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INTRODUCTION

Turning Points in Chinese Health Care:
Crisis or Opportunity?

Deborah Davis and Nancy E. Chapman

During the Mao years, China was a model for health care among low income,
agrarian societies.With an emphasis on prevention and a nation–wide network
of clinics and hospitals, life expectancy at birth, infant mortality, and maternal
mortality approached that of middle income countries.The key to this success
was a powerful bureaucracy that mandated access, controlled the training and job
assignments of medical personnel, and kept direct charges to patients below cost.

There were also systemic inequalities. Most noticeably, the rural majority
relied primarily on paramedics and had limited access to modern hospital care.
The government-mandated insurance systems covered only urban residents,
while rural residents had at best village medical cooperative insurance.Thus, as
before 1949, the most highly trained physicians, most modern technology, and
best medicines were concentrated in the cities.

Since 1978, the Chinese leadership has explicitly rejected most of the core
tenets of the communist revolution. Deng Xiaoping ended the discriminatory
system of class labels and class struggle, and re-legitimized private ownership and
entrepreneurship. His successors went much further, encouraging foreign
investors, hailing the superiority of markets, and eliminating many bureaucratic
controls over labor, capital, and property.

The impact of this shift away from bureaucratic controls and political strug-
gles toward markets and individual incentives spurred the highest level of eco-
nomic growth in Chinese history, and China today continues to have one of the
highest growth rates in the world. Because these decades of economic gain coin-
cided with a sustained reduction in fertility rates, the financial gains in per capi-
ta terms have been spectacular.
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But the collapse of the commune system in the early 1980s and the bank-
ruptcies of state-owned industries in the 1990s have also destroyed the social
welfare system.As Peter Nan-shong Lee notes, when the leadership shifted from
an ideology that emphasized low wage, guaranteed employment, and extensive
welfare to one that lauded higher wages, more competitive markets, and “slim
welfare,” the economy grew and foreign investors were increasingly confident of
their returns. However, what is less obvious is how best to manage social welfare
services. The challenge of providing cost-effective health care has confounded
politicians and experts in mature capitalist democracies with well-developed
insurance industries. How can a hybrid market-socialist society, with a per capi-
ta income under US$600 per year, solve these problems of access and equity
when there is no insurance industry to sell effective protection against medical
catastrophe to individual workers, their dependents, and retirees? 

In short, as a result of China’s economic reforms since 1978 and the embrace
of a new political economy of market-socialism, there has been a fundamental
shift away from the low cost, bureaucratically controlled, collectivist health sys-
tem that stressed prevention first.The organization, financing, and philosophy for
providing health care at the beginning of the 21st century dramatically departed
from the socialist blueprint that had served Chinese citizens so successfully in the
first three decades after 1949. The question now is: what do these departures
mean for the health of China?

To address this question, the Yale-China Association organized, during its
centennial year, a conference at Yale University in July of 2001. We invited a
range of scholars and practitioners (a list of participants follows this introduction)
to address the questions we felt were most pressing by looking at a variety of
health care outcomes: the declining quality of medical care in rural China, the
collapse of enterprise welfare programs, the impact of a new political and legal
environment, provision of mental health services, challenges to medical educa-
tion and hospital administration, and the challenge of AIDS. In the substantive
contributions of this inaugural issue of this journal, five of our participants will
provide a detailed discussion of several of these core questions.We will devote
the next issue of the journal to China’s response to the AIDS pandemic.We now
conclude with a brief descriptive overview of health care in China today that
draws on the materials our contributors analyze in more depth.

Organization of Care 
The Chinese health care system remains administratively hierarchical and bifur-
cated. As in the Mao years, there is one system for rural areas and another for
urban. Rural residents are served primarily by 5,811 county hospitals and rough-
ly 49,000 township (formerly commune) clinics. On average, the rural health
care system provides 1.5 beds and 1.1 physicians per 1,000 residents. Urban res-
idents, who in 1980 represented 17% of the population and today represent
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approximately one third, are served by 11,000 hospitals. On average the urban
system provides 3.5 beds and 2.3 physicians per 1,000 residents. Until 2000, all
hospitals and clinics were publicly owned. Since 2000, the government has
decided that up to 15% of hospital beds can be cooperatively owned and up to
another 15% can be for-profit and privately owned.

In rural areas, after the collapse of the commune system, most village para-
medics—the well known “barefoot doctors”—became fee-for-service private
practitioners, but it was only after 2000 that clinics and hospitals could be fully
privatized. (The essays by Mark A. Strand and Alice Chen and by Bing Jiang and
Yongquan Tian discuss in detail the impact of greater privatization. Samantha
Pang focuses on the impact on staff training and education.) 

Payment for Care
Currently, rural residents pay 90% of their medical costs. Many immunizations
provided through mass public health campaigns are highly subsidized and the
government pays the salaries of some township clinic staff and occasionally sup-
ports construction costs, but overall the rural patient “consumes” health care as a
commercial product and has almost no opportunity to purchase any kind of
insurance. Urban residents continue to receive higher quality care at less direct
cost. Since 1998, however, there is increasing convergence toward the rural situ-
ation even though most urban medical staff and physicians remain state employ-
ees and 70% of hospital beds are publicly owned with state-mandated charges.
Currently, the 10% of the urban population that works for government or party
agencies receives “free” care through an insurance program created for govern-
ment and party employees in 1952. One percent rely on new commercial health
insurance policies that offer a wide variety of reimbursements.The majority of
urbanites now struggle with a patchwork of programs that frequently fail to
reimburse patients and their families. Since 1998, there has been an impressive
national system that requires both employers and employees to contribute to a
two-tier insurance program.The first tier creates personal medical accounts, the
second, a universal (at municipal or county level) fund. After patients have
exhausted their personal accounts, they can then turn to the universal fund. All
illnesses—including psychiatric illness—are covered, but the insurance system is
still in its financial infancy and many employers and employees do not con-
tribute. (The papers by Doris F. Chang, Arthur Kleinman, and Xu Yifeng; by
Peter Lee, by Mark A. Strand and Alice Chen, and by Bing Jiang and Yongquan
Tian all discuss the challenges of financing the new system for different popula-
tions of patients and their families.)

Challenges to Chinese Health Care
Over the decade of the 1990s, Chinese health care entered a new economic and
political terrain where the national leadership embraced private ownership, eco-
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nomic efficiency, and financial profitability as essential for China’s modernization
and increased prosperity. Marketizing health care has been difficult enough in
established, affluent welfare states in Europe or North America, and it would be
unrealistic to expect China to find easy solutions to the trade-offs of equity and
efficiency, profitability and access. In addition, Chinese health care faces new
challenges in patient needs and a changing professional environment for medical
staff.

At the turn of the 21st century, China has a rapidly aging population and a
cohort of elderly who, unlike the elders of the 1950s and 1960s, have enjoyed
access to modern medicine all their lives. They have—or will have—chronic
conditions for which there are now effective, but often expensive, medical inter-
ventions. Patients in China are now also “globally” informed.They know about
new medications and new procedures, and in the private hospital sector and the
increasingly fee-for-service clinics, patients will press for high-tech modern
medicine. The government can no longer make prevention first their primary
policy: they must simultaneously lay equal stress on prevention and clinical care.
The one-child policy—that is, in practice, a one-son policy for the majority—
has created a demand for outstanding health care for all children. Unless parents
can be assured that their children will all thrive and survive, they will disregard
exhortations to curb fertility. Finally, there are new diseases.AIDS is the most fre-
quently identified, and AIDS cases in China are increasing at a rate of 30% per
year.

Changes among medical professionals raise additional challenges to Chinese
health care. In the 1970s, all medical graduates were assigned by the state to their
jobs and often to their specialties, and physicians had virtually no control over
what and where to practice and how much to charge. Under market-socialism,
the rules have changed. Medical education continues to be largely state-funded,
but physicians, nurses, and technicians can now decide where to practice, and
they are increasingly free to set up fee-for-service private practices.The majori-
ty of staff still work within the parameters of the system created in the 1950s, but
the changes are rippling beneath the surface and creating alternatives unknown
for half a century.

What will these multiple changes mean for the Maoist model of prevention-
first health care? Will there be a dramatic departure from the existing profile of
mortality and morbidity? Will health care become ever more fragmented with
increasing distance between care for the affluent and the poor? No one has clear
answers to these questions as of yet, but the authors of the five essays in our inau-
gural issue of The Yale-China Health Journal identify the central considerations 
and prepare us for understanding, and responding to, the changes that are sure 
to come.
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Papers Presented at the “Health of China Workshop” 
July 6–8, 2001, New Haven, Connecticut

“Nutritional Problems in China”
Presenter: Bill Watkins

“Non-communicable Diseases in China”
Presenter:Vivian Lin (co-authored with Hongwen Zhao)

“Medical Ethics in China”
Presenter: P.C. Leung

“Mental Health in China” and “Rehabilitation of Schizophrenia Patients
in China:The Shanghai Model”
Presenter:Doris F. Chang

“Developing Chinese Hospitals”
Presenter:Yongquan Tian

“Reinventing China’s Welfare State: Medical Care Insurance Reform 
in the 1990s”
Presenters: Peter Nan-shong Lee, Guoxuan Cai

“Health Law in China”
Presenter: Ruotao Wang 

“Chinese Medicine in China Today”
Presenter: P.C. Leung

“When Riding a Tiger it is Difficult to Dismount: Sexually Transmitted
Infections in China from the Late Qing to the Post-Deng Era”
Presenter: Sandra Teresa Hyde

“Health Workers:Training and Deployment”
Presenter: Samantha Mei-che Pang

“Reproductive Health in China: Progress and Challenges”
Presenter:Vivian Lin (for author, Joan P. Kaufman)

“Rural Healthcare” and “Trends in Child Health in China after the
Transition”
Presenter: Mark Strand (for co-author, Mary Young)

The Yale-China Association gratefully acknowledges the financial support of the
Coca-Cola World Fund and the Council on East Asian Studies at Yale University
for their support of the “Health of China Workshop.”
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OVERVIEW OF HEALTHCARE REFORMS

1950

First national health conference puts prevention first

1951

Nationalization of Xiangya and Peking Union Medical Colleges

1952

Establishment of mother and child health centers in county

First “patriotic” health campaigns 

Provision of free health care for all government and agency 
employees

1953

Provision of subsidized healthcare for all workers in state owned firms

1955

Establishment of first Cooperative Medical Station (CMS) in Zhengyan,
Henan

Establishment of Academy of Traditional Chinese Medicine

1957

Nationwide campaign against snail fever

1959

CMS endorsed as model for entire country

1965

Mao’s June 26 speech:“Put Emphasis on Health in Rural Areas”

1966–1970

No new students admitted to medical schools

1973

China joins 26th World Health Conference and elected to Executive
Committee
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1979

First cutbacks of state appropriations to public hospitals

Ministry of Health announces reduced support for CMS

1980

MOH permits privatization of former commune clinics

1985

New bonus system for hospital employees 

1989

Comprehensive regulations to require each locale to have Management
Committee

Experiments with new forms of co-payments

1998

Reform of urban health insurance, increased co-payment

2000 

Privatization of hospitals permitted for first time since 1949
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Rural Health Care in North China in an Era of Rapid
Economic Change

Mark A. Strand and Alice I. Chen

Yang Ti is a 49-year-old rural doctor and part-time farmer.As a village barefoot
doctor, Dr.Yang was once a model worker, and known as a local hero.Although
his salary was small, it was enough to live on. In recent years Dr.Yang has faced
many challenges.Transition in rural health care has made his job unstable and is
challenging his ability to meet the health needs of his family.

Because of decreased public funding for health care, Dr.Yang’s salary as a vil-
lage doctor has not changed in many years. Through the 1990s he received
around 1,000 yuan a year (US$121).This salary was paid by the village commit-
tee from fees collected from the citizens. In poorer villages, many of his con-
temporaries received nothing at all.

In 1995, Dr.Yang landed a job in the Township Health Center as a clinician
in the outpatient clinic, a promotion for him. But because of erratic management
in the clinic, his position did not last. He bounced from one township clinic to
another, trying to secure a stable job. Although Yang has limited medical skills,
definitely not enough to keep up with the developing Chinese health care com-
munity, he is diligent and conscientious and able to perform routine tasks.
Desperate to support his family, he has continued to search for a clinic that could
pay his salary and assure him a stable job.The young medical assistants in the clin-
ic resent him because more patients come to him (because of his seniority) even
though he has less formal training.

In addition to the struggle to maintain a stable job,Yang has a heavy burden
tending to the health and well-being of his aging parents, wife, and three chil-
dren. Because he is busy trying to maintain his status as a clinician and preserve
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the little income he does earn, the farm work is left to his wife and father. His
wife has experienced several “mental breakdowns” from the pressure.

Yang Ti’s daughter tested into the teacher’s college, and by borrowing from
friends and taking jobs tutoring the children of wealthy families in the city, she
was able to make it through college. While this is now Yang’s future hope, in
another sense it is merely the transfer of the burden from himself to his young
daughter. She will now be expected to support her family on her modest
teacher’s salary.When she is married, the little support she provides them will fall
under the control of the family into which she marries. Fortunately,Yang Ti has
a son who will eventually grow up and be able to support the family.

The majority of China’s population resides in rural areas, and although there
is a trend toward urbanization, China will be primarily a rural nation for many
years to come.A healthy and productive rural population is crucial to China’s sta-
bility and development. While great accomplishments have been made since
1949, economic reforms introduced in the early 1980s changed the system of
funding and management of rural health care so significantly that the affordable,
generally effective cooperative health care system of the Mao years collapsed, and
by the late 1990s medical coverage in China’s rural areas was uneven and its qual-
ity erratic.

In addition, the government’s efforts to commercialize and privatize many
health services have put rural health institutions in financial difficulties. Unable
to cover their costs, let alone make a profit, rural clinics can no longer pay
salaries. At the same time, the direct costs to patients increasingly exceed their
ability to pay.The Chinese government is aware of these issues and consideration
of them is routinely on the agenda of the highest level discussions. But the
tremendous changes brought about by economic reform are making difficult the
decision of how best to make this transition.Yang Ti’s experience highlights some
of the challenges currently facing citizens and health practitioners alike in rural
China.The clinics struggle with financial shortfalls, variable skills of health work-
ers, and inability to retain skilled workers. Rural patients struggle to obtain and
pay for quality health care. Although the local governments continue to issue
public health mandates, they have not created ways to adequately subsidize these
preventive services on the local level.This has wearied the rural health workers,
who suffer a malaise born of lack of leadership and support for their roles.The
economic transition has resulted in many changes in rural health care.

Township Health Centers in Crisis
There are 50,000 publicly owned Township Health Centers (THC) in China
(Liu et al. 1996). From the 1960s into the 1980s, these Township Health Centers
were the linchpin of the three-tiered system, being located near enough to pro-
vide rural residents with timely health service, and having staff with more formal
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training than village doctors. But following economic reforms in 1982, this
began to change drastically. Outpatient visits to Township Health Centers fell by
one-fourth from 1986 to 1993.Usage rates in the 1990s were only 40–50%.With
government contributions as low as 15%, these facilities must rely entirely on
user fees to survive.

In 1995, the crisis of the financial sustainability of the Township Health
Centers was highlighted in China’s national Jiankang Bao (Health News). The
majority of rural clinics were reported unable to pay staff salaries (Ren 1995).
Township Health Centers felt acutely the need for increased federal allocations,
as well as for staff who were willing to stay at the Township Health Center (many
of them were leaving medicine) and a reliable and complete health policy.There
appeared to be a loss of confidence in the centers on the part of rural residents.
Villagers were known to say, “Small illnesses can be seen in the village clinic,
more serious illnesses you need to go to the county hospital; regardless, don’t go
to the township clinic” (Ren 1995).

There were several reasons for decreased patient satisfaction: a perception
that the skill level of the young medical assistants is inadequate, and frozen fed-
eral allocations to the Township Health Centers resulted in a demoralized staff
unwilling to go the extra mile for patients. In addition, the management skill of
many of the Township Health Center directors is extremely limited. In the late
1990s, most of these directors were in their late 40s, of the generation whose
high school and college education had been interrupted by the Cultural
Revolution. By the time reform policy was introduced in 1982, these workers
were in their early 30s.At that time, some attended short training courses but few
enjoyed formal education. In the 1980s they worked as clinicians and then, in the
1990s, they assumed directorship of clinics. It is a struggle for them to effective-
ly manage their respective facilities.

In a December 2000 report on rural health reform, Li Changming, Director
of the Department of Primary Care and Maternal and Child Health of the China
Ministry of Health, urged the Township Health Centers to “hold the line” and
continue to fulfill their role in rural health. In particular, he suggested that they
focus more on preventive and less on curative care. He advocated continuing to
reduce staff numbers, but also to increase the training and quality of the existing
staff. These are good suggestions, but without policy backing or funding, they
mean little to rural health workers.

What can be done to reverse the downward spiral of the Township Health
Centers? One possibility is that Township Health Centers be left to survive on
their own, as is now the case, but to guarantee funds for preventive services (Liu
et al. 1996).Alternatively, those centers which function effectively could be sup-
ported and the rest left to normal attrition.The risk here is that the link provid-
ed by Township Health Center workers to the Mother and Child Health (MCH)
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system will be broken. It is crucial that cost-sharing by provincial government,
township government and patients be used to guarantee the salaries of the few
key employees, but it is equally important to improve the quality of their med-
ical skills.

