of The Chinese University of Hong Kong
for approval. Following this, I acquired a reference letter from the Department of
Social Work at the University to facilitate entrance into my field.

I presented both the consent form and the reference letter to the participants to
seek their agreement before being interviewed. Furthermore, I asked them whether I
could audio record the interviews. If they did not permit it, I recorded the interviews
by shorthand writing.

64 4 Why Did Social Health Insurance Become a Care-Seeking …



During the fieldwork, I complied rigorously with research ethics of anonymity
and confidentiality. I avoided the disclosure of any information that may be used to
identify the participants I interviewed and the organizations and places in which I
conducted my fieldwork. Each city had only one municipal-level SHI agency
despite many district- and county-level agencies. Similarly, each county had only
one county NCMS management office and county SHI agency. Therefore, if the
names and detailed socioeconomic characteristics of these places were presented, it
would be easy to identify the information of the officers in those organizations. In
addition, I concealed the actual name of the province in which I conducted my
fieldwork, using an alias “ProvCentral.” As City A was the capital city of the
province, it would also be easy to identify the name of this city if the actual name of
the province was revealed. To avoid the possibility of this information being dis-
closed, I have withheld the names of places, organizations, and participants.

To distinguish the participants in this study, I assigned a unique identification
number to each. The identifier consisted of three parts. For instance, a participant
with the number B20120921BJZ was investigated in City B (B20120921BJZ) in
2012 on September 21 (B20120921BJZ) with the abbreviated name BJZ
(B20120921BJZ).

Table 4.1 The distribution of participants in the qualitative study

Category Organizations/identity City A City B City C County D

SHI reimbursement
managers in hospitals

SHI reimbursement managers
in urban hospitals

2P/2T 2P/2T

SHI reimbursement managers
in rural hospitals

3P/5T

SHI agencies Officers in urban SHI
agencies

4P/7T 6P/8T 2P/1T

Officers in NCMS
management office (rural SHI
agency)

3P/3T

Urban health
facilities

CHC 1P/3T

Secondary hospital 2P/2T 1P/1T

Tertiary hospital 9P/9T 1P/1T 1P/1T

Rural health facilities Village clinic 6P/6T

THC 11P/22T

County hospital 1P/1T

Patients and their
family members

UEBMI 1P/1T 2P/3T

URBMI 1P/1T

NCMS 9P/9T

No insurance 1P/1T

Others Drug representative 1P/1T

Total 70P/90T

Note: P participant; T time. For example, 3P/5T means that 3 participants were interviewed 5 times
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4.1.2 Thematic Analysis

Thematic analysis was adopted to analyze the data in this qualitative study. This
was a reasonable choice to facilitate data reduction and to discover the patterns of
interaction between the different mechanisms of the institutional arrangement of
SHI.

Boyatzis (1998) defined thematic analysis as a process of encoding qualitative
data and searching for themes within data. Thematic analysis serves as a major
device to conduct reduction, organization, and interpretation of data. A theme is a
pattern that is discovered in the data, which informs researchers of the description
and organization of the possible observations at minimum, and of the interpretation
of the phenomenon at maximum. Further, Braun and Clarke (2006) revealed that
thematic analysis could be used to facilitate the summary of essential characteristics
of a large data set and to provide thick descriptions.

In this study, data analysis was conducted in accordance with the procedures
proposed by Boyatzis (1998) and Braun and Clarke (2006). I first transcribed the
audio recordings of the interviews to document them verbatim. Following this, I
imported the documents into NVivo 8.0, a software used for the analysis of qual-
itative data, in order to formulate a database for further analysis. Meanwhile, in
Chap. 3, my quantitative analysis had tested a hypothetical model that demonstrated
the primary performance of and interactions between the three mechanisms of the
institutional arrangement of SHI. To explain these newly tested relationships, I
identified relevant excerpts within the qualitative data and generated initial codes
that could possibly be used to explain the findings in the quantitative study in
Chap. 3. After a comprehensive coding process, I categorized codes with similar
meanings into potential themes, repeating this method until no new themes
emerged. During this process, I continued to relate different themes to each other,
and kept refining the specifics of each theme and their mutual relations. By referring
to the results of the quantitative analysis, I formulated a thematic map using these
codes, themes, and relations.

For the purpose of presenting the findings of the qualitative analysis, I identified
what I thought to be the most convincing and representative excerpts and catego-
rized them according to the corresponding themes. I then translated the excerpts
from Chinese to English. In this process, the most common problem was the
asymmetry of meanings between Chinese and English characters, words, and
sentences. I redressed this problem by maintaining the essential meanings expressed
by the participants. To do this, it was sometimes necessary to replace a literal
translation with a paraphrastic translation. In addition, the participants often used
Chinese slang and proverbs, as well as incomplete words and sentences to express
their opinions. I translated them using the same strategies of a paraphrastic
translation.
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4.1.3 Reflexivity as Trustworthiness

Qualitative studies can suffer from debates around their trustworthiness. This is
because they focus on subjective meaning, using researchers but not standard scales
and statistics as investigating instruments. In essence, such studies are value-laden.
Nonetheless, researchers have developed many strategies to ensure trustworthiness
in qualitative studies. For example, Guba (1981) developed a strategy of credibility,
transferability, dependability, and confirmability to address the issue of trustwor-
thiness in naturalistic or constructivist qualitative studies. The strategy is complex
and is commonly used by constructivists, in which researchers and participants
interact to construct meaning.

This study used reflexivity as an approach to ensure its trustworthiness.
Bourdieu and Wacquant (1992) developed the concept of epistemic reflexivity to
increase the reliability and validity of studies in the social sciences, emphasizing
unification rather than the duality of objectivity and subjectivity. Researchers reflect
on their social and academic positions and their own set of internalized structures in
order to recognize themselves in the act of importing their own biases and preju-
dices into their work. Finlay (2002) identified five variants of reflexivity, including
introspection, intersubjective reflection, mutual collaboration, social critique, and
discursive deconstruction. She observed that reflexivity moved from the intro-
spective toward critical realist and subjectivist accounts, and toward prioritizing the
context via deconstructing the research encounter. She argued further that reflex-
ivity could be used to evaluate the research process, to examine the influence of the
researcher’s position, perspective and presence, to open up unconscious motiva-
tions and implicit biases, to promote rich insight, to empower participants, and to
enable public scrutiny of the integrity of the research.

Based on these strategies, I used reflexivity to examine my personal, social, and
academic positions, accepting the critiques of my peers, to ensure the trustwor-
thiness of this study.

First, I reflected on my personal experience and social position, which might
affect my neutrality during the fieldwork. I grew up in a poor farmers’ family. My
parents hoped for a bright future for me and were demanding of my study when I
was young. Therefore, I studied hard and engaged in academic research not only
due to personal interest, but also due to responsibility toward my family. Later, I
entered Nankai University as an undergraduate and chose social work as my major.
This professional training led me to realize that I studied not only for my own future
and my family, but also for the promotion of social justice. When I started my
doctoral study at The Chinese University of Hong Kong, I chose health policy as
my research field and engaged in the promotion of people’s health-related
well-being, expecting to take some responsibility for disadvantaged people, my
family, and myself. This expectation generated a balance of my hopes for this
study. To be specific, as a student I anticipated that I could finish my doctoral thesis
and graduate on time. However, as a social work researcher I had to ensure the
quality and significance of my study. During my fieldwork, I sometimes worried
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about the progress of my data collection and to mitigate this anxiety, I focused on
the troubles faced by patients and told myself consistently that my research must be
done responsibly as it had the potential to influence knowledge accumulation and
policy reform.

Second, while in the field I continued to think about my academic preference and
position. Different from constructivist qualitative studies, my study adopted a
post-positivist paradigm and a mixed-methods design. On the one hand, I believe
firmly in post-positivism. I hold a strong belief for the objective rather than the
subjective existence of truth. I conducted a qualitative study mainly because I deem
truth to be complicated and impossible to be fully discovered. As a result, as a
researcher I have a strong curiosity in finding empirical evidence to examine
whether the hypotheses tested in the quantitative study could be falsified. I deemed
the participants in my fieldwork research targets rather than co-constructors and
tried to find whether their real life was different from the statistical relationship. On
the other hand, as a researcher I prefer to use mixed methods to conduct research. In
this study, I conducted a quantitative analysis to test the hypotheses and to for-
mulate new statistical relationships, prior to the qualitative study. The qualitative
study then served to confirm and to explain in further depth these statistical rela-
tionships. Therefore, I was trying to ensure I was a neutral instrument, objectively
collecting useful information from the participants. In the field, I tried to avoid
suggestive questions, but used open questions to encourage the participants to talk
about their stories, opinions, and attitudes. Meanwhile, I continued to think about
whether participants’ answers provided supporting or adverse evidence for my
hypothetical model. In particular, when participants provided adverse evidence I
would encourage them to talk more. I tried to examine whether the adverse evi-
dence could falsify the quantitative findings.

Last, I accepted the supervision of my thesis supervisor and thesis committee
members and listened to the critiques of fellow academics and research participants.
My supervisor kept in regular contact with me during my fieldwork. She requested
that I report on the progress of the fieldwork, my self-reflection and the problems I
encountered, my plans for the next stage, and so on, every time I finished data
collection at one research site. She provided useful advice to me when I had
problems. Meanwhile, her supervision was consistent from the beginning of my
doctoral study. Moreover, I discussed with fellow academics, such as classmates in
the same doctoral program, the researcher whose courses I had audited, as well as
the research collaborators with whom I collaborated to publish my work. The
collaborators provided valuable insights for the design and implementation of my
fieldwork. Most important of all, I listened to the participants and revised my
studies according to their suggestions. As I had multiple kinds of participants, there
were many different attitudes and opinions toward the same things. For example,
some patients and doctors praised the effects of SHI schemes, while officers in SHI
agencies complained that the former two stakeholders conspired to abuse healthcare
services and the reimbursement of SHI. These officers suggested that I be suspi-
cious of what patients and doctors said. This conflict of ideas played the role of
triangulation, which was also helpful in increasing the trustworthiness of this study.
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In summary, with the purpose of explaining the findings in the quantitative
study, I conducted complicated fieldwork in a province in central China.
I interviewed many officers in SHI agencies, doctors and SHI reimbursement
managers in health facilities, and patients. I used thematic analysis to analyze data
and used reflexivity to guarantee the trustworthiness of the qualitative study. In the
next section, I will present the findings from the fieldwork.

4.2 Strategies for Adjusting Patients’ Care-Seeking
Behaviors

Welfare institutions, in theory, play a role not only as a mechanism of benefit
provision, but as a policy instrument to manage dysfunctional behaviors and to
formulate responsible behaviors of beneficiaries. This behavior management
requirement corresponded with the regulation of the referral system to, and the
tiered copayment and deductibles of SHI in many nations. That is, primary health
facilities implementing SHI were treated as gatekeepers to the health service by
referring patients to secondary and tertiary hospitals. Meanwhile, insurers set lower
copayments and deductibles for treatments in primary health facilities, and higher
ones in secondary and tertiary hospitals. The aim of these two regulations was to
encourage people to seek treatment from primary health facilities and hence, to
improve the equitable allocation of medical resources. The regulations were also
designed to prevent patients from spilling over into higher-level hospitals and
therefore, from abusing the pooled funds of SHI.

Although the regulations structured patients’ choices of facilities, the effects
depended on the possible benefits provided to patients and the interaction between
patients, doctors, and SHI agencies. The interaction process was filled with strategic
calculation by these stakeholders. As a result, the malfunctions of the behavior
management mechanism needs to be explored by considering the benefit concerns
of and the interaction between these stakeholders. The roles that key stakeholders
played in shaping patients’ care-seeking behaviors are presented in Fig. 4.3.

During the fieldwork, we found that the NCMS management office used a
referral system to restrain rural patients from spilling into tertiary hospitals. Both
the NCMS management office and urban SHI agency used tiered copayment and
deductibles to guide patients to seek care at primary care facilities. In addition to
these strategies, some other methods, such as tripartite negotiation and localized
management of the SHI, were used either to change patients’ care-seeking
behaviors or to restrain patients from being excessively admitted as inpatients.

First, the referral system of the NCMS. The NCMS management office
enforced a stepwise referral system. Rural patients who intended to go to hospitals
at city level were required to obtain their referral certificates from the county
hospitals to which they might not have been hospitalized. Those being admitted to
hospitals at provincial level were required to obtain their referral certificates from
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city-level hospitals. Subsequently, patients brought their certificates and other
necessary documents to the county NCMS management office to gain official
referral approval. With referral approval, the electronic information of NCMS
participation for patients was transferred to the hospitals to which patients were
admitted.

Patients were not allowed to go directly to hospitals at city or provincial level; if
they had, they would receive low or even no reimbursement from the NCMS. From
the perspective of an officer in the NCMS management office of County D, this
referral system of the NCMS would frequently prevent patients from seeking care at
city- or provincial-level hospitals:

Our province regulates that patients going to hospitals outside their own counties have to
get referral approval from the NCMS management office. After that, their electronic
information can be transferred to hospitals. If they go to hospitals in the city or at provincial
level directly and have no referral approval, they will not be reimbursed by the NCMS. This
is a strategy of managing their choices of hospitals. We request them to be referred stage by
stage, that is, being referred from county hospitals to hospitals at city and provincial level.
We request them to be referred reasonably, which is expected to control their flow.
(D20120906PZR)

Meanwhile, if patients obtained referral approval from local hospitals, their
electronic SHI enrollment information could be transferred online to the hospitals at
which they sought care, therefore being able to receive reimbursement instantly
once discharged from hospital. Patients without referral approval were required to
return to the county NCMS management office to obtain reimbursement.
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Fig. 4.3 Dysfunction of the behavior management mechanism
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I know that people being treated in our tertiary hospital can get their medical expenditures
fully reimbursed once being discharged from the hospital if they obtain their referral
approval within three days after they are hospitalized. Otherwise, they have to go back to
the county NCMS management offices to get reimbursed. (C20120918PYS)

Except for adjusting patients’ care-seeking behaviors, the referral system was
believed to have extra benefits. Primary care facilities were undeveloped with an
inadequate infusion of government finance. The referral system could boost the
development of primary care facilities, county hospitals, and secondary hospitals by
providing more reimbursement for treatments in these hospitals than in tertiary
hospitals. It could also enhance the affordability of patients’ medical costs. From the
perspective of a doctor in a district-level secondary hospital, the regulation of the
NCMS for NCMS patients obtaining referral certificates from local hospitals would
encourage these patients to stay in these local hospitals.

There are some new regulations in some hospitals that patients are required to receive
services in these hospitals and are forbidden to be referred to higher-level hospitals. If
patients really want to go to other hospitals, they will get lower reimbursement. So we
receive many NCMS patients. For instance, NCMS patients in this district have to come to
our hospital to receive services. If they want to go to hospitals at a higher level, they have to
seek our permission. If they go to city-level hospitals directly without our permission, their
reimbursement rate will be lowered from 70% to 60%. They will lose 10% of reim-
bursement due to not being referred. (B20120926MYS)

Moreover, the referral system of the NCMS would prevent patients from
overusing health services in tertiary hospitals and as a result, would reduce the
working burden of doctors in these hospitals and guarantee the quality of health
services.

NCMS patients coming to our hospital [a tertiary hospital at provincial level] are decreasing
in recent several years compared with ever before. This is because policies are changing.
The allocation of healthcare resources within the system was unreasonable and unbalanced
in the past. Plenty of patients flew to large hospitals at city and provincial level, with few
primary care facilities. To balance the profits of these organizations and to meet the needs
of patients, department of health management has to take some actions. For a patient with
tonsil infection, she really doesn’t have to go to our tertiary hospitals. The actions taken by
health management department are to deal with these situations. (A20121019ZJ)

However, urban SHI agencies did not implement this referral system. An officer
in an urban SHI agency in City B said that this was because none of the state
policies supported them to launch such a system, stating that neither a bidirectional
referral system nor tiered copayment was able to produce the desired effect of
adjusting patients’ care-seeking behaviors.

With regard to the bidirectional referral system proposed by the health department, it is just
propaganda. How to use referral to restrain people’s choices of hospitals? It is just used by
the NCMS, which regulates that patients would enjoy low reimbursement rates without
referral certificates issued by primary care facilities. It is a very rigid regulation. But we
urban SHI agencies cannot implement it because of no supporting state plan … Before the
enactment of related state policy, we urban SHI agencies just guided patients using tiered
copayment. But its effect is too weak. (B20120927SKZ)
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Second, tiered copayment and deductibles. Both rural and urban SHI agencies
used tiered copayment and deductibles to adjust patients’ choices of hospitals. The
detailed goal of these strategies was “to keep patients with minor diseases treated in
village clinics (or community health stations), those with general diseases in THCs
(or CHCs), and those with serious diseases in county hospitals (or district hospi-
tals),” with those whose diseases could not be cured in primary care facilities being
admitted to tertiary hospitals.

The NCMS provides higher reimbursement to rural patients being hospitalized in THCs
than in higher-level hospitals. Thus, many go to THCs to get more benefits. Patients going
to hospital at the higher level decrease, because what common people care about most are
substantial monetary benefits. Why not enjoy a 90 % reimbursement rate in THCs but go to
county hospitals to enjoy 80 %? Only if they get severe diseases, they go to hospital at
county and city level and above. The principle of the NCMS is to keep patients with minor
diseases treated in village clinics, those with general diseases in THCs, and those with
serious diseases in county hospitals. (D20120822CYS)

The copayment for treatment in primary care facilities was set to be very low.
The reimbursement rate within the scope of the NCMS policy for treatment in
THCs was as much as 90 % during our fieldwork in 2012. The actual reimburse-
ment rate of UEBMI for treatment in primary care facilities in City B reached 70–
80 %.

The state gives priority to developing primary care and secondary hospitals, with setting
low deductibles and high reimbursement rates for patients treated there. The reimbursement
benefits provided in these hospitals are distanced from the benefits provided to patients in
tertiary hospitals. For a hospitalized patient in primary care hospitals in our city, the actual
reimbursement rate has reached nearly 80%, which means that a patient spending ¥100 pay
only about ¥20 out of pocket. I think the benefits offered by UEBMI and URBMI are really
substantial. In theory, health insurance is a mechanism of risk sharing. If insurance is
designed to provide full reimbursement, it will be harmful as there is no restraint of
patients’ behaviors. Now patients hospitalized in primary care facilities can generally get
70% of their expenditures reimbursed. I think that the rate is enough with no space to
increase. (B20120927SKZ)

In addition to the copayment, the deductible was set to be tiered across hospitals
at different levels, with low deductibles for treatment in primary care facilities and
high in tertiary hospitals. Furthermore, patients being hospitalized for the second
time or later in the year would receive fewer deductibles than for the first time.

Over 60% to nearly 70% of the funds of the UEBMI in our city flow to tertiary hospitals,
and about 80% flow to secondary and tertiary hospitals, with about 20% to primary hos-
pitals. Why do we keep adjusting our regulations of deductibles? For patients hospitalized
in primary hospitals, they can enjoy ¥300 of deductibles for their first hospitalization and
¥200 for their second one. For those in tertiary hospitals, they can enjoy ¥800 of deduc-
tibles. We keep our priority of policies toward primary hospitals to induce patients with
general diseases to go there. We hope those with catastrophic diseases go to hospitals at a
higher level, which can reduce the stress of large hospitals in admitting patients. The aim of
adjusting regulations is to guide patients’ choices of hospitals. We do this partly through
lowering deductibles for primary hospitals. For example, we reduced deductibles for
patients hospitalized in primary hospitals from ¥400 to ¥300. (B20120924WKZ)
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Low deductibles in primary care facilities were believed by a clerk in the
municipal SHI agency of City C to directly decrease the OOPS of patients:

The deductibles of UEBMI were lowered from ¥800 to ¥500 and ¥700 in
primary/secondary hospitals and tertiary hospitals, respectively. The decrease of deduc-
tibles leads to the decrease of the OOPS of enrolled employees. The goal of the policy is to
encourage enrollees to go to primary and secondary hospitals rather than overflowing to
tertiary hospitals. If patients get serious diseases like the transplantation of a kidney, they
would go to tertiary hospitals; otherwise, they can go to secondary hospitals with some
general illnesses like catching a cold, appendicitis, or uterine leiomyoma. (C20120910ZJ)

Tiered copayment and deductibles of SHI were also considered to have extra
benefits. A chief physician in a city-level secondary hospital in City C believed that
a high reimbursement rate of NCMS in primary care facilities would adjust the
unequitable allocation of healthcare resources across health facilities at different
levels:

In our country, the limited healthcare resources are overallocated in large and middle cities.
To adjust this problem, the state increases the reimbursement rate of the NCMS for patients
treated in THCs. This is to attract patients to go to THCs and lead them back from hospitals
at city and provincial level. The aim of this regulation is good. (C20120918WYS)

Third, other strategies. SHI agencies might also use other strategies to adjust
patients’ choices of hospitals. For example, the municipal SHI agency of City C
used tripartite negotiation to guide patients’ care-seeking behaviors. It first nego-
tiated with the CHCs and the suppliers of some drugs for treating severe chronic
diseases, to reduce the prices of these drugs. It then regulated a baseline price for
purchase in CHCs. If patients bought these drugs in higher-level hospitals at prices
higher than the baseline price, they would not be reimbursed. It used this strategy to
guide patients to buy these drugs in CHCs.

We started the tripartite negotiation on the prices of drugs used for outpatient services of
severe chronic diseases a few years ago. The inpatients hospitalized in CHCs can also enjoy
these prices. We have considered expanding the range of these drugs… . If patients go to
the City People’s Hospital but not CHCs to buy these drugs, we plan to not reimburse them
for their expenditures, as we set the discounted prices of these drugs as a baseline standard.
We intend to do this to guide patients to go to CHCs. But expansion of these discounted
drugs is just a vision and has not been implemented. We will probably do it in future. Now
we just focus on a limited number of drugs. Moreover, we want to use this strategy to
negotiate the prices of medical consumption materials. We cannot force patients to buy the
discounted drugs in CHCs. But we can set a baseline price, expenses over which will not be
reimbursed. It is just like Hong Kong, with those going to private doctors enjoying no
benefits provided in public hospitals. Our aim is to guide them to seek care reasonably, as it
is not necessary for them to spill over to CHCs without mandatory regulations. That is why
we want to set a baseline price to guide them. (C20120912XDW)

As well as controlling the flow of patients to higher-level hospitals, the NCMS
management office also restrained patients from flowing to other counties, because
the NCMS funds were pooled at county level. This localized management of the
NCMS forced patients to go to hospitals in their own counties rather than other
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counties; if they did not like to receive treatment in their own counties, they could
go to hospitals at city and provincial level.

One problem of the NCMS, I perceive, lies in its mandatory pooling at county level, which
enforces local patients to be hospitalized in hospitals inside their own county. For example,
our county andWZ County adjoin. There are several villages in WZ County neighboring our
THC,with some cycling distance.Moreover, the technical level of our THC is good, therefore
attracting patients in those villages to seek care here before the implementation of the NCMS.
However, after its implementation, its regulation on pooling at county level forced patients to
receivemedical services in their own county. Hence, the patients inWZCounty never came to
our THC, which reduced substantially our revenue. (D20120812XWB)

4.3 The Healthcare Provider: Undisciplined Competition
with Asymmetrical Development

Although SHI agencies used various strategies to guide the care-seeking behaviors
of patients, tertiary hospitals were still overcrowded with patients. Healthcare
resources, especially medical talents, were overallocated in the large hospitals.
Meanwhile, hospitals competed in a disorderly way to attract patients. Their
profit-driven incentives overrode the effect of the bidirectional referral system and
tiered copayment and deductibles.

4.3.1 The Improving Facility Sophistication of Primary
Care Facilities

After the new round of health reform in 2009, the government infused substantial
new funding to the healthcare system, of which about 30 % was targeted at rural
and primary care institutions, including county hospitals, CHCs and THCs, com-
munity health stations, and village clinics. The government did not increase its
subsidies much for secondary and tertiary hospitals (Yip et al. 2010).

Apart from the infusion of government finance, the development of SHI schemes
also boosted the facility sophistication of primary care facilities. In some areas, the
THCs conducted privatization reform to stimulate incentives for doctors. All these
factors improved the development of primary care facilities:

It is for sure that the development of the NCMS has generally boosted THCs. Only patients
with general diseases sought treatment in THCs in the past. In addition, in 2002, the THCs
in our county were reformed by allowing private funding to be infused in THCs. So, the
facilities in THCs have been improved a lot. This, together with the effect of the NCMS,
attracts more and more patients to THCs. (D20120906PZR)
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Secondary hospitals also developed fast. A doctor in a secondary mental health
hospital in City C explained that it was due to the increasing social demands for
health services:

Both social demands for high quality services and the incidence of diseases are increasing.
In the past, only serious mental diseases like schizophrenia were counted as mental dis-
eases, but now people with slight psychological and mental problems also like to seek care
in our mental health hospitals. Some patients hospitalized in general hospitals also suffer
from problems of the stomach and other places of the body and feel that they are poorly
rehabilitated. Then they want to come to our mental health hospital to receive rehabilitation
services. All of these push us to buy some devices, and the services provided by us are
boosted gradually. People’s demands from enjoying mental health services do increase
substantially. They ask directly for device tests once they come. So the director of the
hospital realizes that this is a good opportunity for our development. We keep buying and
updating high-tech detective as well as treatment devices. (C20120918WYS)

The development of healthcare facilities corresponded to the social demands of
patients for health services as well as the reimbursement provided by SHI schemes.
As a result, we found that healthcare providers focused on facility development
because they realized that patients prefer to use certain medical services such as
device tests. They anticipated certain behaviors of patients that are beneficial to
them. They also did this because SHI as a welfare institution provides a bonus for
them. Healthcare providers calculated their gains in correspondence with the
behaviors of other stakeholders and institutions.

However, healthcare resources continued to be inequitably allocated. Facilities
in tertiary hospitals were much more advanced than in the primary and secondary
hospitals. Although the government prioritized the development of primary care
facilities after 2009, this had not been done prior to then and the status quo of health
resource allocation was greatly affected by these previous conditions. The facilities
sophistication of primary care facilities continued to lag behind due to very little
government finance in the past.

The government infused substantial resources to hospitals at city and provincial level, but
neglected the development of primary care organizations and just let them rely on them-
selves. Especially, the government didn’t put emphasis on the development of THCs and
didn’t infuse many resources. So did county hospitals, which also survived by user charges
rather than government investment. Therefore, most patients spill over to hospitals at city
and provincial level because they have no trust in hospital at county and township level.
Patients do not go there even if they get some diseases which can be treated well in county
hospitals. Especially, if children catch illnesses, their parents would absolutely go to large
hospitals at city level and above. (D20120906PZR)

The undeveloped facility sophistication of primary care facilities caused patients
to have no trust in the healthcare quality of these facilities and affected the
care-seeking behaviors of the patients. Therefore, many patients remained unwilling
to seek treatment from them.

I think that the various aspects of healthcare reform are interlocked. Patients are always
criticized as irrational by going to large hospitals. But they have no choice. Health
resources are overallocated in these hospitals. Patients have to go there to seek care if they
want to survive. (D20120827GXH)
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4.3.2 The Outdated Technical Competence of Primary Care
Facilities

Apart from facility sophistication, the technical competence of doctors in primary
care facilities and secondary hospitals was hardly comparable to that in tertiary
hospitals. The small hospitals had techniques to treat only general and not serious
diseases. This affected patients’ choices of hospitals, although the charging level of
health services in tertiary hospitals were usually high.

The charging level in tertiary hospitals is too high. Except for the high deductible and
copayment rate, there are many items outside the reimbursement formulary of SHI which
needs payment out of pocket if patients seek care in tertiary hospitals. If they are hospi-
talized in tertiary Grade A hospitals, they would be charged at least over ¥10,000, out of
which they have to pay a half, that is, ¥7,000-¥8,000 out of pocket. However, patients have
no alternative choices, because small hospitals like ours [a CHC] can treat only some
general diseases. If they catch some severe illnesses, they have to go to large hospitals.
(B20121101GSL)

It is arguable whether primary care facilities should buy sophisticated equipment
and recruit specialized medical professionals, as the government has set them up to
provide primary care. However, it would be a long journey to improve even the
training of primary care professionals such as general practitioners. In County D,
some village doctors and doctors in THCs gained the certificate of general practi-
tioner through only short training and an exam. It would not be possible to enhance
their technical competence in a short time.