Staff Training and Retention
China’s health service infrastructure is considerably larger and more complicat-
ed than that of other developing countries. The number of hospital beds and
doctors per capita is extremely high. China needs to streamline the existing
health system, continuing to reduce the overall number of health workers in rural
health facilities while increasing the skill level of those who remain through for-
mal Continuing Medical Education (CME).

The challenge of streamlining the system lies in the system’s long history of
the “iron rice bowl” which precluded staff layoffs. China did address the iron rice
bowl system beginning in 1999 when state enterprises instituted large-scale lay-
offs. However, this process has been very difficult and the results are not yet clear.
Breaking the “iron rice bowl” is even more difficult in rural settings, where net-
works of personal relationship are tighter.These intricate network relationships
(guanxi) create intense interpersonal obligations that are hard to violate. The
Chinese virtue of renqing (human feelings) complicates the challenge of trim-
ming superfluous or unqualified staff. These cultural variables are part of the
richness of Chinese society, and while they are conducive to care and helping,
they add another layer of complexity to the move to a privatized, free-market
environment.

The transition experienced by rural health providers also involves a genera-
tion gap.There is now a mix of workers, one group comprised of those over age
45 and trained before the onset of economic reforms, another group made up of
younger workers. Members of the older generation, like Yang Ti, are trusted by
the people, but are only minimally trained, many of them having begun their
careers in medicine as barefoot doctors.The younger workers have received bet-
ter training, but have always worked in a system threatened by financial pressures
and lack of administrative support. In some cases, the young workers have also
been witnesses to or victims of bad clinic management, contributing to their
reluctance to throw themselves completely into their work. Clinics where the
older generation supports the young workers, giving them opportunities to
expand their skills and gain additional training, are weathering this transition the
best and definitely have the brightest future.

As shown in Table 1, by international standards, rural health workers in
China have minimal formal training. University-trained physicians make up
between 1.1 and 20.8% of the physicians in county hospitals. Most of the
remainder have had “middle education” (zhongzhuan) or lower, equivalent to
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technical high school training in the U.S. In township and village clinics, many
workers have had no extended training at all. Under the circumstances, it is
appropriate to develop and expand secondary school (three-year medical school)
training and adult learning schools (zhigong yixue yuan). These schools could
train, re-train, and upgrade rural doctors for service in County Hospitals and
Township Health Centers.

Programs to increase Township Health Center utilization rates through staff
upgrading programs have been introduced nationwide (Hesketh and Zhu 1997).
There is now a group of rural health workers with “middle education” who were
first trained in the 1990s and have been working for about five years who are
now studying for the “upper level” diploma (dazhuan) by correspondence or
non-residential methods. These young people are key players because they are
from the area, and are not likely to move to the cities.They can fulfill the man-
date of rural health care delivery if their salaries are guaranteed, a system of
required Continuing Medical Education is instituted, and clinic management is
improved. Given support and opportunities to develop the necessary clinical
experience, these young workers could provide good service and regain patient
trust. Ethical standards of practice and clear definitions of malpractice also need
to be introduced and strictly enforced to regain this trust.

Table 1: Health Professionals in Various Institutions in 1992

Level of Training County Institutions Township Hospitals
Urban Rural

Bachelor’s degree 20.8% 1.1% 1.74%
(daxue)

Higher education 10.9 1.4 6.66
certificate (dazhuan)

Middle education 48.4 61.9 38.95
certificate (zhongzhuan)

High school (gaozhong) 11.0 20.3 19.75

Middle school or below 8.91 8.2 32.90
(chuzhong)

In March 1998, the Ministry of Health established two policies aimed at
closing the gap separating the urban and rural health systems. All medical stu-
dents are required to spend one year working in rural health facilities.All med-
ical doctors hoping to be promoted from the status of attending physician
(zhuzhi yisheng) to that of assistant chief physician (fu zhuren yishi) need to spend
six months working in a health facility at the county level or lower.These poli-
cies demonstrate the central government’s desire to keep rural health a national
priority and to lessen the impact of the growing rural-urban divide. Although
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these programs have been used in the past, they have not proven effective.Those
coming from the city to the countryside for their compulsory service are con-
sidered “experts.” In keeping with Chinese hospitality, the clinic is expected to
host these guests well, incurring further costs on an already strained budget.
Technically, the expert may be able to address a few complicated cases, but he or
she also obstructs the normal routine of the local doctors, who dare not display
their skills in the presence of the expert.While these programs may help keep
urban medical students and practitioners in touch with the realities of rural
health care, the result is often a net loss for the local clinic. In order to be effec-
tive, the experts would need to see themselves as trainers, employing participa-
tory methods to guide the rural doctors in the delivery of patient care in the
clinic.

Financing Rural Health Care
In the 1990s, a collapsing rural health network and the inability of rural residents
to pay for care motivated local governments and health authorities to institute
new rural health financing schemes.These called frequently for the reinstatement
of rural health cooperatives (Feng 1995). The central government made such
directives in 1991 (Yin 1995), 1994 (Feng 1995; Liu, Hsiao, et al. 1995; Carrin,
Ron, et al. 1999), and again in 1997 (Bloom and Tang 1999). Some of these were
successful, most commonly in wealthier areas, such as the south and the coastal
areas or areas bordering large cities. Unfortunately, they are not easily replicated.
The political will of the county and township governments has proven essential
to make these financing methods work. In areas with less progressive or less cre-
ative leadership, it has proven difficult to create sustainable programs. In addition,
areas with few local resources or a poorly developed collective economy have
been unable to generate funds necessary to fund local health care. These areas
desperately need preferential allocations of government budgets (federal, provin-
cial and/or county) for health services.

In 1997, the call was for pre-payment as the key to rural health financing.
These pre-payment schemes are based on the premise that Chinese people
would rather pre-pay for health care than pay more taxes to support a larger pub-
lic health service. But even in areas where pre-payment plans have been institut-
ed successfully, reimbursement comprised only 32% of the costs. Most people
were not satisfied with this coverage, but neither were they willing to pay high-
er premiums to extend it (Carrin, Ron, et al. 1999). Patients are reluctant to pre-
pay for services of which they are unsure. But in the current system, they do not
have the cash reserves to “post-pay” for services already provided.The result is
that each health event is a crisis requiring a mad scramble to scrape together the
deposit required for admission to the hospital. On another note, some researchers
found that these new rural health insurance schemes had the negative results of
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increased health care expenditures, a further shift from preventive to curative
services, and increased reliance on higher level tertiary care (Bogg, Dong, et al.
1996). Pre-payment schemes proved successful in areas with close supervision by
local political leaders, indicating that in China, the government continues to be
the crucial actor in a reorganized rural health sector.

The result of all this activity is that health costs for 90% of rural residents
still rely completely on out-of-pocket user fees (Schwarz, Chavigny, et al. 2001).
However, pricing and hospital management continue to be regulated by the cen-
tral government.These financing, pricing, and organizational policies are not well
coordinated, resulting in irrational prices, over-prescription of drugs and ancil-
lary tests, and unequal access to health care by the poor.

The Chinese government has been creative in establishing various “pilot
projects” around the country. Unfortunately, these projects have been imple-
mented with inadequate attention to local variation, and the result is often a
waste of time and resources, as those on the local level struggle to implement
new policy. Furthermore, emphasis on replicating national models may stifle the
creativity of local leaders attempting actively to solve their own problems.

Through the 1990s, the cost of clinic visits or hospitalization at county-level
hospitals rose over 30% per year (Dong, Bogg, et al. 1999). One reason for this
increase is the perceived incompetence of the health workers by patients, result-
ing in underutilization (hospital occupancy rates range less than 50%). Increasing
cost is another contributing factor, due to poor management and the inability to
set prices that are both affordable for the patient and reasonably profitable for the
hospital. County hospitals generally receive a grant from the county government
for operating expenses. But this grant covers only a small portion of their
expenses, so roughly half of rural hospitals have financial shortfalls (Schwarz,
Chavigny, et al. 2001).The staff of some hospitals receive only a portion (perhaps
80%) of their salary and/or receive it late. Consequently, hospitals increasingly
rely on the sale of medications to boost their income. Among county hospitals,
65% of hospital income comes from drug sales (Young 2000). Consulting fees
charged for diagnostic services are very low (from no fee to less than US$1 per
visit). The health worker’s income is generated, for the most part, by ordering
laboratory testing, X-rays, and writing prescriptions. Increasing profits by selling
drugs at legal mark-up levels is legitimate, but over-dependence on drug sales
and unreasonable markups lead to unethical prescribing practices and over-pre-
scription.This topic will be further addressed below.

Medications
The pharmaceutical industry in China is booming, in the area of both Western
and traditional Chinese medications. Between 1988 and 1992 sales of both
Chinese traditional medicines and Western medicines increased by over 50%
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(Hesketh and Zhu 1997). China is able to produce the medications needed by
its population and even has a substantial export industry. However, specialized
drugs such as anti-cancer agents, and certain foreign medicines demanded by the
consumer, are still imported (Dong, Bogg, et al. 1999).

Although better medications are now more widely available, equipping cli-
nicians with important tools of therapy, medicines also have become the primary
source of revenue for clinics. Reform of the pharmaceutical industry has moved
from a centrally-controlled supply system to a market-oriented demand system.
Hospitals can purchase drugs directly from drug companies, factories, and retail-
ers (Dong, Bogg, et al. 1999). Patients have easy access to drugs and more com-
petitive pricing. However, these changes have led to the rampant overuse of
drugs. Seventy-five percent of households surveyed in six counties reported buy-
ing medicines without a prescription during the previous two weeks (Dong,
Bogg, et al. 1999). Uncertified and fraudulent medications can also be found
especially in rural areas, where farmers wish to spend less on health care. Since
1985, the government has used the Drug Administrative Law to fight fraudulent
use of medications. Some progress has been made, but it is limited and sporadic.

The over-prescription of medication is a common practice, as rural doctors,
like medical practitioners all across China, derive much of their income from
selling medicinal products (Zhan,Tang, et al. 1998). National legislation allows
for a 10–15% markup on Western drugs and a higher mark-up for traditional
Chinese medicines. One 1988 study reports that drug sales in a certain region of
China accounted for over 75% of charges for outpatient care and 60% of inpa-
tient treatment (Gu 1993). According to the World Bank, spending on drugs
accounts for 52% of China’s current total expenditure on health. Some township
clinics stock over 200 kinds of medication (Gu 1993), though it is unlikely that
their staff, with their limited training, are knowledgeable enough to safely pre-
scribe all these medications. In many hospitals, a bonus is paid to health workers
for their productivity, measured by the profit they bring in, thus creating a finan-
cial incentive to prescribe unnecessary medications.

Multiple medications are routinely given for simple, self-limited illnesses
such as colds. Intravenous antibiotics are commonly prescribed for upper-respi-
ratory-tract infections.This practice contributes to serious drug-related compli-
cations. For example, it has been reported that up to 30% of deafness in children
in urban China may be due to overuse of antibiotics such as gentamycin and
streptomycin (Callaway 2000). This phenomenon also exists in rural areas.
Equally serious is the rise of drug-resistant bacterial strains, such as Shigella,
Streptocuccus, Staphylococcus and Mycobacterium tuberculosis.
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The desire for pharmacotherapy is also a reflection of the health and illness
behavior of the Chinese people. While Chinese people are opposed to the
aggressive nature of Western surgical procedures, they welcome the aggressive-
ness of Western medicines. They seem to share the worldwide trend toward
demanding or expecting a pharmaceutical solution to every concern that brings
them to the clinic.This, combined with the pricing structures currently in vogue,
motivates practitioners to prescribe multiple medications with little considera-
tion for the cost-effectiveness of the chosen drug or the patient’s ability to pay
for it.

Conclusion
The health of the majority of China’s rural population has improved steadily
throughout the 50 years since the establishment of the People’s Republic of
China.The incidence of infectious diseases in China has declined from 20,000
(per 100,000) in the 1950s to 7,061 in 1975 and to 176 in 1995.This remark-
able achievement, accomplished largely during a period of minimal or no eco-
nomic growth, shows that basic health care can be delivered by minimally trained
health personnel (Feng 1995).

After the introduction of economic reforms in the 1980s and the dissolu-
tion of the Cooperative Medical System, gains in health outcomes began to
plateau (Shen, Habicht, et al. 1996). Growing economic disparity across region-
al divides and between rural and urban areas also posed a threat to health serv-
ice delivery. Increasing privatization compromised the integrity of preventive
health services and led to inflation in health care costs. Out-of-pocket payment
for health care services became burdensome for most rural residents. Financial
difficulties for nearly all rural health institutions compromised the quality of care
and the morale of the staff. This crisis has threatened to undo many successes
made in improving the quality of life for China’s rural residents.

During the 1990s, the Chinese government began to recognize the critical
nature of these problems and took strides to bolster the rural health care system.
This was accomplished through intensified administrative involvement in the
establishment of health insurance schemes and increased federal allocations to
health care. However, these reforms were applied sporadically.As China deepens
its integration into the global economic market, rural areas will experience
increasing economic pressure. Under such circumstances, strong political leader-
ship is essential to sustain and strengthen China’s rural health network, especial-
ly among the marginalized regions and those regions experiencing less econom-
ic growth. Keys to China’s success include political will enforced from top to
bottom, an intact and organized rural health care system, and trained personnel
at each level prepared to carry out their responsibilities. Chinese people have a
long history of following their political leadership. The current crisis in rural
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health care calls for strengthened government support, demonstrated by
increased funding for rural health care, especially to vulnerable areas, minority
areas, the west and the high-altitude regions.
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Inaugurating Medical Care Insurance Reform 
in China

Peter Nan-shong Lee

The introduction of modern forms of medical service in the last century was a
part of the process not only of modernization, but also of state building in China.
In the decades following the Communist victory in 1949, the provision of med-
ical care was a key element in the building of a colossal welfare state in urban
China in conjunction with the construction of the centrally planned economy
(CPE). Its basic structure remained intact until the reform era, when fundamen-
tal changes were initiated (Lee and Wong 2001:67–73;Yan 1987).The re-engi-
neering of China’s welfare state in the field of health insurance in urban China
is a process that entails a fundamental redefinition of a cluster of obligations and
entitlements in the relationship between the state and society by analyzing the
process of policy evolution, various phases of implementation, main design fea-
tures, initial problems and challenges, and policy outcomes of the first round of
reform.

Background
China’s health insurance was first introduced in the urban sector in the 1950s. It
became an integral part of the remuneration package for employees in the pub-
lic sector, along with wages and salary, compensation for work-related injuries,
retirement pensions, medical benefits, and “collective welfare” including housing
(Bian 1994:178–208;Yan 1987:190–354). It covered subscribers to the publicly-
financed and labor insurance systems, both of which were job-related in that eli-
gibility was based on employment in the government, so-called “service organ-
izations,” or enterprises. The publicly-financed system catered to the medical
needs of public sector employees, including civil servants, members of political
parties and mass organizations, teachers and researchers, and members of service
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organizations, whereas the labor insurance system served staff and workers in
public enterprises only (Hou and Ye 1998:29–35).

Within the structure of the centrally planned economy, medical care provi-
sion in the public sector was financed through multiple channels and an exceed-
ingly complicated arrangement combining direct state appropriations, grants to
“producers” (e.g., hospitals), franchises to medical services and pharmaceutical
retail outlets, labor insurance, and some users’ charges at a nominal level. The
publicly-financed system for civil servants and other public sector employees was
mainly funded through state appropriations. In the labor insurance system, med-
ical bills were primarily covered by a labor insurance fund that in turn depend-
ed almost exclusively upon contributions from enterprise units coupled with tax
exemptions.

Beneficiaries in both systems were also indirectly subsidized through fran-
chises of public hospitals and pharmaceutical retail outlets in regulated markets.
The state allocated grants to hospitals to cover capital investments such as con-
struction costs, expensive medical equipment and facilities, and laboratories.The
state also provided “differential quota appropriations” to pay for part of the cost
of daily operations and personnel. Since public hospitals were given franchises
(i.e., a share of the medical service market), neither private hospitals nor private
medical practice were permitted. Patients only paid nominal charges and were
not required to shoulder any financial burden in the urban as well as the indus-
trial sector (Lee 2001:66–68).

Balancing the Interestes of the State and 
Individual Citizens
In the pre-reform era, medical benefits were defined as part of a cluster of rights
and obligations linking the state with individual citizens eligible to receive these
entitlements.They were granted in accordance with legislation, rules, regulations,
and administrative directives to ensure the stability, continuity, and universality of
medical benefits to the defined categories of the entitled population. Implicit in
this legal framework are the administrative, managerial, and financial commit-
ments of the state needed to ensure the full protection of the rights and entitle-
ments of eligible citizens (Wong 1998:214–215).

One of the most salient features of welfare reform in China, including that
of medical care, is articulated by the view that “the state pays the debts of the
past.” In other words, the state has obligations to public employees because of
their sacrifices and contribution to China’s “forced modernization,” for which
they received only minimal remuneration under the planned economy. These
obligations were translated into policy through the phenomenal growth of
spending on all forms of benefits, including housing, retirement pensions, and
medical care (Lee and Wong 2001:67–95).
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Surveys of two major cities, Shanghai and Guangzhou, in 1996 provide an
illustration of how urban residents perceived the relationship between the social-
ist state and citizens amidst the drastic shrinkage of the planned economy in
reform-era China (Table 1).The survey results suggest that Chinese citizens tend
to feel that their work unit and the state, rather than they themselves, should
shoulder the main financial responsibility for medical expenses (see Questions 6
and 7 in Table 1).