To be honest, the government has really infused substantial resources to primary care
facilities. It produces some desired effects, such as the establishment of infrastructure and
the update of beds and even sheets on beds. The infrastructure has improved a lot, which
looks okay. However, what about the doctors? Patients go to see doctors, but find that
doctors are still those old and familiar faces. The quality of doctors cannot be enhanced
within a short time. Moreover, the government encourages training for general practi-
tioners. But it would take too many years. People’s trust in primary care doctors is still too
low. Even if we increase reimbursement for patients if they get treated by these doctors,
patients do not care as their economic conditions improve a lot. (B20120927SKZ)

4.3.3 The Undisciplined Competition Between Health
Facilities

The asymmetrical allocation of healthcare resources was accompanied by an
ineffective referral system partly because there was no transfer system between the
large and small health facilities. A doctor in a THC in County D said that hospitals
compete with each other intensely. The small hospitals would not refer patients with
serious diseases to the large hospitals, and vice versa. He said that “a hospital is like
an independent kingdom.”
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You see, in foreign countries, there are mature healthcare markets and large medical groups.
Those small hospitals can be deemed local agencies of these large groups and receive
guidance and management by the latter. If small hospitals received patients with catas-
trophic diseases, they have special contingency measures and a referral system to refer these
patients to hospitals which have the ability to treat them, or the large hospitals dispatch
specialists to these small hospitals. These systems are better than ours in terms of either
transportation or mutual communications. However, in our country, county hospitals have
almost no relationship with THCs. A hospital is like an independent kingdom. Hospitals
compete with each other, even with mutual accuse and defamation. (D20120827GXH).

In particular, the lack of a sound mutual transfer system means that patients have
no appropriate and effective choice of health facilities. Most interviewed patients
had no idea whether a hospital had adequate technical competence to cure their
disease. Under a case of medical emergency, patients and their family members
might lose their equanimity. All they could do was seek hospitals and doctors by
themselves, rather than effectively being referred to an appropriate hospital by local
health facilities.

My wife caught a severe disease this April when she was doing some agricultural work. She
fell and lost consciousness immediately. I rushed to call 120 (the medical emergency call)
to take her to the THC. She kept throwing up. The doctors in the THC were unable to detect
what her problem was. Then I rushed to call the county Chinese Medicine Hospital. It took
us away and then conducted some CT tests. We stayed for 3 hours in the hospital until they
said that they were unable to conduct surgery for her disease; neither could the County
hospital. We rushed hurriedly to the 371 Hospital in the city. Finally, the 371 Hospital
conducted surgery. We were lucky to go directly to this hospital rather than the county
People’s Hospital after we came out of the county Chinese Medicine Hospital. Someone
told me that if we went to the county People’s Hospital, the symptoms would be exacer-
bated due to the delay in necessary treatment. If so, my wife could have died or become a
patient in a persistent vegetative state. Although we spent more in the 371 Hospital than in
the county hospitals, it was okay as long as my wife became well. If I didn’t want to spend
much at that time, my wife would become a patient in a persistent vegetative state.
Actually, my mind was vacant at that time. I felt hopeless and didn’t know what to do.
(D20121030XGM)

Apart from the lack of a sound mutual transfer system, hospitals were
profit-driven and competed for income. This was because they received few sub-
sidies from the government and therefore had to rely on user charges to make a
living. However, this may have caused patients to suffer. The mother of a patient
who had been hospitalized in a secondary hospital in City B said that the hospital
had no technical capability to cure her daughter’s disease but just delayed and did
not permit her exit from hospital, with the purpose of earning more money:

My daughter caught aplastic anemia last year. At the outset, we didn’t know exactly what
disease she had. We went to the City No. 1 People’s Hospital. She was hospitalized for one
month and was charged over ¥30,000. But the hospitalization produced no effects. Fuck!
They didn’t have relevant techniques to cure this disease. They admitted my daughter just
for money. During that month of hospitalization, they told us nothing and just prescribed
drip infusion. They said that they would conduct a bone-marrow transplant operation.
However, they had no relevant techniques but would have to invite doctors from a
provincial hospital to do it. We hopelessly watched them delaying and having no action.
Then I called my husband who was working in a real estate company in Shanxi Province.
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He looked for some information online and saw that there was a blood disease hospital in
Tianjin which ranked number 1 in the whole country. Then he came back and went with my
nephew to the City Central Hospital to learn the information of that disease. A doctor in the
Central Hospital suggested we go immediately to Tianjin and said that no other hospitals
were able to cure this disease. Therefore, we decided to go to Tianjin to receive the cure, no
matter how much money we would spend. (D20121028LTZ)

Moreover, to earn more money, some county hospitals even took advantage of
the referral system of the NCMS by forbidding patients from going to higher-level
hospitals. They refused to issue referral certificates for patients. Patients without
referral certificates had to stay in the county hospitals; otherwise, they would
receive lower or even no reimbursement of SHI if they went to higher-level
hospitals.

You know, we [a city-level tertiary hospital] are good at functional surgeries. Our technical
competence is at the top level in the whole province. The patient I just received is from
another city in the province. Many patients from other cities come here to seek care. The
revenue of our service department comes mainly from functional surgeries. Without
functional surgeries, we cannot survive as some county hospitals forbid patients from being
referred to hospitals at the upper level. You see, in YJ County, all patients are not allowed
to be referred. If patients go to our hospital without referral, they have to receive less
reimbursement and pay more out of pocket. County hospitals generally implement strict
referral regulations, where their directors require doctors to keep patients staying.
(B20120927WZY)

As well as the delaying when delivering treatment, and the refusal to refer
patients to other hospitals, a hospital with no relevant technical competence might
invite doctors from higher-level hospitals to conduct treatment. This phenomenon
was common although illegal, according to relevant regulations. The invited doc-
tors wanted to work for extra income, although this was not permitted by the
hospitals they belonged to.

When I got a hernia this year, I planned to go to the THC in my township to receive
surgery. However, I asked others and knew that the scale of the THC was too small. In
addition, the technical capability of doctors there is so low that they could not conduct this
surgery. They have to invite doctors in county hospitals to come to operate on a Sunday.
My son was at home at that time and urged me to seek care as soon as possible. Therefore, I
didn’t want to wait until Sunday and then snatched a surgery in the Red Cross Hospital in
the county. (D20121107LZY)

There were some other tactics to attract patients to receive inpatient services in a
hospital. The hospital might provide some “under-the-table” benefits to doctors in
primary care facilities, and correspondingly, the latter would refer patients to that
hospital. For example, the THC in County D where I conducted fieldwork regulated
that NCMS patients had to consume over the deposits in their household saving
accounts in village clinics before they could seek outpatient services in the THC.
A doctor in that THC said that this was to provide benefits to village doctors and, in
turn, to encourage them to refer patients to the THC rather than county hospitals:

Our THC regulates that patients have to spend over all the deposits in their saving accounts
of the NCMS in the village clinics before they can seek outpatient services in our THC. We
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do this to bring benefits to both the THC and the village doctors. In principle, village
doctors are subordinate to THCs directly. The relationships between village doctors and
county hospitals and the county BoH are not so close. Therefore, if we provide some
benefits to village doctors, they will also return with benefits by referring patients who need
to be hospitalized to us rather than to county hospitals. This can increase the revenue of
THCs, which compete with other hospitals intensely. (D20120816ZHX)

4.4 The Patient: A Health-Prioritizing
and Facility-Sophistication-Oriented Consumer

Patients bought healthcare services from doctors and in turn received reimburse-
ment from SHI agencies. Patients selected health facilities according to the severity
of their diseases, affordability, and other socioeconomic factors. However, human
beings cherish their lives. The consciousness of valuing health more than reim-
bursement of the SHI made Chinese patients neglect to obtain sufficient information
about healthcare quality in hospitals. In particular, with increasing health con-
sciousness as well as economic status, Chinese patients trusted healthcare quality in
the large hospitals rather than that of the small hospitals. Meanwhile, patients used a
number of strategies such as seeking social relations to reduce the risks of their
choices.

4.4.1 The Combined Effects of Patients’ Health
Consciousness and Economic Status

The health consciousness of Chinese patients was improving, with both rural and
urban patients putting greater emphasis on their health than on the reimbursement
benefits provided by the SHI schemes. This consciousness counteracted the effect of
the strategies for adjusting the care-seeking behavior of patients used by SHI
agencies. Patients preferred to receive treatment in the large hospitals, which were
perceived as providing a higher quality of care, even if the small hospitals had
sufficient technical capability to cure their diseases.

Although we provide a tiered copayment system for patients treated in hospitals at different
levels, it produces unsatisfactory effects. There may be many reasons. For example, peo-
ple’s awareness of health is improving. They value their health more than their medical
spending. But we the UEBMI agency care about how much money they spend.
(C20120910ZJ)

From the viewpoint of an officer in the municipal SHI agency, it was deemed
normal that patients preferred to receive inpatient services or to go to large-scale
hospitals. She even thought that the referral system was not a well-designed policy
in that it brought the inconvenience of reimbursement to patients.
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Since 2008, the general reimbursement rate of UEBMI in our city has increased by 15%,
which is the reason why the amount of inpatients rose so quickly. In my opinion, the rise of
inpatients is quite normal. The blockbuster expansion of people’s healthcare demands is
due. People don’t care much about our adjustment of the tiered reimbursement rates.
Moreover, I chat with patients in hospitals sometimes and find that they are unsatisfied with
the referral system. They say that they want to go to higher-level hospitals, but primary care
organizations forbid it and provide no referral certificate. Therefore, they have to receive
low reimbursement rates in higher-level hospitals. In this regard, the bidirectional referral
brings inconvenience to them. (B20120927SKZ)

Patients’ admission to large hospitals might be exacerbated, especially in the
case of some conditions, such as catastrophic disease, medical emergency, child
illness, and so on.

We [a patient and her family members] spent lots of money to cure my daughter who
caught aplastic anemia last year. However, we had no alternative choices as we encountered
such things. If we had no money at that time, we would certainly need to receive treatment
even if we borrow money from others. When we got to Tianjin to seek care, a doctor there
told us that we would spend ¥200,000 to ¥300,000. Then my husband felt very stressed.
But we decided to accept treatment eventually. (D20121028LTZ)

We [a county NCMS management office] regulate distinct reimbursement rates of the
NCMS, with 90% for patients hospitalized in THCs, 80% in county hospitals, 70% in
hospitals at city level, and 65% in hospitals at provincial level. Regarding pure economic
benefit, patients would spend less in THCs than in other hospitals. In addition, patients who
want to go to hospitals at city level and above must obtain referral approval from our
NCMS management office. We also tell them that they would be better going to THCs and
county hospitals rather than city-level hospitals if their disease can be treated in the former
hospitals. However, they care little about our suggestions. They say that no one can be
responsible for them or their sick children if they are not cured. (D20120906PZR)

Patients’ health consciousness and choice of health facilities were also affected
by their economic condition. An officer in the NCMS management office of
County D and also one in the municipal SHI agency of City B said that their
measures of adjusting patients’ care-seeking behaviors were offset by people’s
increasing economic conditions. The affordability of expensive medical services
was increasing so fast that many did not care about how little of their medical costs
might be reimbursed by the SHI.

We [the municipal SHI agency of City B] enacted a tiered copayment system for patients to
prevent them from spilling over to large hospitals. However, its effect is compromised. This
is a problem of national policy. People are becoming increasingly rich so that they are able
to afford medical services in large hospitals. Moreover, our City B is just a small city. If my
family has a patient, I can even ride a bike to find a large hospital close to my house, not to
mention riding a taxi. It is possible that my meal is still hot when I come back. City B,
unlike those large cities such as Beijing and Shanghai, has such an advantage in trans-
portation. And the very thing is that my family can afford this with the increasing reim-
bursement of the SHI. (B20120927SKZ)

We as an NCMS management office cannot control health cost inflation in hospitals at city
level. Many rural residents spill over there, because their living conditions improve. In
addition, their demand for high quality services increase. They don’t believe in the
healthcare quality in county and township hospitals. (D20120906PZR)
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4.4.2 The Facility-Sophistication-Oriented Care-Seeking
Behavior

Patients tended to seek care in tertiary hospitals not only because of their improving
health consciousness and economic status, but also their facility-sophistication-
oriented awareness.

Patients’ care-seeking behaviors were affected by the scale of hospitals. The
large hospitals were believed to possess high technical capability and therefore, to
be able to provide high quality services.

Our ordinary people have a bad habit in that if we have diseases, we like to go to large
hospitals. We believe in the healthcare quality, high-tech equipment, and technical com-
petence of doctors in these hospitals. These make us rest assured. (A20120910ZJ)

Patients were easily attracted by the facility sophistication of hospitals, espe-
cially its high-tech equipment. Hospitals realized patients’ demands of this kind and
therefore competed to buy high-tech test devices, devices and materials for lab tests,
and so on. As a result, it caused a “medical arms race” in hospitals.

High-test devices are the major assets in any hospitals, which are worth millions of Yuan
generally. For example, I am in the department of medical tests in our hospital. The
earnings of our department are the main source of revenue of our hospital, receiving about
one tenth of its annual revenue. All the service departments have to rely on us. The more
advanced a hospital is the more devices it has. All the hospitals are competing to buy test
equipment. If you don’t buy them, patients will not come. Large advanced devices are the
sign of hospitals. (A20121019HYJ)

The medical arms race existed not only among hospitals, but even among pri-
mary care facilities. The latter competed to purchase CT, MRI, color ultrasonog-
raphy, and other high-tech machines to attract patients.

Medical facilities in our THC lagged behind in the past. We bought the color ultrasonography
and CT to attract patients a few years ago. Now patients from other townships would like to
seek care in our THC. Even patients from another county such as XWCounty come here now.
I tell them that they would not be reimbursed due to the regulations of the NCMS about
pooling at county level. They don’t care and say that it doesn’t matter. (D20120903TLB)

Meanwhile, patients’ trust in hospitals and doctors was an important concern.
Chinese patients had no strong trust in technical competence and healthcare quality
in small hospitals and primary care facilities. The perceived healthcare quality in
health facilities affected patients’ care-seeking behaviors.

Although we provide much reimbursement for patients treated in small hospitals, patients
are unwilling to go. As far as I know, this is because of patients’ untrustworthiness of the
healthcare quality of these hospitals. Patients’ trust in hospitals and doctors is quite an
important intangible asset. Now the government has also realized this problem. If people
put no trust in doctors, teachers, the government, and policemen, the society will be at the
edge of breakdown. (B20120920BJZ)

Our hospital [a provincial tertiary hospital] admits many NCMS patients. Although the
NCMS provides less reimbursement for patients treated in our hospitals than in hospitals at
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a lower level, patients still spill over here. That is because the government sets up a tiered
healthcare system. County hospitals are the best health facilities within the county, and
hospitals at city level are the best health facilities within the city. However, patients still
don’t believe the healthcare quality of these hospitals. In addition, if they catch serious
diseases, they will come here directly. (A20121019ZJ)

4.4.3 Social Relations as an Intermediary/Warrantor

Without sufficient consumer information, Chinese patients became used to relying
on their social relations to find hospitals. They thought that social relations might
warrant cost effectiveness of their treatment. Nearly all the patients we interviewed
in the four investigated areas found hospitals via their friends or relatives. In their
opinion, if they were recommended to doctors through these social relations, they
were more likely to enjoy better, responsible or low-price treatment than if they
sought these doctors directly.

My daughter was hospitalized in the county People’s Hospital last year because of the
inflammation of her tonsil. Doctor Yang, one of the doctors supervising my daughter, was
my comrade-in-arms. In this hospital, there are so many doctors I am familiar with, some of
whom are my relatives. Doctor Yang works in the Department of Surgery and deals with
some surgical diseases like appendicitis. He was not the doctor in charge of my daughter,
but attended the surgery. The doctor in charge came from the Department of
Otolaryngology (ear, nose and throat), which was the only department of services capable
of conducting tonsillectomy in the whole county. (D20121030LY)

My father went to the City Hospital of Infectious Diseases to receive a lung cancer surgery
this year. It was recommended by a Chinese medicine practitioner in a THC. He was the
friend of a doctor named Feng in the City Hospital of Infectious Diseases. Doctor Feng
became the doctor in charge of my father after being hospitalized. (D20121025LZX)

The reason why I chose the Red Cross Hospital to receive a hernia surgery is because the
daughter of my wife’s sister was working there. I contacted her to find a doctor who could
conduct surgery for me immediately. (D20121107LZY)

4.5 SHI and Its Agency: A Behavior Booster Rather Than
Manager

Confronted by so many constraints from healthcare providers and patients, SHI and
its agencies played a weak role in managing patients’ care-seeking behaviors,
causing their strategies for adjusting these behaviors to lose magnitude. Instead, the
reimbursement benefits provided by SHI stimulated patients to go to higher-level
hospitals rather than primary care facilities.
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4.5.1 Inefficient Referral System and Tiered Copayment
and Deductibles

Although some hospitals refused to provide referral certificates to NCMS patients
for the purpose of retaining those patients and making profit, they could not restrain
the flow of patients to large hospitals. With improving health consciousness and
economic status, many patients cared little about the loss of their reimbursement
due to the lack of referral certificates.

In addition, county NCMS management offices introduced digitalization to
manage their referral system, which brought convenience to NCMS patients hos-
pitalized outside of the county. A doctor in a secondary hospital in City B said that
NCMS inpatients in that hospital could obtain their medical reimbursements
immediately, by calling the NCMS management office following discharge from
hospital. They did not have to go back to their own counties. However, the digi-
talized referral system also reduced the constraints of referral on patients’
care-seeking behaviors. In this sense, the digitalized referral system had both
positive and negative effects.

NCMS patients have to show their insurance certificates and ID cards (to get reimbursement
after they are discharged from this hospital). However, they enjoy more convenience than
they used to. They just call the county NCMS management offices and show their number
of NCMS certificates. After that, the NCMS management offices will transfer their infor-
mation online. (C20120918GKZ)

Similarly, the strategy of tiered copayment and deductibles also suffered from
inefficiency. Except for the constraints from healthcare providers and patients, the
gaps between the reimbursement rates of hospitals at different levels were believed
to be too small.

The amounts of admissions in tertiary hospitals increases faster than ours (a secondary
hospital at city level). Even if patients have a lower reimbursement rate in tertiary hospitals,
the rate is just slightly lower than that in our hospitals by 10%. (B20120926MYS)

However, SHI agencies did not want to apply more radical regulations of tiered
copayment and deductibles, setting the reimbursement rate in tertiary hospitals low
in order to adjust patients’ care-seeking behaviors. Instead, it increased the reim-
bursement rate for patients admitted in tertiary hospitals in accordance with that of
primary care facilities and secondary hospitals. An officer in the municipal SHI
agency of City B explained that it was because most patients with serious diseases
were hospitalized in tertiary hospitals. One of the main goals of the state policy was
to increase the affordability for these patients to avoid disease- and medical
spending-induced poverty. Therefore, SHI agencies had to keep increasing the
reimbursement rate for treatment in tertiary hospitals. It suffered from the
conflicting priorities between the behavior management and reimbursement
mechanisms.

The tiered copayment of UEBMI doesn’t achieve the desired results, as the reimbursement
rate has to be kept consistent among hospitals at different levels. If the rate is raised in
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primary care facilities, it is impossible to decrease the rate in tertiary hospitals because most
patients with catastrophic diseases are hospitalized in tertiary hospitals. We have to raise the
rate in tertiary hospitals too. In addition, the priority of government policy is given to
helping the disadvantaged groups and patients with catastrophic diseases. In this regard, the
principles of reimbursing more in primary care facilities and of reimbursing more for
patients with catastrophic diseases are in conflict mutually, as most patients with severe
diseases are in tertiary hospitals. The inclusion of new drugs, services, and materials into
the UEBMI formulary, the adjustment of drug formulary, and so on, are all policy changes
to benefit these patients. Moreover, the State Council promulgated the Serious Illness
Insurance to reimburse more to patients spending over ¥10,000. It also aims to help these
patients. (B20120927SKZ)

In this regard, the behavior management mechanism may work well only for
those patients with minor diseases. To receive more reimbursement, patients with
minor diseases preferred to seek doctors in primary care facilities.

I received surgery to treat my prolapse of lumbar intervertebral disc this January 15th in the
Red Cross Hospital in our county. I go there because it has equivalent health quality with
county hospitals but is just a THC. So I can get more reimbursement than in county
hospitals. (D20121028SXT)

4.5.2 SHI and Its Agency as a Behavior Booster Rather
Than Manager

The strategies of adjusting patients’ care-seeking behaviors suffered from dys-
function. What was worse, the substantial reimbursements of SHI boosted patients’
admission to higher-level hospitals. It was especially serious for urban patients who
lived in the city where quality healthcare resources were concentrated. An SHI
reimbursement manager in a tertiary hospital in City C said that even URBMI
patients with minor diseases would go to tertiary hospital to seek treatment.

Different SHI schemes regulate various criteria of expenditures per admission for our
hospital [a tertiary hospital], with the UEBMI over ¥8,000, the URBMI over ¥6,000, and
the NCMS ¥80,00 … Most NCMS patients coming to our hospital are those with serious
diseases, while those URBMI patients with even general diseases come here. NCMS
patients with slight general diseases often go to THCs first, with those with more serious
diseases going to county hospitals. But URBMI patients with either slight or severe dis-
eases go to hospitals at city level, because they can get most of their expenditures reim-
bursed. (C20120918WKZ)

Urban patients would also choose the large hospitals because of the
internet-assisted reimbursement of UEBMI and URBMI. Unlike NCMS patients
who had to present their NCMS certificates to receive reimbursement, UEBMI and
URBMI patients had special insurance cards for reimbursement. The insurance card
was like a credit card, by which patients only needed to swipe the cards to pay for
their medical expenses.
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UEBMI and URBMI patients don’t have to have referral approval when they are hospi-
talized in our hospital [a secondary hospital at city level]. But NCMS patients, unlike their
UEBMI and URBMI counterparts, have to notify their county NCMS management offices
to transfer their NCMS information to us. UEBMI and URBMI patients don’t need to do
this. They have insurance cards. When they are hospitalized, they just swipe the cards to
pay their medical spending. (C20120918GKZ)

4.6 Summary of Findings

To summarize, the behavior management mechanism of SHI required SHI agencies
to manage patients’ care-seeking behaviors. Correspondingly, SHI agencies used
various strategies to restrain patients from spilling into higher-level hospitals.
However, its efforts were offset by the interaction between healthcare providers and
SHI agencies and patients, as well as in the process of institutions structuring the
interaction.

With regard to healthcare providers, primary and secondary health facilities tried
to attract patients. They devoted their attention to the development of facilities,
equipment, and devices, especially when they received increasingly more funding
from the government and benefited from the development of SHI coverage. They
invited doctors from higher-level hospitals to treat patients in order to make up for
their undeveloped technical competence, with some of them coalescing with doc-
tors at lower-level health facilities to obtain referred patients. Low-level health
facilities also took advantage of SHI’s referral system to forbid patients to go to
high-level hospitals by providing no referral certificates.

Their efforts, however, were counteracted within the larger institutional sur-
roundings. Due to a poor compensation system for hospitals, the government
provided rather insufficient finance to health facilities. All healthcare providers
became profit-driven, thus formulating no mutual transfer relationship across health
facilities. They competed in a disorderly manner in order to attract patients. Even if
patients with minor diseases flowed to tertiary hospitals, doctors there would not
refer those patients to primary and secondary health facilities. In addition, health-
care resources were inequitably allocated across health facilities at different levels.
Tertiary hospitals possessed the most healthcare resources and had much higher
technical competence than primary and secondary health facilities. Both health
facilities and technical competence in the latter two lagged behind the former.

The larger institutional surroundings also shaped the calculations and choices of
patients. As healthcare resources were overallocated in tertiary hospitals, the quality
of health services there were perceived to be high; patients had lower trust in the
technical competence of primary and secondary hospitals. Patients were
facility-sophistication-oriented in that they chose hospitals according to the scale
and number of high-tech devices of the latter. Moreover, patients had increasingly
high health consciousness and economic conditions, which may have induced them
to further neglect the relevant high reimbursement rates if they were admitted to
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primary care facilities and secondary hospitals. In addition, the rapid development
of SHI and the radical increase of SHI reimbursement stimulated them to seek care
in large hospitals.

With these constraints, SHI agencies became powerless to adjust patients’
care-seeking behaviors and to enforce the behavior management mechanism of
SHI. Urban SHI agencies, due to no policy support, were unable to implement the
referral system. Both urban and rural SHI agencies were unable to enlarge the gaps
between the reimbursement rates among health facilities at different levels, because
the government encouraged the increase of SHI reimbursement to patients with
catastrophic diseases who were mostly admitted to large hospitals. In addition, the
digitalized referral system and internet-assisted reimbursement brought procedural
convenience of reimbursement to patients on the one hand, and stimulated patients
to go to higher-level hospitals on the other hand. Patients did not have to return to
their home towns to receive reimbursement if they were hospitalized in city or
provincial hospitals.

Accordingly, we conclude that the SHI system was finally embedded in the
larger institutional surroundings. The malfunction of behavior management was
generated by the inefficient interaction between healthcare providers, patients, and
SHI agencies. Furthermore, this inefficient interaction was shaped and structured its
larger institutional surroundings.
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Chapter 5
The Purchasing Mechanism: A Game
Between Purchasers, Patients, and Doctors

In Chap. 4, we explored the behavior management mechanism of SHI. Interpreting
the dysfunction of the behavior management mechanism facilitated us to under-
stand the statistical relationship tested in Chap. 3, that is, the mediating role that
people’s care-seeking behaviors played in the relationship between SHI participa-
tion and OOPS. The quantitative analysis in Chap. 3 also revealed poor perfor-
mance of the SHI purchasing mechanism, in that SHI participation was unable to
constrain medical cost inflation but instead boosted it to a certain degree. To explain
the statistical relationship between SHI participation and medical costs, we interpret
the SHI purchasing mechanism in this chapter.

Advocates of SHI claimed that information asymmetry existed in the health
service market. The information advantage of providers over patients could cause
serious market failures (Arrow 1963). The solution was to introduce a third party—
an SHI agency or insurer—to act as the agent for insurance enrollees. Theoretically,
SHI agencies could act as smart buyers because they could obtain information at
lower prices and had stronger bargaining power than individual patients. At the
same time, an SHI agency could curb the unnecessary health demands of utilization
management. Enthoven’s (1988) conception of managed competition was one such
formulation. No matter whether or not there was competition between insurers and
providers, a third-party purchasing of health services through separating the func-
tions of financing from the production of services was highly appreciated (Preker
2005; Robinson et al. 2005). SHI, by shifting some power from the supply to the
demand side, balanced the influence of patients versus providers, which therefore
was deemed by many health planners to be a magic solution to the problems of
healthcare financing (Hsiao 2007).

However, it was dubious whether health insurance could play this role in
third-party purchasing and cost containment, as the theory claimed. To better
understand the relationship between SHI and medical costs, therefore, in this
chapter we explore the everyday administration of SHI agencies and health facil-
ities, as well as the experiences of patients. We also probe into the interaction of
different stakeholders and the grand institutional surroundings that shaped and
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structured the practices of these stakeholders. In China, the largest middle- and
low-income country in the world, SHI administrators, doctors, and patients faced
far more complexity than those in other countries. Therefore, by examining the
everyday practices of and the interactions between different stakeholders, we
wished to interpret the purchasing mechanism of SHI and explain its role in the
relationship between SHI participation and OOPS.

Our investigation traced the strategies that SHI agencies employed to contain
cost inflation in health facilities, and evaluated the reactions of doctors and patients
to these strategies. We first summarize the strategies of SHI agencies in purchasing
medical services from healthcare providers as patients’ representatives, and then
explore the roles that SHI agencies, healthcare providers, and patients played in
health cost inflation. Finally, we analyze the effects of the institutional surround-
ings. Using our main findings, we present in Fig. 5.1 the roles that key stakeholders
played in health cost inflation.

5.1 Strategies for Purchasing

To better understand the different strategies that various SHI schemes used for
healthcare cost containment, it is first necessary to review briefly the supervision
structure of these schemes. The three kinds of SHI schemes, UEBMI, URBMI, and
NCMS, were administered separately, each scheme being operated by localized

The disenabling institutional 
surroundings 
1. The poor compensation system
2. The distorted price schedule
3. The fragmented SHI schemes
4. The inequitable allocation of 
health care resources

Strategies:
1. The safety of the SHI pooling 
funds 
2. Payment methods reform
3. Indicator management
4. Irregular/regular inspections
5. Punishment
6. Tripartite negotiation

The weakest 
“cheater”

A weak purchaser

An Unhappy 
Reactor

Patients

SHI 
agencies

Health care 
providers

Fig. 5.1 Dysfunction of the purchasing mechanism
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management. The UEBMI and URBMI at municipal level were managed by
municipal SHI agencies, while those at district and county level were managed by
district and county SHI agencies, respectively. The NCMS was managed by a
county NCMS management office. A municipal, district, or county SHI agency was
a division of the municipal, district, or county bureau of human resources and social
security (BHRSS), respectively. A county NCMS management office was a section
or agency of the county bureau of health (BoH). At the same time, hospitals and the
NCMS management office were both under the stewardship of the BoH.

We investigated the UEBMI at provincial level in City A, the UEBMI at
municipal level in City B, the UEBMI and URBMI at municipal level in City C, as
well as the UEBMI, URBMI, and NCMS at county level in County D. Although
these SHI schemes were run by different government sections, they used quite
similar strategies to purchase medical services.

We found that the safety of the SHI pooling funds was the priority and basic
principle of management for all kinds of SHI schemes in the investigated areas. In
addition, all SHI agencies used similar strategies of purchasing to restrain the
improper prescription behaviors of doctors and the excessive demands of patients,
including payment methods reform, indicator management, inspection, punishment,
and tripartite negotiation. They also used these strategies to contain the inflation of
medical expenditures.

First, the safety of the SHI pooling funds. Ensuring the safety of the SHI
pooling funds was the first principle under repeated orders and injunctions of the
governments at different levels. Most of the participants in urban and rural SHI
agencies said that their most important work was to guarantee that the reimburse-
ment expenditures did not exceed the funds held. To fulfill this task, they employed
many tactics to keep a balance between the expenditure and revenue of the pooling
funds. An officer in the urban SHI agency of City C emphasized the importance of
ensuring the safety of the pooling funds of the UEBMI and URBMI:

The funds of the UEBMI and URBMI are different with that of the old age insurance which
is subsidized by the government finance. The funds of the UEBMI and URBMI have to be
spent according to their revenues and a balance kept between expenditure and revenue.
How to keep a balance? It depends on expenditures in hospitals. If the cost inflation in
hospitals is higher than the increase of funds revenues, we will intervene in hospitals by
telling them that we are almost in deficit. Therefore, it is very important to control the
spending of the funds. There are two most important things for our urban SHI agency: one
is the collection of premium, the other is the management of the funds. We would ensure at
least the funds to be spent on rational things. We cannot provide reimbursement to all kinds
of expenditures in hospitals. (C20120910ZJ)

A deputy director of the NCMS management office of County D said that no
government sections or officers were permitted to embezzle the pooling funds.
Ensuring the safety of the pooling funds was the political responsibility of the
governments at different levels. In addition, SHI reimbursement plans had to be set
up according to the revenue of the pooling funds.

No one dare embezzle the funds of the NCMS which involves political responsibility and
therefore draws high attention of the upper governments. The former Vice Premier WU Yi
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said that anyone who dares to embezzle the funds would be executed by shooting! Her
words are scaring anyway, but do reflect the importance of the funds. The governments at
all levels focus on the safety of the funds and do not dare to embezzle them. I saw from the
online reports that the funds were embezzled and some governments couldn’t infuse
subsidies to the funds on time. These problems should not come out in theory. Generally
speaking, we set up our plans of reimbursement according to the size of the funds and try to
guarantee that our expenditures do not exceed the total amount of the fund revenue.
Therefore, our most important tasks involve two points: one is the safety of the funds, the
other is the balance between the revenue and expenditure of the funds. If we spend too
much, we will have no money to reimburse patients. So, our plan on the reimbursement
spending is quite important. However, the provincial government made a unique plan of the
NCMS funds last year. It was too radical by increasing the reimbursement rate to 90% for
THCs in all counties. The funds of many counties couldn’t keep a balance.
(D20120906PZR)

Some participants criticized the overemphasis of the safety of the pooling funds.
For example, a doctor in the investigated THC in County D said that the importance
of cost control and the safety of the funds were overwhelming and were even more
important than healthcare quality.

The goals of the NCMS policies focus too much on expenditure indicators. The government
doesn’t care much about healthcare quality, which is becoming increasingly poor. The
attention of the governments at all levels is on medical spending. Who cares about
healthcare quality if medical expenditures don’t exceed the regulated extent too much?
(D20120816GXH)

Second, payment methods reform. SHI agencies conducted payment methods
reform by replacing retrospective payment methods, such as fee-for-services pay-
ments, partly or fully with a number of prospective payment methods, such as
global budget. These prospective payment methods were used for the purpose of
controlling cost inflation in health facilities.

After the launch of the new round of healthcare reform in 2009, all the inves-
tigated areas piloted the global budget and other prospective payment methods for
various SHI programs. For instance, global budget was implemented for UEBMI
inpatients who worked in provincial government and institutions in City A,
municipal UEBMI inpatients in City B, municipal UEBMI and URBMI inpatients
in City C and NCMS inpatients in County D; DRG payments was implemented for
NCMS inpatients in County D; and capitation was implemented for URBMI out-
patients in City C.

Among these methods, the global budget was the most commonly used. SHI
agencies set the annual fixed budget for each health facility using the average
expenditures of reimbursement in that facility of the past one to three years. An
officer in the UEBMI management office in the municipal SHI agency of City C
said that they regulated the fixed budget for each health facility by referring to many
cost-related indicators. The fixed budget was stated in the contract they signed with
health facilities.

We set up fixed budgets for each hospital by referring to various types of their expenditures
in the past three years, including total expenditures, inpatient admissions, the proportions of
costs of Class A and Class B drugs, the proportions of drugs outside of the drug catalogue
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of the UEBMI, the proportions of drug costs and of drug costs paid out-of-pocket, the
proportions of costs of test and medical consumption material, expenditures per admission,
and so on. We also accounted for price inflation and reasonable increase of revenues in
hospitals. After that, we conducted statistical analysis to set up indicators for the different
types of expenditures mentioned above. Then we used these indicators to negotiate with
hospitals. If both hospitals and us agreed with these indicators, we signed contracts to
conduct the global budget. At the time of settlement at the end of the year, we paid hospitals
according to their performance of monitoring these indicators. All of these strategies are
aimed at controlling the total budgets in hospitals. (C20120913YM)

County NCMS management offices also used global budgets to contain cost
inflation in county hospitals and THCs. However, their indictors to calculate the
fixed budget for each health facility were less exact than the urban SHI agencies’
indicators. Usually, they considered the total expenditures or reimbursement of each
health facility without referring to more detailed cost-related indicators.

The global budget of the NCMS is based on the average of total expenditures of each month
in the past three years. For example, if our THC was reimbursed with ¥100,000 in May
2009, ¥150,000 in May 2010, and ¥200,000 in May 2011, we will get a fixed budget of
¥150,000 in May 2012. We have to monitor our spending by ourselves. If we exceed the
budget, we have to reimburse patients by ourselves. If there is still surplus…we have to
spend all the budgets anyway. (D20120903WSC)

The delivery of these fixed budgets to health facilities comprised several steps.
First, the budget was paid prospectively rather than retrospectively. Second, only a
proportion of the budget was paid, with the rest formulating a performance bond to
be paid at the end of the year. Third, a certain award was provided if the hospitals
did not go over budget, while a certain subsidy was provided if there was over-
expenditure. These steps are reviewed one by one, as follows.

First, both the urban and rural SHI agencies replaced the retrospective payment
with a prospective payment of the SHI budget. The prospective payment was
enacted to satisfy the needs of health facilities in maintaining normal operations. An
officer in the municipal SHI agency of City B expressed this method as “repre-
senting the provision of better services to hospitals.”

We revised the 2007 plan of the global budget of the UEBMI in 2010. Why? That was
because we didn’t implement prospective payment of budget to hospitals in 2007.
Prospective payment is just a tool to build links with hospitals, which represents the
provision of better services to hospitals by us. Hospitals always complained that they had to
advance reimbursements to patients with our former retrospective payment to them. After
we implemented prospective payment, the most important thing was that we changed our
attitudes toward hospitals. We advanced the first 80% of the fixed budget of reimbursement
to hospitals to reduce hospitals’ pressure of fund turnover. This established a cooperative
relationship between hospitals and our SHI agency, which led hospitals to provide better
services to patients and prevented hospitals from lowering services quality…Among all the
social insurance programs, it is only the health insurance that has conducted this strategy.
Are there any other insurance programs being able to do this? No! They provide no
prospective payment. Hospitals could be deemed a disadvantaged group in the past, but
now they are in an equal position with us. Therefore, their normal operations become more
and more smooth. (B20120924WKZ)
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Second, the fixed budget was not fully paid in advance but partly paid, with the
rate of 80 % generally being used. Officers in SHI agencies used this strategy to
prevent doctors from abusing SHI funds and conducting overtreatment of patients.
If the fixed budget was overused, SHI agencies could refuse to pay fully the rest of
the budget (the 20 % part) or share the overexpenditure with health facilities, and
may assign lower budgets to hospitals in the following year.

The whole province conducted global budgets for the NCMS, including hospitals at
provincial level. Every county calculates by itself the fixed budgets in hospitals, with
different budgets for different hospitals. The calculation is conducted by the NCMS man-
agement offices. The office will advance 80% of the budget to hospitals each month, with
20% being settled at the end of the year. It tells our hospitals that the fixed budget is just
that much, and hospitals have to pay by themselves if exceeding the regulated amount. We
hospitals have to reimburse patients by ourselves if the budget runs out. It is impossible to
stop reimbursement for the patients. If we save some budget in the current year, the NCMS
management office would use certain budget surplus to award us. I cannot remember the
exact percentage of the award. (D20120828GSQ)

A deputy director in the municipal SHI agency of City B deemed the partial
payment of SHI funds a tool for “stimulating positive incentives” for doctors.
Partial payment transferred pressure from SHI agencies to health facilities by
causing the latter to worry about whether the remainder of the fixed budget would
be settled.

We have other strategies to manage hospitals. We don’t provide full payment in advance,
but just 80% of the budget. This partial advance payment is to prevent doctors from
violating our regulations by conducting overtreatment. It pushes hospitals to correct these
behaviors of doctors. If they keep overspending, their fixed budget will run out. If they
don’t control their expenditures, we will give them just 60% of the budget in the next
month. We take this as a strategy of stimulating positive incentives. If they take efforts to
control their expenditures, we give them not only 80% of the budget, but also provide them
extra awards at the time of settlement at the end of the year. (B20120920BJZ)

Third, SHI agencies used a mechanism of awarding and cost sharing to monitor
whether health facilities had expended their budgets. Urban SHI agencies would
award hospitals the surplus funds if they had saved a certain proportion of their
budget, and would provide subsidies to share the costs if there was overexpenditure.

Our principle is providing award for surplus and subsidy for overexpenditure of the UEBMI
funds in hospitals. For example, if a hospital uses ¥990,000 out of ¥1,000,000 which we
assigned to them, we will use 40% of the ¥10,000 left to award this hospital. If it exceeds
the assigned budget by 10%, we share a certain proportion of the overexpenditure. If the
overexpenditure is 20% or 30% of the fixed budget, we will share; if 40%, it is too much
and therefore we will not share. (C20120913YM)

A deputy director of the municipal SHI agency of City B said that in practice, the
mechanism of awarding surplus funds was just “an illusion,” because all health
facilities fully expended the fixed budget assigned to them and had no surplus.
Health cost inflation was so serious that urban SHI agencies were hardly able to
curb medical spending in health facilities.
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In the former version of the global budget of the UEBMI in 2010, we were forbidden from
using surplus UEBMI funds to award hospitals. However, we still awarded them in dis-
guised form by transforming the surplus to the extra future budget of hospitals. Now the state
permits to use the surplus to award hospitals, and we award more surplus to hospitals than
ever before. Without these awards, we cannot stimulate hospitals to do self-management.
We awarded hospitals surplus in disguised form in 2010. We told hospitals that if their
budget was not expended, we would transform the surplus to their fixed budget in the next
year. However, this statement was actually an illusion, because no hospital saved its budget.
All of them said that the budget was inadequate. (B20120920BJZ)

With regard to the NCMS management offices, there was no clear policy design
about the awarding and cost-sharing mechanism. Some doctors said that the NCMS
management office provided an award if the health facilities did not expend their
budgets, but did not provide subsidies for any overexpenditure; others said that both
the award and certain cost sharing would be provided. This was mainly because the
global budget in County D had only just been enacted in 2012, at the time we
conducted our fieldwork. For all the participants, many detailed regulations about
the global budget of the NCMS were still unknown. Two doctors in the investigated
THC in County D provided opposing opinions on whether the county NCMS
management office would share the overexpenditure of the THC.

The global budget of the NCMS that was launched this May generated a great influence
over our THC…To be specific, the NCMS management office provides our THC with a
certain budget every month. If we exceed the regulated amount, we have to pay by our-
selves; if we save some budget, the office will return part of the surplus to us.
(D20120816GXH)

If our expenditures exceed, we have to pay patients by ourselves. But there are also detailed
regulations that the NCMS management office would share some if our expenditures
exceed, with the hospital sharing most of the exceeding expenditures. (D20120828GSQ)

It was indicated that the aims of these various strategies that SHI agencies
employed were to “reinforce the self-management capability” of health facilities or
to “transfer the responsibility of management” from SHI agencies to health facilities.

Officers from SHI agencies generally complained that both the agencies and the
health facilities passively managed the system with a fee-for-services payment
method. An officer in the NCMS management office of County D revealed that
health facilities “relied solely on the inspections by our NCMS management office”
by utilizing the former fee-for-services payment.

In the past, hospitals relied solely on the inspections by our NCMS management office.
Without sound self-supervision, the fixed budget for hospitals is for sure inadequate to use.
Hospitals should reduce unreasonable expenditures. (D20120906PZR)

Unlike the fee-for-services payment, the global budget stimulated health facili-
ties “to restrain their own behaviors and to conduct self-management” and pushed
doctors “to consider and save medical costs.” It was deemed by an officer in the
municipal SHI agency of City C a tool for “making experts supervise themselves.”

We did many works to replace passive management by our SHI agency with active
self-supervision by doctors themselves. One main method is implementing the payment
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methods reform by replacing the fee-for-services method with the prospective payment
method. We have conducted the global budget since last July…We advance the partial
budget to induce hospitals to manage themselves according to their fixed budget. If their
budget runs out, it would be their own problem; if their budget is saved, they return first the
surplus to us, which will be in turn awarded to them. The advantage of this method is to
stimulate hospitals to restrain their own behaviors and to conduct self-management instead
of only receiving supervision from our SHI agency. Hospitals can use the awards to either
award doctors, to buy medical devices, or to build facilities. After we deliver the budgets to
them, they use their own methods of management and supervision to deliver further the
budgets to every department of services…Anyway, the self-management of hospitals would
be more scientific than the supervision by us. When the directors, doctors, and even nurses
of departments of services offer clinical services, they will consider the cost effectiveness
and necessity of the use of drugs. They will not use the unnecessary drugs and tests…The
aims of the global budget are to push doctors to consider and save medical costs without
sacrificing healthcare quality ultimately. This is to make experts supervise themselves and
to stimulate hospitals to conduct intra-management. (C20120910ZJ)

Third, indicator management. Both urban and rural SHI agencies used a strategy
of indicator management to monitor the cost inflation of health facilities following
implementation of the global budget. These indicators were extensive, ranging from
expenditures per admission to the proportion of the cost of drugs outside of SHI
formularies. The performance indicators were evaluated at the end of the year to
decide the amount of the performance bond to be returned, which SHI agencies
retained by providing health facilities with a partial budget, as mentioned earlier.

To control the use of the fixed budget and monitor cost inflation in health
facilities, the NCMS management offices usually relied on indictors such as
expenditures per admission and their annual growth rates, the proportion of the cost
of drugs outside of the NCMS drug formulary, the hospitalization rate, and so on.
The NCMS management office supervised the performance of these indicators in
order to control fraudulent acquirement of NCMS funds, and prevent overtreatment
and overadmission of inpatients in health facilities. Expenditure per admission and
its annual growth were forbidden to exceed a regulated cut-off point.

The BoH requires that the annual growth of expenditures per admission in our hospital [a
tertiary hospital at city level] must not exceed 5%. Meanwhile, different SHI agencies set
various indicators of expenditures per admission for us. The expenditures for NCMS
patients per admission are about ¥8,000, which was calculated based on average expen-
ditures in our hospital last year. We are required to keep its growth within 5%. The
expenditures for the UEBMI and URBMI are ¥8,000 and ¥6,000 respectively.
(C20120918WKZ)

The hospitalization rate was not appointed a cut-off point but was compared with
that of other hospitals, with those ranking higher being criticized by the upper
authority of the BoH.

The provincial NCMS management office monitors the hospitalization rate in hospitals.
Our XY Township has a population of over 30,000…Our HJ County has a population of
over 300,000. The office will collect the information of the 18 local health facilities to
calculate the hospitalization rate in our county in this season. It will compare further with
the disease incidence rate. If the hospitalization rate is 6.2% or 7% in the whole country but
10% in our county, it will cast doubt on our normal operations. Is it due to an emergence of
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endemic diseases, or the fraudulent acquirement of the NCMS funds, or overtreatment and
overadmission of inpatients in hospitals?…Our hospitalization rate must not be too high.
I once went to the capital city to attend a meeting. The provincial office noticed that HX
County ranked first, YY County ranked second, while our county ranked about fourteenth
in terms of hospitalization rate. Our county had once ranked about top five. The aim of
noticing hospitalization rates was to monitor the expenditures of hospitals and whether the
NCMS funds were excessively used. (D20120830GSQ)

Urban SHI agencies used more indicators than the NCMS management offices.
In addition, they conducted stricter inspection of the performance of these
indicators.

The urban SHI agency regulates many indicators for us, including a series of expenditure
and healthcare quality-related indicators. The indicators regulated by the NCMS manage-
ment office focus mainly on expenditures like the proportion of the cost of drugs outside of
the NCMS formulary. The indicators monitored by the NCMS management office are less
than those monitored by the urban SHI agency. (C20120918GKZ)

The indicators monitored by urban SHI agencies mainly included expenditures per
admission, hospitalization days, the reimbursement rate for expenses within the scope
of policies, the proportion of the cost of drugs outside of the SHI formularies, the ratio
of the number of times of admission to the number of patients, and even a number of
microindicators of clinical practices such as the criteria for infusing blood and using
antibiotics. The detailed and rigorous regulations were revealed by some doctors.

The urban SHI agency regulates several indicators for us [a secondary hospital at city
level], including hospitalization days, medical expenditures of inpatient services per
admission, and so on. In regard to medical expenditures of inpatient services per admission,
the cut-off point of the UEBMI is ¥4,600, while that of the URBMI is ¥4,000. However, the
regulated expenditures are far from adequate in our clinical services. Why? The agency
regulates 65 hospitalization days for UEBMI patients and 60 for URBMI patients at the
same time. However, one-day expenditures in those large hospitals are equal to the
whole-month expenditures in our hospital, which is just about ¥3,000 on average.
(C2012918GKZ)

The urban SHI agency regulates more detailed indicators than the NCMS management
office. For example, the former regulates the criteria for infusing blood, which we have to
fulfill before we use blood. In addition, the urban SHI formularies are more standard than
the NCMS ones. The NCMS formularies do not have their own standards, but always refer
to the regulations of the urban SHI ones. Therefore, the indicators of the NCMS are not
enforced rigorously. However, the implementation of the UEBMI and URBMI is more
rigorous. Their indicators are demanding. For example, they have clear standards for the
use of antibiotics. If the standards are not fulfilled, they will deem the use unnecessary or
excessive. Our doctors are not quite familiar with their detailed regulations; perhaps only
they are clear. But still, their supervision is more rigorous than the NCMS. (A20121019ZJ)

Highlighted among these indicators was the proportion of the cost of drugs
outside of the SHI formularies. As SHI agencies established drug, health service,
and medical technology/equipment formularies, many drugs and services were
excluded from the formularies and had to be paid out of pocket. Urban SHI
agencies monitored the proportion of the cost of drugs outside of the drug formulary
directly, to control the use of drugs paid out of pocket.
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In the 2010 version of the global budget of the UEBMI, we used more indicators and better
settlement methods than that of 2007. We highlighted the control of the proportion of the
cost of drugs outside of the formulary and the reimbursement rate for expenses within the
scope of policies. We monitored the proportion of the cost of drugs outside of the UEBMI
drug formulary to control the use of drugs paid out of pocket. (B20120927SKZ)

Meanwhile, SHI agencies calculated the reimbursement rates for expenses
within the scope of policies to monitor indirectly the use of drugs and services
outside of the formularies. An officer of the municipal SHI agency of City B
demonstrated the detailed method of calculating the reimbursement rate for
expenses within the scope of policies.

In the performance evaluation plan, the reimbursement rate for expenses within the scope of
policies is important. It is calculated based on the expenditures minus deductibles. For
example, drugs of Class A in the formulary are reimbursed with 100%, and those of Class B
need patients to afford 10% or 5%. If an inpatient spends ¥10,000, the expenses within the
scope of policies are ¥9,000 after subtracting a ¥1,000 deductible. If he/she is reimbursed
¥6,000, the reimbursement rate for expenses within the scope of policies would be…As our
data collection is relatively complete, we will calculate the expenses within the scope of
policies. The remaining ¥9,000 contains some medicines and services outside of the for-
mulary. We will get the total expenses within the scope of policies after subtracting the cost
of items outside of the formulary. After that, we divided ¥6,000 by the total expenses within
the scope of polices to get the reimbursement rate for expenses within the scope of policies.
Therefore, the rate is calculated rather than regulated in advance. (B20120924WKZ)

The performance of these indicators was linked directly to the return of the
performance bond to health facilities. Urban SHI agencies set up a performance
evaluation plan to access the performance of these indicators in health facilities. For
example, the urban SHI agency of City B kept 20 % of the fixed budget assigned to
health facilities as a performance bond, and delivered the remaining 80 % to health
facilities in advance each month, as described above. If a hospital wanted to obtain
the remaining 20 % of its budget, it had to satisfactorily control these indicators in
its normal operation.

We keep 20% of the fixed budget assigned to hospitals and take it as the performance bond.
We have a performance evaluation plan to evaluate in the form of scores, according to the
results of which we return the performance bond to hospitals…In the performance evalu-
ation plan, there are several essential indicators. One is the medical expenditure per
admission, which is assigned with high scores. We use it not only in the performance
evaluation plan, but also when calculating the fixed budget assigned to hospitals. Another is
the amount of rational work, which is represented as the ratio of the times of admission to
the number of patients. If the ratio is very high, we think that the hospital may separate one
hospitalization into several admissions, or that healthcare quality in the hospital may
decrease due to overadmission of patients. It is inappropriate with either of these two
problems. Correspondingly, we will deduct a certain fixed budget rather than assigning the
full budget to the hospital in the next year. These two indicators are the most essential,
through which we try to cultivate the awareness of hospitals of self-management. If hos-
pitals restrain cost inflation poorly, they will suffer from the deduction of either the per-
formance bond in the current year or of the fixed budget assigned to them in the next year.
(B20120927SKZ)
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Fourth, irregular/regular inspections. SHI agencies employed both irregular
and regular inspections to monitor abnormal situations in hospitals. We called it
“irregular/regular inspections” due to both the content and format of inspections.
With regard to the content of inspections, urban and rural SHI agencies checked and
monitored health facilities from a third-party perspective in case of any kind of
abnormal treatment. They were not direct managers, only inspectors. If any
abnormal situations were found, such as overtreatment and/or an excessively high
proportion of the cost of drugs outside of the drug formulary, SHI agencies could
not use administrative orders to redress these problems but instead used other
strategies, such as refusing to reimburse, or deducting a percentage of the perfor-
mance bond. With regard to the format of inspections, both irregular and regular
methods were used. The irregular method relied mainly on labor power, with
officers in SHI agencies going on an irregular basis to health facilities to inspect the
normal operations of these facilities. The latter method relied on both labor power
and non-labor tools. For example, the NCMS management office of County D
regularly dispatched inspectors to THCs to monitor their work, while the urban SHI
agency of City C launched an SHI doctor system and a special information platform
to conduct inspection.

The content of these inspections across both rural and urban SHI agencies was
similar, focusing on the fraudulent acquirement of SHI funds, imposture of reim-
bursement eligibility, inpatients leaving health facilities without permission,
excessive medical expenditure, and so on.

The inspections by the NCMS management office focus on inpatients leaving without
permission, excessive treatment for slight diseases, overtreatment, and so on. There was a
doctor who prescribed six CT scans to a patient in a three-day hospitalization. He was fined
¥10,000 and forced to take self-criticism. Another focus is on fraudulent acquirement of the
NCMS funds. (D20120830GSQ)

When we [the county NCMS management office of County D] conduct inspections of
hospitals, we first scrutinize the identity of patients. There are many uninsured patients
borrowing NCMS certificates from others to acquire reimbursement. We also inspect the
excessive prescription of drugs and diagnoses. We conducted frequent inspections of
overtreatment this year. (D20120906PZR)

Among these problems, priority was given to the imposture of reimbursement
eligibility, which was common in China, especially for members in one household.
For instance, in one case a woman who was enrolled in the URBMI program used her
husband’s UEBMI certificate to buymedicine and to be admitted to hospital, although
in theory the UEBMI is for urban employees. The SHI reimbursement manager at the
health facility was not strict in scrutinizing eligibility in this case. In other cases,
patients might counterfeit the eligibility of an SHI program to obtain reimbursement.

We [a CHC] record the basic information of UEBMI and URBMI patients treated here. If
the urban SHI agency comes to inspect, they check the information randomly. It is
impossible for them to check with these patients one by one. They have a look at patients’
names, addresses, diseases, contact information, and phone numbers. After that, they call
these patients to confirm whether and when the latter were prescribed with drugs and what
kinds of drugs were prescribed. If the patients deny, it might be a problem. The SHI agency
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would come back to hospitals to double check. If it is a real problem, the SHI agency would
fine hospitals. The focus of the SHI agency’s inspections is on imposture of reimbursement
eligibility. (B20121101GSL)

However, SHI agencies focused on imposture of reimbursement eligibility not
only because using a faked SHI certificate to acquire reimbursed was harmful to
SHI funds, but also because it was easy to identify by checking the identities of
patients. Other problems, like overtreatment, required professional knowledge to be
detected. Detecting these sorts of problems needed much infusion of manpower and
financial resources.

We [the county SHI agency of County D] have an auditing office which has two staff
members to inspect doctors’ medical behaviors regularly…The most common problem is
imposture of reimbursement eligibility, which often happens for retired cadres who are
reimbursed based on the fee-for-services payment. Some patients have medical records
where the printed names were not in accordance with their real names, or even the gender is
different. We can detect these problems easily. Some elderly patients received extracor-
poreal shock wave lithotripsy early this year. We found that their medical records were
counterfeited. (D20121030GZR)

With regard to the format of inspection, the NCMS management offices and
urban SHI agencies used quite different methods of inspection. The NCMS man-
agement offices used more traditional methods by relying on labor power, con-
ducting irregular inspections such as inspecting medical records, inventories, and
receipts in health facilities, and drafting doctors from other health facilities to assist
with those inspections.

Because the officials in the county BoH are not properly trained in the medical profession,
they draft doctors from county hospitals to assist with their inspections of THCs.
Sometimes, the city BoH organizes a specialist group, which is drafted from the department
of services in hospitals at city level, to conduct inspections. The groups may have 50
members, which are further divided into various three-person subgroups. (D20120903TLB)

As well as irregular inspections, the NCMS management offices conducted
regular inspections using labor power, such as recruiting special NCMS inspectors
to inspect THCs. An NCMS inspector was specially dispatched to attend a THC
and monitor its normal operations.

In regard to inspection, the county NCMS office recruits numerous NCMS inspectors and
dispatches them to THCs. Most of them were recruited from THCs through a special
examination. The government provides salary to them. There is one NCMS inspector who
attends the NCMS reimbursement office in our THC and is not constrained by the THC.
But she doesn’t come frequently. She may come once a week. (D20120827GXH)

For patients admitted to city-level hospitals, the NCMS management office, as a
county unit, had to audit their medical inventories and receipts instead of going
directly to hospitals to conduct inspections.

We [a tertiary hospital at city level] reimburse patients in advance once they leave hospital.
After that, we send the medical inventories and receipts to the city BoH, which in turn
transfers these documents to county BoH. Then county bureaus audit these documents…
The NCMS funds are managed by these county bureaus, so they are responsible for
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auditing these documents. They transfer funds to us after they audit the documents. Now
the NCMS funds are pooled at county level. We send the documents to the BoH regularly.
The county BoH inspect us through auditing these documents. If they find some documents
and items to be problematic, they may refuse to pay funds to us. (C20120918WKZ)

As the NCMS management office was a section or agency of the county BoH,
the BoH, as a higher authority, might occasionally enact a number of rules to assist
its inspections. For example, in 2008, the Provincial Department of Health (DoH) in
our investigated province promulgated an adapted version of a “six-item ban.” This
administrative ban was used by county NCMS management offices to inspect
individual doctors.

The NCMS…implements a six-item ban that prohibits the embezzlement and fraudulent
acquirement of NCMS funds, irrational admission of inpatients and extension of their
length of stay, abuse of the formularies of services and drugs and the regulations of
reimbursement, and provision of false and concealed information. If we [a secondary urban
hospital in City C] violate these regulations, they will publish an administrative notice of
criticism and even cancel our designated membership. (C20120918GKZ)

Similar to NCMS management offices, urban SHI agencies also inspected
patients’ medical records to judge overtreatment. An officer in the urban SHI
agency of City C said that he had to rely on medical records, although the latter
were not accurate evidence.