Immediate Concerns and Long-Term Objectives
What motivated policy makers to initiate fundamental restructuring of the
health insurance system in the urban sector? How did they approach it?
According to Vice Premier Wu Bangguo, the “state must establish insurance sys-
tems for retirement, medical care, and unemployment in order to diversify and
resolve the risks that will be brought about by market competition” (Wu
1999:31). He suggested further that the government should perform “basic 
social functions” and build “safety nets” and “stabilizers” on behalf of the whole
society (Wu 1999:31).

What is significant here is that, for the first time in the history of the PRC,
policy makers have shown their resolve to dismantle the hierarchy and privileges
that existed within the planned economy, and remove the inequalities that exist-
ed between the planned and non-planned sectors.This new health insurance sys-
tem is intended to complement the emerging market economy, to facilitate social
mobility and the movement of manpower, and to ensure the autonomy of enter-
prises and choice of employment.Wu’s foresight is further substantiated in light
of the rapid expansion of the non-public sector of the economy. It is estimated
that, within two decades, employees in the non-public sector increased from
150,000 in 1977 to 37,540,000 in 1997, amounting to one-third the number of
employees in state-owned enterprises. Most of these non-public sector employ-
ees were denied access to any insurance benefits, a situation which generated
considerable dissatisfaction. Even within the public sector, economic and finan-
cial disparities among state-owned enterprises, departments, and regions resulted
in inequalities in the benefits of various insurance systems.The issue of inequal-
ity was bound to become politicized because it was tied to the fiscal burden and
the share of retained revenue within work units and at different administrative
echelons.

A close look at the case of health insurance reform reveals an immediate and
urgent concern with the drastic and unbridled growth in the cost of medical
care. This concern resulted in an incremental approach to policy-making that
tended to be remedial and pragmatic in nature. In a 1998 speech,Vice Premier
Wu Bangguo summarized the official position of the central policy makers,
focusing on the rapid increase of medical expenses in the public sector, includ-

inaugurating medical care insurance reform 27



28 peter nan-shong lee 

T
ab

le
 1

:
M

ed
ic

al
 C

ar
e 

P
ro

vi
si

o
n
 i
n
 U

rb
an

 C
h
in

a:
S
h
ar

es
 o

f 
F
in

an
ci

al
 R

es
p
o
n
si

b
il
it
y 

by
 t

h
e 

S
ta

te
,W

o
rk

 U
n
it
,
an

d
 I

n
d
iv

id
u
al

Q
ue

st
io

ns
SD

 (
%

)
D

 (
%

)
N

/O
 (

%
)

A
 (

%
)

SA
 (

%
)

N
   

1.
It
 i
s 

qu
it
e 

re
as

on
ab

le
 f

or
 e

ac
h 

in
di

vi
du

al
 t

o 
be

 
G

ua
ng

zh
ou

7.
1

49
.9

11
.4

30
.4

1.
2

80
6

re
sp

on
si
bl

e 
fo

r 
on

e’
s 

ow
n 

m
ed

ic
al

 e
xp

en
se

s.
Sh

an
gh

ai
8.

7
64

.4
7.

0
19

.5
0.

5
98

2

2.
E
ac

h 
pe

rs
on

 s
ho

ul
d 

m
an

ag
e 

to
 s

ol
ve

 o
ne

’s 
ow

n
G

ua
ng

zh
ou

5.
6

52
.8

10
.9

28
.5

2.
2

81
0 

pr
ob

le
m

 o
f 

m
ed

ic
al

 e
xp

en
se

s 
w

he
n 

he
 s

he
 fi

nd
s 

Sh
an

gh
ai

5.
4

70
.3

7.
5

15
.5

1.
2

98
1

hi
m

se
lf
/h

er
se

lf
 fi

na
nc

ia
lly

 i
na

de
qu

at
e.

3.
O

ne
 s

ho
ul

d 
se

ek
 h

el
p 

fr
om

 r
el

at
iv

es
 w

he
n 

on
e 

G
ua

ng
zh

ou
4.

7
36

.7
22

.6
33

.7
2.

4
80

2
fi
nd

s 
on

e’
s 

ow
n 

fi
na

nc
ia

l 
re

so
ur

ce
s.

Sh
an

gh
ai

5.
2

64
.3

7.
2

22
.8

0.
4

98
1

4.
Sh

an
gh

ai
/G

ua
ng

zh
ou

 r
es

id
en

t 
sh

ou
ld

 n
ot

 h
av

e 
G

ua
ng

zh
ou

24
.6

52
.7

7.
5

14
.3

1.
0

77
3

to
 w

or
ry

 a
bo

ut
 m

ed
ic

al
 b

ill
s 

w
he

n 
th

ey
 a

re
 i
ll.

Sh
an

gh
ai

18
.1

63
.3

6.
2

11
.4

0.
9

95
4

5.
O

ne
 o

ug
ht

 t
o 

be
 r

es
po

ns
ib

le
 f

or
 o

ne
’s 

ow
n 

G
ua

ng
zh

ou
1.

3
13

.0
15

.9
64

.3
5.

5
77

8
ex

pe
ns

es
 o

f 
m

in
or

 i
lln

es
s;

an
d 

fo
r 

se
ri
ou

s 
ill

ne
ss

,
Sh

an
gh

ai
1.

3
20

.6
8.

4
64

.2
5.

4
97

3
on

e 
sh

ou
ld

 t
ak

e 
pa

rt
 i
n 

un
ifi

ed
 m

an
ag

em
en

t.

6.
T

he
 w

or
k 

un
it
 s

ho
ul

d 
be

 r
es

po
ns

ib
le

 t
o 

m
ed

ic
al

 
G

ua
ng

zh
ou

0.
5

12
.0

13
.0

65
.6

8.
8

81
5

bi
lls

 o
f 

an
 e

m
pl

oy
ee

.
Sh

an
gh

ai
0.

6
9.

9
7.

5
73

.7
8.

2
98

6

7.
T

he
 s

ta
te

 s
ho

ul
d 

be
 r

es
po

ns
ib

le
 t

o 
th

e 
m

ed
ic

al
 

G
ua

ng
zh

ou
0.

5
14

.1
15

.3
61

.8
8.

3
80

3
ex

pe
ns

es
 o

f 
ea

ch
 p

er
so

n.
Sh

an
gh

ai
0.

5
14

.4
10

.8
67

.5
6.

7
97

0

8.
E
it
he

r 
th

e 
st

at
e 

or
 t

he
 w

or
k 

un
it
 s

ho
ul

d 
pr

ov
id

e 
G

ua
ng

zh
ou

1.
1

3.
8

8.
6

69
.3

18
.2

82
3

su
bs

id
ie

s 
to

 t
ho

se
 p

at
ie

nt
s 

w
ho

 c
ou

ld
 n

ot
 a

ff
or

d 
Sh

an
gh

ai
3.

0
3.

1
3.

7
76

.4
16

.4
98

9
to

 f
oo

t 
th

ei
r 

m
ed

ic
al

 b
ill

s.

9.
T

he
 m

ed
ic

al
 b

en
efi

ts
 f

or
 s

ta
ff
 a

nd
 w

or
ke

rs
 o

ug
ht

 
G

ua
ng

zh
ou

1.
5

4.
4

6.
3

74
.8

13
.0

81
3

to
 b

e 
ad

ju
st

ed
 u

pw
ar

d 
al

on
g 

w
it
h 

th
e 

im
pr

ov
em

en
t 

Sh
an

gh
ai

1.
2

7.
7

6.
1

77
.9

7.
0

98
3

of
 l
iv

in
g 

st
an

da
rd

s.

SD
: S

tr
on

gl
y 

D
is

ag
re

ed
D

: D
is

ag
re

ed
 

N
/O

: N
o 

O
pi

ni
on

 
A

: A
gr

ee
d 

SA
: S

tr
on

gl
y 

A
gr

ee
d



inaugurating medical care insurance reform 29

T
ab

le
 2

:T
h
e 

G
ro

w
th

 o
f 

M
ed

ic
al

 E
xp

en
se

s,
19

88
–1

99
8

A
nn

ua
l  

A
nn

ua
l  

A
nn

ua
l 

M
ed

ic
al

 E
xp

en
se

s
G

ro
w

th
 R

at
e

M
ed

ic
al

 C
ar

e 
Ex

pe
ns

es
G

ro
w

th
 R

at
e 

Ye
ar

(1
0
0

m
ill

io
n 

yu
an

)*
(o

ve
r 

pr
ec

ed
in

g 
ye

ar
)

(p
er

 p
er

so
n/

yu
an

) 
(o

ve
r 

pr
ec

ed
in

g 
ye

ar
)

19
88

18
3.

4
N

/A
12

0
N

/A

19
89

22
4.

4
22

.4
 %

14
3

19
.2

 %

19
90

26
8.

6
19

.7
16

7
16

.8

19
91

31
5.

0
17

.3
19

0
13

.8

19
92

37
2.

7
18

.3
21

9
15

.3

19
93

46
1.

0
23

.7
16

7
21

.9

19
94

56
1.

2
21

.7
32

1
20

.2

19
95

66
0.

7
17

.7
37

4
16

.5

19
96

73
7.

0
11

.5
41

5
11

.0

19
97

79
7.

1
8.

2
44

7
7.

7

19
98

83
4.

0
4.

6
46

9
4.

9

So
ur

ce
s:

St
at

is
ti
cs

 B
ur

ea
u 

PR
C

,C
hi

na
’s 

St
at

is
ti
ca

l Y
ea

r 
B
oo

k 
(2

00
0)

,p
.1

00
.

* 
T

he
 fi

gu
re

s 
fr
om

 1
99

3 
to

 1
99

8 
in

cl
ud

e 
th

e 
po

rt
io

n 
pa

id
 b

y 
th

e 
un

ifi
ed

 m
an

ag
em

en
t 

ac
co

un
ts

 f
or

 s
er

io
us

 i
lln

es
s.



ing both the publicly-financed and labor insurance systems. Some of Wu’s 
factual points are revealing: with an annual increase of 19%, medical expenses for
employees of state-owned and collectively-owned enterprises rose twenty-eight
fold from 1978 to 1997.This rate of increase exceeded national revenue growth
by 6.6 times in the same period.

Table 2 shows the overall trend toward increases in medical expenses from
1988 to 1998, and the visible reduction from 1995 onward when cost control
measures were instituted nationwide. In fact, the drop in the growth rate was
even greater in 1996, 1997, and 1998, suggesting that health care insurance
reform may have begun to have an impact on costs after the mid-1990s.

The increase in medical expenses can be attributed to two sets of variables
during the reform era: contextual variables such as the aging of the population
and rising expectation for living standards, and system variables, including the
organization and management of medical care, the availability of new medicines,
and technological advances in equipment and facilities. Since policy makers can-
not do much to control contextual variables such as the aging of the population
and rising living standards, their main effort has been devoted to the control of
“system variables” through reforms at the organizational and managerial level
(Hsu, classified document (c):36–39).

To a considerable extent, the great leap in medical costs from the 1980s
onward was an unintended result of the early round of medical care reforms.
Three policy themes emerged in the early reforms. First, in view of the financial
stringency of the state, health institutions were to be given space to generate rev-
enue on their own. Second,medical personnel were to be given additional remu-
neration from revenue generated in new packaging of services. Third, users’
charges were introduced to supplement subsidies by the state (Chen, classified
document (a): 30). It is noteworthy that, starting in 1979, there was a steady and
visible curtailment of state appropriations to public hospitals, subjecting them to
increasing pressure to generate revenue on the basis of franchises of medical serv-
ices and pharmaceutical sales, and in turn inadvertently creating a runaway
increase in medical expenses.

Early Reforms and Pilot Programs
Health insurance reform did not begin suddenly, but was inaugurated through
trial and error by local governments and, later, a series of pilot programs coordi-
nated by central policy makers. Starting from the late 1980s, there were several
uncoordinated reform efforts, some of which paved the way for the major health
insurance reform of the mid-1990s. Reform attempts generally commenced
with a narrow scope, on a small scale, and in lower echelons, but they took shape
gradually under the guidance of the State Council and central ministries on the
basis of well-selected pilot programs.
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In response to the sharp increase in medical expenses, a series of reforms of
the publicly-financed system were instituted in 1984.When the increase in costs
was not arrested, four ministries, led by the Ministry of Health and Ministry of
Finance, issued a circular authorizing pilot programs in various localities.A much
more comprehensive and detailed set of regulations was promulgated in 1989
requiring each locality to establish a management committee to oversee pub-
licly-financed medical care, coupled with a management apparatus. The 1989
measures also called for the establishment of a budgetary system clearly listing
types of beneficiaries and well-defined categories of expenditures. Further details
were made with reference to the network of designated hospitals for publicly-
financed medical care, designated clinics and designated specialists (Hou and Ye
1998:40–43).

Overlapping with the reform of the publicly-financed system, the State
Council authorized pilot programs of social insurance for employees of state-
owned enterprises to be conducted in Dandong, Huangshi, and Zhuzhou in
1989.This group of pilot programs was based upon a draft policy paper devel-
oped by a medical care reform team involving eight ministerial ranking bodies,
including the Ministry of Health, Ministry of Labor, Ministry of Finance, the
State Institutional Reform Committee, and the All China Federation of Labor
Unions. Subsequently more municipalities joined pilot programs throughout the
country (Hou and Ye 1998:44–46).

Out of this round of pilot programs came two major policy proposals, one
on the unified management of medical expenses for retirees, the other regarding
the unified management of expenses for serious illness. From 1989 to 1994,
when the State Council was ready for yet another round of pilot programs, the
two policy proposals were introduced and experimented with in many localities
with considerable success (Hou and Ye 1998:55–59).The results of the pilot pro-
grams for serious illness were especially impressive. At the end of 1994, it had
been extended to 20 localities with the participation of 32,000 work units and
3,746,000 subscribers (or a 43% increase over 1993). The rate of collection of
dues reached 90.1% from 74.3% one year before, and the funds collected totaled
26,000,000 RMB, about double that of the previous year.After the payment of
benefits of 21,000,000 RMB, the remaining 6,000,000 RMB was held in
reserve. Subsequently these two policy proposals lent confidence as well as inspi-
ration to the famous pilot programs of Jiujiang and Zhenjiang (Hou and Ye
1998:57).

From 1994 to 1998, insurance reform passed through three stages.The first
stage, which began in 1994, centered on the “two cities” pilot programs involv-
ing Jiujiang, a hinterland city in Jiangxi province, and Zhenjiang, a coastal city in
Jiangsu province (Guowuyuan 1995:4–12).The two cities (called “liang jiang,”
or literally translated as “two rivers”) had been successful in the aforementioned
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policy experiment regarding unified management of serious illness. They were
chosen and designated by the State Council for the purpose of formulating a
nation-wide policy paper on medical care reform. The second stage started in
1996, when the central policy makers were confident enough to announce fur-
ther expansion of pilot programs to a larger number of cities and localities
(Guojiatigaiwei et al. 1996:554–560).The third stage was concluded in 1998 by
the promulgation of a watershed policy paper on medical care reform.
Compared with other policy issues, such as housing reform, medical care reform
has proceeded relatively smoothly (Guowuyuan 1998:1250–1254).Within four
years, policy papers were issued which remained relatively consistent with only
minor amendments.

The central policy makers maintained tight control over the “two cities”
pilot programs from early 1994. Not only did they choose the two cities as
experimental sites, but they also formulated a majority of the important policy
features well before the commencement of the pilot programs. In other words,
the pilot programs were intended to monitor policy results in an arena where
central policy makers were relatively confident. As presented in official records,
the policy-making process pertaining to the “two cities” approximated what
Charles Lindblom takes as the “synoptic model” and others term the “rational-
ism model”—namely, policy makers proceed with a comprehensive and theory-
based approach (Lindblom 1977). The contributions the two cities pilot pro-
grams made lay in demonstrating at the practical level that basic policy principles
were workable and that all operational details were in place (Hou and Ye
1998:65–100).

Except for minute differences, the “two cities” pilot programs later became
an integral part of the formal policy of the central government. On April 8–11,
1996, the Office of the State Council convened a work conference in Zhenjiang
to examine the results of these pilot programs and to discuss further extension of
the experiment nation-wide. Fifty-eight cities from 29 provinces, autonomous
regions, and directly administered municipalities filed applications for approval to
conduct pilot programs. Indeed, all of the key ingredients of the medical care
insurance system that eventually emerged were fully articulated and in place.

It is germane to ask how best to characterize the general pattern of policy
change in China. In the author’s conceptual scheme (Lee 1987:208–210), did the
medical care reform involve a “total” or “partial” scope of restructuring? Was it
an incremental or a synchronized process of change? Examining both the scope
and the process of change, one can observe China’s health insurance system in
two stages of change.The first stage lasted from 1979 to the late 1980s, marking
a “partial-incremental mode” in the sense that its intended scope of change was
partial and confined to the existing framework of the centrally planned econo-
my.The solutions were of a remedial nature, and the process of implementation
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was incremental, being guided by the results of earlier policy adjustments. Since
the early 1990s, the second stage has been “total but synchronized,” embracing a
larger scope but requiring step-by-step implementation as well as coordination
of several functional areas.

Major Design Characteristics
The new financial regime for medical benefit provision has taken shape under
special circumstances characterizing two decades of economic reform since
1979, coinciding with the drastic reduction of the relative output value of pub-
licly owned enterprises and the expansion of the market sector of the economy
in the mid-1990s. In gauging the extent of restructuring, several questions arise.
Who are the beneficiaries included in the new system? What are the major types
of entitlements and benefits it offers? How is the provision of medical benefits
financed and managed? And more generally, how do the new medical benefits
systems differ from those of the pre-reform framework?

The new system is designed to establish broad coverage to all employees in
the non-agricultural sector, serving as a kind of “safety net” to help absorb the
risks of market competition, distribute the financial burden among various sec-
tors of a large population, and serve the goal of mutual help and distributive jus-
tice. To achieve these goals, coverage needs to be as broad as the arena of the
emerging market economy. It has been argued that broad coverage creates a
broad base of revenue sources and therefore sustains the capability of payments
on a continuous basis (Hou Ye 1998:132–133).

Another implication of broad coverage is the dismantling of institutional
barriers between the public and non-public sectors, and the inclusion of all
employees of all types of ownership, namely state-owned enterprises (SOEs), col-
lectively-owned enterprises (COEs), privately-owned enterprises (POEs), for-
eign-owned enterprises, and even individual proprietors (Guowuyuan
1998:1251). In this new system, all employees in the urban and industrial sector
will be included and no distinctions made between the centrally planned sector
and non-planned sectors. Under either the publicly-financed or the labor insur-
ance system prior to the reform era, public employees were considered an “enti-
tled population” (Parish 1990).They consisted of approximately 10% of the pop-
ulation of the country and were regarded as a privileged group in light of their
pivotally important place in the centrally planned economy. Their medical
benefits were part of their pay package because of their functional status within
the economy. However, the rise of the “socialist market economy” warranted not
only a redefinition of the remunerative system but also the restructuring of key
institutional requisites for the working of a market economy.

Furthermore, the broad coverage of so many employees has made it imper-
ative to merge the publicly-financed and labor insurance systems into a unified
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system in which all subscribers follow one set of standardized contributions and
payments (Wu 1999:36). Under a 1996 decision, both the publicly-financed and
labor insurance systems were to be restructured under a “unified” policy and a
common institutional framework in a synchronized fashion. However, funds
derived from different sources could be subject to different accounting proce-
dures and managerial systems (Guojia tigaiwei et. al 1996:555).The “unified sys-
tem” also meant that all work units would come under one singular residential
jurisdiction regardless of their organizational affiliations (e.g., central ministries,
local governments, enterprises or service organizations, mass organizations, or
political parties) (Guowuyuan 1998:1251). However, the new system does not
incorporate the millions of the agricultural population whose medical care is
dealt with either by private households or by some “cooperative” arrangements
(Liu, Hsiao and Eggleston 1999:1349–1356; Liu et al. 1995:1085–1093; Zheng
and Hillier 1995:1057–1064; Henderson et al. 1994:687–699; Gu et al.
1993:385–391).

The concept of “basic needs” refers to the minimal level of entitlements
needed to satisfy essential medical care needs. Here “basic needs” has two senses:
one pertaining to curative requirements, meaning the curing of illness according
to the prevailing medical standards of a given country at a given developmental
stage, and the other regarding economic and financial considerations of afford-
ability at a minimal level.That is to say, affordability is defined relative to pro-
ductivity, economic strength, the source of revenue, income levels, living stan-
dards, and regional economic developments. From a strategic perspective, a basic
and low level of need is less expensive, requiring fewer resources and less revenue
to sustain the operation of the new insurance system. However, this basic and low
level does not preclude adjustments upward when future economic development
so allows (Wu 1998:35–36).

By the same token, a basic and low level does not demand absolute egali-
tarianism, but accommodates variations among work units and among individu-
als. In design, the new medical insurance system comprises a component of a
three-tier structure of health insurance (Hou and Ye 1998:61–62). In the first
tier, the system is designed to cover minimal and necessary levels of medical care.
This tier is mandatory, entailing the state’s firm and continuous commitment to
the majority of Chinese urban population. Of course, state intervention is exten-
sive at this mandatory level, entailing enormous revenue and financial resources,
administrative and managerial manpower, and legislative and regulatory atten-
tion. In the second tier, the “supplementary” insurance system depends on work
units in business and the industrial sector to provide their employees with addi-
tional medical benefits.Thus the “supplementary” insurance system accommo-
dates possible differences among various enterprises and work units with differ-
ent financial ability. By and large, the state provides a legal framework and tax
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exemptions for this supplementary insurance arrangement. In the third tier, com-
mercial medical insurance is encouraged so long as individual employees are
willing to pay extra for additional medical benefits. This also recognizes and
accommodates varying insurance needs among individuals.

The new financing structure involves the creation of a new organizational
entity by moving away from the work unit at the enterprise level and the office
of publicly-financed medical care at the local government level. Such an insur-
ance fund operates with considerable managerial autonomy guided by the legis-
lation and policy of the state and supervised by a non-departmental public com-
mittee with participation of representatives from the relevant departments, public
employees, and other public figures at the societal level. In other words, the core
of the new medical care provision regime concerns a new financing structure,
marking a fresh departure from both the design of the 1951 Labor Insurance
Regulations and that of the publicly-financed system for civil servants and other
employees in public organizations. Both designs took affiliation with the work
unit as a prerequisite for entitlement to medical care benefits and discouraged the
transfer of such benefits with changes of employment.

The Two Accounts System
In the early 1990s, the time was ripe for the top policy makers in Beijing to
move ahead with restructuring the financing system for medical care benefits.
From a long-term perspective, given the dismantling of the centrally planned
economy, pressure was mounting in search of an alternative to the obsolete sys-
tems dating from the 1950s. The burden on the publicly-financed system was
already too great in light of the sheer number of employees in the government
bureaucracy and other public organizations, and the state-owned enterprises—
the basis for the labor insurance system—could no long provide a viable avenue
for the health insurance structure compatible with sustained economic growth.
More immediately, restructuring was required to address the runaway increase in
medical costs induced by the first round of reforms of the public hospital system,
as well as the considerable deficits, waste, and distortion that had developed in
both the publicly-financed and labor insurance systems at all levels of the state
hierarchy (Li 1999:5–39).

While the existing alternatives were regarded as dated, it was by no means
easy to find effective options to satisfy the insurance needs of the working pop-
ulation in an expanding sector of a mixed economy. Four options were consid-
ered: tax revenue plans, commercial insurance plans, personal-saving plans (called
personal accounts, PA, in the Chinese context), and social insurance plans
(“unified management accounts” or UMA in the Chinese context). Given
China’s status as a developing country, tax revenue plans were not appropriate
because a well-developed taxation system in a new economy had not yet been
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put in place. Commercial saving plans are in turn ideal for people who can afford
them and those who opt for additional and upgraded medical care, but not suit-
able for meeting the basic security needs of a large working population. The
remaining two options—personal accounts and social insurance—were therefore
preferred, each catering to a different kind of medical care need: ordinary illness
and serious illness, respectively. In the pre-reform era, both needs had been taken
care of either by the publicly-financed system or by the labor insurance system
(Hou and Ye 1998:136–144).

It is germane to examine the context in which the PA and UMA systems
took shape. From 1979 to the early 1990s, various enterprise units and public
organizations were affected unevenly by the drastic increase in expenses for med-
ical care, intensifying the disputes among them regarding their revenue respon-
sibility. In some SOEs, the burden of pension payments and medical expenses
became so heavy that they found themselves incapable of shouldering it.Various
measures were taken to circumscribe the obligations of the state and work unit
and shirk financial responsibility. Examples included the payment of lump sums
to workers, limits imposed on the amount of reimbursements, and simply
indefinite deferment of reimbursement (Hou and Ye 1998:55–60).

From 1989 to 1994, ordinary visits and cases of illness, which had previous-
ly been seen as less critical and not distinguished in the early round of pilot pro-
grams, were subsequently incorporated into the new health insurance system. In
fact, some authors only recommended the UMA for serious illness and nothing
more. In this view, ordinary visits and cases of illness were included in the new
medical care insurance system mainly as a result of the legacy of remuneration
packages under the planned economy.After all, during the late 1990s there were
still a considerable number of employees in the public sector who were paid
under a remuneration package with both monetary payment and payment in
kind. Unless a large portion of remuneration was monetarized, payment in kind,
including medical benefits, could not be entirely eliminated. Therefore a lion’s
share of contributions to both the PA and UMA systems were charged to the
work unit (enterprise and public organizations including government units).
However, the obligations of the state were still limited because contributions to
both the PA and UMA systems became a kind of a public fund that was
nonetheless independent of the state budget.Through a process of structural dif-
ferentiation, the fund is managed by a non-departmental public entity, with the
combined accounts put under a single fund that is neither managed by the SOEs
nor by the office of publicly-financed schemes at the municipal and local gov-
ernment level. In other words, the state was no longer expected to shoulder
unlimited financial responsibility, even if the health insurance fund was misman-
aged. The range of medical care entitlements does not appear to have either
expanded or shrunk in any significant way since inauguration of the new system
in the 1990s.
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The financing of the “two accounts” system is maintained by the contribu-
tion of work units (either enterprises or employers on behalf of the state) and
that of employees themselves. On a monthly basis, each work unit sets aside a
percentage (say 10%) of average monthly pay, part of which goes to the PA, and
the other part of which is credited to the UMA. Each employee is required to
contribute a percentage of his or her pay (e.g., 1%) to a personal account.The
changing role of employees is indicative of a new tendency (Guojia tigaiwei
1996:555–557): at the moment, the contribution each employee makes to the
medical care fund is small in terms of percentage. However, this contribution will
probably increase proportionally to cover increases over time.This will involve a
shift from a policy of low wages, wide employment, and extensive welfare under
the planned economy to a policy of high wages, competitive labor recruitment,
and slim benefits packages in an expanding market economy (Guojia tigaiwei
1996:556).

The PA model amounts to a compulsory saving plan by requiring employ-
ees to set aside part of their monthly pay to cover medical care when needed. It
also includes a vertical risk-sharing mechanism spreading costs over a career lifes-
pan (Hou and Ye 1998:140–141).That is to say, the amount of resources needed
for coping with the contingency of illness of each individual employee is accu-
mulated through a saving plan on the basis of periodic payments. In theory, the
employee “owns” the PA and thus children and relatives can inherit one’s per-
sonal account (Guojia tigaiwei 1996:557).

The UMA mode is a horizontal risk-sharing mechanism in that the masses
of the employed population of the same generation work and make contribu-
tions to the UMA in a contemporary time span. Each employee facing a med-
ical contingency becomes eligible for reimbursement from the UMA. Since not
all subscribers get ill and thus claim their insurance entitlements at the same
time, those who do make contributions but are in a position to make their claims
can help those in real need. To put it another way, each subscriber takes turns
enjoying the defined medical benefit when ill, but each contributes to the 
UMA on a periodical basis (Wong 1998:213; Hou and Ye 1998:557–558). UMA
is an insurance fund which is public by nature and owned by a legal entity.
However, as a legal entity, it is “de-linked” from state revenue and the earnings
of the SOEs. It is designated for a specific purpose by law for fulfillment of obli-
gations of the state.

Implementation and Outcome
What have been the key issues in the process of implementation since 1989?
What has been the feedback in policy implementation? How have the policy
makers made adjustments and amendments accordingly? 

One finds, first of all, there were some noticeable adjustments of the finan-
cial roles of the work unit and the user in major policy papers issued between
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1996 and 1998. According to Vice Premier Wu Bangguo, careful calculations
were made in order to be sensible to the burdens of the work unit and local juris-
diction, and in the meantime to make an appropriate assessment of the ability of
users in medical care provision (Wu 1998:36–37). It is noteworthy that the 1998
policy paper reduces the contribution by the work unit from 10% to approxi-
mately 6% and increases the contribution of each employee from 1% to 2%.
Only 30% of the contribution by the employing unit is to be credited to the PA
together with all of the contribution by each employee. The balance of the
employing unit’s contribution is credited to UMA (Guowuyuan
1998:1251–1253). Over all, it appears in accordance with the 1998 policy that
each subscriber is required to contribute more but enjoy less from the PA and
UMA systems. This can be taken as yet another step away from the extensive
welfare benefits provided under the planned economy and one step closer to an
increasing role for the user in an emerging market economy.

For disbursement purposes, three accounting plans have been introduced to
build procedural linkage among various accounts.The first mandates that when-
ever the preceding account has been exhausted, the next account in the proce-
dural sequence will be used to cover incurred medical expenses (Wong 1998
Feb, classified document (e):6–8;Wong 1998 Jan, classified document (f ): 10–11).
In practice, no substantial distinction is made between the PA and UMA.

The second plan is practiced in the cases of Shenzhen and Hainan, distinc-
tively segregating PA and UMA on the basis of their policy purposes. In this
plan, the patient is not automatically qualified for claims of reimbursement even
after exhausting the PA and paying his or her defined share.The patient’s claims
are based on the medical definition of “serious illness” only, a situation which has
led to disputes over such definitions (Wong, classified document (e):6–8;Wong,
classified document (f ): 10–11).

In the third plan illustrated in the case of Shendong, three parties—the
UMA, enterprise medical account (or EMA hereafter), and PA—jointly pick up
medical bills. Under this plan, most enterprise units have been managing their
own medical care units.That is to say, the enterprise-affiliated hospital/clinic is
often given control of the EMA (Wong, classified document (e):6–8;Wong, clas-
sified document (f ): 10–11).

On close observation, one finds that the PA functions as a savings account
for each subscriber, but it cannot be used for any other purpose than payment
for minor or less serious illnesses.Temptations exist to use it up even when not
justified on medical grounds. In some cases, a subscriber might harbor a view
that his or her “deposit” might be frozen forever if not used in time. According
to this logic, it is always to one’s advantage to use it up, even if one is not in need.
In some pilot programs, the exhaustion of the PA is a pre-requisite for applica-
tions for UMA, given a small hurdle of an equivalent to 5% of annual pay for
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self-paid expenses for serious illness. As a result, subscribers are tempted to use
up the deposit in their PA so as to enable themselves to apply for the UMA.This
partly explains the overdraft on PA funds in the cases of the “two cities” (Hou
and Ye 1998:139–140).

Concern over possible abuse was addressed in various pilot programs and in
the 1998 policy paper.The ceiling for self-paid sums was accordingly raised from
5% to 10%.This adjustment was intended not only to curtail unjustifiable and
unnecessary claims to UMA, but also to make better use of available resources
for more patients in cases of serious illness. In addition, the 1998 policy decision
set the ceiling of payment at up to four times the average annual wage, beyond
which commercial insurance would be introduced to those who are in need
(Guowuyuan 1998:1251–1252). Indicative of the shift toward strong market ori-
entation, the self-paid portion is increasingly taken as an effective cost control
device in medical service in China.

A new health insurance system will definitely be helpful in alleviating the
financial burden of medical provision, but this is not the only avenue for patient
access to medical care in urban China. There are other innovative alternatives.
For example, the top policy makers have endeavored to establish networks of
designated hospitals and pharmaceutical retail outlets in order to make full use
of medical resources. Accordingly, health insurance agencies apply quasi-market
mechanisms to build contractual relationships with all designated hospitals and
pharmaceutical retail outlets, with the scope of services, concrete items, and
expenses specified as a base for payments (Guojia tigaiwei 1996:557–558). In
building a network of designated hospitals across jurisdictions, top policy mak-
ers have taken note of the need to introduce mechanisms to encourage compe-
tition. In each jurisdiction, several hospitals have been designated so as to pro-
vide patients with choices, enhance efficiency, reduce costs and manpower, and
improve managerial performance and quality of medical service (Li 1998:42).

To cope with the uncontrolled growth of medical expenses, a series of pol-
icy developments since 1989 have addressed the need for overhaul of the fran-
chising of medical services and pharmaceutical supply, an issue neglected for
many years. Indeed, an unreasonable burden had long been imposed on public
hospitals in order to fulfill ill-defined public purposes. For example, the policy of
artificially low prices enforced at the municipal and local level forced public hos-
pitals to subsidize medical services and pharmaceutical supply out of their own
revenue sources. In order for fundamental change to occur, the respective roles
of the state and public hospitals have to be clearly defined. If public hospitals
were to operate as “charitable service organizations,” their charitable functions
would have to be supported financially by government grants rather than by rev-
enue from their franchises.
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In retrospect, it is fair to say that the top policy makers did not face up to
the unintended consequences of the contractual responsibility system (i.e., the
franchises). In other words, medical care provision has operated under an exces-
sively distorted pricing system until very recently. For many years since 1979,
serious consideration has belatedly been given to establishing reasonable pricing
standards for medical services. Some efforts have also been made to review the
pricing of laboratory testing and pharmaceutical products. Furthermore, govern-
ments at various levels have been requested to step up their financial appropria-
tions to the reasonable requests of capital investment projects, large equipment
and facilities, and maintenance (Guojia tigaiwei 1996:557).

In the past the system of pharmaceutical franchises were mainly responsible
for the drastic increase in medical expenses.To confront this weakness, the 1996
decision recommended introducing and enforcing a separation of the account-
ing system for medical services and for pharmaceutical sales. In addition, a new
policy to centralize all income from pharmaceutical sales with high level author-
ities was introduced on a trial basis.This meant the abolition of the pharmaceu-
tical franchise system in hospitals altogether (Li 1998:41–42; Guojia tigaiwei
1996: 558).

In an unprecedented effort to restructure China’s medical delivery system,
central policy makers have tried to recommend some genuine market approach-
es. For example, a watershed policy document entitled “Guidelines Concerning
the Reform of the Institutional Main Frame of Medical Care and Pharmacies in
Cities and Towns” was promulgated in 2000, permitting the establishment of pri-
vate practice and private hospitals for the first time in P.R.C. history, as well as
liberalizing the retail sale of pharmaceutical products. This policy paper added
market choices as a significant alternative in medical care provision. It is still too
early to analyze the new trend of marketization of medical care provision, but its
significance is beyond doubt.