When we go to conduct inspections, we rely on patients’ medical records. If both a cold and
the prescription of related drugs are recorded, we will deem it reasonable; if there are no
records of a cold but prescription of drugs for curing a cold, we will deem it to be excessive
prescription. However, medical records are written by doctors, so doctors can also argue the
use of these drugs, which makes doctors seize the initiative on drug prescription.
Nevertheless, we trust doctors; we trust that medical records are genuinely written.
A medical record is the only indicator we can rely on to judge overtreatment. We have no
alternatives. That is why many things are unclear with a fee-for-services payment.
(C20120910ZJ)

However, urban SHI agencies used more innovative methods of regular
inspection than NCMS management offices, such as the controlled approval of
prescribing expensive drugs and medical tests, the establishment of a special
information platform to facilitate inspection, and the launch of an SHI doctor
system to supervise individual doctors.

The municipal SHI agency forbids our doctors from prescribing some drugs and medical
tests without its approval. We have to apply for the approval before we can prescribe them.
Most of these drugs and tests are expensive. For example, if the price of an oral drug goes
beyond ¥30 for a box, it needs to be approved. (B20120926ZYS)

In particular, an information platform was established by the municipal SHI
agencies to facilitate inspections by employing information management, building
databases, and upgrading software. An officer in the urban SHI agency of City C
said that it coincided with the grand trend of “internetization, digitalization, and
informatization.”
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We [the municipal SHI agency of City C] have to rely on information management,
building databases and upgrading software to conduct inspections. The amount of gov-
ernment employees [here the interviewee denoted staff members in the SHI agency] is
controlled rigidly, the increase of which is quite difficult. We have to count on the
improvement of inspection software…The information platform is so important that it can
solve the inadequacy of inspections. Internetization, digitalization, and informatization all
rely on the development of software. The admission of inpatients in the City People’s
Hospital in City C alone reaches hundreds. Our City C has so many hospitals and inpatients
that it is impossible to audit their services one by one by labor power. The development of
software could save labor power to a great extent. We can see and monitor the data on
computers. For example, if someone is prescribed Roxithromycin at 11:30 a.m., I can see
that and its spending simultaneously in my office. We can set some fixed parameters and
risk values and establish a warning system beforehand. If hospitals spend excessively, the
alarm will be raised to show the drugs or tests that are overprescribed. We will go to inspect
and ask doctors after that. This is just an ideal state. We are unable to do it now.
(C20120910ZJ)

Apart from innovation in technology, urban SHI agencies tried to use an SHI
doctor system as innovation in policy. The SHI doctor system launched in City C
was believed “to transfer the priority of management from medical services to
doctors.”

We [the municipal SHI agency of City C] implement an SHI doctor system to transfer the
priority of management from medical services to doctors. There have been some doctors
being fined due to their violation of our regulations. That is to say that doctors are managed
by both hospitals and the SHI agencies. We set up an entrance exam to recruit SHI doctors
and an evaluation scoring system to supervise them. If they violate our regulations, we will
deduct certain scores; if the scores are deducted to a certain degree, we will cease the
eligibility of these doctors as SHI doctors or warn them. WZR, the director of our agency,
went to the Ministry of Human Resources and Social Security to attend a meeting. She
heard that the state may enact a nationwide uniform policy of the SHI doctor system.
Moreover, the extent of SHI doctors may be expanded further to include nurses and
pharmacists in hospitals and pharmacies. (C20120912XDW)

Fifth, punishment. Urban SHI agencies and NCMS management offices
imposed punishment on those health facilities that violated the rules of funding
safety, payment methods, indicator management, and inspections.

Most of the investigated officers from urban SHI agencies did not call this
“punishment,” because the relationship between urban SHI agencies and
health facilities was not an administrative subordination but a contractual
relationship. However, if the health facilities breached their contracts with urban
SHI agencies, the latter could refuse to reimburse them. For example, a number of
doctors said that if urban SHI agencies found an excessive use of drugs outside of
the SHI drug formulary or high abnormality of indicators, the agencies could refuse
to pay the relevant reimbursement, instead forcing the health facilities to pay
reimbursement to patients.

The county SHI agency inflicts rigorous inspections of our doctors. If we [a county hospital
in County D] use many drugs outside of the SHI drug formulary, patients may complain to
the SHI agency. A doctor as individual has to be responsible for it. So we have to try our
best to use drugs and tests within the formularies. Although the county SHI agency has no
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detailed regulations on the proportion of the cost of drugs outside of the formulary, we have
to use these drugs with the agreement of patients. If we use them without agreement, the
SHI agency may audit our medical records. If we use much of them, patients may be
refused reimbursement. The SHI agency forces our hospital to pay reimbursement for
patients. (D20121030FYS)

If health facilities were forced to pay reimbursement, some of them might ask the
doctors in charge to pay reimbursement instead. A doctor in a tertiary hospital in
City A said he was very unsatisfied with such things.

The urban SHI agency introduces more rigorous inspections than the NCMS management
office. The former sets up some indicators for us. If we exceed the regulations of these
indicators, we will be fined. Our doctors have to pay reimbursement ourselves instead of by
our hospital. These things happen frequently these years. We are quite unsatisfied with
them. (A20121019ZYS)

If a serious violation of the urban SHI scheme rules was detected in a health
facility, its membership as a designated facility might cease or even be canceled. An
officer in the urban SHI agency of City C said that this kind of punishment was
inflicted in reality.

If there emerged a serious violation of our rules in hospitals, we will for sure cancel their
designated membership. There were some hospitals violating the rules, and we ceased their
designated membership. (C20120911XDW)

A few of the strategies used by the NCMS management offices were similar to
those used by the urban SHI agency, but most of them were different. As the NCMS
management office was affiliated to the BoH, both administrative and economic
punishment could be imposed by either the NCMS management office alone, or by
the NCMS management office and BoH jointly. For overtreatment in health facil-
ities, for example, they might inflict an economic penalty by refusing to pay
reimbursement, or an administrative penalty by publishing notices of criticism.
However, a deputy director of the NCMS management office of County D said that
they seldom ceased designated membership as a punishment; similarly, a doctor in
a CHC said that economic penalty also seldom happened. This might be because
health facilities were affiliated to the BoH, with the closeness of the relationship
breaking the rigidity of supervision.

If we [the NCMS management office of County D] find serious problems existing in hos-
pitals and THCs, we will often impose economic penalty upon them. Sometimes we just
publish an administrative notice of criticism. Although the rules regulate that we can cancel
their designated membership if necessary, we haven’t done that indeed. (D20120906PZR)
The district BoH inspects our CHC frequently. Their inspections are rigid. They are not
responsible for the staffing in our CHC, rendering the inspections even more rigid. That is
because they are not familiar with our doctors and therefore dare to inflict economic penalty.
If we are in the same system with them, they will not. Moreover, they also cannot inflict
administrative punishment because they are not in charge of the staffing in our CHC. What
they can do is just economic penalty. If we violate their rules, they will deduct funding
allocated to us, which is equivalent to economic penalty. But these fines are not inflicted
frequently, although they evaluate us through scoring every year. (B20121101GSL)
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Sixth, tripartite negotiation. Urban SHI agencies piloted tripartite negotiation to
decrease the price of drugs, health services, and medical tests. Tripartite negotiation
involved liaising with key stakeholders, including urban SHI agencies, health
facilities, and pharmaceutical suppliers, to influence medical costs.

In City C, the municipal SHI agency negotiated with CHCs and pharmaceutical
suppliers to decrease the prices of 30 kinds of medicines for serious chronic con-
ditions. As discussed in the behavior management mechanism section of Chap. 4,
the agency used this policy to guide patients with chronic conditions to CHCs to
purchase drugs at low prices. This was beneficial in two ways: it either adjusted
patients’ care-seeking behaviors, or it contained the inflation of the cost of drugs.

We chose some CHCs to participate in the negotiation of the prices of medicines for serious
chronic conditions. We referred to their geographic distribution and chose those serving a
large number of insurance enrollees and being generally recognized and accepted by
enrollees…We chose about 40 CHCs in our city. Moreover, the reimbursement of the
UEBMI has three categories, including reimbursement for inpatient services, reimburse-
ment for outpatient services and serious chronic conditions, and individual account. We
selected some drugs for serious chronic conditions and negotiated their prices. We first
selected the most commonly used but expensive drugs that were identified and reported by
the CHCs. We selected 30 types of drugs as a result. After that, we conducted an initial
negotiation with the suppliers of these drugs. After negotiation, the prices of these drugs
bought in the CHCs generally decreased, with 18% decrease on average and 40% for some.
(C20120912XDW)

The municipal SHI agency of City C also negotiated with some hospitals,
transforming them into fair-price hospitals. These hospitals provided a number of
discounts for drugs and medical tests and free services for patients, especially
disadvantaged patients.

We implemented the fair-price hospital system. We promulgated regulations about the
fair-price hospitals and selected some from all hospitals in the city. We provided the
selected hospitals with some preferential policies by raising reimbursement rates and
decreasing deductibles for patients going there. These hospitals were required to provide
some discounts of drugs and medical tests and free services. Some hospitals provided 10
kinds of free services and eight kinds of discounted services. People who are poor and
unable to afford expensive medical services could go to these fair-price hospitals.
(C20120911XDW)

The municipal SHI agency of City B collaborated with hospitals to negotiate
with pharmaceutical suppliers over the prices of several medical consumptive
materials. The agency trusted hospitals to negotiate the prices of the materials with
the pharmaceutical suppliers, rather than directly with the suppliers of the materials.
In the opinion of the agency, hospitals had more power of negotiation than the
agency had.

We negotiated with the City People’s Hospital about the prices of consumptive materials
for curing hemodialysis, with which I personally am very satisfied. There are so many
patients receiving hemodialysis, which is an advantage for our SHI agency. We first
negotiated with the hospital which in turn made a contract with the suppliers of these
materials. So it was the City People’s Hospital that took advantage of its group purchas-
ing…It had a big power of negotiation. We didn’t dare to negotiate directly with the
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suppliers of medical consumptive materials. We didn’t dare to say that if the suppliers
didn’t lower the prices, we would not use the materials provided by these suppliers any
more. We also didn’t dare to ask hospitals to use the materials provided by the suppliers
from Shanghai rather than those from Tianjin. We could not take the responsibility once
medical accidents happened. However, hospitals have more advantages than us in that they
are professional to select the materials. Therefore, we used effectively their advantages. We
asked hospitals privately to negotiate with the suppliers to get the lowest prices. The result
was good. The prices of these materials decreased from over ¥100 to over ¥90. Although
the prices decreased not much, it was a remarkable breakthrough. To be honest, the
expenses of the patients receiving hemodialysis are really too high. They consume one tube
each time and go to hospitals twice or three times a week. What we did is good for the
patients. Moreover, the awareness of hospitals in cost control is reinforced. They are
actively negotiating with pharmaceutical suppliers. In the past, they were always in conflict
with us. If we refused to pay their excessive spending, they would be unhappy. The doctors
complained too. Now it really is progress in that they support our work. Changchun City is
also conducting a good pilot in negotiation. However, most of the areas in China are still
suffering. (B20120927SKZ)

In addition to the above achievements, urban SHI agencies in our investigated
area used tripartite negotiation to cancel the markup on some medicines from
medicine retailers, decrease the prices of medical device tests, manage patients’
choices of hospitals, and so on. On the strength of the increasing scale of the SHI
funds, urban SHI agencies were exploring more and more methods to boost tri-
partite negotiation.

5.2 The SHI Agency: A Weak Purchaser

As we demonstrated earlier, SHI agencies used multiple strategies to restrain cost
inflation in health facilities. However, the quantitative analysis in Chap. 3 revealed
that SHI participation had a statistically positive relationship with medical expen-
ditures and OOPS. Why did these strategies fail to contain cost inflation? What was
the role of the SHI agency in cost containment? We first examine the interaction
between SHI agencies and other stakeholders in the healthcare sector.

Our fieldwork and qualitative investigation revealed that although an SHI
agency employed multiple approaches to control cost inflation, it remained a weak
purchaser. Three themes were revealed through our thematic analysis, including the
problems of incentive, scarce resources, and unaffordable transaction costs. To be
specific, an SHI agency was a weak purchaser mainly because it suffered from poor
incentives containing cost inflation, had scarce resources, and was unable to afford
the excessively high transaction costs.

5.2.1 Incentive Problems

Both urban and rural SHI agencies in China lacked incentives and political
responsibility for containing medical cost inflation. However, they did care about
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the safety of SHI funds, often using crude strategies to control cost inflation instead
of implementing prudent design, and effective tactics and indicators.

Overemphasis on the safety of SHI funds overrode all other concerns for
managing the funds, such as cost effectiveness and reasonable spending. A financial
director in the municipal SHI agency of City C explained that even a reform of the
management of SHI funds was deemed to be harmful to funds’ safety and was
therefore forbidden by the higher authority.

Regulations [on the safety of SHI funds] in the past years were strict. The provincial
government had enacted some regulations, so our city-level government and agencies could
not violate them; it was forbidden to break through the regulations of funds and to do some
innovations. The requirement on the safety of SHI funds was very strict, and the policy
control was rigid. (C20120917WW)

Some respondents said that even if SHI agencies conducted some cost con-
tainment, such as a reform of payment methods and inspections of the behaviors of
healthcare providers, their aims were not directly to control unreasonable medical
costs. Any cost containment strategies were probably implemented due to the
emerging threat to the safety of SHI funds, the incidence of corruption relating to
SHI funds, or the inspections by higher authorities.

As far as I [an SHI reimbursement manager in a tertiary hospital in City C] know, the
reason why the NCMS of our province enforced a global budget was because the reim-
bursement rate (at the beginning of this year) had been set too high…therefore nearly 40%
of NCMS funds were spent in the first three months of this year; if the benefit level went on,
the total funds were definitely insufficient. So, a global budget was implemented to avoid
the crash of funds. Meanwhile, the reimbursement rates were lowered and the deductibles
were raised. (C20120918WKZ)

In the investigated province, a serious case of corruption occurred in one of its
cities three months earlier. The provincial Communist Party of China Commission
for Discipline Inspection took the lead to inspect the fraudulent acquirement of
NCMS funds and medical overtreatment; as a result, the county NCMS office of
County D enhanced the density of inspections.

In the past three months, we have been working hard on inspections, the repeated inspec-
tions; health facilities inspected themselves first, then we the NCMS management office
inspected them, after that the municipal government would inspect them, and eventually the
provincial Communist Party of China Commission for Discipline Inspection will inspect
them…This year the reasonable prescription of medicine and diagnosis and the problems of
overtreatment are prioritized; the inspections are highly intense. (D20120906PZR)

This safety-oriented management interplayed with central government regula-
tions concerning the reduction of large surpluses of SHI funds. Local SHI agencies
could neither overspend the funds nor keep too much surplus; thus, this reduced any
incentive to contain costs. An NCMS reimbursement manager in the investigated
THC in County D said,

[When the global budget was implemented], the county BoH would reward us if our THC
could keep the surplus of NCMS funds at less than 10% of all the funds assigned to us,
because the most important task of the BoH is to keep the safety of NCMS funds; therefore,
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keeping a little surplus is the best choice. However, if we keep too much surplus, the BoH
would punish our THC. (D20120816ZHX)

Conversely, the incentive problems experienced by SHI agencies were exag-
gerated by a lack of top-level policy design by related higher institutions. In a
country with such centralized politics as China, local authorities receive incentives
for and legitimization of their actions from the regulation of higher authorities.
However, neither central nor local governments enacted detailed reform strategies
of SHI third-party purchasing. Some officers in the municipal SHI agencies of both
City C and City B said that without top-level policy design, they had no standard by
which to evaluate the costs of medical services and facilitate negotiation.

About the tripartite negotiation…the central government just mentioned through a sentence
in its healthcare reform guidelines in 2009, but has not said more until now, and has not said
clearly which government departments will participate in the negotiation, not even a sen-
tence. All depends on the exploration of localities…If there is an official document providing
clear requests and some guidance, it would benefit the practical work. (C20120912XDW)

I have some worries on this [negotiation on drug prices], because it will inevitably refer to a
question of percentage in the future…For example, we want hospitals to reduce their
profits, but how much percentage of profits? 5%, 10%, or 20%? What is the standard?
Without these, our negotiation becomes quite unclear…Moreover, what is the process of
negotiation? We have no standard to rely on…Personally I think it is unwise to do unclear
things. (B20120927SKZ)

Without these detailed regulations, officers in SHI agencies had no strong
incentive to inspect the work of healthcare providers, or to refuse to pay reim-
bursement to those healthcare providers who committed overtreatment or other
illegal behaviors. In practice, there were seldom cases of refusing to pay reim-
bursement to health facilities.

We [the county SHI agency of County D] don’t go frequently to inspect hospitals. Apart
from the refusal of paying reimbursement to hospitals, hospitals themselves have a set of
rules of self-management. If they find some doctors conducting abnormal behaviors, they
will fine the doctors. But few of them enforce punishment rigorously. Moreover, although
our county SHI agency also has rules of inflicting penalty, it is not easy to implement. We
should refuse paying reimbursement to hospitals if the latter are found with many problems.
But we have scarcely done it these years. (D20121030GZR)

Inspection and approval of medical records…we [the municipal SHI agency of City B]
normally just have several officers to have a general look at them; we cannot refuse to pay
reimbursement to the hospitals crudely…so refusal of payment rarely happens.
(B20120924WKZ)

An NCMS inspector in the investigated THC said that although she was affiliated
with the county NCMSmanagement office and took charge of inspecting the work of
the THC, she had to maintain good relationships with its director and doctors and
would not report the problems she found to the county NCMS management office.

I [an NCMS inspector who was arranged in THC A to conduct inspections regularly]
scarcely go to the county NCMS management office. If this THC does some unsatisfactory
things, I would communicate with the director of this hospital first, telling him to resolve
the problems in time. I will not report to the county NCMS office if the hospital has already
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resolved them; if I find some problems and then go to report them to the county office, it
will not be appropriate, either to the director or doctors of this THC. (D20120904PJGY)

Correspondingly, due to both the overemphasis on fund safety and the lack of
top-level policy design, SHI agencies’ most used methods of cost containment were
adjustment of reimbursement benefits or crude change of payment methods, rather
than controlled perverse incentives for doctors and the moral hazard problem in
relation to patients. Obviously, the formermethodswere direct and easy to implement,
while the latter would not only cost more and need a larger personnel, but foresaw no
obvious results.Moreover, some SHI agencies had poor management capabilities and
did not establish a clear budget for future spending; therefore, they adjusted the
reimbursement rates and deductibles frequently, and even set a low reimbursement
level at the beginning of the budget year and conducted a second-round reimburse-
ment at the end of budget year if there were large surplus funds.

The regulations of the NCMS in this county [County D] change quite fast, and change once
every several months. This is because the management of NCMS funds is difficult; if the
surplus funds is much, the policy will regulate a high reimbursement rate; if the surplus is
little, the regulations will be tightened. (D20120816ZHX)

If the surplus of SHI funds is abnormal, we will adjust reimbursement regulations in time…
first, increase the reimbursement rate…second, adjust deductibles and ceiling amounts…
third, provide some reimbursement items for some special patients, like benefit packages
for patients using hemodialysis…We use these methods to adjust the rate of surplus of SHI
funds. (C20120917WW)

5.2.2 Scarce Resources

The hidden rule for the establishment of an SHI agency was the so-called “small
horse pulling a large cart,” which required SHI agencies to manage substantial
funds of various SHI schemes with limited personnel and resources. However, the
“horse” in reality was too small to be able to pull the large cart. Both urban and
rural SHI agencies lacked sufficient financial resources, personnel, and facilities to
restrain medical cost inflation.

The administrative funds of SHI agencies were earmarked especially by the
government. However, these funds were so inadequate that SHI agencies were
unable to carry out high quality management and innovations. Table 5.1 shows that
the earmarked administrative funds of Chinese SHI agencies in 2010 accounted for
only 1 % of SHI funds, far less than those of other countries. SHI funds were
regulated to be used for fixed purposes and were forbidden from being embezzled.
So SHI agencies could only expect the funds to be earmarked by the government if
they intended to conduct any kind of reform. The investment by central government
was insufficient, while that of local governments varied greatly. Some governments
in poor areas always ran short of finances. The shortage of administrative funds
directly decreased work incentives and the management capability of SHI agency
administrators.
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Except for the administrative funds, compared with other countries, personnel
resources of SHI agencies in China were scarce, as Table 5.1 shows. Each SHI
agency usually had tens of staff members who had to face thousands of medical
workers and millions of insured people. Some officers of SHI agencies expressed
their worries about scarce personnel:

Our bureau [a municipal SHI agency] has a staff of 40, which is really inadequate. So our
work pressure is high. It is impossible to make good stewardship just relying on one bureau.
You see, the Municipal Central Hospital has thousands of staff members; there are three
tertiary grade A hospitals and seven tertiary hospitals in our city; therefore, not to mention a
staff of 40, can we manage well even if with a staff of 400? (B20120920BJZ)

Without adequate personnel, both rural and urban SHI agencies were unable to
dispatch enough staff members to inspect the work of health facilities. As described
above, SHI agencies still relied mainly on labor power to inspect abnormal pre-
scription behaviors. In practice, each urban SHI agency only had one or two people
being responsible for the inspection work. It was impossible to prevent the
excessive prescription of drugs, medical tests, and services with so few inspectors.

We [a county urban SHI agency] have an auditing office that has two people, one male and
the other female. They go to inspect hospitals regularly. However, the male staff member is
often drafted by the government to inspect other works like the prohibition of stalk burning
in the harvest seasons…Our center has a staff of 16 in total. That phenomenon (medical
overtreatment) cannot be prohibited completely even if all of our staff are dispatched to
inspect and we inspect one hospital every one week…Our center also has a regulation on
punishing hospitals [refusal of paying SHI funds], but it is hard to implement…The pun-
ishment was rarely executed, almost none in these years. (D20121030GZR)

Compared with urban SHI agencies, county NCMS management offices had
more specialized inspectors. Each THC was assigned an NCMS inspector.
However, it was difficult for one inspector to monitor the whole work of a THC. In
addition, as demonstrated earlier, because there was no incentive to supervise
overtreatment, the NCMS inspector was unwilling to be demanding of the health
facilities.

The provincial government arranges special township NCMS inspectors…However, to be
honest, when they start their work, their power is too weak; [each THC] has only one or two
inspectors who have to face the whole health center. This is difficult. So the inspectors play
a weak role…They are arranged in hospitals. You see, as time goes by, they always stay
with other people in hospitals, and then they cannot conduct their work smoothly.
(D20120906PZR)

In addition, with inadequate personnel, staff members of SHI agencies were
always exhausted by complicated policy implementation. This was also a charac-
teristic of Chinese grassroots government departments, which operated under the
stewardship of multiple higher authorities that required complex administrative
work. A deputy director in the county NCMS management office of County D said
that because of this complicated work, they were too exhausted to implement a
DRGs payment reform.
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The Diagnosis-Related Groups payment was implemented only in the department of
gynecology in the County People’s Hospital, with a few diseases being involved, like
hernia, appendicitis, and so on. Although this payment was required to be implemented
mandatorily…many of the policies in our country are like this. They are enacted but cannot
be enforced in locality. To be honest, our work is quite complicated and demanding. One
policy just comes out, followed by another policy immediately. We are exhausted to handle
so many policies. Sometimes we are incapable to enforce some policies. (D20120906PZR)

Moreover, it was not only a problem of the number of personnel, but also a
problem of quality. The medical knowledge and actuarial capability or negotiation
skills of the officers at SHI agencies were severely insufficient, as a number of
officers in the municipal SHI agencies of both City B and City C stated.

The management level of our bureau [the municipal SHI agency of City B] is low and
cannot be geared to international standards. With regard to something like reimbursement
rates, deductibles, ceiling amount, and so on, we should hire special actuaries to estimate
them, but now we just let our own bursary do some crude calculation. Our management
pressure is extremely high with the current pay-as-you-go SHI system. (B20120921BJZ)
There are only a few staff members who are medical graduates, or are hired after they retire
as doctors, or are seconded from hospitals to our bureau [the municipal SHI agency of City
C]. But these kinds of people are really few…[Most of us] do not have strong medical
expertise. If we have, we will not stay here but go to hospitals to become doctors, and then
we will have good income. (C20120910ZJ)

Due to a lack of medical knowledge, officers in SHI agencies were appraised by
doctors to be unqualified to judge overtreatment by doctors. Because healthcare was
a highly specialized sector, SHI inspectors could hardly know whether a case of
prescription and treatment was appropriate, or not.

Although the county SHI agency and the NCMS management office inspect our work [a
county hospital in County D] frequently, both are unprofessional. What they inspect most is
whether patients are in bed, what their names are, and so on. They just make sure that no
patient leaves hospital without permission or no doctor counterfeits medical records.
Sometimes, they even just check the photos to identify patients. Is a photo taken a few years
ago the same as the one taken now? Is a photo showing one’s normal appearance the same
as what he looks like when he is ill? Even if an uninsured patient pretends to be one having
insurance, the inspectors cannot detect it. Furthermore, a patient may get a kind of disease,
while his doctor may record two or three kinds of diseases. Can the inspectors find it? All of
them are unqualified to detect these problems. They have no medical knowledge. What they
are doing is just having a look at medical records. But medical records are written by
doctors. A professional person writes something and shows it to an unprofessional person.
How can the latter know what it is? Most of the inspectors have not received professional
training of medical knowledge. (D20121030FYS)

As well as a lack of administrative funding and personnel, the facility
arrangement, especially the information system of SHI agencies, was outdated. The
information system was the main platform for SHI agencies to monitor cost
inflation in health facilities and could overcome the shortage of personnel. The
funding for establishing such an information system was also earmarked especially
by the government. However, it was rather insufficient, too. This slowed down the
establishment of information system, which further exacerbated the malfunction of
SHI agencies in cost containment.
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Although our city is one of the two pilots establishing an instant tele-inspection system in
our province, this is just propaganda. It cannot be expected when the establishment can be
realized…Now, from the perspective of our SHI agency, the information support provided
by them [the Information Center of the Municipal BHRSS of City B] is highly insuffi-
cient…we cannot even do statistical analysis with the current software. So our officers are
really tired, because we have to export the data first, and then import to other software to do
analysis when we need. (B20120921BJZ)

What was more, the information system collected data from health facilities,
which meant that health facilities had to install data terminals. Therefore, the
implementation of the information system relied on investment by both the gov-
ernment and the health facilities. A department head in the municipal SHI agency of
City C said that neither SHI agencies nor primary health facilities and small hos-
pitals had enough investment to install data terminals.

Instant tele-inspection…we have not realized it yet. I heard that this software costs millions
of Chinese yuan…We have not realized it mainly because of shortage of funds…The
provincial Department of Human Resources and Social Security issued a policy document
this year, assigning a task of requiring some cities to establish instant tele-inspection.
However, they didn’t earmark funds to us. Moreover, the establishment of this system also
needs the investment of hospitals. It is okay for large hospitals because they have money,
but primary and secondary hospitals have no such strong financial ability. (C20120910ZJ)

5.2.3 Unaffordable Transaction Cost

The malfunction of SHI agencies in relation to cost containment derived not only
from the agencies, but also from high transaction costs faced by the agencies when
coordinating between departments. SHI agencies occupied no advantage in this
process, generating excessively high transaction costs due to severe information
asymmetry within the medical industry and complicated multi-departmental
cooperation.

Doctors had highly specialized expertise that could not easily be gained by either
patients or SHI agencies. As a result, strict inspections of doctors might suffer from
flaws and risks. Judging overtreatment from looking at a medical record might not
be appropriate, but required of more specialized tactics. This directly increased the
negotiation and transaction costs when SHI agencies inspected health facilities. An
officer at the municipal SHI agency of City C gave an example:

Several years ago, a man got one of his legs hurt and could not be treated well for a long
time. Later on, when we inspected the medical records of a doctor who delivered treatment
to the man, we found that the doctor prescribed for the man a kind of drug Jieeryin, a
vaginal washer for women. And we found that his leg was treated after he smeared the
drug. Using Jieeryin to treat external injury, do you think whether it ought to be reim-
bursed? (C20120910ZJ)

On the one hand, if SHI agencies did not inspect the behaviors of doctors
because of information asymmetry, the supplier-induced demand would be
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inevitably exaggerated. On the other hand, if SHI agencies inspected the behaviors
of doctors strictly, both doctors and patients would have complained, therefore
inducing conflict between them because SHI agencies could not judge fully the
types and severity of patients’ diseases as well as the rationality of the treatment
prescribed by the doctors.

Some officers of SHI agencies said that with this dilemma, the practical choice
for them was to turn a blind eye and not intervene much in the behavior of doctors,
because they could not judge correctly the rationale behind the prescribed treat-
ments. However, in the meantime, this reduced their ability to contain cost.