Conclusion
The foregoing discussion suggests that overall, China’s medical care insurance
reform has entailed a significant break from the model based upon the publicly-
financed system and the labor insurance system of 1950s vintage. From 1989 on,
a new medical care insurance system was inaugurated in China through four
rounds of pilot programs and experimental implementation in 1989, 1994, 1996,
and 1998 respectively. Policy formation and implementation appear to have been
“incremental” in the sense that they have been guided by feedback of the results
of preceding policy decisions.The central policy makers often provided guide-
lines for each phase of the pilot programs and experimental implementation, and
the results of preceding implementation and pilot programs in turn became the
guidelines for policy making for the next round. Given China’s considerable size
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and diversity, further extension of pilot programs and implementation to all cities
and localities will still take a long time. At present, it is not practical to make a
comprehensive and final assessment of the policy results of the health insurance
system since its implementation and amendments are still ongoing.

Our survey of major policy issues in medical care insurance reform from the
late 1980s to the present suggests that central policy makers have covered a much
broader scope than the insurance system itself.They have been trying to over-
haul the entire mode of governance over welfare policy in China.The case of
medical care insurance reform has been part of a larger process of transforma-
tion, from the conventional bureaucratic mode of governance at one extreme, to
the market-oriented mode at the other. Beginning with the conventional
bureaucratic mode, one can observe a cluster of reform measures that are effec-
tive and often innovative. For example, there were a series of efforts to establish
and improve regulations and systems, approval procedures, checking and auditing
processes, listing of services, and cataloguing of medicines. Moreover, attempts
have been made not only to streamline institutions and hierarchies pertaining to
medical care, but also to create functionally specific agencies for insurance fund
management purposes. In addition, both conventional and novel managerial
tools have been tried and employed in mobilizing and distributing medical
resources.

The creation of a new medical care insurance regime represents one step
away from the conventional bureaucratic mode. Not only do the budgetary and
financial mechanisms remain detached and independent from their bureaucratic
counterparts, but the composition of specialists and professional staff also sets
itself apart from the cohort of officials and civil servants.More importantly, insur-
ance agencies have emerged as a new species of public organization that is man-
dated by legislation and regulations of the state, financed by revenue of a public
nature, guided by formulae and professional standards, and oriented to public
functions. In the broadest sense, these agencies are an integral part of the state,
because they are designed to fulfill the obligations of the state and provide “col-
lective goods,” albeit only at arm’s length.

Significantly, the management of medical insurance funds has to rely heavi-
ly upon methods of economic leverage (e.g., the design of formulae, the manip-
ulation of the rates of collection, and the starting points and ceiling of payments).
This is indicative of the changing nature of Chinese politics toward a market ori-
ented mode of governance that reveals an increasing emphasis on economic and
managerial instruments and strong formulae-orientation in the public policy
arena. In addition to the trend of privatization of medical services indicated in
the “2000 Opinion,” China is also responding to the emerging market sector by
borrowing heavier doses of managerial tools from the business sector in order to
remake its public management.
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China has taken a significant step not only by introducing a network of des-
ignated hospitals but also by increasing their competition and patient choice in
each jurisdiction. In the meantime, the health insurance fund system is tied to a
network of hospitals through a set of quasi-contractual relations. This requires
periodic review and assessment of hospitals’ performance in order to maintain
“contracts.” In fact, the emerging patterns of China’s management of medical
care provision appear to echo the parallel developments of Western countries,
such as the National Health Service in the United Kingdom, adding further
interest of comparative study to the Chinese case.
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The Development of Xiangya Hospital as a Model for
Chinese Hospitals

Bing Jiang and Yongquan Tian 

Prior to the founding of the People’s Republic of China in 1949, China was
nicknamed “the sick man of Asia” and its people lived with the continuous threat
of severe illness and premature death.Today, as a result of five decades of sustained
government commitment to meeting the basic medical needs of the population,
health conditions have improved remarkably. Since 1949, the number of health
care professionals has increased 7.9-fold, including a 4.7-fold increase in the
number of doctors and a 37.6-fold increase in the number of nurses.The growth
of the number of health personnel is significantly higher than the growth of the
general population (Fig. 1).

Figure 1: Comparison of the Number of Professional Health 
Personnel in China in 1949 and 2000 (10 thousands)
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Chinese health reforms have also been extremely cost effective: with a per
capita GNP of less than US$800 or only 2.7% of that of the U.S., the health sta-
tus of the Chinese people ranks at the forefront among developing countries, and
stands higher than that of some countries at the medium income level. Between
1949 and 2000, average life expectancy increased from 35 years to 71 years, while
maternal mortality decreased from 15 per 1,000 births to less than one per 1,000,
and infant mortality decreased from 200 per 1,000 births to approximately 32
per 1,000 births (Fig. 2).1

Figure 2: Comparision of the Three Indices Prior to
and After the Founding of the P.R.C.

ALE: Average Life Expectancy; MM: Maternal Mortality; IM: Infant Mortality; 
Prior, Posterior: Prior or Posterior to the founding of PRC

Initial Profile of China’s Hospital System
• The Urban Medical Care Service System: Statistics at the end of 2000 show

that China has 157,000 urban health institutions in all categories, of which
11,000 are hospitals equipped with 1,914,000 beds and staffed by 2,825,000
medical and health professionals in all categories. This averages 3.49 beds,
5.17 medical and health professionals, 2.31 physicians and 1.64 nurses per
1,000 urban residents. Prior to the founding of the People’s Republic, China
had only 3,700 health institutions in all categories, of which 2,600 were
hospitals equipped with 84,600 beds and staffed by 363,400 physicians and
32,800 nurses.2

• The Rural Medical Care Service System: By the end of 2000, China had
167,000 rural health institutions in all categories, including 5,811 county
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hospitals and 49,000 township hospitals with 1,034,000 beds and staffed by
1,656,000 medical and health professionals. This averages 1.5 beds, 2.41
medical and health professionals, 1.17 physicians, and 0.54 nurses per 1,000
people in the rural population. In addition, 90% of rural villages maintain
clinics staffed by 1,320,000 paramedics.

• The Traditional Chinese Medical System: Traditional Chinese medicine
(TCM), an indispensable component of the Chinese medical and health care
system, is provided both in specialty TCM hospitals and within general hos-
pitals. In 1999, there were 2,631 TCM hospitals with 336,000 beds, includ-
ing 2,449 affiliated with county and higher facilities and 42 attached to
TCM colleges.3 Throughout China there are 508,048 TCM practitioners.4

These make up 17.1% of all Chinese medical workers; in rural areas, one-
third of outpatients and nearly a quarter of inpatients were treated with
TCM methods. In a developing country like China, with a population of
1.2 billion,TCM plays a crucial role.5

Xiangya Hospital
Xiangya Hospital, in Changsha city, Hunan province, which traces its origins to
the Yale-in-China clinic on Cao Zhong Street established by Dr. Edward Hume
in 1906, stands today at the apex of the provincial hospital system.The history of
the hospital and the experience of its staff also is representative of both the past
successes and the current challenges of Chinese health care since 1949.As shown
in Figure 3, Xiangya has steadily increased the number of beds from 250 in 1949,
to 790 in 1978, and 1,500 in 1991.The hospital is currently equipped with such
state-of-the-art equipment as the gamma knife, Excimer 1, Accelerator, MRI,
CT, and SPECT. The total value of permanent assets is more than 40 billion
RMB. The hospital runs 53 clinical and medical technology departments, two
research institutes, and four research centers. By the end of 2000, there were
more than 2,100 members of the hospital staff, more than 1,800 available beds,
and the hospital’s total income per year was more than 40 million RMB.

In 2000, Xiangya treated more than 800,000 outpatients, an increase of
more than 80% over 1985 (Fig. 4). In this same period, inpatient mortality
decreased from 5.2% in 1985 to 1.04% in 2000, while the average length of hos-
pital stay of inpatients dropped from 25.5 days in 1985 to 14.4 days in 2000.

Xiangya is also one of the premier teaching hospitals in south central China
and numbers among its present and past faculty such eminent clinicians and
researchers as Zhang Xiaoqian, Tang Feifan, Xie Shaowen, and Li Zhenbian.6

Recently Xiangya physicians and researchers have also increased their research
output and Xiangya Hospital ranks in the middle-high level in SCI ranking
overall for the country, with 233 scientific and research prizes won by staff mem-
bers during the past decade.7

the development of xiangya hospital 49



Figure 3: Change in Number of Beds at Xiangya Hospital by Year

Figure 4:Total Number of Outpatients Treated at Xiangya 
Hospital Between 1985 and 2000 (10 thousands)

Recent Achievements and Current Challenges for 
Chinese Hospitals
The recent history of Chinese hospital development can be divided into four
periods: 1949–1978, 1979–1990, 1991–2000, and 2000 to the present. During
the first period, emphasis was given to expansion of facilities and creation of city
and county health care networks. In the second period, after the fourth plenary
session of the 15th Central Committee, investment was focused on increasing the
capacity of large- and medium-size hospitals and the creation of specialty clinics
and services. In the third period, after 1990, hospitals focused on upgrading
equipment in order to become world-class hospitals.The fourth period began in
February 2000 with the release of two landmark documents, the “Decision
Regarding Health Care Reform and Development by CCCP and State
Department” and the “Decision Regarding the Creation of Basic Medical
Insurance for Employees in Cities.” These policy statements represent the first
fundamental shift in funding and administrative organization since the 1950s.As
a result, even as Chinese health care remains a model for developing countries
worldwide and many of our urban hospitals offer first-world surgical and med-
ical care, we also confront a range of new challenges as we work to offer new
services without lowering our ability to meet the basic needs of patients across
the nation. Below we elaborate on both our many recent achievements and the
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variety of challenges we now face as hospital administrators and physicians at
Xiangya.

Changes in Patient Expectations
An investigation showed that most outpatients prefer to be treated in large-scale
or comprehensive hospitals. More than 60% of patients who suffer from com-
mon diseases want to go to large-scale hospitals and less than 20% of them are
treated in small clinics. As a result, the number of outpatients in large-scale and
comprehensive hospitals has increased rapidly while the number in regional hos-
pitals continues to decrease.

Changes in Income Sources
In the past decade, the income of all large and comprehensive hospitals in China
has risen faster than the GDP.The main causes are increased medical care fees,
the utilization of new medical techniques and equipment, and the rising price of
drugs. Of these factors, the cost of drugs has risen most quickly and drug sales
now provide the main source of increased revenue. The following figure illus-
trates this pattern at Xiangya Hospital, where each year after 1990 income rose
two to three times the growth of the GDP (Fig. 5).

Changes in Government Financial Support
Since 1990, government support for developing hospitals has decreased annual-
ly, and by 2000, direct government subsidies were focused primarily on basic
construction and scientific research.The result is a much more fragmented finan-
cial system whereby we rely on medical insurance, payment by patients, dona-
tions from social organizations and charities, and loans from international groups.

Figure 5: A Comparison of Xiangya Hospital Income and P.R.C.
Per Capita Income by Year Between 1990 and 2000

0

5

10

15

20

25 per capita GDP (10 thousands yuan/person)
Xiangya Hospital Income (10 millions/year)

1990 1995 2000

the development of xiangya hospital 51



Changes in Administration and Payment for 
Non-Medical Services
Prior to 1990, hospitals administered and directly financed a wide range of non-
medical services. At Xiangya we had already put such employees as canteen
workers, carpenters, and janitors on contracts. Failure to complete work accord-
ing to budget would mean not only loss of pay but also forfeiture of the risk-
bonded money.The latter is a whole cost contract, in which contractors pay all
wages and expenses up front, as well as posting a certain amount of money as a
guarantee. In this way, not only has market competition been introduced into the
hospital, but the hospital’s economic burden has also been reduced. Over the last
decade we have experimented with a variety of different forms of subcontract-
ing. In some cases we administer the service, but charge it to the users. In others
we adjudicate among different bidders or cooperate with all hospitals in the same
region to share a single service such as a laundry. In the latter situation, new cen-
ters or groups not only serve hospitals but also communities.

Changes in Employment Practices
Since 1949, almost all staff of Xiangya Hospital—medical and non-medical—
have been full-time, permanent state employees. Since 1990, however, an increas-
ing number of staff have been hired on time-specific contracts. Initially only
non-professional, non-health workers were hired on contract, but by the end of
2000, there were 279 contracted nurses and 591 contracted wage workers in the
hospital, making up 12% and 25% of the total staff, respectively.The system of
waiting-for-position (daigangzhi) has also been used. Staff members who perform
poorly in their positions and those responsible for a medical mistake or accident
have been put on probation. Recently, this employment system has been imple-
mented in all large-scale hospitals in China. Management goals have been for-
mulated for the staff of different departments, and there is no longer the expec-
tation of lifetime employment.

Changes in Wage System
Beginning in 1985, Xiangya experimented with a bonus system to supplement
the pre-existing system of fixed and standardized wage scales.The leaders of the
hospital now sign a contract with the directors of each medical department and
medical technical department, so systematic management has replaced adminis-
trative orders. During this period, “total income verification” (zongliang hesuan)
of bonus distribution has been agreed on, which sets total income for each unit.
When the income falls below this total, the unit receives just the basic bonus, but
above this total income, additional bonuses are awarded as a proportion of the
total excess. In 1990, with reform gathering momentum and hospital manage-
ment becoming more efficient, “total income verification” was no longer suit-
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able for hospital development, and the plan was changed to “whole cost
verification” (quancheng ben hesuan), which meant “total income minus total pay.”
The depreciation of fixed assets and expenses is assessed and achievements are
acknowledged in this new plan.The bonus is derived from the residual of total
income minus total pay according to a definite proportion. This kind of the
bonus distribution plan of whole cost verification has generally been imple-
mented in Chinese hospitals, although there have been some modification at var-
ious institutions. Reform of the bonus distribution system has had a great effect
on staff morale by increasing the pay of competent medical personnel.

Changes in Administrative Rank
Graduated hospital management has been instituted nationwide since 1990
under the Ministry of Health.All hospitals in China have been divided into three
categories: the hospitals in cities and provinces are grade 3, in counties, grade 2,
and in communities and regions, grade 1. Different aims have been set up for dif-
ferent grade hospitals and different medical fees have been established for each
hospital grade.A hospital can reach a designated grade only after a state evalua-
tion. Xiangya Hospital was the first institution to be appraised as a grade 3, class
A hospital, in March 1992.The implementation of graduated hospital manage-
ment has accelerated the development of hospital management and led to
improvements in medical care, quality of service, and patient satisfaction.

Changes in Length of Stay
Management of the average length of hospital stay was suggested by the presi-
dent of the First Affiliated Hospital of the Chinese Medical Science University,
Ma Xiaowei, as a way to combine the aims of administration with quality con-
trol, medical framework modulation, and quality service.The methods are as fol-
lows: 1.) build up the daytime department and chronic disease department so as
to adjust and improve the structure and function of the hospital and allocate the
patient load according to the functions of different departments; 2.) set up a duty
system (zerenzhi) of comprehensive quality management centering around short-
ening the average length of hospital stay; carry out quality control for single
kinds of diseases; and assign various responsibilities to different departments; 3.)
guarantee medical quality and medical security and emphasize the care of
patients in critical condition; 4.) improve the efficiency of the medical technical
departments; and 5.) upgrade the supervisory system for promoting medical
service quality.The results show that the average length of hospital stay has been
shortened from 25.52 days in 1995 to 16.25 days in 1998, and indicate that
patients’ care needs in hospitals have been lowered, the social burden has light-
ened, and the benefits to hospitals have increased. Medical management, espe-
cially for the average length of hospital stay, has been practiced in Xiangya
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Hospital since 1996. During these five years, the average length of hospital stay
decreased from 28.5 days to 14.4 days (Fig. 6), the death rate decreased from
1.91% to 1.04%, and the income of the hospital increased from 20.8 million
RMB in 1996 to 40.3 million in 2000.

Figure 6: Change in the Average Length of Hospital Stay
at Xiangya Hospital (in Days) Between 1985 and 2000

Changes in Nursing Practice
Holistic nursing is a model to provide high quality nursing care to patients based
on their physical, psychological, social, and cultural needs. It is guided by the
holistic nursing system and framed by the nursing process, which includes nurs-
ing programs, nursing philosophy, nurses’ responsibility, manner of evaluation,
estimation of patients at the time of both admission and discharge, standard plans
about patients’ medical services and health education, records of nursing, and the
guarantee system of nursing quality. In the 1980s, a patient-centered nursing
model was adopted at Xiangya Hospital. In 1996, the hospital joined the network
of holistic nursing in China and was the first hospital in Hunan province to prac-
tice this nursing model.After five years’ efforts, there are now 31 holistic nursing
units, which cover 80% of the total units of the hospital. Since holistic nursing
has been implemented, not only the quality of nursing care but also patient sat-
isfaction has increased steadily. The effects of the holistic model have included
shifts of emphasis in nursing care from the disease to the patient, from treating
disease to preventing it, from merely physical to psychological health, from indi-
viduals to their families, and from health care in the hospital to health promo-
tion in the community. Holistic nursing changes the knowledge structures of
nurses, widens their views, and places greater importance upon theoretical, infor-
mational, and programmatic aspects of nursing care.