For the same disease, there may be different treatment plans prescribed by different doctors
in different regions. We, as an SHI agency, just observe and supervise them in accordance
with the policies, the mechanisms and the well running of SHI funds; if we intervene in the
treatment of doctors at the micro level, it is unwise. (C20120912XDW)

Moreover, the healthcare industry and its reform involved multiple interest
groups, rendering inter-departmental cooperation complicated. In tripartite negoti-
ations, SHI agencies had to deal with multiple groups including hospitals at dif-
ferent levels, clinics, pharmacy stores, pharmaceutical suppliers, and so on. One
respondent deemed it extremely difficult to conduct sound negotiations, because the
healthcare market had its own rules with which health facilities had to comply.

Our bureau [the municipal SHI agency of City B] started the work of negotiation last
year…It was hard to break through, because there was a price alliance among hospitals. If
one hospital decreased its prices, the others had to decrease too. (B20120924SKZ)

In addition, the pharmaceutical market was large, which for a small SHI agency
was hard to handle. Pharmaceutical representatives and suppliers of medical
materials and devices often resisted negotiating with SHI agencies over the prices of
drugs, medical consumptive materials, and devices.

We [the municipal SHI agency of City C] tried to negotiate with suppliers of medical
consumptive materials. You know, patients receiving hemodialysis needed to use the
special one-time hemodialysis tubes which cost ¥200. There were over 80 patients
receiving hemodialysis in City C. They wanted their economic burden to be decreased. We
tried to ask the suppliers to lower the price of the tubes. But they resisted negotiating with
us, because they said that this would disturb the market order in this region. For example, if
they sold the tubes to our City C at ¥230 while to City AY at ¥250, the whole market in this
region would be disturbed. The merchants in the upper reach would also be unhappy, will
not cooperate with the suppliers anymore, and will find other representatives. The suppliers
said that they have to comply with their industry rules too. (C20120910ZJ)

Furthermore, SHI agencies faced great difficulties with intergovernmental
department cooperation. For example, in 2010, Chengdu City in Sichuan Province
launched a tripartite negotiation on medical service costs. As many as 10 govern-
ment departments participated in the negotiation, including the SHI agency, the
Development and Reform Commission, the BHRSS, the Bureau of Bursary, the
BoH, the Bureau of Supervision, the Bureau of Audition, the Bureau of Hospital
Authority, and the Bureau of Drug Administration (Su, 2012). Its urban SHI agency
was unable to coordinate cooperation between so many governmental departments.
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SHI agencies could not handle interdepartmental cooperation, not only because
of the multiple groups involved, but also because of its low administrative rank and
outdated organizational establishment. The management of SHI schemes was
severely localized. A municipal SHI agency was a division of the municipal
BHRSS, and a county NCMS office was a section or agency of the county BoH.
Their administrative ranks were equivalent to hospitals at city level and county
level, respectively. Although SHI agencies had the responsibility of managing huge
amounts of SHI funds, they had no corresponding administrative rank or power.
According to the current policies, they had no rights or power to negotiate the prices
of drugs, medical consumptive materials, and medical services. These rights were
retained by the provincial joint office for centralized pharmaceutical tender and
procurement.

There are still no explicit regulations about the tripartite negotiation. All local areas are just
muddling through, but it is difficult. The pharmaceutical representatives go to talk with the
provincial joint office for centralized pharmaceutical tender and procurement directly; we
are a municipal bureau and do not participate in the pharmaceutical tender.
(B20120921BJZ)

To facilitate healthcare reform, both central and local governments had to
establish special small leading groups to coordinate the cooperation of multiple
departments, which simultaneously undermined the authority and role of SHI
agencies.

Some localities began to give SHI agencies greater power by promoting their
organizational establishment. However, this was slow progress. An officer of the
county NCMS office of County D said that the outdated organizational establish-
ment of the office undermined their authority in supervising hospitals.

Several years ago, the county Establishment Committee issued a policy document which
aimed at transforming us [the county NCMS office of County D] from an office to an
agency of the county BoH, just like the county Anti-Epidemic Station, the Center for
Disease Control, the Health Supervision Institute, and hospitals. But until now our orga-
nizational establishment has not been completely like these organizations…Although our
number of staff is large, the organizational establishment lags behind…We have not been
equipped with the matching funds and working places, so it is hard to implement much of
our work. (D20120906PZR)

5.3 The Patient: The Weakest “Cheater”

The information advantage of healthcare providers over patients meant that the
latter, as individuals, became vulnerable consumers when buying medical services.
To deal with this backdrop, the SHI purchasing mechanism introduced SHI
agencies as third-party purchasers to buy medical services from healthcare provi-
ders in representation of patients. In theory, SHI agencies managed the behaviors of
both healthcare providers and patients with the purpose of mitigating perverse
incentives for providers and moral hazard of patients.
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However, we found that the SHI agencies in our investigated places could not
effectively control the “moral hazard” problem. Patients tended to abuse health
services by taking advantage of the SHI reimbursement, even cheating SHI officers
to acquire the reimbursement. But it did not mean that these patients were an
advantaged group when receiving medical services and reimbursement of SHI.
They were still the weakest compared with doctors, SHI agencies, and the whole
healthcare system. They abused medical services not only actively but sometimes
passively, which was why we called patients in China the weakest “cheater.”

5.3.1 Moral Hazard

SHI participation provided patients with substantial reimbursement of their medical
expenses. However, it induced the moral hazard problem of patients who might
abuse medial services. A doctor in a tertiary hospital in City A said that even a
patient catching a cold would go to the hospital to receive inpatient services. If the
doctor refused to admit a patient with a slight disease as an inpatient, the patient
could complain to the hospital. Doctors therefore admitted them to avoid
complaints.

Generally speaking, patients’ economic burden was reduced after the implementation of
urban SHI schemes. However, in my opinion, many inpatients don’t need to be hospital-
ized. They are admitted for the purpose of getting reimbursement. To be honest, they waste
substantial healthcare resources. They really should not be hospitalized. They consume lots
of SHI funds. As a result, the business of our department of gynecology has been boosted
much in these years. In the past, there was no reimbursement. Many people were unwilling
to go to hospitals. Now they can be reimbursed by SHI. So even when someone gets a cold,
he/she would go to receive inpatient services. If the state ceased reimbursement for him/her,
how dare he/she is hospitalized with a cold? Our Chinese have such kind of mind. Some
patients with slight diseases intended willfully to be hospitalized. If our doctors don’t
permit, they will make a complaint against us. That is very absurd! But there is no way out.
If they really make a complaint to the leaders of the hospital, we have to apologize to them
and admit them to be inpatients. (A20121018TYS)

In the investigated province, the reimbursement rate of the NCMS was radically
increased in 2012, with 90 % provided to patients hospitalized in THCs. It stim-
ulated many outpatients to be admitted as inpatients for the purpose of obtaining
more reimbursement benefits.

The plan of the NCMS this year is too radical, with a 90% reimbursement rate for patients
hospitalized in THCs, 80% in county hospitals, 70% in hospitals at city level, and 60% in
hospitals at provincial level. The whole province started this plan on 1 January, while our
city B started last November. That was because the surpluses in both the NCMS pooling
account and the household account were substantial last year. The government increased
the reimbursement rates with the aim of stimulating people to use these sedimentary
deposits. However, it led to some problems. In my opinion, the provincial government
increased the reimbursement rates too much. What was more, the government was unclear
about the reasonable thresholds of spending for inpatient services and hospitalization days
at which patients are eligible to be reimbursed. Therefore, it had no relevant regulations and
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just increased reimbursement benefits. It increased the admissions of inpatients so much
that even patients with slight diseases were hospitalized. With these substantial reim-
bursements, many outpatients transformed themselves into inpatients. Later on, the funds of
the NCMS were spent too much and were near to be in deficit. After that, the government
regulated that a patient had to be hospitalized for at least three days and spend at least ¥500
before he/she is eligible to be reimbursed. (D20120828GSQ)

NCMS patients preferred inpatient to outpatient services not only due to the
radical increase of the reimbursement rate for inpatient services, but due also to the
structure of reimbursement for outpatient services. Except for a big gap in the
reimbursement rate between inpatient and outpatient services, the ceiling amount of
the pooling funds for outpatient services was just ¥200 per person. Considering the
serious cost inflation of healthcare in China, we could understand that an outpatient
might quickly spend ¥200 and thereafter, pay out of pocket. Therefore, it was not
surprising that they wanted to abuse inpatient services.

The amount of outpatients admitted to our THC in the latter half of the year decreased.
Why? Although the reimbursement rate for outpatient services increased to 55%, the rate
for inpatient services rose even more and got to 90%. Now even patients with slight
diseases want to be admitted as inpatients. 90% is higher than 55% anyway. In addition, the
ceiling amount of pooling accounts for outpatient services is just ¥200 per person. It is very
low. For example, a patient comes to receive a drip infusion. If he/she is admitted as an
outpatient, he/she will receive low reimbursement and will have to pay much out of pocket.
Correspondingly, he/she is eager to be admitted as an inpatient. (D20120904DJ)

Although patients preferred to abuse inpatient services, it did not mean that they
would not abuse outpatient services as well. As mentioned above, SHI agencies
assigned their enrollees the eligibility to receive the reimbursement from pooling
funds for outpatient services, which would expire at the end of year. An officer in
the urban SHI agency of City C said that even people without illnesses would buy
drugs using URBMI pooling, as they thought that “it would be a loss for them” if
the eligibility expired.

The pooling account of URBMI for outpatient services suffers from many problems. People
don’t have to have an illness, but all have the right to get at most ¥200 of medical spending
reimbursed. In the autumn, people easily catch a cold. However, even if not catching a cold,
they still go to clinics to buy some drugs. They think that it would be a loss for them if they
don’t use the quota of ¥200. (C20120910ZJ)

In addition, moral hazard was induced not only by patients but by doctors, too. In
this sense, we could say that doctors and patients conspired together to acquire the
reimbursement of SHI, by both parties being willing to abuse medical services.
Doctors could generate income, while patients could enjoy the reimbursement of SHI.

The state will launch the Serious Illness Insurance soon this year. Our province has enacted
a similar policy, in that the NCMS reimburses 80% of expenses for inpatients spending
over ¥60,000, and 90% for inpatients spending over ¥100,000. The purpose of this policy is
good. It aims to reduce the OOPS of patients with catastrophic diseases. However, we find
that this policy causes many problems in practice. For example, if a patient has spent over
¥50,000, the doctor will suggest that the patient spends ¥10,000 more to reach the 80%
cut-off point. The patient is happy to agree with the doctor. But this causes many resources
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to be wasted, especially the overspending of NCMS funds. This policy is ill-considered
because it is based on a fee-for-services payment. If it is based on a diagnosis-related group
payment, it will restrain hospitals from conducting overtreatment…Another example is the
regulation of the provincial government on reimbursement rates of the NCMS. The NCMS
provides a 90% reimbursement rate for patients hospitalized in THCs with a deductible of
¥200. Correspondingly, some patients with slight diseases would not go to receive out-
patient services, but to receive inpatient services. This is due to the inducement of doctors
on the one hand; on the other hand, it is because patients are willing to do so. The benefits
of both of them are in accordance. But it causes medical expenditures to be wasted. If a
patient’s illness could be cured via outpatient services, admission of him/her to be an
inpatient would render much expenditure unnecessary. (D20120906PZR)

In County D, the father of a student patient counterfeited an NCMS certificate to
acquire reimbursement under the guidance of a doctor, even though the student was
enrolled in a school health insurance program.

I am working at the Administrative Office for Industry and Commerce of a county town.
My daughter caught acute tonsillitis and received a surgery of tonsil extirpate last year.
I have to say that the phenomenon of counterfeit is too serious in China. When my daughter
received the surgery, the doctor suggested that I borrow an NCMS certificate to get more
reimbursement. She was finally charged ¥2,000 for the treatment and was reimbursed ¥900.
If I didn’t borrow this certificate, I would have had to pay the full expenditure of ¥2,000.
My daughter was attending a medical school where she was enrolled in the school health
insurance. But the reimbursement procedure of the school insurance was quite complicated
and required going through many formalities. I had no choice. So I borrowed an NCMS
certificate. The doctors warned me many times that I must not let others know it; otherwise,
he would be fined. (D20121030LY)

5.3.2 The Weak Role of Patients Compared
with that of Doctors

Although patients might abuse health services and SHI reimbursement, they
remained vulnerable compared to doctors with regard to their lack of medical
knowledge and passiveness in clinical practices.

SHI agencies used indicator management as one method to prevent doctors from
prescribing too many drugs and medical services outside of the SHI formularies.
They also regulated that doctors had to seek patients’ agreement before prescribing
these kinds of drugs and medical services and tests. However, doctors might not
follow this guide, because most patients had no relevant awareness. Patients played
a weak role in monitoring the use of drugs outside of the SHI formularies due either
to information asymmetry or to their unawareness. A doctor in a county hospital in
County D said that the legal awareness of most Chinese people was outdated.
Patients might not complain if being prescribed many expensive drugs, because
they were satisfied as long as they obtained SHI reimbursement.

The county SHI agency and the NCMS management office regulate that doctors have to
seek patients’ agreement if they intend to use drugs outside of the SHI formularies;
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otherwise, the expenses of patients would be refused to pay if such kind of drugs are used
too much. However, the regulation plays a weak role in practice. It still depends on the
awareness of patients in constraining the use of drugs outside of the formularies. If these
drugs are used too much, patients who know well the rules of reimbursement may ask
doctors to explain. For those who know little, they won’t ask doctors and just take the
amount of reimbursement they obtain for granted. No organization can inspect doctors’
behaviors in a professional manner. It all depends on patients’ auto feedback and complaint.
But most of the patients have no idea of medical knowledge and don’t investigate these
things. The legal awareness of most Chinese people is outdated. They take the reim-
bursement provided by the SHI schemes as extra benefits. Even if they get a small amount
of reimbursements, they are satisfied. (D20121030FYS)

Moreover, patients valued health more than money. This was the case especially
when their illnesses were severe; therefore, some doctors asked them to buy from
pharmacies expensive drugs outside of the SHI formularies. This was either because
the drugs might be necessary for clinical treatment but were not included in the SHI
formularies, or because buying from pharmacies could decrease the proportion of
the cost of drugs outside of the formulary. Whatever the reason was, patients had to
pay much out of pocket as a result.

I [a pharmaceutical sales representative] was a doctor in a tertiary hospital at provincial
level. Some expensive drugs were outside of the SHI formularies or took a large share of
the proportion of drug costs if being prescribed. For example, some expensive antibiotics
cost hundreds of yuan for a piece. Doctors ask patients to buy them at pharmacies by
themselves. These situations are common. The department of internal medicines relies on
some antibiotics, and the department of oncology relies on some antineoplastic drugs. Some
of these drugs cost even tens of thousands yuan for a piece. Doctors just let patients buy by
themselves. (A20121019YXZ)

Because so many drugs outside of the SHI formularies were used in health
facilities or were bought from pharmacies, the magnitude of the reimbursement of
SHI was hindered. Patients had to pay much out of pocket even if they received SHI
reimbursement.

My father had caught carcinoma of the colon and was hospitalized in the city
No. 2 People’s Hospital three years ago. The total spending was over ¥40,000. The
reimburse rate was just 40%. The reimburse rates of the NCMS were generally low at that
time. At the same time, many drugs were not within the scope of reimbursement. We were
finally reimbursed less than ¥10,000. The doctors prescribed many kinds of nutraceutical
which were not eligible for reimbursement. For example, albumin cost ¥400–¥500 for a
bottle but was not eligible for reimbursement. We used several bottles. After getting
reimbursement, we still spent a lot out of pocket. Most of the expensive drugs were not
eligible for reimbursement. (D20121025LZX)

5.3.3 The Weak Role of Patients Compared
with that of the Healthcare System

Patients had a weak position compared not only with doctors, but the whole
healthcare system. They were susceptible to the changes in the regulations of SHI
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agencies, as shown earlier. In addition, the implementation of grand policies, the
status quo of the healthcare market, and even the decision of a director in a hospital
might affect patients greatly.

In the investigated township in County D, for example, the NCMS provided both
a household savings account and a pooling account for outpatient services. In
theory, patients could access any designated clinic or the THC. In practice, how-
ever, the household savings account of the NCMS was constrained for consumption
within the village clinics of the villages in which patients lived, while the pooling
account was constrained to the THC. In addition, the pooling account was permitted
to be used only after the household savings account funds had been depleted.

This rule didn’t come from NCMS policies, but was the personal decision of the
director of the THC. When this director was interviewed, he explained that the rule
aimed to maintain the business of village doctors and avoid the loss of the NCMS
pooling funds, because the slow internet development in village clinics might
disenable the THC to collect data from village clinics on time, causing duplicated
records of the consumption of pooling funds. However, some doctors provided
different viewpoints. They said that the mandatory consumption of the household
savings account in village clinics was to provide profits to village doctors, which
might induce village doctors to refer patients to the THC rather than other health
facilities. In addition, as the county BoH regulated a rigid proportion of drug costs
for each hospital, the decision of that director was also to reduce the proportion in
the THC, because most rural residents used their household savings account to buy
drugs.

Whatever the reason, the territorially separate consumption of different accounts
for outpatient services stimulated patients to buy their own drugs. For the patients
who needed to receive outpatient services in the THC, they first had to expend their
household savings account through buying drugs in village clinics, even if they did
not need those drugs. What was worse, NCMS participation was based on a
household as a whole, which meant that the premiums (¥30 for each member) of all
members in a household were put into a household savings account of the NCMS.
In a large-sized household, a member had to expend hundreds of yuan before she/he
was admitted to the THC as an outpatient.

An alternative choice, as revealed in the following dialogue between a patient
and a doctor in THC A, was paying out of pocket:

Doctor TYS: Do you have the NCMS certificate? Do the deposits in your household
account for outpatient services run out?

Patient 1: No. I haven’t expended the deposits.

Doctor TYS: If the deposits are not expended, you won’t be reimbursed for your spending
in the THC.

Patient 1: That’s okay if I cannot be reimbursed. But I just don’t understand. I am in the
same township as the THC. Why do I have to expend the deposits in my household account
before I can get reimbursement?

Doctor TYS: You have to spend the deposits in your village clinic before you enjoy the
reimbursement from the pooling account for outpatient services.
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Patient 1: I am unable to spend all the deposits of all my family members. I have several
family members. The deposits of ours, if added up, are too much for me.

Doctor TYS: I can’t help you. You can’t enjoy reimbursement if you don’t expend the
deposits. Let me check your NCMS certificate first…There is still ¥101 of deposits.

Patient 1: That’s okay if I really can’t be reimbursed. It’s fine only if my disease gets cured.
That’s the regulations of the government. That’s good if I can get reimbursed but is okay if
I can’t. Haha. (D20120904TYS)

In another case, a girl in County D caught aplastic anemia and spent over
¥300,000 for her treatment. After leaving hospital, she had to continue to take an
expensive drug for rehabilitation. This drug cost ¥200 per box and it was outside of
the NCMS drug formulary. Her parents behaved illegally to obtain reimbursement,
as the mother describes below. Her parents were “cheaters” to acquire the reim-
bursement illegally, but most certainly were vulnerable compared with the phar-
maceutical market where the prices of drugs were inflated. They were also
vulnerable compared with the poor but demanding SHI system that excluded some
expensive drugs from its formularies and provided an unsound reimbursement
mechanism.

My daughter caught aplastic anemia last year. She was prescribed a kind of drug after she
left the hospital and had to keep taking it. She consumed five to six boxes of this drug each
month. The drug was quite expensive and cost ¥200 for a box. But it was out of the
reimbursement scope of the NCMS. We had to pay out of pocket. Later on, we figured out a
way. Every time we sought a doctor, we asked him to write two medical records, with one
for this drug and the other for other drugs. Then we went to get reimbursement using the
medical records for the other drugs. For example, when we went to buy this drug, we asked
doctors to record what we bought as cyclosporine. Cyclosporine was within the reim-
bursement scope of the NCMS. The officers in the NCMS management office didn’t know
these things. What we did was actually illegal. But our medical spending was really too
much, but we couldn’t get reimbursed if we didn’t do this. We had to use this strategy.
Every time, we could get the reimbursement of ¥900 out of the expenses of over ¥1,000.
(D20121028LTZ)

5.4 The Doctor: An Unhappy Reactor

Doctors in China were criticized for a long time for inducing unnecessary demands
on patients, prescribing excessive and expensive drugs and tests, overcharging
patients, and so on. Conversely, however, they received a low basic salary and had to
compromise to earn bonuses by altering their prescribing behaviors; they suffered
from heavy workloads as they had to compete to attract and retain patients to
generate earnings for hospitals (Yip et al. 2010). Even worse, doctors were suffering
from a deteriorating reputation, as both government and social media had been
suggesting a decrease in the social morality of the medical profession (Yang et al.
2008; Bloom et al. 2000); the relationship between doctors and patients was dete-
riorating, and doctors often became victims of terrible violence (The Lancet 2010).
To summarize, Chinese doctors were doing wrong, while suffering at the same time.
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To redress these problems, the government tried to formulate the SHI purchasing
mechanism. The aim of this mechanism lay in stimulating doctors to provide
cost-effective services with payment and inspection by SHI agencies. How did
doctors react to these strategies of payment and inspection? We traced the process,
by discovering the concern of doctors, their attitude and recognition toward the
strategies, and in turn, their reaction to these strategies.

5.4.1 Doctors’ Concern

The increased reimbursement benefits of SHI no doubt provided extra resources to
improve the development of hospitals and the business of doctors. However,
doctors had to be inspected and monitored by SHI agencies. Hence, there would
certainly be conflicts between SHI agencies and doctors. As stated by a chief
physician in a mental health hospital in City C, the SHI agency’s concern was to
ensure the safety of SHI funds and to control cost inflation in health facilities, while
that of the doctors was to realize both economic profits and medical safety. These
different concerns collided.

What the SHI agency cares about is finishing the task of SHI and ensuring the safety of SHI
funds; what the hospital director cares about is earning revenue to sustain the development
of the hospital. As head of the service department in a hospital, what I care about includes
two parts: one is economic profit, the other is medical safety. I rest assured that I make
rational diagnoses after I prescribe patients with medical tests; otherwise, I don’t. The
devices for medical tests have to perform well. If I prescribe a test of color ultrasonography,
the diseases of patients would be detected with a high quality mirror image of the color
ultrasonography; otherwise, they will be missed. All of these are substantially important
either for guaranteeing medical safety or increasing our profits. Subsequently, medical
expenditure is rising. We collide with the SHI agency who forbids us from overexpenditure
of SHI funds. But we exceed the budget indeed. What should we do? Let our hospital
director seek solutions. (C20120918WYS)

It had to be acknowledged that the economic profits earned by doctors were for
both the hospitals and the doctors themselves. The part earned by doctors could be
further divided into legal and illegal profits. Doctors earned a basic salary and a
bonus from hospital revenues legally, as well as off-the-book income from
overtreatment and drug kickbacks, and relied on both to make a living. That was
why doctors continued to prescribe so many drugs outside of the SHI formularies
even if SHI agencies inflicted strict inspections on the use of these drugs.

I [the relative of a patient in County D] have a relative who was hospitalized in the Red
Cross Hospital. His attending doctor prescribed a kind of drug which was promoted by a
pharmaceutical company from Xi’an City. This drug was not within the scope of reim-
bursement. Other drugs were within the scope. The drug was bought privately by that
doctor. That doctor told him the truth directly. His total expenditures were over ¥700.
According to the rule of the NCMS, a patient hospitalized in THCs can get 90% of his
expenditures reimbursed. My relative should spend less than ¥100 out of pocket in theory.
But he finally spent ¥300 out of pocket. The doctor just explained that one of the prescribed
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drugs was bought privately. He was really bold to say it. But he also explained that the drug
was with good clinical efficiency. If so, how could a patient say no? (D20121105ZSF)

5.4.2 Doctors’ Attitudes

During our fieldwork, doctors expressed extreme complaints against the payment
methods reform and inspections launched by SHI agencies. When asked the effects
of these strategies on their work, doctors were generally dissatisfied with either the
fixed budget and indicators set by SHI agencies, or the way SHI agencies, espe-
cially those in urban areas, conducted inspections.

Generally, doctors protested that the fixed budgets assigned by SHI agencies
were low, that they ignored the detailed conditions of diseases, and that the pro-
portion of the cost of drugs outside of the SHI formularies could not fulfill their
clinical needs. A chief physician in a mental health hospital in City C criticized that
the actions of SHI agencies were not based on sufficient investigation.

It is rational for the urban SHI agency and the BoH to restrain total medical expenditures.
However, they should suit their measures to the detailed conditions of diseases. The price of
curing a disease has increased from ¥1,000–¥2,000 to ¥4,000–¥5,000. Why? Because our
detective and treatment devices have both increased. But the SHI agency still sets fixed
expenditures for our department of mental diseases, according to the criteria for general
hospitals, and allows our expenditures to increase by only 5% annually. The SHI agency is
unfamiliar with our practical conditions. It should set up its plan based on sufficient
investigation. One shoe cannot fit all feet. Should our mental health hospital not buy CT and
MRI devices? The SHI agency should raise our budget and growth rate to some degree based
on sufficient investigation. A patient may spend tens of thousands for a month in a general
hospital. It would be big money if the expenditure in a general hospital increases annually by
5%. But in a small hospital like us, a patient may spend just ¥3,500 for a month. How much
money it is even if the expenditure increases annually by 10% or 20%? Not to mention 5%.
All mental health hospitals suffer from a poor budget. (C20120918WYS)

A doctor in a tertiary hospital in City A warned that the fixed budget and
indicator management might even increase total medical costs, because it forbade
the prescription of some clinically significant drugs outside of the SHI formularies,
which might produce unsatisfactory clinical effects.

Much supervision by the urban SHI agency and the NCMS management office is necessary,
but generally speaking, it is too much. I would not say they are trailing us, but sometimes
they do affect our clinical treatment. Some drugs outside of the SHI formularies are nec-
essary for clinical treatment but we cannot use them. Therefore, the treatment produces an
unsatisfactory effect and extends further hospitalization days and increases total costs.
(A20121019GYS)

As well as the fixed budget and indicator management, doctors were also
unsatisfied with the way in which SHI agencies, especially in urban areas, con-
ducted their inspections. They criticized that they were bureaucratic and overly
strict, and that they did not consider the clinical practices of health facilities. They
opposed SHI agencies’ intervention in their clinical practices.
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The SHI agency is just a bureaucratic organization…they set up a crude fixed budget for us,
impose the restriction on us [a mental health hospital in City C], but they rarely do practical
investigation. This is bureaucracy…when they inspect our medical records and expendi-
tures, they judge its appropriateness according to their regulated rules and indicators. If our
expenditures overrun according to their rules, then they judge our expenditures as over-
expenditures; if they regulate drug usage not exceeding 15 days and we use drugs for
16 days, they deem our prescription of drugs to be a violation of the regulations…They use
these rules to check our medical records one item by one item. (C20130918GKZ)

A doctor in a mental health hospital in City C even thought that the inspections
by SHI agencies were beyond their authority, in that they conducted them and
imposed punishment without coordinating with the BoH, which was the department
in charge of health facilities.

The inspections by the urban SHI agency are not only overly strict, but are beyond their
authority. Hospitals are set up by the BoH, but the urban SHI agency goes directly to
inspect hospitals, without the permission of the BoH. In theory, the urban SHI agency
merely plays a role of inspector and monitor. However, it functions as a manager in
practice. In theory, it should coordinate with the officers in the BoH who supervise SHI
schemes. But now, once it allots a file, we will be fined. Before it fines us, it should at least
coordinate with the BoH to explain where we went wrong. If it does this, I will say that
what it does is an efficient monitoring. But now its power is expanded in that it acts as a
king to intervene in our clinical practices. If it has no idea of the practical operations of
hospitals, then how can it intervene? It is the BoH that provides detailed guidance to treat
some diseases like chronic diseases. I think that the best way is to build the cooperation
between the SHI agency and the BoH and then to select a major manager. If the SHI agency
is set as a major manager, it should bring in the staff of the BoH to work together and to act
coordinately. Without doing that, the role of the SHI agency should be an inspector rather
than a manager. But now it acts as both an inspector and a manager; it always sets
impractical action guidelines for us. What it does is beyond its authority. SHI agencies in
the whole country are like this. (C20120918WYS)

5.4.3 Doctors’ Reactions

Before exploring doctors’ reactions to the strategies of SHI agencies, it is first
necessary to note that the governance of the Chinese healthcare system continued to
be poor. To be specific, the distorted price schedules set high-tech medical tests with
high prices, the poor compensation system caused health facilities to rely on user
charges to generate their revenues, SHI third-party purchasing was not sound, and
the pharmaceutical system was penetrated with drug kickbacks. Poor governance
enabled doctors to use a number of countermeasures in reaction to the regulations of
SHI agencies and to compensate for their income. These countermeasures included
rejecting patients with catastrophic diseases, forging medical records, compensating
for the loss of drug profits with prescriptions for medical tests and services, and so
on. At the level of the health facilities, a health facility might abuse the subsidies
provided by SHI agencies for overexpenditure and endure temporary financial
hardship in one year in order to receive more budget in the next.
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Doctors might use the strategy of “cream skimming” to counteract the effect of a
global budget. SHI agencies assigned a fixed budget to health facilities to control
the cost inflation. To avoid deficit spending, doctors might refuse to admit some
patients with catastrophic diseases who would consume too much of the budget
assigned to them. An SHI reimbursement manager in a tertiary hospital in City A
revealed this inconvenient truth:

A global budget is dignified in improving the self-management of hospitals. But actually it
just brings social conflicts to our hospitals, replaces the harmonious doctor–patient rela-
tionship with conflict between doctors and patients, and exaggerates the conflicts. The
urban SHI agency sets up its budget in advance and forces hospitals to pay if hospitals’
expenditures exceed the fixed budget. But how can we pay so much money? A global
budget pushes us to select patients…Now we admit patients with catastrophic diseases very
selectively, because their expenditures are high. If we accept all of them, we will suffer
losses; we cannot afford these losses. (A20121018GJ)

Doctors might also invent medical records to counter inspections by SHI
agencies and BoH. A doctor in a county hospital in County D said hospitals may
counterfeit data to make their indicators of expenditure look good.