Changes in Supply and Cost of High-Tech Equipment
In the late 1990s, hospitals all over China vied with each other in buying expen-
sive equipment. Almost all county hospitals bought CT scanners, and most city
hospitals bought MR and automatic biochemistry analyzers. Over the past sev-
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eral years, 13 sets of gamma knives have been purchased by individual hospitals
(at a cost of more than 30 million RMB per set), in addition to several PET sys-
tems (at a total cost of hundreds of millions). One effect of this competition
among hospitals in the acquisition of high-tech medical equipment has been the
need for hospitals to increase their patient load. However, in some cases, this
expensive equipment has been left unused, wasting precious medical resources.
For example, in the 25 counties of Hunan province there are now 170 CT scan-
ners, but in many hospitals fewer than five patients per day are examined by CT
scan, and sometimes a CT scanner is not operated for a whole week.8 In order
to inhibit increasing medical spending, to control the speed of the development
of hospitals, and to lighten the patient load, a policy of “control the total income
and adjust its origins” has been suggested by the Ministry of Health, which lim-
its average outpatient spending, average spending per bed per day, and average
length of hospital stay, as well as strictly limiting the percentage of hospital
income from medical services and drugs. For example, at Xiangya Hospital, aver-
age outpatient spending is now limited to 135 RMB, the average per-bed spend-
ing per day is 410 RMB, the average length of hospital stay is 16 days, and the
proportion of income from drugs is 48% of total income. Income over this pro-
portion is appropriated by the state. Figure 7 shows that the growth rate of total
income of Xiangya Hospital in 2000 was kept below 15%, owing to this regula-
tion.The hospital attaches greater importance to lightening the patient load, to
the reasonable and adequate use of medical resources, and to stabilization of hos-
pital development.

Figure 7: Growth of Total Income of Xiangya Hospital
per Year Between 1990 and 2000

Changes in Medical Insurance
Since the founding of the P.R.C., all hospitals in China have belonged to the
state, and their staff have enjoyed free medical treatment.This imposed a heavy
financial load on the state and hindered the development of hospitals. Statistics
from Xiangya Hospital between 1996 and 2000 show that free medical treatment
cost up to 20.6 million RMB over five years, which equals the salaries earned by
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the whole staff in four months. In order to reduce this, an employees’ medical
insurance system has been implemented in the cities. Its principle is “a partial
grant taken from the beneficiary and a partial subsidized by the state,” that is, 3%
of one’s salary is drawn out to be kept in a personal account and matched by a
partial state subsidy of up to 8% of one’s salary.A staff member who participates
in the medical insurance system as an inpatient can receive health care worth up
to 70,000 RMB in one year. Paying 60 RMB for insurance provides medical
coverage up to 100,000 thousand annually to cover severe illness. Figure 8 indi-
cates that the medical spending of all staff decreased markedly after the medical
insurance system was implemented at Xiangya Hospital; the average personal
spending decreased 600 RMB, and total spending of 1.2 million in 2000 is
expected to have declined in 2001.9

Figure 8: Expenditure on Free Medical Treatment per Person 
in Xiangya Hoispital Between 1996 and 2000

Changes in Ownership
In the early 1990s, with the development of a socialist market economic system
in China and recognition of a medical service market, China experimented with
a variety of new non-public ownership forms such as joint-stock hospitals, coop-
erative hospitals, and private hospitals at the same time as the majority of hospi-
tals remained state owned. In order to standardize the medical service market, to
prescribe the operating rules for different kinds of hospitals, and to enhance the
government’s control of medical service institutions, in 2000 the government
divided all hospitals into two groups, non-profit and for-profit medical institu-
tions.10 Non-profit hospitals are charged with providing comprehensive health
care, disease prevention, medical education, medical research, and the develop-
ment of medical resources.They must share responsibility with the government
for the people’s health, must operate according to the regional medical plan, and
must provide basic medical services and special-needs medical services to people
in the region. For-profit hospitals, which can be set up outside the regional med-
ical plan, practice industrial management and operate in order to make profits.
Whereas for the former, any profit can be used only to subsidize its activities,
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which serve the general population of a region, profit is the aim of the medical
services of the latter, which serve people in a given region selectively.11 The prop-
erty of the public non-profit hospitals belongs to the public, is to be used by
them, and cannot be treated by the hospitals as belonging to themselves or trans-
ferred to others. Xiangya Hospital has been formally subsumed by the health
bureau of Hunan province. Because for-profit medical services cannot be
allowed to exist in a public non-profit hospital, certain services run by other
enterprises have had to be either separated from the hospital or only managed
by the hospital.This has generally been accomplished over the past three years.

Changes in Inter-Hospital Relations
As a result of the many reforms since 1990, and especially with the new owner-
ship and insurance programs since 2000, there is now fierce competition among
Chinese hospitals for survival, each attempting to get a greater share of the med-
ical market by fair or unfair means. The following aspects of this competition,
those that provide hospitals the greatest challenge and thus should be addressed,
are related to the survival and development of hospitals.

Introduction of medical high technology. In order to attract patients, hospitals
purchase expensive medical equipment. But in some cases, patients are charged
heavily for unnecessary examination with high-precision instruments. In 1995,
Xiangya Hospital spent more than 10 million RMB on a gamma knife from
Sweden. Initially there was high demand for this treatment, but subsequently the
number of patients decreased because of operational advancements in neuro-
surgery. In a word, introducing medical high-tech equipment without consider-
ing the regional program resulted in a waste of health resources and increased
medical expenditure.

Attracting and keeping medical personnel through preferential policies. In the
1990s, hospitals at all levels sought experts in all specialties and attempted to keep
them with preferential treatment. Coastal cities offered the highest wages and
many eminent staff migrated from the poorer areas and thus created an imbal-
ance of personnel across the nation.Therefore it is important for personnel man-
agement and medical resource exchanges to encourage fair competition and
classified management in temporary work by specialists and administrators.

Enhancing reputation. In order to enhance their reputation and attract more
patients, many general hospitals promote themselves in various ways.The first is
advertising: hospitals at all levels now introduce themselves in various media and
post advertisements in buses, railway stations, and vital communication lines.The
second is the reinforcement of relations with grassroots hospitals, enterprises
units, and departments of government by means of reciprocal visits and inter-
views.The third is the strengthening of further health education in local districts.
When experts from the panel of hospital health education give special lectures
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on health care, they also enhance the hospital’s reputation.The fourth method is
to develop tele-medical care through the networks, directing the remote and
lower-level hospitals in medical affairs. As a result of increased quality and stan-
dards of medical service, the number of outpatients treated by Xiangya Hospital
in 2000 was over 800,000.

Conclusion
In 1906, the 29-year-old American doctor Edward Hume was sent to Hunan by
the Yale Foreign Missionary Society, the precursor to today’s Yale-China
Association. He bought a small inn called Xi Pai Building on Cao Zhong Street
in Changsha as a site on which to build the Yale Hospital, the first western med-
ical institution in Hunan province and the predecessor of the modern Xiangya
Hospital.The hospital made a deep impression on people, as indicated by the say-
ing “In the south of China there is Xiangya and in the north, Peking Union.”

Almost a century later, Xiangya Hospital, now directly under the leadership
of the Ministry of Health, is again in the forefront of a new era of Chinese med-
ical care, education, and scientific research. Like every large-scale general hospi-
tal in China, Xiangya is searching for development amidst reform, and for sur-
vival amidst competition.The challenges posed by multiple demands—the need
for provision of basic medical services, prevention, research and education, and
rural public health—are daunting. Decision makers and staff in hospitals at all
levels must recognize these challenges if they are to develop their hospitals in
China. Let’s grasp the chance and face the challenges to advance the future of
Chinese medicine and health care.

58 bing jiang and yongquan tian



REFERENCES

1 Zhang,W. Health care in China. Speech at the conference Health Care, East
and West, Moving into the 21st Century, June 24–29, 2001.

2 The data was taken from the online database of the P.R.C. Ministry of Public
Health.

3 In addition, 56 use both TCM and modern medicine, 287 are TCM clinics,
and 84 are some other type of hospital.

4 2.78 TCM practitioners per 10,000 people on average.

5 Liu, B.The role of traditional Chinese medicine in China. Speech at the
conference Health Care, East and West, Moving into the 21st Century,
June 24–29, 2001.

6 Presently there are a total of 177 medical institutions of higher education. Of
these, about 39%, called medical universities or colleges, are set up
independently, while about 12% are part of comprehensive universities.
About 15% are those teaching TCM, while only 2% are pharmaceutical
universities or colleges. Eleven percent of Chinese medical institutions
belong to the “high training school of medicine.”

7 Between 1986 and 1995, total enrollment grew 50.3% from 170,347 enrolled
students in 1986 to 256,003 in 1995. Between 1990 and 2000 the number
of medical science research papers doubled, from 216 to 477.

Figure 9: Number of Medical Students in China,
1986 and 1995 (10 thousands)

0

5

10

15

20

25

30

Total Enrollment

Graduated Students

1986 1995

the development of xiangya hospital 59



8 Zhou, L. et al. (2000). Unbalance and conformity. Chinese Health Policy 9.

9 In 1998, the sociology department of Shenzhen University investigated the
situation of medical insurance system in Shenzhen.The study showed that
the satisfaction rate for all medical reform policies that have been
implemented and those being instituted were 74.6% and 84.8%
respectively.Wu, Z. (2001). Discussing supervisory management. Chinese
Management of Hospitals, 17, 281–83.

10 National Reform Office and seven other ministries and councils. (2000).
Guidelines for Reforming the Medical Service System.

11 Xiu, Z. (2000). Initial study of the definition of for-profit and non-profit
hospitals. Chinese Hospital Management, 20, 17.

Websites consulted:
http://www.moh.gov.cn/news
http://www.moh.gov.cn/news/worldreport
http://www.moh.gov.cn/jb98
http://www.moh.gov.cn/digest99
http://www.moh.gov.cn/jk98

60 bing jiang and yongquan tian



Changing Economics and Health Worker Training in 
Modern China
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Health Care for the Masses, Controlled 
by the Masses
After 50 years of political turmoil, continuous warfare, and natural disasters,
health conditions in China in 1949 were abysmal.The majority of people suf-
fered from poor health and had almost no access to modern medicine. It was
estimated that the infant mortality rate was roughly 200 per 1,000 live births, and
the average life expectancy was 39. Infectious disease and conditions complicat-
ed by malnutrition, such as tuberculosis, malaria, schistosomiasis (bilharzia),
hookworm, and fungus diseases, were the main causes of death (Huang 1973;
Banister 1987; Lampton 1977). Preventive medicine was almost non-existent in
rural China, and Western-type hospital services served primarily an urban pop-
ulation. Rural residents relied mostly on traditional healers, including Chinese
medical practitioners and women healers, who received no formal medical 
training (Pang).
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OVERVIEW OF REFORMS OF MEDICAL AND 
NURSING EDUCATION

1966–70

No new students admitted to medical schools

1970

Medical schools reopen as three-year programs

1973 

Nursing schools reopen as two-year practical training

1977 

Restoration of Unified College Entrance Exam and post-graduate courses

1978 

Ministry of Health formalizes establishment of medical education
departments

1981 

National academic degree established for MDs

1983

Tianjin establishes first five-year BA program in nursing

1987 

Establishment of three-, five-, and seven-year medical programs for
community health doctors, fully trained MDs, and MD/MA research
doctors; number of medical specialties increased from 20 to 57

1990 

Nursing program for secondary graduates extended from three to four
years

1993

Medical specialties reduced from 57 to 37

1994 

First three-year nursing MA started at Beijing Medical University

Registration ordinance for nurses 
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1996 

Second three-year nursing MA started at Xi’an in partnership with
Chiang Mai. Peking Union Medical College reduces nursing program
from five to four years to emphasize human needs model

1997 

Medical specialties reduced from 37 to 20, with traditional medicine as a
specialty within clinical stream

1999 

Political Study renamed as “humanities and social sciences”

Registration ordinance for physicians

2001 

Fifth edition of clinical texts, with new electives in health law and family
medicine

Nursing program for secondary graduates reduced from four to three years

In 1950, when the First National Conference on Health Care was held in
Beijing, all types of health workers, including doctors and nurses, were repre-
sented. Four objectives for health care reform were formulated under
Communist Party direction. First, medicine should serve the needs of the work-
ers, peasants, and soldiers. Second, preventive medicine would take precedence
over therapeutic medicine.Third, both Chinese and Western medicine would be
practiced. Finally, health care work would be pursued in accordance with polit-
ical directives. These objectives aimed to address the health care needs of the
population at large in accordance with Mao Zedong’s mandate that “all work
done for the masses must start from their needs and not from the desire of any
individual, however well-intentioned” (1972:124).To this end, recruitment and
deployment of health care workers would henceforth be centrally controlled.

Reform in medical programs in the 1950s was modeled after patterns devel-
oped by the Chinese Red Army and the Soviet Union. All medical schools
became or were set up as free-standing institutions (Lucas 1982) and a core cur-
riculum was standardized by the Ministry of Health. Doctors and nurses studied
the same subjects in common before turning to their own speciality areas. To
strip away foreign influence, a new set of textbooks was written for the program
by local experts (Zheng Hanxian 1995;Yang Hua 1995). In the 1950s, the med-
ical education system consisted of three- and four-year secondary-level training
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carried out in the secondary medical schools and five- or six-year upper-level
training carried out in the medical universities. Five traditional Chinese medical
colleges were also set up in 1956 (Huang Jiashi 1992).

During the Cultural Revolution, medical schools ceased their routine
instructive functions and no new students were admitted between 1966 and
1970. Instead, more emphasis was placed on part-time health workers such as the
“barefoot doctors” (chizu yisheng) in the countryside and “red medical workers”
(hongyi) in the urban neighborhoods. Some have asserted that barefoot doctors
contributed the bulk of basic medical care in the rural areas during the Cultural
Revolution (Sidel and Sidel 1975; Rifkin 1973). When the medical schools
reopened in 1970, entrance examinations were abolished, and the curriculum
was reduced to three years in all medical universities (Gao Tongqiang et al. 1999).
Nursing schools were reopened in 1973, but training was reduced to abbreviat-
ed, two-year programs emphasizing practice rather than theory (Wang Xiuying
1987).

Many, including official Party historians, would agree that the Cultural
Revolution was a disaster for China in general and a tragedy for professional
education in particular (Tianjin Nursing School 1980; Zeng Zhuping 1981;
Zheng Hanxian 1995; Gao Tongqiang et al. 1999). Many highly trained physi-
cians were assigned to serve in outpatient clinics or on mobile medical teams,
where their advanced training was of minimal use (Lampton 1977). Even worse,
the mandate for class struggle profoundly jeopardised the relationship between
health workers and patients. Medical workers, who were supposed to cure the
dying and heal the wounded, could not exercise professional autonomy to serve
the best interests of patients if the act came in conflict with the policy line. Qiu
Renzong (1991) narrated a typical case that occurred during the Cultural
Revolution, when a prominent official was refused admission to a hospital
because he was labelled a “capitalist-roader,” and subsequently died without
receiving any medical treatment. Furthermore, professional oversight was essen-
tial for medical facilities to serve the greatest number of people in the most eco-
nomical fashion, but health workers could not exercise this kind of control, par-
ticularly during the Cultural Revolution, for fear that others would attack them
as counter-revolutionary and unwilling to serve the people (Lampton 1977).
Indeed, health work was systematically undermined during the Maoist era as a
result of political control taking precedence over professional autonomy.

The nursing profession was especially hard hit by this political turmoil. In
comparison with other parts of the world, where the profession had taken great
strides to redefine the nature of nursing as a unique discipline (commentaries by
contemporary nursing leaders 1992) and articulate nursing theories that provid-
ed a base of knowledge for independent nursing practice, nursing in China fell
far behind during the 1950s and 1960s. Moreover, while nursing was experienc-
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ing a renaissance in other parts of the world, nurses in China were prohibited
from any international exchange.

Yet, when one considers the entire period from 1949 to 1978, one observes
that even in the context of political control—even repression—of professional
autonomy, the Party leadership did create a medical system that trebled the num-
bers of trained health workers from 400,000 in 1949 to 1.44 million in 1978.
Together with the mobilization of part-time workers as part of a co-operative
medical system set up at the production brigade level, these efforts not only
improved urban health but also brought affordable health care to the rural pop-
ulation. Overall health conditions significantly improved (Yang et al. 1991), the
World Health Organization acknowledged China’s achievements, and the World
Bank (1975: 39) cited China’s reliance on low levels of technology and commu-
nity services as a model for other developing nations.

From Planned Economy to Market Economy
The reforms that began in 1978 to transform China’s highly centralized econo-
my into a socialist market economy were accompanied by reforms that put
renewed emphasis on developing expertise and advancing modernization. The
Maoist policy of devaluing professional achievement was reversed, and educa-
tional and management policies were instituted to strengthen the professionalism
of doctors and nurses.After 1978, medicine and nursing were treated as different
disciplines and each began to chart its own course of development.A multi-level,
multi-specialty, and multi-form health professional education system has taken
shape and is still in the process of evolving.What follows is an analysis of the edu-
cational restructuring that has been put in place for the training of doctors and
nurses.

Training of Doctors
In 1978, medical education began an era characterized by energetic rehabilita-
tion, readjustment, and an accelerated pace of reform. In the early 1970s, less than
10% of medical workers were college-trained doctors.Although training of doc-
tors was resumed in 1971, programs varied widely from six months to five years.
Students entered programs by recommendation rather than by competitive
entrance examination, and shortages of teachers and textbooks and poor facili-
ties hampered the quality of instruction (Stillman and Sawyer 1992;Wang and
Lin 1995; Shen Jiquan 2000).