The society now is hard to manage. The population is dense and ill-educated. A number of
the published data in the health sector are faked. For example, a county government intends
to set up a county hospital as a model and therefore controls the hospital rigidly. In order to
meet the inspection request, the hospital draft doctors to forge a bulk of medical records that
look good. The government declares that healthcare reform produces the desired effects as
the expenditures and proportion of the cost of drugs decrease in its county hospital.
However, can one county hospital represent all hospitals in the county? Are the statistical
results true? (D20121030FYS)

In addition, BoH seriously monitored the proportion of drug costs, and urban
and rural SHI agencies monitored the proportion of the cost of drugs outside of the
SHI formularies. Both of these regulations aimed to avoid the overprescription of
drugs. However, in practice, doctors might increase the prescription of device tests,
lab tests, surgery, and other medical services to subsidize the loss of drug profit.
The increasing prescription of these items would increase total medical costs, which
would then further reduce both of the proportions mentioned above. Moreover, the
increasing use of these items would compensate for the income of doctors and
hospitals.

The urban SHI agency regulates the fixed proportion of the cost of drugs, with no more than
18% for all kinds of drugs and no more than 10%–15% for drugs outside of the SHI
formulary…To meet the requirement of limiting the proportion of drug costs, we have to
use as few drugs as possible in the normal treatments. Usually we encourage patients to buy
drugs by themselves after they leave our hospital. During the treatment, we try to use
multiple services, such as electronic stimulation, MTT assay, and so on…If patients are
hospitalized, we use as many medical tests and treatment services as possible for them. So
the proportion of drug costs in our hospital does not look so high. (C20120918GKZ)

In its normal operations, a hospital might link the prescription of medical tests
and services to the income of doctors. It aims at revenue generation through the
overcharge and overtreatment by doctors. A doctor in a CHC in City B said that
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many large hospitals permitted doctors to extract profits as extra income from each
medical test.

In the large-scale hospitals, the excessive use of medical tests like CT is really severe. This
is a serious social problem. Hospitals set directly earning criteria for doctors. For instance, a
doctor can extract ¥50 if providing a CT scan, ¥100 for an MRI scan, and so on. How can
the excessive use of medical tests not be prevalent with these criteria? The criteria set by
hospitals are really bad…It was so in the past, and is so now too. Hospitals focus on
revenue generation, and therefore stimulate doctors to provide unnecessary tests.
Prescribing a CT scan may bring ¥50 to a doctor and the hospital may earn more, perhaps
¥100. But the cost of a CT scan may be just about ¥10. Therefore, how would they deny
doing so? There is serious corruption, from hospitals to doctors. (B20121101GSL)

At the level of the health facilities, a health facility might abuse SHI subsidies
for overexpenditure. A vice director of the urban SHI agency of City B reviewed
that it was the regulation of providing subsidy for overexpenditure in health
facilities that aggravated the excessive medical expenditures.

We [the municipal SHI agency of City B] replaced the 2007 regulation of no subsidy for
overexpenditure with the regulation of providing subsidy for their overexpenditure in 2009.
Hospitals thought that we might have much surplus of UEBMI funds when we started
subsidizing them. As a result, most of the hospitals spent excessively in 2009. However, we
actually had not so much surplus of funds. Therefore, we didn’t provide subsidy for their
overexpenditure in 2009. Hospitals were highly unhappy. Although part of their overex-
penditure might be reasonable, it was very abnormal when the overexpenditure were so
excessive. We didn’t provide subsidies and as a result, hospitals protested against us.
(B20120921BJZ)

Moreover, to obtain a substantial amount of the fixed budget from SHI agencies
in future, hospitals may endure temporary financial hardship by spending exces-
sively and paying for their own overexpenditure. Because the fixed budget assigned
to health facilities was based on the expenditures in past years, health facilities
spending excessively would definitely receive a bigger fixed budget in the future.
This abnormal strategy induced hospitals to neglect cost control.

If we [a secondary mental health hospital in City C] follow the strategies of other hospitals
to overcharge patients, the urban SHI agency would assign us with more budget in the next
year…We plan to pay for our deficit in advance by ourselves. We continue to invite
specialists, to introduce high-tech treatment items, and to admit as many patients as we can.
So now we are just waiting. We spend more than our revenue and keep going, and next year
the SHI agency would assign us with more fixed budget. (C20130918GKZ)

To summarize, doctors and health facilities obtained different benefits from SHI
agencies. To counteract the effects of the purchasing strategies of SHI agencies,
doctors and health facilities used many countermeasures to transform medical costs
and gain as much funding as they could for self-development. However, due to
these reactions, unnecessary services were prescribed to a larger extent than ever
before. Medical costs could not be satisfactorily restrained, but instead were highly
inflated. A doctor in a secondary hospital in City B revealed this paradox by saying
that medical expenditures just “flow from some medical items to other items.” He

5.4 The Doctor: An Unhappy Reactor 123



meant that medical expenditures were transformed from spending on drugs to
spending on medical tests and services.

Medical costs have inflated quickly in recent years. For example, the major expenditures for
a department of medicines are on drugs. The government now requires the decrease of the
proportion of drug costs and of device test costs. But the nursing costs will rise corre-
spondingly. The cost of some items decreases, while that of other items will definitely rise.
In the past, we might not charge for some items, but we may charge now. In total, a
patient’s expenditures will not decrease. They will just flow from some medical items to
other items. It is impossible that drug costs decrease while others stay the same. Do doctors
and nurses not want to survive? All in all, the government cannot provide a full salary to
doctors. Doctors have to earn by user charges to make a living. They will use all kinds of
countermeasures. (B20120926MYS)

5.5 The Disenabling Institutional Surroundings

All the actors were embedded in their institutional surroundings. Although the new
round of healthcare reform in 2009 gave local SHI agencies major duties to improve
third-party purchasing, the grand institutional and policy surroundings disenabled
their initiatives, thus creating a paradox for third-party purchasing. These institu-
tional factors included the poor compensation system, the distorted centralized
pharmaceutical tender and procurement system, the fragmented SHI schemes, and
the inequitable allocation of healthcare resources.

5.5.1 The Poor Compensation System

China had been experiencing serious health cost inflation since the 1990s.
Retrenching government finance was criticized to be one of the most salient risk
factors because it stimulated perverse incentives for doctors. Without adequate
government finance, health facilities had to rely on user charges to survive, which
exacerbated supplier-induced demands. The poor compensation system reduced the
magnitude of the purchasing efforts of SHI agencies. A deputy director from the
NCMS management office of County D said that the state did not infuse many
resources to county hospitals; therefore, the NCMS management office would not
conduct strict inspections of hospitals because hospitals had to survive via user
charges.

We [the NCMS management office of County D] run up against considerable opposition to
our inspections. The state gave priority to the development of primary care facilities in 2009
and infused considerable resources to THCs. After finishing the establishment of the
infrastructure of THCs, the state now focuses on the development of county hospitals. The
County People’s Hospital and the County Chinese Medicine Hospital obtained ¥30 million
to improve their facilities this year. Therefore, if our policies are unfavorable to the
development of these health facilities, the latter won’t enforce the policies. We cannot
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complain much. These health facilities have to survive and earn income. The state didn’t
infuse many resources to them but still positioned them as public organizations. But
actually they have not been public in nature. (D20120906PZR)

To reform the poor compensation system, the government increased health
finance, starting from the early 2000s, especially following the new round of
healthcare reforms in 2009. Both central and local governments increased subsidies
for enrollment to SHI schemes, infrastructure development and medical staff
training of primary health facilities, provision of public health services, and so on.
The government targeted about 30 % of its new funding at rural and primary care
institutions, including county hospitals, CHCs and THCs, community health sta-
tions, and village clinics (Yip et al. 2012). These funds were infused into infras-
tructure building, increases in basic salaries, public health services, substitution for
drug markup, and so on. A deputy director in the municipal SHI agency praised the
achievement of governmental financial infusion to rural and primary care facilities.

The three-year healthcare reform (2009–2011) has made remarkable achievement…The
achievement, first, really deserves praise. The government infuses substantial resources. It
planned to invest ¥840 billion, but runs over its initial budget by investing over ¥1 trillion.
Where does the money flow? Our country is really large. So is the inequality between urban
and rural [health facilities]. Township and community health centers, which we call primary
healthcare providers, collapsed in the past. People suffered from the great inconvenience of
accessing them. It needs considerable sums of money to boost them. A big part of these
finance was infused to them. Their infrastructure building has almost finished during these
three years. The achievement is great indeed. (B20120920BJZ)

However, the government did not increase its subsidies by much for most
hospitals, with the latter continuing to rely on drug profits to survive and to charge a
drug markup of 15 %. Nevertheless, more government finance was provided than
ever before to build infrastructure and to increase the basic salary of hospital
doctors. This finance, however, was tiny compared with the annual revenue of
hospitals. A doctor in a tertiary hospital said his basic salary rose after 2009, but
only by a few hundred yuan.

My basic salary, which was slightly over ¥1,000, had not increased for years. After I was
promoted to chief physician, it was raised to ¥1,300. After the new healthcare reform, our
basic salary rose by ¥200–¥300. As a result, my basic salary reached ¥1,600.
(B20120927WZY)

Subsequently, the compensation system reform caused widespread complaint by
doctors. Doctors were generally dissatisfied with either the amount of government
finance or its effect on their income. During our fieldwork, there were two different
types of opinions, from doctors in hospitals and from those in primary health
facilities. Doctors in hospitals denied that there was any effect of the increased
government finance on their income, deeming it inadequate. For example, a doctor
in a tertiary hospital in City C said that most of doctors’ income still came from user
charges, with little from government finance.

The government takes little responsibility for us. The hospital is a nonprofit unit and should
be subsidized by the government. But the government really takes little responsibility. It
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only provides finance to make up 20% of the salary for the employees of a formal
establishment. The salary of those without an establishment has to be dispensed from the
revenue of the hospital. We occasionally launch some free diagnosis activities. The gov-
ernment should provide subsidies to us, but it does not. Anyway, it takes little responsi-
bility…If we need money, no people care. The government just ducks its responsibility.
(C20120918PYS)

Doctors in primary health facilities (CHCs and community health posts in urban
areas, and THCs and village clinics in rural areas) complained that there was even
an adverse effect of government finance on their income. A village doctor in
County D complained of his decreasing income after the new round of healthcare
reform in 2009.

The government does increase subsidies to us. However, the money is totally inadequate. If
we have no other sources of income, we can hardly make a living. Moreover, the subsidies
are settled after we provide services. They should be paid in advance so that we can provide
services. In this society, even a peasant going outside to do construction work can earn
hundreds of yuan every day. We doctors earn less than them…and we earn less than ever
before. I can earn at least ¥40,000 a year in the past. Now I earn only hundreds of yuan a
month. (D20120823ZYS)

Doctors generally attributed this adverse effect to a zero-drug-profit policy and
strict supervision of drug prescriptions by the government. In the past, primary care
facilities were permitted to add a maximum of 15 % markup for drugs. After 2009,
the government promulgated an essential medicines list and enacted a
zero-drug-profit policy in primary care facilities, in that primary care facilities were
forbidden to either import non-essential medicines or to add drug markups, and
drugs had to be sold to patients without profit. The loss of these drug profits was to
be financed by government subsidies; however, the subsidies delivered to doctors in
primary care facilities could not substitute for the loss of their income. In addition,
the strict supervision of drug prescriptions reduced the income of doctors.

After the cancelation of the drug markup, THCs both gained and suffered. Doctors also
reacted differently. Some praised it, while most of them complained. In the past decades,
hospitals sustained their development by selling drugs. The cancelation of markup reduced
the revenue of hospitals. How could hospitals survive? Not to mention the government
subsidy that is always insufficient and in arrears. (A20121018DYSZYS)

A doctor in the investigated THC in County D attributed the decrease of income
to the source of his salary. He thought that without the drug markup, the major
source of his salary shifted from drug prescription to government finance.

The salary of our doctors came mainly from the user charges of hospitals in the past. Now it
is different. The government canceled drug markup, and the revenue of hospitals decreased
after that. The government correspondingly provided some subsidies to hospitals.
Hereafter, the major source of our salary shifted from drug prescription to government
finance. However, the budget of our county government is always in deficit and cannot
deliver subsidies on time. Our income decreased after the new healthcare reform.
(D20120811WSC)

To summarize, the purchasing and inspecting initiatives of SHI agencies were
partly impeded by the weak or even adverse effects of government health finance on
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doctors’ income and the revenue of hospitals. Without sufficient income and funding
support, doctors were more likely to violate the regulations of SHI agencies and
conduct overtreatment. The ultimate victims would most certainly be the patients.

5.5.2 The Distorted Centralized Pharmaceutical Tender
and Procurement System

The purchasing initiative of SHI agencies was counteracted by the centralized
tender and procurement system of drugs and medical consumptive materials and
devices. A provincial joint office for centralized tender and procurement took
charge of pharmaceutical tender and procurement in most provinces. This joint
office consisted of many provincial departments of the government such as the
Development and Reform Commission, the Department of Bursary, and so on,
while the DoH was just one of its members. Unusually, the DHRSS was not a
member. Each of the latter two departments could not decide the tender, procure-
ment, and prices of medicines, let alone the rural and the urban SHI agencies that
were affiliated to the two departments, respectively. Some officers in the municipal
SHI agency of City B and of City C said that the current system gave no rights to
SHI agencies to negotiate medical prices with pharmaceutical suppliers.

The municipal government is forbidden from conducting the tender of drugs; only the
provincial government can. The participants of provincial tender include the DoH, the
Development and Reform Commission, the Commission for Discipline Inspection…it
includes most of the relevant government departments, but excludes our Department of
Human Resources and Social Security…This induces a problem. Pharmaceutical suppliers
sell drugs to hospitals, hospitals sell these drugs to patients, the money is spent, then
hospitals come to our SHI agency to let us pay the bills. (C20120910ZJs)

Our provincial Department of Human Resources and Social Security is excluded from the
tender and price setting of medicines, let alone our municipal bureau. We have no rights to
participate in that process. (B20120924SKZ)

With the restriction of centralized pharmaceutical tender and procurement, SHI
agencies were unable to do much about price negotiation; they could only conduct
some pilots of price negotiation within the current system. For example, the
municipal SHI agency of City C found that the tender and procurement policy
applied only to nonprofit public hospitals where most healthcare resources were
allocated. Therefore, they selected CHCs as pilots of medicine price negotiation.
For another example, the officers in the municipal SHI agency in Chengdu City in
Sichuan Province noticed an item in a policy document entitled “Notice on Issuing
the Drug Formularies of National Basic Medical Insurance, Industrial Injury
Insurance and Maternity Insurance issued by Ministry of Human Resources and
Social Security.” The item regulated that,

for the complex drugs not included in the Drug Formularies but composed of the Western
drugs in the Formularies, they can be deemed to be drugs of subgroup B of the Formularies
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and enjoy reimbursement if their prices are no higher than the sum prices of the composed
Western drugs. Detailed rules are enacted by locality. (Guo 2011)

The officers, therefore, conducted price negotiations for these kinds of drugs
(Guo 2011). However, only limited kinds of drugs were suitable for drug negoti-
ation, with most commonly used drugs tendered and procured via the provincial
joint office.

In addition, with the restriction of the centralized procurement system, SHI
agencies had no rights to negotiate the prices of drugs with health facilities.
A policy document regulated that “the nonprofit hospitals operated by governments
at county level and above…are requested to attend the centralized procurement of
drugs…It is forbidden to conduct another bargain on the prices of tender drugs”
(Ministry of Health et al. 2010). An officer in the urban SHI agency of County D
said that all the prices of drugs were set by the provincial Development and Reform
Commission, and that both SHI agencies and hospitals were unable to negotiate the
prices.

Medical prices are set by the provincial Development and Reform Commission; hospitals
just procure drugs in accordance with these prices. We have nothing to accuse hospitals of,
do we? The role of our SHI agency is weak; hospitals at all levels just operate according to
the prices set by the provincial Development and Reform Commission. (D20121030GZR)

The centralized pharmaceutical tender and procurement system not only deprived
SHI agencies of the rights to negotiate the prices of drugs, but also in a sense
exaggerated the excessively high prices of drugs. An officer from the NCMS
management office of County D and an officer of the municipal SHI agency of City B
both said that the prices of tender drugs were higher than that of nontender drugs.

As reflected by the staff in some pharmacies, the tender prices of medicines are not nec-
essarily lower than the prices of medicines imported directly by these pharmacies. This is
unable to be resolved and is likely to be a national problem. (D20120906PZR)

Several years ago, I started to do some evaluation work and therefore focused on the prices
of medicines. I found that the prices were low if medicines were not tendered for; once
being tendered for, the prices would rise. But hospitals are forced to use tender medicines.
This is the reality. The prices of medicines become increasingly higher with the tender
system. The problem is unable to be resolved. (B20120927SKZ)

An officer in the municipal SHI agency of City C provided a more detailed
explanation and attributed the high prices of drugs to the spending of pharma-
ceutical suppliers on public relations, that is, lobbying health facilities for selling
drugs. Usually, the lobby equaled bribe.

In the process of tender, some medicine suppliers may get a bid at the same time. When
they supply their medicines to hospitals, hospitals decide which suppliers’ goods to use.
Then these suppliers will use all kinds of tactics to let the hospitals use their goods…But
the suppliers will definitely earn this public relation spending back; they will raise the
prices. (C20120910ZJ)

In November 2009, the National Development and Reform Commission and two
other ministries jointly issued a policy document explicitly requiring local
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governments to explore this negotiation mechanism (National Development and
Reform Commission, Ministry of Health, & Ministry of Human Resources and
Social Security 2009). However, it was still in its early stages; without sound
institutional surroundings, the pilots in many places were hard to implement and
were merely a formality in an inefficient way (Wei et al. 2012)

5.5.3 The Fragmented SHI Schemes

The three SHI schemes—UEBMI, URBMI, and NCMS—were run separately by
different government departments; moreover, each scheme was operated by local-
ized management. These factors interplayed to form thousands of independent SHI
agencies and SHI pooling accounts across the whole country. This fragmentation of
SHI schemes reduced the scale and power of SHI agencies. In addition, both the
NCMS and the health facilities were supervised by the BoH, which did not like to
inspect health facilities rigorously.

The separate management of SHI schemes by different government departments
led to various styles of supervising SHI. The UEBMI and URBMI were managed
by urban SHI agencies, which were affiliated with the DHRSS. The NCMS was
managed by the NCMS office in the county BoH. A deputy director in the
municipal SHI agency of City B said that the management of urban SHI schemes by
the DHRSS was to “introduce a third party to prevent the BoH from acting as both a
player and a referee.” Here, “player” meant that the BoH was in charge of health
facilities, while “referee” meant the manager of SHI schemes.

With regard to the macro level of the top design, the SHI is divided into basic medical
insurance and supplemental insurance for catastrophic disease. The basic medical insurance
can be divided further into the NCMS, the UEBMI, and the URBMI. The Department of
Human Resources and Social Security is in charge of the UEBMI and the URBMI, while
the DoH the NCMS. Before the implementation of the UEBMI, all social health insurance
programs were managed by the DoH. The healthcare reform introduced a third party to
prevent the DoH from acting as both a player and a referee. The government lets the urban
SHI agency manage the UEBMI and the URBMI, while still asking the DoH to manage the
NCMS for rural residents. The DoH had managed health insurance for rural residents for so
many years that they were unwilling to abandon it. (B20120921BJZ)

Many participants indicated that the inspections by urban SHI agencies were
more rigorous than the NCMS management offices. A salient problem of the NCMS
was that both hospitals and NCMS management offices were affiliated to the BoH.
The BoH remained both a player and a referee in that it managed both health
facilities and the NCMS management office. This close relationship reduced the
magnitude of inspection and punishment by the NCMS management office and the
BoH. This was acknowledged by an officer in the NCMS management office of
County D.

Although the rules regulate that we can cancel the designated membership of hospitals if
necessary, we haven’t done that indeed. You may think about it. Both our BoH and

5.5 The Disenabling Institutional Surroundings 129



hospitals are within the same system, where we set up and supervise hospitals. It is hard to
ignore our relationship and to punish hospitals rigidly. It has disadvantages to let the BoH
monitor itself and its affiliates. Many works can hardly be conducted rigorously. If there are
no serious problems in hospitals, we will not be that demanding to supervise them.
(D20120906PZR)

In addition to the metaphor of player and referee, a doctor in a secondary
hospital in City C described the relationship between the BoH and hospitals as the
relationship between a parent and its children. Both the metaphor of player/referee
and of parent/child denoted that the BoH would not supervise hospitals strictly due
to this close relationship.

The BoH and hospitals are within the same system. If hospitals make some faults, the BoH
just turns a blind eye to these faults. However, if hospitals dare to make faults, they may
violate regulations and even laws in future. This is the real practice. That is why the
magnitude of inspections by urban SHI agencies and that by the NCMS management office
differs so much…It is inefficient to supervise hospitals by the BoH. How can a parent
punish his/her child rigorously? It causes many problems. (C20120918WYS)

As a result, in practice, inspections by the NCMS management offices and the
BoH were said by some doctors to be irresponsible.

Generally speaking, the BoH would not come to inspect our work if the central, provincial,
or municipal governments have no big action. (D20120816ZHX)

[The inspection by the BoH] is quite irresponsible! They just go around to have a general
look, and then let our director host them to have a lunch. After that they will leave.
(D20120904DJ)

However, with regard to the UEBMI and URBMI, the separation of the man-
agement of insurance and that of the health facilities did not automatically guar-
antee an efficient purchasing mechanism. Without strong incentives, sufficient
resources, and the support of grand policies, the urban SHI agencies were weak
purchasers, just like the NCMS management offices.

Our inspections [the county SHI agency of County D] of supplier-induced demand in
hospitals are not so rigid, because hospitals are our cooperative units…For example, an
inpatient should be prescribed one test of color ultrasonography but is actually prescribed
two. We should audit both of the two tests in theory, because we regulate that any medical
items worth over ¥80 should be approved by us. However, we don’t audit them rigorously.
(D20121030LKZ)

Urban SHI agencies did not inflict strict supervision of health facilities, not only
because of problems with their own incentives and resources, but also because of
the public relation actions of the health facilities. To lessen the tense atmosphere,
health facilities might send gifts and even money to officers of the urban SHI
agencies, to beg for lax inspections.

The relationship between hospitals and the urban SHI agency is important. If the rela-
tionship is good, the urban SHI agency will not care much about the problems existing in
hospitals…Therefore, every hospital employs special staff members to deal with public
relations with the urban SHI agency. This is the Chinese characteristic. Some hospitals send
gifts and money to the officers in the urban SHI agency on every festival. Correspondingly,
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the inspections by the agency would be lax and the refusal of paying reimbursement would
not happen in the next time period…The key to these things is the authority and power of
the urban SHI agency that is conducting not just inspections, but also the management of
hospitals. (C20120918WYS)

The management of SHI schemes generated low incentives and power for SHI
supervision, because not only were they separately managed by different govern-
ment departments, they also suffered from being localized. The UEBMI and
URBMI at municipal level were managed by a municipal SHI agency, while those
at district level and county level were managed by a district and a county SHI
agency, respectively. All of these agencies were affiliated to the DHRSS.
The NCMS was managed by the county NCMS office in the county BoH.

This fragmentation caused many problems. One of them was that local SHI
agencies found it difficult to inspect out-of-town hospitals due to the low pooling
level of SHI funds. A deputy director with the NCMS management office of
County D said that the performance of the global budget payment enacted by a
county NCMS management office would be undermined in hospitals at city level.

Those [patients] going to out-of-town hospitals or hospitals at city and provincial level have
to advance their medical expenditures first and then come to our office for reimbursement;
we are unable to inspect those out-of-town hospitals. (D20121030GZR)

In particular, for patients admitted to hospitals at city or provincial level, their
medical spending was usually much more than that of patients admitted to hospitals
at county level and below. Most medical expenditures remained free from
inspection simply because of the localized management of SHI schemes.

After the enactment of the global budget, the hospital [a tertiary hospital in City B] assigns
fixed budgets to every department of services. Our doctors have to admit patients referring
to the amount of budget assigned to our department. However, our hospital will for sure
develop and we continue to receive as many patients as we can. The regulation of the global
budget doesn’t have a great influence on our department of neurosurgery, because most
patients from our local city suffer from slight injuries and don’t come here. Our admissions
are almost always patients from other cities and are generally catching severe diseases and
therefore spend a lot. The rules of the global budget and the inspections by SHI agencies in
other cities cannot influence our operations much. (B20120927WZY)

As well as the incentive and power problems, the fragmentation of SHI schemes
could increase administrative costs for both SHI agencies and health facilities. For
example, the fragmented SHI schemes induced overlapping information systems
across health facilities.

Either the BoH or the BHRSS considers their own sectional interests. It causes problems for
hospitals, because hospitals have to equip two information systems for these two bureaus
respectively. Now we are pursuing informatization. But one such information system costs
tens of millions of yuan. Each bureau has one; what a big waste…Overlapping establish-
ment is a big problem. From the perspective of hospitals, they said that they are also
confused. They have to build data terminal equipment for each bureau, and have to set two
corresponding offices to manage. Moreover, the regulations of the three SHI schemes are
different, causing many problems. (B20120920BJZ)
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One way to solve the fragmentation of SHI schemes was to pool SHI funds
across a larger area rather than just pooling the funds at county/district level;
however, this was hard to achieve. Although the central government required each
locality to start pooling SHI funds at the city level, most places unified at most only
the benefit package of the same SHI scheme across the city, with SHI funds
remaining locally managed. As the management of SHI funds was the priority for
SHI agencies, localized management of the funds caused local agencies to have no
incentive and power to inspect the medical expenditures occurring in out-of-town
health facilities.

Pooling urban SHI funds at the city level was required in a policy document in 2011. But
the management software in the whole city was not unified until the second half of this
year; then the reimbursement rates, reimbursement procedure, ceiling amount, deductibles,
and so on, were just kept uniform…However, for the SHI funds, we still just manage the
municipal SHI funds now, including the SHI funds for the administrative organs, for public
institutions, and for enterprises directly under the municipal government. We have not yet
managed the staff at county SHI agencies. (C20120917WW)

Unifying SHI funds at city level was very hard to implement because of the
interests of local government. A deputy director of the municipal SHI agency of
City B said that the imbalance between fund pooling and staff management made
unifying SHI funds at city level impossible. Staff members at county SHI agencies
were managed by county government, and received salaries from the locality, too.
Pooling funds at city level without also pooling staff management would encounter
opposition from local government.

The central government has set up the future guideline of pooling SHI schemes at city level,
out of which pooling SHI funds is the most important. However, we [the municipal SHI
agency of City B] cannot dampen the work incentives of the county SHI agencies. They
have managed county SHI funds for so many years and have developed their own man-
agement methods. If we suddenly take their funds away but leave their staff members
behind and just let the staff collect premiums for us, this would cause a problem of
imbalance between rights and duties. Moreover, the salaries of these staff members are still
paid by county government. So pooling their SHI funds only causes them to be displeased
and puts great pressure on them. How can I work for you while receiving a salary from the
county government? Local governments have their own interests. (B20120921BJZ)

5.5.4 The Inequitable Allocation of Healthcare Resources

The inequitable allocation of medical resources disenabled SHI agencies to choose
freely the designated health facilities, therefore damaging the purchasing function.
Tertiary hospitals usually occupied most of the medical resources in a city, forming
a monopoly in the healthcare market. Primary and secondary hospitals had limited
resources and were unable to compete with tertiary hospitals. The flow of UEBMI
and URBMI funds in City B and City C were described as follows.
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Most of the funds [of UEBMI in City B] flow to six tertiary hospitals in our city, accounting
for 70% of the whole funds; if secondary hospitals are included, it would account for near
80%. The primary health facilities account for the remaining 20%. (B20120924WKZ)

The two tertiary hospitals [in City C], the Municipal People’s Hospital and the Oilfield
Employee’s Hospital account for 60% of fund expenditures (of UEBMI and URBMI); they
account for 70% of expenditures among hospitals at secondary level and above.
(C20120917WW)

In addition, the power of choosing designated hospitals was not owned by SHI
agencies but by an administrative section of the municipal BHRSS. This problem,
together with the influence of tertiary hospitals on the healthcare market as
described earlier, almost meant that SHI agencies could not exclude a tertiary
hospital from its designation list even if there were illegal medical behaviors in the
hospital.