In 1977, the Unified National College Entrance Examination was resumed
and the number of post-graduate students was increased.The following year, a
national seminar on medical education planning hosted by the Ministry of
Health formalized the establishment of Medical Education and Research
Development units in medical schools as a means to improve medical education.
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The first was set up in the former Shanghai First Medical College and more such
units were then established in other medical schools (Huang Jianshi 1992; Gao
et al. 1999). A national academic degree system was established in 1981. New
standard curricula for medical colleges and secondary medical schools were
designed, and unified textbooks for medical students were published. Key med-
ical colleges of high research potential were identified for strategic development.
(Huang Jianshi [1992] reported that 14 out of 129 medical schools belonged to
this category in 1986.) International exchange was expanded with an explicit
aim to align medical education development with international trends (Lee and
Lee 1997). Overseas funding bodies such as the China Medical Board and
Project HOPE provided support for innovation.The early recipients of this sup-
port included key medical universities that emphasize modern medicine as dis-
tinct from traditional medicine (Stillman and Sawyer 1992; Hesketh, Zhu and
Zheng 1994). In sum, a normal order was gradually reestablished for enhancing
quality medical education, particularly in the key universities that received spe-
cial attention from the Ministry of Health, as well as overseas funding and expert
support.

Under the direction of the Ministry of Health, a formal standardized system
for post-graduate clinical training has taken shape. The training comprises two
stages.The first stage, which aims at general practitioner training, lasts for three
years, and the second, which focuses on specialty training, lasts for two. Medical
scientists can directly enter the third year of the first stage of training. During the
training period, residents are required to demonstrate correct political behavior
and moral thinking, develop clinical expertise in selected specialties, and achieve
mastery of medical English, research, and clinical teaching skills.Those who suc-
cessfully pass the first stage assessment qualify to become chief resident doctors.
The ones with excellent performance are eligible to apply for doctoral study.
Only those who can successfully pass the second stage assessment can obtain the
qualification of medical consultant. It is noteworthy that both “redness” and
“expertness” are emphasized in the assessment criteria (Zhang Min 1999).

In 1987, a “3-5-7 plan” for standardizing medical training was instituted to
address the issues of existing non-standardized training programs that ranged
from two to eight years. A three-tiered system of training was seen as necessary
in view of varied levels of economic development throughout the country and
the shortage of health workers in rural areas.The numbers “3-5-7” refer to the
number of years of training.These three programs aim to prepare three different
kinds of doctors: practical community medical workers for rural areas (three-year
secondary school program), qualified doctors (five-year undergraduate program),
and medical scientists (seven-year MA/MD program) (Wang and Lin 1995).
Other programs such as programs for retraining barefoot doctors to become
qualified medical workers and self-study programs for medical workers to obtain

66 samantha mei-che pang et al.



qualifications to become medical doctors were also put in place.As Mary Burris
(1990) observed in her study of medical schooling in China, the three-year pro-
gram is not just 60% of the five-year program.The former is more practice-ori-
ented and based on local needs. Differences between the five- and seven-year
programs are not so distinct.As shown in Table 1, the subject areas and their por-
tions are similar, except that an additional two years in the seven-year program
allows students to develop expertise in a specialty. It is worth noting that,
although quality education comparable to international standards is high on the
agenda of modernization, university education for health workers did not
increase dramatically over past years.At present, 95% of nurses and 62% of doc-
tors have prepared at the secondary level only (Shi Jun 2001).

Table 1: Comparison of Five- and Seven-Year Clinical Medicine
Curricula (Source: Beijing Medical University, 1999)

Subject Area Seven-Year Program Five-Year Program

Humanities and Social Sciences 413 hours 408 hours
8.1% 9.4%

Physical Education 174 hours 136 hours
3.4% 3.1%

English (not including 333 hours 204 hours
professional English) 6.5% 4.7%

Basic Sciences 831 hours 529 hours
16.3% 12.2%

Basic Medical Sciences 1395 hours 1257 hours
27.3% 28.9%

Clinical Medicine 1476.5 hours 1476.5 hours
28.9% 34%

Electives 482 hours 335 hours
9.4% 7.7%

Clinical Practice 36 weeks 36 weeks

Second-Level Specialty Study 100 weeks 16 weeks

At the college level, there are four main streams in training of medical doc-
tors.They are clinical medicine, oral medicine, fundamental medicine, and pre-
ventive medicine.The first two streams have five- and seven-year programs, and
the latter two have only five-year programs (Beijing Medical University 1999).
These programs are further subdivided into different specialties.The early 1980s
saw a proliferation in medical specialties from 20 to 57 by 1987.This could be
taken as a positive sign of knowledge expansion in the field of medical science,
yet too early specialization in undergraduate medical education does not benefit
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students in expanding the knowledge required for adapting to changing envi-
ronments. It was reported that some specialty graduates have had difficulty
finding jobs. In 1993, readjustment was carried out, reducing the number of spe-
cialties from 57 to 37.The number was further reduced to 20 in 1997, with the
less competitive specialties merged with other specialties (Wang Debing 2000).
Of these 20 specialties, traditional Chinese medicine and integrated Chinese and
Western medicine remain specialties under the clinical medicine stream.

Standard textbooks for medical education have undergone regular revision.
The fifth version for clinical medicine, entitled “Textbook Series for the 21st
Century,” was published in 2001.The objective of this series is to highlight the
importance of “three fundamentals and five attributes” (sanji wuxing) in medical
education. The three fundamentals are theory, knowledge, and skills, while the
five attributes are thinking, science, advances, heuristics, and applicability.
“Expertness” is much valued and the element of “redness” is not stated as explic-
itly as previously.

Today, the medical curriculum is criticized as being too curative-oriented,
failing to prepare medical doctors to meet the future health needs of the coun-
try. Indeed, the main components in the medical curricula over the past ten
years, as shown in Table 2, did not change much except in two respects. First, the
number of contact hours has increased by 23% in the 1999 curriculum. Second,
elective subjects are added, such as “General Medical Practice/Family Medicine”
and “Health Law.” Both are new elective subjects in the “Textbook Series for the
21st Century.” Didactic teaching dominates, with students attending on average
30 hours of lectures every week; nurturing student ability in independent think-
ing and life-long learning is less emphasized. It is noteworthy that the subject
area “Political Study” was renamed “Humanities and Social Sciences” in the 1999
curriculum, although the subject contents are similar. “Redness” appears to be
thus disguised, while “expertness” is more emphasized.

In line with concerns that have been raised regarding the trend of medical
education in the international arena, recent discussions of medical education
reform in China revolve around two dimensions. First, the objective of medical
education is affirmed as to train medical graduates who are well developed
morally, intellectually and physically, possessing firm basic knowledge, strong
working capability, and the potential to advance further in higher clinical med-
ical practice (Zhang Chengjian 1998; Lai Yujian 2001; Wang Shicai 2000).
Second, the global trend in medical education is acknowledged as no longer able
to equip students with all the information they will need for a lifetime of prac-
tice.There is a recognition that the emphasis has to shift to encouraging students
to learn how to study in order to keep abreast of the changing environment.
There is a need to develop an active, community-oriented, student-centered, and
problem-based learning curriculum which can strengthen students’ ability to
continue learning on their own (An Yan 1998; Shun et al. 2000).
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Table 2: Comparison of 1989 and 1999 Five-Year Clinical Medicine
Curricula (Source: Beijing Medical University, 1999)

Subject Area 1989 Subject Area 1999

Political Study 392 hours Humanitis and Social 408 hours
11.1% Sciences 9.4%

Physical Education 144 hours Physical Education 136 hours
4.1% 3.1%

Foreign Language 288 hours English (not including 204 hours
8.1% professional English) 4.7%

Basic Sciences 480 hours Basic Sciences 529 hours
13.5% 12.2%

Basic Medical Sciences 1006 hours Basic Medical Sciences 1257 hours
28.4% 28.9%

Clinical Medicine 1236 hours Clinical Medicine 1476.5 hours
32.8% 34%

Electives 335 hours
7.7%

Total Hours 3546 hours 4345 hours

Training of Nurses
A top priority since 1978 has been to reverse past disregard for nursing educa-
tion and improve the quality and quantity of nurses by increasing the number of
nursing schools and raising educational standards. Although most nursing pro-
grams are three-year courses for junior high school graduates, pilot nurse train-
ing programs for senior high school entrants commenced in 1999 in large cities
such as Beijing, Shanghai, and Shenzhen by upgrading secondary nursing school
programs to three-year college programs.

To train nursing educators and administrators, the Ministry of Health
authorized a five-year baccalaureate nursing program in Tianjin (Davis, Gan, Lin
and Oslen 1992) and, by 1996, there were 18 universities offering such programs.
The first master’s program started at Beijing Medical University in 1994; a sec-
ond program offered by Xi’an University and Chiang Mai University (Thailand)
and funded by the China Medical Board graduated its first class in 1996. As of
2001, there were 67 university nursing schools, with nine offering master’s
degree programs (Li 2001). Doctoral programs have not yet started. In addition
to full-time programs, part-time and distance learning programs are offered to
ensure that working nurses have opportunities to pursue further study.

While nursing specialization, in the form of advanced nursing practice, has
been flourishing in the United States, the major concern of Chinese nurses
remains to move nursing away from medical sciences to become an independent
discipline. The nursing curriculum, which was primarily based on a medical
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model, has been under review in the reform era. There is growing acceptance
among nurses that nursing is an applied science, based not only on medical sci-
ences, but also on the humanities and social sciences (Pei Xianjun 1990; Li Yulin
1990). For instance, an exchange program between the Hangzhou School of
Nursing and Seton Hall University in the United States helped to develop the
nursing curriculum in China in 1981, introducing subjects such as psychology
and cultural studies into the curriculum.

In 1996, with funding from the China Medical Board, Peking Union
Medical College (PUMC) took the radical step of changing its curriculum from
a five-year to a four-year program based on a human needs model.The current
five-year program offered in other universities shares a common curriculum
with the medical program for the first two years of study (Table 3), with nursing
subjects taught from the third year onwards (Beijing Medical University, 1999).
The newly developed program at PUMC shares some common subjects with
the medical program, but teaching of nursing subjects starts in year one.
Compared with the conventional program, this new curriculum has three obvi-
ous differences. First, both humanistic sciences and medical sciences are empha-
sized as foundation subjects, with a health focus rather than disease focus.
Second, study 
of communication and social interaction is particularly emphasized in the first
two years of the program.Third, critical thinking and problem-solving skills are
emphasized throughout the four years of study.“Inquiry and Logical Reasoning”
is offered in the first year, and subjects related to research skills, such as “Data
Management,” “Problem-Solving Skills and Strategies,” and “Clinical Nursing
Project” are offered from the second year onward.This initiative can be seen as
a positive sign that nursing in China has been gaining increasing recognition as
an independent discipline.

Similar to the discourse on curriculum reforms in other disciplines, recent
discourses on nursing education focus on reconstruction of the curriculum with
elements of creativity, critical thinking, broad knowledge base, state of the art
technologies, student-centered learning and multidisciplinary and integrative
studies (Shi Jun 2001; Dong Hongling1999;Yan Shiping 2000; Lou Jianshi 2000;
Liu Zongyang 2000). There have also been regular reports on initiatives to
include new developments from North America, such as the nursing process and
primary nursing, in nursing curricula, and innovative teaching methods have
been undertaken to introduce these new concepts to students (Yang andf Wang
1991; Zhang Fang 1991; Chen Mingjia and Li Helin 1994; Huang Jianqin 1994;
Zhou Manying and Yang Yicheng 1994; She Mengping and Zhang Liming 1995;
Ji Yun,Wu Bxian, Chang Quiqiu 1996; Gu Wei et al. 2001; Zhang Shaoru et al.
1998; Zeng Xiaoyun 2000; Luo Yulin 2001).

70 samantha mei-che pang et al.



Table 3: Comparison of Five-Year Nursing and Clinical Medicine
Curricula (Source: Beijing Medical University, 1999)

Subject Area Nursing Subject Area Clinical Medicine

Political Study 239 hours Humanities and 408 hours
6.9% Social Sciences 9.4%

Physical Education 136 hours Physical Education 136 hours
4% 3.1%

English 258 hours English (not including 204 hours
7.5% professional English) 4.7%

Basic Sciences 474 hours Basic Sciences 529 hours
13.8% 12.2%

Basic Medical Sciences 849 hours Basic Medical Sciences 1257 hours
25% 28.9%

Clinical Nursing 1474 hours Clinical Medicine 1476.5 hours
42.8 34%

Electives 335 hours
7.7%

Clinical Practice 68 weeks Clinical Practice 52 weeks

One obvious impression gathered from these reports is that nurses in China
are receptive to new ideas and are enthusiastic to translate them into practice.
They share a sense of urgency to lead Chinese nursing back to the internation-
al scene and to catch up with nursing developments in other parts of the world.
However, it must be noted that many new initiatives are reforms instituted with
funds and expert consultations from abroad.They represent the cream of nurs-
ing development in China only; indeed, there is strong evidence to indicate that
nursing remains an unattractive profession in China today (Pang, Arthur, and
Wong, 2000). A survey of occupational prestige ratings among Chinese urban
residents (n=2599) revealed that nursing was rated 48 among 69 occupations,
next to clerk in a foreign-invested enterprise and hotel cook (Xu Xinxin 2001).
Anne Davis and associates (1998) conducted a survey of 248 nursing students in
four colleges and found that 205 did not select nursing as their first choice of
study. A majority of them (n=108) believed that people did not have a high
regard for nursing, and 84 had mixed feelings.When they were asked what they
would be doing ten years after graduation, only 32 thought that they would be
engaged in clinical work.

Overall, in contrast to the situation in the United States, where over 30% of
nurses hold baccalaureate or higher qualifications (Zhou Xiuhua 2001), few
Chinese nurses have finished secondary school. Formal education for nurses has
expanded steadily over the past two decades, yet, according to the Chinese
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Nursing Association, in 1999 there were 500 secondary nursing schools for jun-
ior high school entrants, and 35 college nursing schools for senior high school
entrants. Secondary school-prepared nurses account for 99% of the nursing
workforce.

Another issue is the shortage of nurses.The ratio of doctors to nurses was
1:0.61 in 1999 (Fig. 1).Also in sharp contrast to Western countries, where nurs-
es outnumber doctors by a factor of two to four, in urban China there is 0.98
nurse for every 1,000 people, and in rural areas, 0.5 for every 1,000 people.

Figure 1: Numbers of Doctors and Nurses Practicing
Western Medicine in China, 1985–1999 (10 thousands)

As nursing education expands into the tertiary sector, one major issue today
is the provision of qualified nursing teachers (Li 2001). Since higher education
for nurses essentially ceased for 30 years, the number of qualified nursing 
teachers was not sufficient to meet the demand in the 1980s, and physicians were
allocated to serve as nurse trainers. By having medically trained lecturers teach
nursing, one may wonder about the extent to which nursing is taught as an inde-
pendent discipline with a substantial distinction from medicine. Chen Lingyan
(1990), a medically trained nurse teacher, believes that medical knowledge alone
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is not enough to teach a student how to take care of patients. She says she had
to study nursing, both in theory and in clinical practice, before she really knew
how to teach nursing. She contends that only when nursing is taught by qualified
nurse practitioners can nursing education be improved.The recent development
of five-year BA and three-year MA programs will eventually improve this situa-
tion. But at present Chinese nursing remains in a transitional phase.

Quality Control in Professional Practice
In the Maoist era, employment was centrally allocated and professional titles were
abolished. Every person was addressed as “comrade” to promote egalitarian work
relationships among different types of health workers. During the Cultural
Revolution, in order to combat elitist tendencies, doctors and nurses were
required to share many tasks with orderlies and janitorial staff, and the role
responsibilities of nurses and doctors became diffused. Some nurses were given
the title of doctor, and both doctors and nurses had similar duties in the hospi-
tal. Richard Garfield observed during a study tour in 1978 that the different job
responsibilities of doctors and nurses were seen to be merely technical, with their
different background knowledge determining the tasks performed. In their field
observation in one Chinese hospital in the late 1970s, Gail Henderson and
Myron Cohen (1984) found that some nurses still carried the title of doctor; sim-
ilar observations were reported by Renee Fox and Judith Swazey (1984).
Underlying this diffusion of roles was the belief that, if no job was monopolized
by professionals, no one could look down on others and everyone would coop-
erate in accomplishing the common task of serving the people wholeheartedly.
However, such practices largely compromised the motivation of health workers
to increase productivity and improve service quality. As a result, post-1979
reforms reintroduced professional titles linked with career advancement and
instituted licensure examinations.

Professional Titles
In the 1980s, a system linking work performance with tangible rewards was
introduced. Standards were specified for different job responsibilities, and a sys-
tem of job titles and career advancement was instated.As shown in Figure 2, the
shift of senior and junior staff in this period can be attributed to the positive
effect of the career advancement system that has motivated health workers to
continuously upgrade their professional qualifications. All health workers have
two titles at work, one being a professional title that reflects their qualifications,
and the other a job title, which defines their role responsibilities at work. Since
1982, job descriptions of all grades of nursing staff have been clearly defined by
the Ministry of Health. Nursing titles include junior nurse (hushi), senior nurse
(hushi), chief nurse (zhuguan hushi), vice nurse consultant (fuzhuren hushi), and
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nurse consultant (zhuren hushi). In clinical nursing, job titles include staff nurse
(bingfang hushi), ward head nurse (bingfang hushizhang), departmental head nurse
(kehushizhang), deputy chief nursing officer (hulibu fuzhuren), and chief nursing
officer (hulibu zhuren).