5.6 Summary of Findings

To sum up, in this chapter the qualitative study explored the purchasing mechanism
of SHI and the complicated interaction among different stakeholders in the pur-
chasing process. It first found that SHI agencies used multiple strategies to control
health cost inflation. The agencies put emphasis on the safety of the pooling funds
of SHI programs, took efforts to keep a balance between the revenue and expen-
diture of the funds, and set up reimbursement plans according to the revenues. They
conducted a payment methods reform to replace a retrospective fee-for-services
payment method with various prospective payment methods, such as a global
budget; for those who used the global budget, they paid fixed and partial budgets in
advance to health facilities, awarded health facilities that saved their fixed budgets,
and shared overexpenditure with the health facilities with the purpose of promoting
self-management of those health facilities. They used indicator management to
decide the return of a performance bond and focused on the use of drugs outside of
SHI formularies, expenditures per admission, the reimbursement rate for spending
within the scope of policies, the hospitalization rate, and so on. They conducted
inspections of health facilities, relying on both labor power and the development of
an information platform. They punished health facilities who violated their regu-
lations by refusing to pay reimbursement and ceasing designated membership. In
addition, they conducted tripartite negotiations to decrease the prices of drugs,
medical tests, and services.

However, during the fieldwork we found that these purchasing strategies were
undermined in the process of interaction between stakeholders, and with the
dynamics of the institutional surroundings structuring and shaping the behaviors of
its actors. In terms of the SHI agencies, they suffered from incentive problems to
conduct cost containment, only adjusting reimbursement plans to deal with the
emerging health cost inflation. This was because they assumed the political
responsibility of maintaining the safety of pooling funds, which overrode the
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importance of cost control; at the same time, there lacked top-level design of
third-party purchasing policies, leaving SHI agencies no means by which to support
cost control. In particular, the NCMS management offices had low incentive
because both it and the health facilities were subordinate to the BoH. SHI agencies
also suffered from scarce resources in terms of administrative funds, personnel, and
facility development. In addition, they could not afford the high transaction costs of
supervising other stakeholders. This was because the information asymmetry
between them and health facilities was so large they had low capability to inspect
the behaviors of doctors. They also had low administrative ranking while having to
face multiple interest groups and governmental departments in its practical opera-
tion. Furthermore, because of the inequitable allocation of healthcare resources, SHI
agencies were incapable of strictly inspecting tertiary hospitals that had monopo-
listic positions in the healthcare market. They were constrained by the distorted
price schedule of drugs and medical services and the centralized drug tender and
procurement system, and had no power to negotiate the prices of drugs and medical
services with pharmaceutical suppliers and health facilities. Moreover, SHI agen-
cies were powerless because of the fragmentation of SHI schemes, which in turn
was caused by the separate and localized management of those schemes. Facing
these constraints, the calculated choices of SHI agencies were to turn a blind eye to
the improper behaviors of doctors and to rely on adjusting reimbursement plans,
which would most certainly undermine the benefits of the patients.

In terms of the healthcare providers, these had different benefit concerns to SHI
agencies, with the former focusing on economic profits and medical safety while the
latter on the safety of pooling funds. The institutional surroundings shaped the
benefit concerns of healthcare providers in that the poor compensation system
induced doctors to obtain bonuses and that the distorted price schedule brought
substantial drug kickbacks to doctors. Facing the multiple cost-containment
strategies of SHI agencies, healthcare providers chose to complain about SHI
agencies and used a number of hidden strategies to transform the medical costs of
patients, such as refusing to admitting patients with catastrophic diseases, creating
fake medical records, increasing the use of device tests and medical services, as
well as purposefully spending excessively to acquire a bigger budget in the fol-
lowing year.

With regard to the patients, the problem of moral hazard meant that they pre-
ferred to be hospitalized even with minor diseases, abused pooling funds for out-
patient and inpatient services, counterfeited certificates of SHI participation to
obtain reimbursement, and colluded with doctors to receive unnecessary services.
Their choices were shaped either by their health consciousness or institutions. They
tried to obtain reimbursement, some with illegal behaviors, due to the excessively
high prices of drugs and medical services caused by the distorted price schedule, the
exclusion of some expensive drugs from the SHI drug formularies, and their low
capability in monitoring the use of these nonreimbursable, expensive drugs. They
preferred to be hospitalized either because of their improving health consciousness
of valuing health more than reimbursement, or because SHI plans provided sub-
stantially higher reimbursement for inpatient services than for outpatients. To sum
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up, the practical choices of patients within the special institutional surroundings
were to collude with healthcare providers to “cheat” SHI agencies.

To conclude, we found that SHI, as a kind of welfare institution, operated
against its slogan of purchasing because of the problematic interactions between
SHI agencies, healthcare providers, and patients. These interactions were further
shaped by larger, disenabling institutional surroundings. In this sense, an institution
gained or lost its efficiency in the interaction of actors and in its relationship with
the larger institutional surroundings.
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Chapter 6
A Call for a Single Payer Model?

This study answers the question: How does social health insurance participation
affect people’s out-of-pocket health spending in China? This question may seem
simple on the surface, but it in fact requires careful consideration. It originates from
an observed paradox in China with respect to its ongoing healthcare reform: the
faster SHI develops, the quicker healthcare costs and people’s OOPS increase. On
the one hand, China is constructing the largest SHI system in the world. Up until
2012, over 90 % of its 1.3 billion population was covered by its SHI schemes. Yet,
on the other hand, the country is suffering from serious health cost inflation, causing
widespread public discontent. OOPS per capita have increased by 64 % from 2006
to 2011 (Ministry of Health 2013).

To uncover the detailed mechanisms behind this paradox, this study sets out to
investigate three interrelated questions: (1) What is the effect of the expanding SHI
participation on individuals’ OOPS in China’s healthcare reform? (2) Through what
kinds of institutional arrangement does the effect take place? (3) How does the
institutional arrangement take effect?

Correspondingly, this study embraces a new institutionalist perspective to
elaborate on the effects of welfare institutions on social outcomes. It thus develops a
theoretical framework grounded on theoretical studies of the institutional arrange-
ments of social policy, as well as empirical studies of SHI. The framework has two
perspectives: of determination and of strategic interaction. The perspective of
determination serves to indicate the mediating mechanisms of institutional
arrangements in the relationship between welfare institutions and outcome. Three
mechanisms—reimbursement, behavior management, and purchasing—are devel-
oped to substantiate the institutional arrangement of SHI. The dimension of
strategic interaction explores the relationship between welfare institutions and the
behaviors of individuals. It employs a calculus approach to structure the interaction
between SHI agencies, healthcare providers, and patients, as well as to examine the
role that SHI and other institutions play in shaping that interaction.

Furthermore, this study adopts a mixed-methods design to facilitate answers to
the three research questions. A quantitative analysis draws data from a nationally

© Springer Nature Singapore Pte Ltd. 2016
K. Liu, The Effects of Social Health Insurance Reform on People’s Out-of-Pocket
Health Expenditure in China, DOI 10.1007/978-981-10-1777-3_6

137



representative dataset (CHARLS). Using regression analysis with the instrumental
variables method, it first analyzes the effect of SHI participation on a set of indi-
cators of medical expenditures, relying on data from six subsamples: UEBMI
outpatient and inpatient samples, URBMI outpatient and inpatient samples, and
NCMS outpatient and inpatient samples. In addition, using structural equation
modeling, the study analyzes the data of 1645 hospitalized patients to examine the
performance of the reimbursement, the behavior management, and the purchasing
mechanisms of the SHI schemes, namely, how the three mechanisms mediate the
relationship between SHI participation and OOPS. Subsequently, a qualitative
study explains the quantitative findings. It uses semistructured interviews to capture
the interaction between different stakeholders within the three SHI schemes. The
researcher conducted four months of fieldwork in three cities and one county, in a
province in central China. The researcher interviewed 70 stakeholders including
officers in urban and rural SHI agencies, doctors and SHI reimbursement managers
in urban and rural health facilities at different levels, patients enrolled in various
SHI schemes, and so on. A thematic analysis is used to distill important themes and
to outline the profit chain and various interactions between stakeholders under the
institutional arrangement of SHI.

6.1 Summary of Findings

The quantitative analysis finds that various SHI schemes have positive effects on
the rise of medical expenditures by increasing the usage of different treatment items,
prolonging days of hospitalization, and increasing total medical expenditures and
patients’ OOPS. It also finds that the reimbursement mechanisms of the four SHI
schemes (UEBMI, URBMI, NCMS, and GMI) offer considerable benefits to
insured patients. Individuals’ OOPS may be cut down while they claim reim-
bursement from the SHI schemes to which they belong. However, the behavior
management and purchasing mechanisms of SHI are dysfunctional. SHI partici-
pants prefer to choose higher-level health facilities compared with uninsured
patients. Meanwhile, patients who participated in the GMI are more likely to
prolong their stay in hospital than the uninsured. Patients enrolled in the UEBMI
and the NCMS are more likely to use a wider range of treatment items than the
uninsured. In addition, taking the mediation of the level of facility and length of stay
into consideration, participation in all four schemes has a significant and positive
indirect relationship with either length of stay or types of treatment items. As well,
all the levels of facility, lengths of stay in health facilities, and types of treatment
items have a positive relationship with OOPS. As a result, SHI participation has a
weak negative effect (for the UEBMI and URBMI) or no significant effect (for the
GMI and NCMS) on the OOPS of the hospitalized patients. It indicates that the
malfunction of the behavior management and purchasing mechanisms of SHI
undermines the reimbursement mechanism.
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The qualitative analysis first looks at the behavior management mechanism to
explore why it renders the reimbursement mechanism ineffective. It finds that SHI
agencies use some strategies to direct patients’ choices of health facilities. NCMS
management offices use a referral system to restrain rural patients from spilling into
tertiary hospitals. Both NCMS management offices and urban SHI agencies pri-
marily use tiered copayment and deductibles to admit patients to primary care
facilities. In addition, tripartite negotiation arrangements and localized management
of SHI are used to affect individuals’ care-seeking behaviors and to restrain
excessive inpatient admission. However, the magnitude of these strategies is offset
by the status quo of healthcare providers and patients. To be specific, healthcare
resources are unevenly distributed while high quality medical professionals are
usually attached to large hospitals. Meanwhile, there exists undisciplined compe-
tition among health facilities. It is more in the interests of health facilities to attract
more patients and make profits than to obey the bidirectional referral system and to
submit to the tiered copayment and deductibles of SHI schemes. In addition,
Chinese patients are health-prioritizing and facility-sophistication-oriented con-
sumers. As they value health over the cash paid to maintain it, the reimbursement
issue is deemed secondary. With the prevailing common belief that large hospitals
provide better healthcare services than primary health facilities, it is understandable
that individuals flow into the large hospitals, especially when their health con-
sciousness, as well as their economic means, improve. Without specific attendance
to the profit-seeking behaviors of health facilities and the health concerns of
patients, SHI and its agencies exert little influence in managing patients’
care-seeking behaviors. Their strategies of adjusting these behaviors may lose
magnitude. But rather, the reimbursement benefits provided by SHI may stimulate
patients to go to higher-level health facilities rather than primary care facilities.

Furthermore, the qualitative analysis probes into the purchasing mechanism of
SHI. It reveals that the safety of pooling funds is the prime concern of SHI agencies
to manage all SHI schemes. Correspondingly, all the SHI agencies use similar
strategies of purchasing to restrain the improper prescription behaviors of doctors
and the demands of patients, including payment methods reform, indicator man-
agement, inspection, punishment, and tripartite negotiation. They employ these
strategies to contain the inflation of medical expenditures. However, these strategies
are undermined with the constraints from the SHI agency, patients, doctors, as well
as their institutional surroundings. First, although SHI agencies undertake multiple
strategies to control cost inflation, they remain weak purchasers as they suffer from
poor incentive, scarce resources, and the inability to afford the excessively high
transaction costs. Neither urban nor rural SHI agencies in China have the moti-
vation or political responsibility to contain health cost inflation. Their sole agenda is
to safeguard SHI funds, resulting in crude strategies to control cost inflation rather
than the prudent design and implementation of effective methods and indicators. As
well, both urban and rural SHI agencies lack sufficient financial resources, per-
sonnel, and facilities to restrain health cost inflation. The malfunction of SHI
agencies of cost containment also derives from the high transaction costs faced by
SHI agencies when they conduct interdepartmental coordination. SHI agencies
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receives no advantages in this process, generating excessively high transaction costs
due to severe information asymmetry of the medical industry and complicated
multi–governmental–departmental cooperation. Second, patients take advantage of
the reimbursement of SHI to abuse health services. There exists the falsification of
expense claims among the patients. Nevertheless, the patients remain the weakest
compared with doctors, SHI agencies, and the whole healthcare system. They abuse
medical services not only actively, but sometimes passively. Third, doctors have
different concerns from SHI agencies. Their dual consideration is economic profit
and medical safety. In face of the increasingly strict inspections by SHI agencies,
doctors express extreme complaints. The poor governance of the healthcare system
allows some doctors to find ways to escape the regulations of SHI agencies and to
balance their income, including the rejection of patients with catastrophic diseases,
forging medical records, prescribing as many medical tests and services as possible
to compensate for the loss of drug profits, and so on. Moving up to the hospital
level, the subsidies provided by SHI agencies for overexpenditure may be exploited
to cover or overcome temporary financial hardships. Fourth, all the actions and
reactions taken by SHI agencies, doctors, and patients are shaped by disenabling
institutional surroundings. The poor compensation system causes the increasing
government finance to generate a weak or even adverse effect on doctors’ income
and the revenues of health facilities. The centralized tender and procurement system
of drugs and medical consumptive materials and devices disenables the purchasing
initiatives of SHI agencies. The separate and localized management of different SHI
schemes reduces the scale and the inspecting power of SHI agencies. Finally, the
extremely inequitable allocation of healthcare resources renders SHI agencies
unable to choose freely designated health facilities, thereby damaging their pur-
chasing functions.

As a result, SHI participation has a weak negative or even no significant impact
on the OOPS of hospitalized patients. This seems to contradict the principles of
SHI, which aim to reduce people’s OOPS and enhance their well-being. This study
facilitates understanding of the question of how SHI participation affects people’s
OOPS.

6.2 Theoretical Implications: Elaborating
on the Determinants of the Efficiency of Welfare
Institutions

The new institutionalists have rediscovered the importance of institutions in social,
economic, and political life. Among various schools of thought of the new insti-
tutionalists, the rational choice institutionalists argue that institutions provide the
venues for interactions between actors where actors rationally weigh gain and cost
by their anticipation of others’ reactions toward their behaviors and choices.
Different from this calculus approach, the sociological institutionalists see that
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institutions affect and modify behaviors by facilitating interpretation through
symbols, cognitive scripts, or moral templates. Either of these two approaches puts
emphasis on a holistic function of institutions and the way institutions exert
influence upon behaviors and outcomes.

Different to the approaches above focusing on the unidirectional effect of
institutions on behaviors of actors and in turn on outcomes, this study reveals an
interplay between welfare institutions and the behaviors of actors in determining
social outcomes. From a determinative perspective, it identifies three mechanisms
of rather than a unified institutional arrangement of welfare institutions at the macro
level; furthermore, it finds that a welfare institution may produce undesirable social
outcomes because its operating mechanisms conflict with one another. From a
strategic interactive perspective, the study probes into how the interactions among
the stakeholders involved are influenced by the larger institutional surroundings and
mechanisms thereof, and how the efficiency of welfare institutions is thus affected.

6.2.1 A Three-Way Model for the Institutional Arrangement
of Welfare Institutions

From the perspective of determination, the institutional arrangement has a medi-
ating effect on the way in which welfare institutions determine social outcomes.
This study identifies three kinds of institutional arrangement: benefit provision,
provision rationale, and provision mode. It demonstrates that despite the benefits
provided through welfare participation, patients’ dysfunctional behaviors and
healthcare providers’ inefficient service delivery eventually offset the effect of
benefit provision. Welfare policies without mature consideration of the possible
behavioral deviance of actors and the malfunctions of the mediating institutional
arrangement are insufficient to ensure satisfactory social outcomes. Therefore, we
have to concentrate on the mediating role that the institutional arrangement plays in
the relationship between welfare institutions and social outcomes. To guarantee the
efficiency of welfare delivery, welfare institutions should act not only as universal
benefit provision, but as a policy instrument for adjusting the behaviors of actors
and as a catalyst for improving delivery efficiency. This study proposes a three-way
model for the institutional arrangement of welfare institutions in determining social
outcomes, as follows.

Welfare institution as universal benefit provision. In industrial societies, nearly
all people are dependent on selling their labor power as a means to life. By selling
their labor, they are continually commodified as “things,” to which their existence
as human beings is gradually eroded, too (Esping-Andersen 1990). To counteract
the adverse effects of industrialization and the labor market on human beings, social
democrats advocate a conception of social rights, arguing that such rights imply an
equal status of membership that allows people to claim welfare benefits (Lewis
1998; Marshall 1963). In its essence, welfare participation recognizes social status
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rather than private contract, submits to social justice rather than market price, and
declares equal rights rather than the free bargain (Marshall 1963). This study
regards universal welfare participation as the most significant approach by which to
guarantee people’s fundamental well-being. Welfare participation—SHI participa-
tion in this study—must be recognized as the rights of citizenship, not as the result
of labor market competition.

Welfare institution as policy instrument for adjusting the behaviors of actors.
Although welfare participation should be insured on a universal basis, it must not be
provided unconditionally. Unconditional social rights link welfare entitlement with
social outcome via the institutional arrangement of merely expanding the size and
extent of welfare benefits, but without considering the mediating institutional
mechanism of duties and behavior management. This study takes the welfare
institution as a policy instrument to adjust the behaviors of beneficiaries. Welfare
benefits should be delivered with the request for certain contributions or behaviors,
such as contribution to social insurance and employment-oriented social assistance
programs. The behavior management mechanism aims at transforming the citizen’s
role from passive recipient to active citizen. In recent years, enrollment contribution
and behavior management of the welfare system has become a necessity for welfare
participation in many counties. The provision of social rights with a behavioral
requirement, such as work and rational care-seeking behaviors, is thus expected to
have an effect on behavior management.

Welfare institution as catalyst for improving delivery efficiency. In order to
deliver the intentions that lie behind social policies in ordered and predictable ways,
the state must set up procedures and institutions to carry them out (Baldock et al.
2003). In the traditional argument, state provision and free market are the two most
mentioned delivery models. However, both models are not perfect solutions for the
conflicts between benefit provision and delivery efficiency. On the one hand, direct
state provision is criticized to be inefficient and ineffective as it serves the interests
of bureaucrats and professionals rather than meeting the needs of its clients (George
and Wilding 1994). On the other hand, free market embraces market value rather
than social rights. It is criticized to have little public accountability and to be
vulnerable to risks. Since the 1970s, a “new managerialism” has emerged against
the background of a mixed economy of public services; it embraces privatization,
competition, and the internal market, deregulation, a commitment to customers, and
contract out (Baldock et al. 2003). This study considers the role of welfare par-
ticipation in the interplay between welfare provision and delivery efficiency, and
advocates the establishment of a third-party purchaser in the domain of welfare
services. Welfare participation should act as a catalyst for improving delivery
efficiency. The re-drawing of the boundaries between state provision and free
market is not simply an exercise in downsizing state or market responsibility, but
introduces a third-party purchasing mechanism to ensure both benefit provision and
delivery efficiency. A strong and responsible purchaser, commissioned and
entrusted by the government, will purchase welfare services from the free market in
representation of its beneficiaries. This kind of tripartite-related welfare participa-
tion, among third-party purchasers, service providers, and beneficiaries, may bring a
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positive influence on the efficiency of welfare provision. This provision model
grounds itself in the re-creation of a mixed economy, as well as a civil society based
on a partnership among individuals, organizations, and government (Field 1997).

6.2.2 A Strategic Interaction Perspective of Determining
the Efficiency of Welfare Institutions

From the perspective of strategic interaction, the strategic interaction between actors
is shaped by institutions. In addition, this study finds that despite the influence of a
certain kind of welfare institution upon individual choices and behaviors, other
institutions—along with the larger institutional surroundings—are nevertheless
imparting effects, too, which may influence the efficiency of the welfare institution
in shaping the behaviors of actors and in affecting social outcomes. Moreover, the
conflicts between the internal mechanisms of a welfare institution’s institutional
arrangement also exert influences on the efficiency of the welfare institution.

Previous studies focus on how welfare institutions affect the behaviors of actors.
Taking SHI schemes in China as an example, the reimbursement, the behavior
management, and the purchasing mechanisms of these schemes certainly shape the
way in which different stakeholders decide how to act, according to their benefits
calculation. For instance, the referral system enforces patients to gain approval
before they go to large hospitals; tiered copayment and deductibles provide patients
more benefits if they choose to be hospitalized in primary care facilities; the
cost-containment strategies used by SHI agencies guide both doctors and patients to
consider the cost effectiveness of drugs and medical tests and services.

However, if most of the other institutions impose an action agenda in the
direction of moderating a welfare institution, the efficiency of the latter will be
greatly impaired. This denotes that the behaviors of actors might be influenced, by
both a welfare institution and other institutions, along with the larger institutional
surroundings. If the benefits gained by following some other institutions outweigh
what the welfare institution is able to provide, actors may change their behaviors
shaped by the welfare institution, and follow the direction of the other institutions.
The efficiency of a welfare institution is hampered as a result. The relationship
between welfare institutions and the behaviors of actors is not unidirectional, but
bidirectional.

Taking SHI reform in China as an example, first, both the efficiency of the
behavior management and of the purchasing mechanisms are disrupted by the
inequitable allocation of healthcare resources, which results from higher-quality
health service resources being concentrated in tertiary hospitals. Patients prefer
tertiary hospitals to primary care facilities even though a higher reimbursement rate
is offered when admitted to the latter, either because the health concern precedes
that of the expense, or people hold strong beliefs that tertiary hospitals with sub-
stantial resources provide the best services. Without adequate resources and much
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policy support, primary care facilities and SHI agencies find it hard to attract
patients, though they have tried and invested effort. The inequitable allocation of
healthcare resources also affects the magnitude of the inspections by SHI agencies.
Because tertiary hospitals hold a monopolistic position in the healthcare market,
SHI agencies lose the incentives and authority to punish them or cease their des-
ignated membership, even if they observe doctors’ malpractices such as prescribing
medical items beyond necessity. Second, the efficiency of the SHI purchasing
mechanism is offset by the poor compensation system under which health facilities
become profit-driven and rely on user charges to make money. Notwithstanding the
strategies that SHI agencies employ to contain the use of drugs and medical tests
and services, health facilities take advantage of the weak health governance so as to
draw medical profits from SHI agencies and patients. Third, the distorted price
schedule undermines the efficiency of the SHI purchasing mechanism. The distorted
price schedule affects the behaviors of patients, doctors, and SHI agencies. To be
specific, prices of drugs inflate so much that patients who cannot pay the bills have
to counterfeit certificates of SHI to gain reimbursement and to abuse the pooling
funds of SHI; some doctors take kickbacks from pharmaceutical suppliers and
prescribe expensive drugs and medical tests to gain off-the-table income; and SHI
agencies are excluded from the procedure of price negotiation and as a result
become disempowered. Fourth, the efficiency of both the purchasing and behavior
management mechanisms cannot be realized within a fragmented SHI system.
There are thousands of SHI agencies in the country owing to its fragmented design,
resulting in every agency remaining powerless with scarce resources and low
administrative ranking. They can neither negotiate with healthcare providers and
other government departments, nor restrain the flow of patients to large hospitals.

Except for the bidirectional strategic inaction between welfare institutions, the
behaviors of actors, and other institutions embedded in the larger institutional sur-
roundings, this study also finds that a welfare institution may have difficulty in
fulfilling its efficiencywhen its ownmechanisms contradict one another andmisguide
the actors involved. Some mechanisms may even harm the welfare institution itself.

Still, taking the case of SHI in China, the quantitative analysis shows that the
reimbursement mechanism of SHI may be undermined by dysfunctional behavior
management and purchasing mechanisms. However, in the qualitative analysis, we
find a countereffect that the reimbursement mechanism may in turn undermine the
latter two mechanisms. Patients may take advantage of the SHI reimbursement
system to gain admittance to large hospitals as they view their health as a primary
concern over money. SHI reimbursement provided by SHI agencies, on the one
hand, eases patients’ financial difficulties while on the other hand, obscures the
actual cost of medical services to patients. The reimbursement mechanism also
induced patients and doctors to collude to use substantially unnecessary medical
services, therefore undermining the purchasing mechanism. The result would
become tricky if we combine both the quantitative and qualitative analysis. The
magnitude of the purchasing and behavior management mechanisms undermines
the reimbursement mechanism, which rebounds to hinder the purchasing and
behavior management mechanisms. The reimbursement mechanism undermines
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itself, ultimately. It pushes patients to go to large hospitals and to use unnecessary
medical items, which reduces the actual reimbursement to patients as a result.

To sum up, we use both a determinative and a strategic interactive perspective to
examine the relationship between welfare institutions and social outcomes. We
imply that the mechanisms of the institutional arrangement of welfare institutions
play a mediating role in the process of welfare institutions generating influence on
social outcomes, that the efficiency of welfare institutions and their mechanisms
may be shaped and undermined by the larger institutional surroundings through the
strategic interactions among actors, and that the mechanisms of institutional
arrangement may be in conflict through those interactions so that the efficiency of
welfare institutions in affecting social outcomes may be hampered, too.

6.3 Policy Implications: Establishing a Single Payer Model

This study reveals the operating strategies of and the constraints faced by SHI
agencies, healthcare providers, and patients, as well as the complicated interactions
among these stakeholders in the process of SHI reform generating effects on
individuals’ OOPS. It also provides a complicated profile of the flow of SHI
reimbursement benefits among these stakeholders.

A weak and malfunctioned purchaser is the main cause of the dysfunctional
institutional mechanisms of SHI; it can neither divert the patients’ care-seeking
behaviors nor adjust healthcare providers’ asymmetrical development and undis-
ciplined competition. As a result, the primary concern of this study’s policy
implications is how to establish a strong and responsible SHI purchaser so as to
re-orient the care-seeking behaviors of patients and to encourage responsible
practices of healthcare providers.

Correspondingly, this study proposes a single payer model of SHI in the hope of
providing insights to China’s healthcare reform. Figure 6.1 describes briefly the
essential elements and relationships in the proposed model. In the figure, the oval
represents the stakeholders in the healthcare reform, the solid line with single arrow
denotes the unidirectional relationship between two stakeholders, the solid line with
double arrows demonstrates the bidirectional relationship, and the dotted line with
single arrow represents the potential unidirectional relationship. Note that the
government acts as a regulator of promulgating laws, policies, and regulations and
relates to all the other stakeholders in the healthcare reform. The related lines are
omitted for the sake of clearance and brevity.

6.3.1 Establishing a Strong and Unified SHI Purchaser

Currently in China, SHI agencies lack incentives, resources, power, and policy
support to be strong and responsible purchasers of health services. In addition, there
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are thousands of urban and rural SHI agencies nationwide owing to the separate and
localized management of SHI schemes. These fragmented small-scale SHI agencies
suffer from low administrative ranking, insufficient resources, and other problems in
managing patients’ and doctors’ behaviors. The fragmentation of SHI schemes also
generates high transaction costs, which SHI agencies cannot afford. Wagstaff (2007)
contends that a health insurance system may not necessarily be more efficient than a
tax-financed health system, because the separation of providers and insurance
agencies increases the interagency transaction costs. Unless the money saved by the
insurance agency is higher than the transaction costs, health insurance is no better
choice. Therefore, the first step for practical healthcare reform is to establish grad-
ually a strong and unified SHI purchaser, that is, a single payer of SHI.

Policy reform in its initial stage is to deal with the fragmented SHI schemes. To
date, the UEBMI and URBMI are run by the Ministry of Human Resources and
Social Security, while the NCMS is run by the Ministry of Health. Each scheme is
further managed by local departments within the two ministries. This fragmented
model restrains the behavior management and the purchasing practices of local
agencies and is unfavorable to the safety of SHI funds. Policy makers should pool
gradually the SHI funds at the higher-level SHI agencies, revoking the privilege of
management from the county NCMS management offices and the county, district,
and municipal SHI agencies. The ultimate goal is to formulate a nationally unified
SHI purchaser. This purchaser takes charge of collecting and pooling the premiums
contributed by enrollees, employers, and central and local governments. The safety
of the pooling funds is more likely to be ensured than it is now, with unified policies
and regulations and a large risk-pooling account. The separate SHI schemes should
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Fig. 6.1 A single payer model
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also be unified into one scheme, but with differentiated participation criteria and
benefit levels. People with different occupations, income levels, residential areas,
migrant status, disease incidence risks, and so on, could select the suitable partic-
ipation criteria. Meanwhile, the single SHI purchaser should adjust for the so-
cioeconomic characteristics of these participants to ensure the equity of benefit
redistribution.

Meanwhile, the single payer may mobilize as many resources as possible to raise
further the benefits of reimbursement. Looking at the concurrent mixed-premium
contribution system, that is, the premium of the UEBMI being paid by the employer
and the individual and that of the URBMI and the NCMS paid by the government
and the individual, these contributors—especially the government—should act
together to raise the reimbursement rate still further for the future unified SHI
scheme. This could be done either by paying higher premiums or by adjusting the
reimbursement formularies to incorporate more cost-effective drugs and services.
However, we must be cautious of the allocation of responsibility for this process.
The contribution rate of the employer and employee to social insurance (old age,
medical, unemployment, workers’ compensation, and maternity), which accounts
for about 40 % of wages in China, has been held to be too high (Zhou 2012).
Therefore, further scientific and rigorous investigation of this issue is warranted.

Meanwhile, the single payer may transform the current SHI agencies into its
local agencies. It may allow mutual competition between these agencies. These
agencies could compete to enroll participants and to set designated hospitals and
clinics. They will gain profits from their performance in enrolling more participants
and pushing healthcare providers to implement cost-effective services.

Some areas have piloted this single payer model although it is neither a
nationally unified model nor a model encouraging mutual competition between
local agencies. Some cities, such as Tianjin, Chengdu, and Hangzhou, have com-
bined the NCMS and URBMI to formulate an Urban–Rural Resident Basic Medical
Insurance (URRBMI). Some of them have offered hierarchical criteria of enroll-
ment contributions and benefit levels in this scheme. For example, Chengdu City in
Sichuan Province enacted the URRBMI in 2008. The scheme provides a choice of
three levels of premium contribution for different income groups: annual ¥100,
¥200, and ¥300 per person. It also offers a subsidy to low-income groups. People
would enjoy different levels of benefits according to their contributions (Chengdu
Government 2008).

6.3.2 Ensuring the Responsibility of the Unified Purchaser

The establishment of a unified SHI purchaser would generate a monopsonistic
insurance market. However, it does not guarantee automatically an active
third-party purchasing of health services. The Achilles’ heel, whether for a
monopsonistic or a competitive insurance market, is the incentive problem for the
third-party purchaser (Maynard 1994; Van de Ven et al. 1994). An SHI agency,
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although managing substantial SHI funding, may not act as a prudent purchaser in
representation of the insured, as our qualitative investigation shows. It is important
to ensure that the single payer is a responsible and smart third-party purchaser rather
than a bureaucratic organization.

The most important reason for the incentive problem of SHI agencies lies in the
rigid management of SHI funds. As the steward of insurance funds, SHI agencies
are responsible for the safety of the management of the funds, with central gov-
ernment stressing repeatedly the importance of their safety (Central Committee of
Communist Party of China and State Council 2009; Ministry of Human Resource
and Social Security 2011; State Council 2010). Thus, these regulations shift the
work priority of SHI agencies from ensuring the efficient use of SHI funds to a rigid
management of the funds. They also cause passive management of SHI agencies,
because the agencies cannot generate revenue from the surplus of SHI funds.
Meanwhile, most SHI agencies in China suffer from inadequate resources to con-
duct further reform. If they save much of the surplus of SHI funds with efficient
management, they are not allowed to use the surplus to improve either their
organization establishment or the salary of staff. As a result, it seems that the SHI
agency is less a smart buyer than a crude bureaucracy. Its usual cost-containment
methods lie not in supervising adverse incentives for doctors and managing the
medical utilization of patients, but frequently adjusting reimbursement plans and
crudely enforcing payment methods reform. Therefore, patients become the ulti-
mate victims.

In addition, to make SHI funds sustainable, the current SHI agencies would
rather generate too much surplus. Subsequently, there are overly high surplus rates
of pooling funds in many places, which may render the reimbursement level
insufficient to reduce the financial risks of patients (Liu 2011). According to the
official statistics, in 2008, the annual and cumulative surplus rates of NCMS funds
were 15.6 and 25.4 %, respectively; those of URBMI funds were 52.8 and 82.7 %,
respectively; and those of UEBMI funds were 30.0 % and even 114.5 %, respec-
tively (China National Health Development Research Center 2009; Ministry of
Health 2010; Ministry of Human Resources and Social Security 2009). An overly
high surplus rate of insurance funds, although conducive to the safety of those
funds, may decrease the benefit level of SHI and correspondingly, yield weak or
even adverse effects on the decrease of OOPS. The problem has to be solved before
the SHI purchaser can be a responsible purchaser.

The policy reform should focus on the efficient use of SHI funds. The unified
purchaser should still take the responsibility of ensuring the safety of SHI funds, but
could use SHI funds with more autonomy. It could use innovative management to
ensure the safety of SHI funds. After that, it could gain profits from their man-
agement; it may use the surplus of SHI funds to award health facilities, patients, and
itself, and it may also use the surplus to develop more innovative management. The
flexible use of SHI funds is expected to ensure the responsibility of the SHI
purchaser.
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6.3.3 Formulating an Active SHI Governance System

To date, weak and fragmented SHI agencies are unable to manage the care-seeking
behaviors of patients, to adjust the asymmetrical development of the healthcare
market, to solve the undisciplined competition among health facilities, and to
negotiate the prices of drugs and medical services. With a strong, responsible and
unified SHI purchaser, the SHI governance system should be reformulated.

The policy reform should include the SHI purchaser in the centralized tender and
procurement system of drugs and medical consumptive materials and devices. The
single purchaser should be allowed to negotiate with pharmaceutical suppliers over
the prices of drugs, medical consumptive materials, and devices and services.

The policy reform should also boost the negotiation between the SHI purchaser
and healthcare providers. It involves two potential purchasing models. The pur-
chaser can either entrust its local agencies and dispatch SHI officers into health
facilities directly to conduct inspections, or entrust commercial insurance compa-
nies to conduct payment, inspections, and negotiation. With regard to the first
method, the local SHI agencies act as a policy implementer and are supervised by
the SHI purchaser. In addition, the local agencies sign contracts, pay, inspect, and
negotiate with healthcare providers. This method is favorable to ensure the effective
implementation of SHI policies and to save transaction costs between the SHI
purchaser and its local agencies. However, it may still suffer from the incentive
problem, as local SHI agencies may lack professional staff and incentives to contain
health cost inflation. The second method may solve these drawbacks as it is
embedded in a competitive market of health insurance. The single purchaser first
selects commercial insurance companies as designated units and signs further
contracts with them. The purchaser uses prospective payment methods to pay these
companies and entrusts them to buy healthcare services from healthcare providers
in representation of enrollees. These companies sign further contracts, pay, inspect,
and negotiate with healthcare providers to buy cost-effective health services. With
the spontaneous power of free market, these companies are profit-driven and own
strong incentives to control health cost inflation. However, this method may also
suffer from some drawbacks, as these profit-driven companies may give priority to
cost control rather than healthcare quality, or may conspire with healthcare provi-
ders to abuse SHI funds. The drawbacks of both of the methods are great challenges
for the single SHI purchaser. Therefore, it is still not clear whether competition or
monopoly in the SHI sector should be held, as neither could guarantee automati-
cally a prudent third-party purchaser. It leaves space for further studies. Meanwhile,
it is a serious challenge to reinvent the current SHI agencies, which are bureaucratic
organizations in nature. More empirical studies are required to examine whether the
current SHI agencies are appropriate to act as local agencies of a single SHI payer.

Furthermore, the policy reform should use the behavior management and the
purchasing mechanisms of SHI to facilitate the equitable and sound development of
health facilities. Primary health facilities, as gatekeepers in the health service sys-
tem, are very important for the sustainability of SHI. However, they suffer from
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inadequate resources due to the extreme overallocation of healthcare resources to
tertiary hospitals, undisciplined competition among health facilities, as well as the
lack of appropriate medical information for consumers in China (Xu and Van de
Ven 2012; Zhang and Kanbur 2005). Therefore, it is not enough to rely merely on
the regulation of referral mechanisms and the benefit package of tiered copayment
and deductibles to guide patients to be admitted to primary care facilities. The
single purchaser may set a mandatory rule that SHI enrollees have to select a
primary health facility as their first diagnosis facility. Patients who want to go to
higher-level health facilities have to be referred by doctors in the primary health
facilities. Meanwhile, the purchaser may encourage the negotiation between pri-
mary and higher-level health facilities. Primary health facilities may select and sign
contracts with higher-level health facilities as their cooperative organizations.
The SHI purchaser may encourage them to formulate large medical care groups in
the future. Meanwhile, the purchaser has to be responsible for the formulation of
sound consumer choices. Strategic promotion of medical information should be
conducted to guide consumer choices of healthcare facilities and services. This will
facilitate the bidirectional referral system to be implemented between rural and
urban areas, among facilities at different levels, and across regions.

It should be noted that these efforts, emphasizing the broader reform of China’s
healthcare system, call for joint actions among various government departments and
between the state and its people. The effective working of the purchasing mecha-
nism depends on the transformation of healthcare governance toward a contract
model, with the purpose of maintaining a power balance among healthcare provi-
ders, purchasers, and regulators (Preker 2005). Therefore, the government’s role as
a regulator in promoting these joint actions has to be taken into consideration.
Meanwhile, the government should quit its traditional roles as both health service
provider and SHI purchaser. This will facilitate a formulation of a mixed economy
or a contract model in the healthcare sector.

Moreover, the establishment of a single and smart buyer has a long way to go,
especially in developing countries where resources are seriously short and infras-
tructure are outdated. It is not merely an issue of resource input, as other factors
including the incentive problem, high transaction costs, and disenabling institu-
tional surroundings may together produce effects that make the infusion of
healthcare investment a wasted effort. More efforts should be devoted to investi-
gating the determinants of the efficiency of the SHI system as well as the interaction
between the SHI system, other institutions, and the relevant stakeholders.

6.4 Limitations of the Study

It is important to acknowledge the limitations of this study. One of the limitations is
that is suffers from a problematic integration of the quantitative and qualitative parts
of the mixed-methods design, although the design itself has been criticized to be
problematic in nature. To be specific, the quantitative study generates three
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mechanisms of the institutional arrangement. It further reveals that the reimburse-
ment mechanism functions well, but is undermined by the dysfunctions of the
behavior management and purchasing mechanisms. However, our qualitative study
uncovers that even the reimbursement mechanism is problematic. It may undermine
the other two mechanisms, too, and even itself. The two parts do not exist in an
integrated way. Although we try to use both determinative and strategic interactive
perspectives to bridge the gaps, there is still much room to improve the integration.

With regard to the quantitative study, there are several methodological limita-
tions. First, as the CHARLS focuses on people at mid-age and above, the average
age of the samples is higher than that of the population as a whole. Second, our
investigation is cross-sectional, so the causal relationship cannot be guaranteed
although we use an instrumental variables method to try to avoid the endogeneity
problem when analyzing the relationship between SHI participation and a series of
medical expenditure indicators. Third, the variable types of treatment items when
using structural equation modeling may not accurately reflect the cost of treatment.
Fourth, when using structural equation modeling, we are unable to control for a
number of possible confounding variables, such as regional differences and the type
and severity of diseases, which may influence both SHI participation and OOPS.

Regarding the qualitative study, we suffer from problems of both sampling and
presentation of our findings. Although we identify three stakeholders, including
SHI agencies, healthcare providers, and patients, other stakeholders, such as offi-
cials in the Department of Finance, the Office of Drug Tender and Procurement, and
so on, should also be included to investigate the role that the government plays in
the interaction of stakeholders. However, we failed to reach them owing to contact
problems. In addition, we try to organize the manuscript in a clear way by con-
sidering different stakeholders one by one and summarizing their interactions
simultaneously. However, this style causes overlapping information.

6.5 Conclusion

To conclude, this study embraces a new institutionalist approach and uses both
determinative and strategic interactive perspectives to examine and explore China’s
rapidly expanding SHI programs and their institutional arrangements. It provides a
rich understanding of the role that the institutional arrangement of SHI plays in
influencing the relationship between SHI participation and OOPS, and of the
interactions between stakeholders, the SHI system, and other institutions in
affecting the efficiencies of these institutional arrangements.

To be specific, the behavior management and purchasing mechanisms of SHI
perform poorly, undermining the function of the reimbursement mechanism and
mitigating the impact of SHI participation on OOPS. This is because patients who
participate in SHI schemes tend to abuse medical services and spill over to the large
hospitals; this is also because doctors take advantage of the reimbursement of SHI
to compete in a disordered way to attract patients, to conduct overtreatment to earn
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their living, and to generate profits for health facilities. With the constraints of
incentives, resources, transaction costs, and the institutional surroundings, SHI
agencies become weak purchasers.

This study is expected to contribute to both theory and policy in the following
ways. It investigates the role of institutional arrangements in responding to a
number of long-standing debates about welfare institutions and outcomes. It argues
that a welfare institution must be taken as a policy instrument for adjusting the
behaviors of actors and as a catalyst for improving delivery efficiency, in addition to
universal benefit provision. It also reveals that welfare institutions and their
mechanisms may be shaped and undermined by the larger institutional surroundings
and the conflicts among the mechanisms through the strategic interactions between
actors. Finally, this study combines quantitative and qualitative evidence to propose
a single payer model. This model provides a profile of how to establish a strong and
unified SHI purchaser, to ensure the responsibility of the purchaser, and to for-
mulate an active SHI governance system. It is expected to provide insights into
China’s ambitious healthcare reform.
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See Tables A.1, A.2, A.3, A.4, A.5 and A.6.
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Table B.1 Interviewees in this study

Date Location Institution Interviewee Occupation

8/10/2012 County D THC A GSQ Director of the THC

8/11/2012 County D Department of Surgery,
THC A

GXH Doctor

8/11/2012 County D Department of Internal
Medicine, THC A

WSC Doctor

8/12/2012 County D Department of
Otolaryngology, THC A

XWB Doctor

8/13/2012 County D Department of Surgery,
THC A

WY Doctor

8/14/2012 County D Department of Surgery,
THC A

GXH Doctor

8/14/2012 County D Department of Internal
Medicine, THC A

ZHC Doctor

8/15/2012 County D County BoH YJZ Deputy Director

8/16/2012 County D Department of Surgery,
THC A

GXH Doctor

8/16/2012 County D NCMS Reimbursement
Office, THC A

ZHX NCMS
Reimbursement Officer

8/17/2012 County D NCMS Reimbursement
Office, THC A

ZHX NCMS
Reimbursement Officer

8/21/2012 County D Department of Public
Health, THC A

FX Doctor

8/22/2012 Village D,
County D

Village Clinic CYS Village Doctor

8/23/2012 County D Financial Affairs Office,
THC A

CKJ Accountant

8/23/2012 County D Department of Internal
Medicine, THC A

ZX Doctor

(continued)
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Table B.1 (continued)

Date Location Institution Interviewee Occupation

8/23/2012 Village X,
County D

Village Clinic ZZYS Village Doctor

8/24/2012 Village L,
County D

Village Clinic LYS Village Doctor

8/24/2012 Village S,
County D

Village Clinic SYS Village Doctor

8/24/2012 Village Z,
County D

Village Clinic ZYS Village Doctor

8/27/2012 County D Department of Surgery,
THC A

GXH Doctor

8/27/2012 County D Department of Surgery,
THC A

GXH Doctor

8/27/2012 County D Department of Surgery,
THC A

WY Doctor

8/28/2012 Village B,
County D

Village Clinic FYS Village Doctor

8/28/2012 County D THC A GSQ Director of the THC

8/28/2012 County D NCMS Reimbursement
Office, THC A

ZHX NCMS
Reimbursement Officer

8/30/2012 County D THC A GSQ Director of the THC

9/3/2012 County D Department of Surgery,
THC A

TLB Doctor

9/3/2012 County D Department of Internal
Medicine, THC A

WSC Doctor

9/3/2012 County D Department of Internal
Medicine, THC A

WSC Doctor

9/3/2012 County D Department of Surgery,
THC A

WY Doctor

9/4/2012 County D NCMS Reimbursement
Office, THC A

DJ NCMS
Reimbursement Officer

9/4/2012 County D Department of
Ophthalmology, THC A

DYS Doctor

9/4/2012 County D NCMS Management
Office, County BoH

PJGY NCMS Inspector

9/4/2012 County D Department of Surgery,
THC A

TYS Doctor

9/5/2012 County D THC A GSQ Director of the THC

9/5/2012 County D Department of Surgery,
THC A

GXH Doctor

9/5/2012 County D Department of
Otolaryngology, THC A

XWB Doctor

9/6/2012 County D NCMS Management
Office, County BoH

PZR Deputy Director

(continued)
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Table B.1 (continued)

Date Location Institution Interviewee Occupation

9/10/2012 City C UEBMI Management
Office, Municipal
Department of SHI
Administration

ZJ Department Chief

9/11/2012 City C Municipal Department of
SHI Administration

XDW Deputy Director

9/12/2012 City C URBMI Management
Office, Municipal
Department of SHI
Administration

LM Clerk

9/12/2012 City C Municipal Department of
SHI Administration

XDW Deputy Director

9/13/2012 City C UEBMI Management
Office, Municipal
Department of SHI
Administration

YM Clerk

9/17/2012 City C URBMI Management
Office, Municipal
Department of SHI
Administration

BSP Department Chief

9/17/2012 City C Financial Affairs Office,
Municipal Department of
SHI Administration

WW Department Chief

9/18/2012 City C NCMS Reimbursement
Office, City C No. 6
Hospital

GKZ NCMS
Reimbursement Officer

9/18/2012 City C Department of Mental
Health, City C No. 6
People’s Hospital

WYS Chief Physician

9/18/2012 City C Department of
Electrocardiography, City
C No. 1 People’s Hospital

PYS Doctor

9/18/2012 City C NCMS Reimbursement
Office, City C No. 1
People’s Hospital

WKZ NCMS
Reimbursement Officer

9/20/2012 City B Municipal Department of
SHI Administration

BJZ Deputy Director

9/20/2012 City B Department of Planning,
Municipal Department of
SHI Administration

CKZ Clerk

9/20/2012 City B Department of Planning,
Municipal Department of
SHI Administration

WKZ Department Chief

9/21/2012 City B Municipal Department of
SHI Administration

BJZ Deputy Director

(continued)
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Table B.1 (continued)

Date Location Institution Interviewee Occupation

9/24/2012 City B Department of Medical
Affairs Management,
Municipal Department of
SHI Administration

SKZ Department Chief

9/24/2012 City B Department of Planning,
Municipal Department of
SHI Administration

WKZ Department Chief

9/26/2012 City B Department of
Intervention, XH Hospital

MYS Doctor

9/26/2012 City B Department of
Intervention, XH Hospital

ZYS Doctor

9/27/2012 City B Department of
Neurosurgery, JFJ Hospital

WZY Doctor

10/18/2012 City A Department of
Otolaryngology, City A
Central Hospital

DYS, ZYZ DYS: Chief Physician;
ZYZ: Deputy Director
of the Hospital

10/18/2012 City A UEBMI Reimbursement
Office, City A Central
Hospital

GJ UEBMI
Reimbursement Officer

10/18/2012 City A Department of
Gynecology, City A
Central Hospital

TTYS Doctor

10/19/2012 City A UEBMI Reimbursement
Office, City A Chinese
Medicine Hospital

GZR Deputy Office Head

10/19/2012 City A Department of Emergency
Surgery, City A Chinese
Medicine Hospital

GYS Doctor

10/19/2012 City A Department of Emergency
Surgery, City A Chinese
Medicine Hospital

PYS Doctor

10/19/2012 City A Department of Respiration
Medicine, The First
Affiliated Hospital of ZZ
University

ZJYS Doctor

10/19/2012 City A Department of Neurology,
The First Affiliated
Hospital of ZZ University

JYS Doctor

10/19/2012 City A Department of
Hepatobiliary Surgery, The
First Affiliated Hospital of
ZZ University

ZYS Doctor

10/19/2012 City A X Pharmaceutical
Company

YXZ Pharmaceutical Sales
Representative

10/19/2012 City A Lab Test Center, City A
Central Hospital

HYJ Doctor

(continued)
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Table B.1 (continued)

Date Location Institution Interviewee Occupation

10/24/2012 Village D,
County D

Local Household LJG Patient

10/25/2012 Village D,
County D

Local Household LZX Patient

10/27/2012 Village D,
County D

Local Household LZF Patient

10/28/2012 Village D,
County D

Local Household LTZ Patient

10/28/2012 Village D,
County D

Local Household SXT Patient

10/30/2012 County D Department of Emergency,
County D People’s
Hospital

FXS Doctor

10/30/2012 County D County Center of SHI
Administration

GZR; LKZ GZR: Deputy Director;
LKZ: Clerk of the
Department of
Premium Collection

10/30/2012 County D Local Household LY Patient

10/30/2012 Village X,
County D

Local Household XGM Patient

11/1/2012 City B CHC GSL Doctor

11/1/2012 City B CHC GSL Doctor

11/1/2012 City B CHC GSL Doctor

11/5/2012 Village X,
County D

Local Household ZSF Patient

11/7/2012 Village D,
County D

Local Household LXC Patient

11/7/2012 Village D,
County D

Local Household LZY Patient

11/13/2012 County D Local Household GSY Patient

11/13/2012 Village D,
County D

Local Household LXC Patient

11/20/2012 City A Local Household HNS Patient

11/21/2012 City A Local Household GYL Patient
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Appendix C

Interviewing Guides
Version 1: For the Doctors

1. Sociodemographic background: age, gender, name of health facility, and service
department to which the participant is affiliated, and professional position.

2. The reimbursement mechanism of SHI

(a) Which kinds of patients do you admit most? UEBMI, URBMI, or NCMS
patients?

(b) How do these SHI schemes affect people’s admission in the health facility?
(c) How do these SHI schemes affect the development of the health facility and

the service department you are affiliated to?
(d) What is the difference in the reimbursement rates between these SHI

schemes? How are their reimbursement rates different?
(e) What is the difference between the actual and policy-regulated reimburse-

ment rates for each scheme? Why are the rates different?

3. The behavior management mechanism of SHI

(a) What strategies do different SHI schemes use to adjust people’s choices of
health facilities? Do they produce the desired effect? Why?

(b) How do people react to these regulations?
(c) How do doctors react to these regulations?
(d) Are there any other factors affecting people’s choices of health facilities?

4. The purchasing mechanism of SHI

(a) What strategies do different SHI schemes use to restrain health cost inflation
in health facilities? Do they produce the desired effect? Why?

(b) How do people react to these regulations?
(c) How do doctors react to these regulations?
(d) Are there any other factors affecting health cost inflation in health facilities?

5. The interplay between the reimbursement, behavior management, and pur-
chasing mechanism of SHI
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(a) Generally speaking, how do different SHI schemes affect people’s out-of-
pocket expenditures?

(b) How do people’s choices of health facilities affect their reimbursements of
SHI?

(c) How do people’s choices of health facilities affect their total medical
expenditures and treatment items?

(d) How do the fee-charging, treatment items and medical expenditures in health
facilities affect people’s reimbursements of SHI?

6. The grand institutional surroundings

(a) Generally speaking, how do you think of the health care reform in our
country?

(b) Which parts of the health care system boost cost inflation much?
(c) How do these parts affect the development of SHI?

Version 2: For the Patients

1. Sociodemographic background: age, gender, family economic condition, name
of the disease that the participant caught, experiences of care seeking.

2. The reimbursement mechanism of SHI

(a) Which kinds of SHI schemes do you participate in? UEBMI, URBMI, or
NCMS?

(b) How much did you spend for your disease? How much did you get reim-
bursed by the SHI scheme? How much did you spend out of pocket?

(c) Are you satisfied with the reimbursement of SHI? How do you think?

3. The behavior management mechanism of SHI

(a) Which health facility were you hospitalized in? What is the grade of this
health facility?

(b) Why did you go to this health facility rather than others?
(c) Were there any regulations of SHI affecting your choice of health facilities?

Why were they affecting or not your choices?

4. The purchasing mechanism of SHI

(a) How do you think of your spending in the health facility?
(b) How many days did you live in the health facility? What kinds of medical

services did you receive?
(c) How do you think of the medical services you received in the health facility?

Were these services required by you or prescribed by doctors?
(d) How do you think of the general fee-charging in health facilities?

5. The interplay between the reimbursement, behavior management, and pur-
chasing mechanisms of SHI

(a) Generally speaking, how do think of the effect of the SHI scheme on your
out-of-pocket expenditures?
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(b) How does your choice of health facility affect the reimbursements of SHI?
(c) How does your choice of health facility affect your total medical expendi-

tures and treatment items?
(d) How do the fee-charging and treatment items affect your medical expendi-

tures and out-of-pocket expenditures in the health facility?

6. The grand institutional surroundings

(a) Can you talk about your opinions on the health care in our country?
(b) How do you think of the development of SHI in our country?

Version 3: For the Officers in SHI Agencies

1. Sociodemographic background: age, gender, name of the SHI agency and office
to which the participant is affiliated, and administrative position.

2. The reimbursement mechanism of SHI

(a) What kinds of SHI schemes does this agency manage? UEBMI, URBMI, or
NCMS?

(b) Can you talk about the coverage of the SHI scheme in this area?
(c) Can you talk about the reimbursement plan of the SHI scheme?
(d) How does the SHI scheme affect people’s admission in health facilities?
(e) How does the SHI scheme affect the development of health facilities?
(f) What is the difference in the reimbursement rates between this SHI scheme

and others? Why are their reimbursement rates different?
(g) What is the difference between the actual and policy-regulated reimburse-

ment rates for this SHI scheme? Why are the rates different?

3. The behavior management mechanism of SHI

(a) What strategies does your SHI agency use to adjust people’s choices of
health facilities? Do they produce the desired effect? Why?

(b) How do people react to these regulations?
(c) How do doctors react to these regulations?
(d) Are there any other factors affecting people’s choices of health facilities?

4. The purchasing mechanism of SHI

(a) What strategies does your SHI agency use to restrain health cost inflation in
health facilities? Do they produce the desired effect? Why?

(b) How do people react to these regulations?
(c) How do doctors react to these regulations?
(d) Are there any institutional factors affecting the enforcement of the strategies?

5. The interplay between the reimbursement, behavior management and purchas-
ing mechanism of SHI

(a) Generally speaking, how does the SHI scheme affect people’s out-of-pocket
expenditures?
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(b) How do people’s choices of health facilities affect their reimbursements of
SHI?

(c) How do people’s choices of health facilities affect their total medical
expenditures and treatment items?

(d) How do the fee-charging, treatment items, and medical expenditures in
health facilities affect people’s reimbursements of SHI?

6. The grand institutional surroundings

(a) Generally speaking, how do you think of the health care reform in our
country?

(b) Which parts of the healthcare system boost cost inflation much?
(c) How do these parts affect the development of SHI and the work at your

agency?
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Appendix D

Dear Participant,

My name is LIU Kai. I am currently a doctoral student of the Department of Social 
Work at The Chinese University of Hong Kong. I am conducting a research entitled 
“Effects of Social Health Insurance Reform on People’s Out-of-Pocket Health 
Expenditure in China: The Mediating Role of Institutional Arrangement”. This 
research aims to collect your opinions and advices on China’s Social Health Insurance 
and its reform.

I need to conduct a one-hour interview with you. But your participation is entirely 
voluntary. And you have the right to terminate the study at any time. 

The interview will be conducted according to an interviewing guide. With your 
agreement, our talk will be recoded with audiotape. The true answer by you would be 
highly helpful to this study. 

The interview will do no harm to you. All the information collected is just used for 
scientific research. Your name as well as the name of your working unit will be kept 
anonymous. The information collected from you will be kept confidential. 

If you have any questions, you can ask me now or later. 

LIU Kai
PhD Candidate 
Department of Social Work
The Chinese University of Hong Kong

Consent Form 
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Consent Form 

I agree to be in a study about investigating the institutional arrangement of social 
health insurance in China. This study was explained clearly by Mr. LIU Kai, the 
investigator of this study. The only people who will know about what I say will be Mr. 
LIU. Writing my name on this page means that I consent voluntarily to be a 
participant in this study.

.                         .                                                                         . .
Signature of Participant                              Signature of Researcher

. .                                                                         . .
Date Date
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