Figure 2: Population and Health Workers in China, 1949–1999

Since 1986, professional titles have been given based on various criteria.
For instance, a senior nurse is required to be at least a diploma holder and to
engage in clinical research, while a chief nurse is required to demonstrate exten-
sive understanding of international trends and developments in her area of
expertise, have extensive nursing experience, and be able to make a significant
contribution to research.To be promoted, health personnel must be assessed in
their professional knowledge, management skills, education level, and experi-
ence.They must also fulfill certain political criteria, as stipulated by the Ministry
of Health (1986).

He or she must support the leadership of the Communist Party, love
socialism, diligently study Marxism and Mao Zedong thought, have 
a high sense of political awareness, be red and expert, serve the people
wholeheartedly, and endeavor to perfect his or her skills and make a
contribution to society.

This is to ensure that those who are promoted into senior positions are loyal
to the Party and are ready to identify their personal desires with the common
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goal of “serving the people.” Conceivably, tension can arise between “redness”
and “expertness,” particularly in patient-care situations where one’s professional
judgment does not conform to directives from the Party leadership. Indeed,
although promotion criteria were established by the Ministry of Health, it has
been left to individual institutions to apply them (Wang Zhihong 1999).This has
raised issues of fairness in cases complicated by interpersonal factors.

Practice Licensure 
As the market economy began to have a significant effect on the health care sys-
tem in the late 1980s, policies were instituted to address the problems of uncon-
trolled care standards and questionable staff quality. To this end, Registration
Ordinances for nurses and doctors were enacted in 1994 and 1999, respectively.

To take account of the variety of levels of training for nurses in different
regions, a national examination for nurses’ registration was introduced to moni-
tor the standard of practicing nurses (Ministry of Health 1993). Holders of sec-
ondary school certificates would henceforth be required to sit for a national
examination in order to obtain a practice certificate. Exemptions were permit-
ted and certification granted to nurses who had received their nursing education
at the college level, had graduated from nursing schools accredited by the
Medical Administrative Department at the provincial level or above, or were
working as nurses but had not obtained a professional title before the imple-
mentation of the regulation. Renewal of registration with the local Medical
Administration Department is required every two years, with successful renewal
granted to those with evidence of active practice and continuing education.

The ordinance for doctors’ registration was enacted in 1999. While the
certification examination for nurses has only one level, standard assessments were
instituted for promotion from the role of medical worker to registered assistant
doctor, and then to registered doctor. Unlike the field of nursing, every person
must sit for the national examination in order to obtain a medical practice
certificate either in clinical medicine, traditional Chinese medicine or preventive
medicine. Both college diploma-prepared and secondary school-prepared med-
ical workers are eligible to sit for the assistant doctor registration examination
after they have completed one year of clinical experience.Those who have not
undergone any formal medical education can also sit for the certification exam-
ination upon recommendation. As with the nurses’ ordinance, only those who
can successfully pass the certification examination are eligible to apply for a prac-
tice license that must be renewed every two years.

In sum, both ordinances serve to confer rights on those who are licensed to
practice.Those who practice without registration are regarded as illegal and will
be disciplined by the Medical Administrative Department. The ordinances also
include a section on standards of professional practice, with malpractice leading
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to disciplinary action and exemplary practices awarded. Five exemplary situations
are listed in the doctors’ ordinance.They are (1) demonstration of laudable moral
behavior in clinical practice, (2) significant contributions to scientific and tech-
nological advances, (3) excellent performance in rescue work in catastrophes,
(4) service in underdeveloped areas for a considerable period, and (5) other sit-
uations as stipulated by the State Council. Not only do these measures represent
a positive move to safeguard professional standards in health care services, they
also constitute the first time in Chinese history that formal regulation for the
practice of traditional Chinese medicine has been enacted.

Market Mechanisms in Financing 
Health Care Education
Along with licensing reform have come far-reaching reforms in the systems of
educational financing, student enrolment, and employment. Since 1978, the cen-
tralized and unified management system established in the early 1950s has been
restructured to become more decentralized, and market mechanisms paralleling
those being introduced in the larger economy have transformed health care edu-
cation, with mixed results. Some contend that, among all the obstacles that need
to be addressed in modernizing the educational system, inadequate expenditure
on education is the greatest hurdle (Wang and Shi 1999). China’s public expen-
diture per gross national product (GNP) is low in comparison to the 5.1% inter-
national average, which ranged from 5.3% in developed countries to 3.3% in
underdeveloped countries; China, by contrast, has spent only around 2% of GNP
on education in recent years.The percentage reached 3.1% in 1990, but gradu-
ally decreased from 2.76% in 1993 to 2.49% in 1997 (Guo Lulu 1999).The same
phenomenon can be observed in health care expenditures, which actually
decreased from 3.1% in 1965, to 2.3% in 1975 and 2.4% in 1993. This is well
below the standard 5% recommended by the World Health Organization for
developing countries (Jiang Anli 1995). Indeed, public expenditure on education
and health care is in reverse proportion to the expansion in health care educa-
tion over the past 10 years.This can be attributed to the introduction of market
mechanisms to educational administration: as with other state-owned enterpris-
es, government subsidies to educational institutions have been reduced to basic
salaries and minimal administrative costs, and cost recovery has come to serve as
the foundation of the financing system. Corresponding restructuring has been
undertaken to allow flexibility in accepting funds from diversified sources and to
encourage cost effectiveness.

Consistent with the transformation from a planned economy to a socialist
market economy, the financing of education is no longer strictly a government
function, giving way to a diversification of funding sources as institutions have
needed to seek income to cover both operational costs and further educational
development. Funding sources now include:
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1. recurrent and capital educational expenditures listed in central and local
budgets 

2. special subsidies from the central government
3. additional educational fees levied by different levels of government
4. educational funds from enterprises
5. tax-free income from school-run businesses
6. donations from community groups including educational foundations
7. individual contributions, such as payment of tuition and other fees

(Lewin et al. 1994)

The introduction of tuition as a source of income marks an important
departure. Before 1986, recruitment of students to higher educational institutions
was planned in line with state targets. University students not only enjoyed free
education, they were given a stipend adequate for living modestly and jobs were
guaranteed under the umbrella of the planned allocation system.With the imple-
mentation of the 1986 decisions on reform of the educational structure, a two-
track (shuanggui) enrollment system was introduced. One track was for sponsored
and self-financed students, who were required to pay full fees, either from their
sponsoring work unit or by themselves. Second track included students who
came from rural areas or underdeveloped economic zones.These students were
not required to pay any school fees, but stipends were replaced by student loans,
and students were required to return home to serve their own communities
upon completion of the program.

In 1994, the State Council announced that the two-track system would be
merged into one track (binggui) in all parts of China by 2000.All students are now
treated equally in two respects: they need to compete for higher degree places
under the same assessment criteria, and they are all required to pay full fees. On
the other hand, the guaranteed job allocation system (fenpei shanggang) has given
way to competitive job bidding (jingzheng shanggang) in an effort to foster oppor-
tunities for upward and horizontal job mobility that can energize workers’ cre-
ative capability and productivity (1999).

Wong and Shi (1999) contend that the introduction of competition driven
by market factors in student enrolment and deployment will lead manpower
needs to be moderated according to market demand, in turn facilitating the flow
of resources into academic disciplines with high market value and the neglect of
disciplines with low market value. This system encourages the development of
specialized training, cutting-edge science and technology, and a knowledge-
based economy, with profit as the goal. However, it also raises the question of
whether the health needs of the broader populace will be undermined.As noted
earlier, medical services and health workers are already concentrated in urban
areas and wealthier rural communities.According to the Health Yearbook of 1999,
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medical cooperatives in rural areas covered 22.2% of the population of high-
income areas, but only 1–3% of the population in less or underdeveloped areas.
Medical fees were so high that people with no medical coverage could not afford
to pay (Zhu Ling 2001).This issue was fully acknowledged in the Tenth Five-
Year Plan, 2001–2005 (Chen Baorong 2000). Government intervention in reg-
ulating medical fees and establishing a universally accessible primary health care
network that has broad coverage at minimal cost will be high on the agenda in
the decade to come, and will undoubtedly have a significant impact on the com-
petencies that are required of the health workforce.

Conclusion
A multi-level, multi-specialty, and multi-form health care education system has
taken shape since the founding of the People’s Republic of China. Expertness is
highly valued and professional regulations are in force to assure the quality of
practice. “Redness,” or correct political thinking, is still emphasized in official
addresses, but has much less impact on professional upward mobility than was
previously true. Patterns of change in health worker statistics over the past 20
years suggest that reform measures have yet to address the questions of unequal
distribution of health workers in rural and urban areas. Although more health
workers have advanced to senior levels, the secondary school preparation of the
majority of health workers also suggests the need for further expanding higher
education in health worker training.At present, health care education places high
emphasis on clinical competence confined to hospital practice. In order to pre-
pare a health workforce that is adaptable to the ever-changing health care needs
of the community, there is a need to transform the existing specialty-centered
curriculum to become primary care-based.

In the decade to come, we envisage that the greatest challenge for health
care education will be how to strike a balance between specialty and general
practice training. Retraining programs for general practitioners and community
health nurses are now being piloted in some large cities. Graduates of these pro-
grams will be granted certification to practice in community health centers, each
of which will serve a local community of about 50,000 residents by providing
preventive, rehabilitative and palliative care to all age groups in a system stressing
low cost, broad coverage, efficiency, and convenience to the public.According to
the national plan, the target is to have these centers established in all parts of
China by 2010, creating a vast need to prepare qualified health workers for the
task. At the same time, however, advances in medical science and technology in
expert training cannot be undermined if China’s health care system is to be
modernized to a level comparable to international standards.
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Growing Pains: Mental Health Care in a 
Developing China

Doris F. Chang and Arthur Kleinman

Around the world, in high- and low-income countries alike, mental illness and
high-risk behaviors contribute to profound suffering and loss at the level of the
individual and the state. In the case of China as in other developing countries,
gains made in the areas of economics, technology, education, and overall standard
of living are being offset by a rise in mental and behavioral problems that sug-
gest the human costs of economic development and rapid social change.
Although most Chinese would agree that there has never been more opportu-
nity or freedom to pursue one’s capitalistic dreams, the process of adjusting to life
in the new economy and its shifting demands and possibilities is adversely affect-
ing the Chinese social world. Such social transformations include (1) an increase
in numbers of individuals and families who suffer from major economic losses
due to risky ventures or pathological gambling, (2) higher rates of extra-marital
affairs, family violence, and divorce, (3) rising rates of substance use and abuse,
(4) rapidly increasing costs of health care, which may lead to an inability to pay
for necessary care and exacerbate chronic conditions, (5) weakening of tradi-
tional family/communal relationships resulting in a degradation of one’s social
support network, (6) increasing numbers of rural migrants seeking employment
in urban areas, (7) the widening economic and social gap between the rich and
the poor, which may produce feelings of dissatisfaction and social unrest, (8)
increasing work-related stress due to more competition, and (9) in general, a
“faster pace of life” (Phillips, Liu, and Zhang, 1999).

Within this social context, recently available statistics suggest that the coun-
try’s disease burden due to mental and behavioral disorders is substantial and will
likely escalate over time. For example, the increased longevity of Chinese citizens
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(71.4 years in 2000 versus 40.8 years in 1950) due to improved public health pro-
grams is contributing to higher numbers of neuropsychiatric problems such as
depression and dementia among the elderly. There is also renewed attention
being paid to childhood problems such as attention-deficit-hyperactivity-disor-
der (ADHD) among China’s first generation of only-children. Available data
document a twenty-fold increase in alcohol-related problems since 1982 (Hao,
Young, and He 1995; Hao,Young, Xiao, Li, and Zhang 1998). Perhaps most dis-
turbing, the World Bank’s Global Burden of Disease and Injury Series estimated
that in 1990 there were 342,700 reported suicides in China, about three times
the world average (Murray and Lopez 1996). Even a conservative estimate would
indicate that China has the world’s largest number of reported suicides by virtue
of its large population (21.5% of the world’s total), with 600–800 individuals
killing themselves each day (Lee and Kleinman 2000).This figure accounts for
somewhere between 25% and 33% of all suicides worldwide.

The story of China’s efforts to meet the needs of her most vulnerable citi-
zens mirrors, in a sense, the story of China’s journey towards the modern age.
Her enormous population, spread throughout a vast and geographically diverse
space, presents specific challenges for both governance and economic develop-
ment. For the estimated 16 million individuals impaired by psychological prob-
lems, significant geographic and economic disparities in availability and access to
mental health services mean that many receive little or no care at all. For exam-
ple, it is estimated that one-third of China’s 7.8 million persons with schizo-
phrenia and 95% of those with affective disorders have never received formal
psychiatric diagnosis or treatment (Murray and Lopez 1996).

This article examines the current system of mental health care in China
from its prosperous and cosmopolitan cities along the coast to its most remote,
impoverished areas.We present some of the ways in which the state is attempt-
ing to meet the mental health needs of the populace and outline some of the
challenges that confront China in this era of social and economic change.

Brief History of the Development of 
Mental Health Services
Unlike the situation in the West, where large proportions of persons with men-
tal illness live on their own or in various institutional settings (e.g., hospitals,
nursing homes, board-and-care facilities, shelters), over 90% of Chinese persons
with major mental illness live with their families (Phillips 1993). In contrast, the
same is true of only 40% of individuals in the United States (Torrey 1998).What
is lacking in most regions of China however is affordable and accessible psychi-
atric treatment.

Efforts to develop a modern system of mental health care in China as else-
where have been influenced by philosophical traditions as well as political and
economic factors. Traditional Chinese theories of medicine did not consider
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mental disorders separately from physical disorders, as their origins were also
thought to be due to an imbalance of the internal organs. Thus, treatment of
mental illness was largely somato-psychic in approach with the restoration of
physiological function and balance as the primary goal.The designation of men-
tal illness as a separate field of study and treatment did not occur until the late
1800s, when foreign missionaries began establishing asylums for the insane in
China. However, widespread social disruption and war in the first part of the
twentieth century halted further developments in mental health care.

By 1948, China had only around 60 psychiatrists and five psychiatric hos-
pitals with a total of 1,100 beds for a population of nearly 500 million people.
The founding of the People’s Republic of China ushered in a period of growth
and advancements in health services, as part of the official plan to transform the
social system. By the end of 1959, the number of psychiatric beds throughout
the country grew to 19 times that of the pre-liberation period. However, severe
shortages in trained staff, inadequate medical facilities especially in the rural and
mountainous regions, and limited financial resources demanded stop-gap meas-
ures that could be widely and inexpensively implemented. In fact, the bulk of
treatment during these years was provided via wide-scale mobilization of non-
professional treatment teams with minimal education and training.

In the 1950s, Russian neuropsychiatric models dominated professional dis-
course, and political priorities focused on maintaining public order. During the
Cultural Revolution, the biological orientation of Chinese psychiatry provided
some protection from political accusations. Nevertheless, psychiatry was disrupt-
ed more than any other medical specialty, in that mental illness and other forms
of deviance were cast as problems of wrong political thinking to be addressed
through re-education, rather than psychiatric care (Pearson 1995).

Recent Developments in Mental Health Care
The end of the Cultural Revolution in 1976 led to a revitalization of psychiatry
and the extension of state-run services for the mentally ill. Currently, there are
less than 1,000 psychiatric institutions, 150,000 psychiatric beds and 13,000
mental health professionals (of whom perhaps 2,000 are fully trained psychia-
trists), with most resources still concentrated in urban areas under the jurisdic-
tion of the Ministries of Public Health, Civil Affairs, Defense, Industry and
Mining, Public Security, and the People’s Liberation Army (Cohen 2001; Zhang,
Yan, and Phillips 1994).While these figures represent a substantial increase since
1948, there is still only one bed per 10,000 population and less than one mental
health professional per 100,000. Despite this low bed/population ratio, it is strik-
ing to note that an estimated 30% of inpatient hospital beds remain empty
because families simply cannot afford treatment under the fee-for-service con-
ditions of today.
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The concentration of mental health facilities in urban areas alongside the
decline of rural social welfare services in the 1980s have produced a situation of
alarming disparity in access and quality of care along the urban-rural divide. For
example, 80% of the country’s total health budget goes to funding hospital-based
treatment in the urban areas, despite the fact that urban residents account for just
30% of the country’s population (Zhang 2001). In addition, novel experiments
in community-based rehabilitation have yielded favorable results in urban areas,
while such models have not been implemented in rural areas or more remote
areas of the country (Phillips and Pearson 1994). In recognition of the diversity
represented in these different “Chinas”, we now turn to a more detailed descrip-
tion of the current state of mental health care within each geographic and eco-
nomic locale.

Urban Mental Health Care
Discussions of urban mental health typically refer to China’s prosperous coastal
edge and its 250 million inhabitants.The enormous economic growth of cities
such as Shanghai, Guangzhou, and Shenzhen, has made them laboratories of
social and cultural development. Shanghai, the largest city in China, is recognized
as having the most comprehensive mental health system in the country.

The so-called Shanghai Model, developed during the 1970s and 80s, was
designed as a sophisticated three-tiered scheme that focused limited resources on
the three main disability concerns of the state, psychosis, epilepsy, and mental
retardation. Increasing levels of care were provided through grass-roots services
at the community level, the district level (primary care hospitals), and the munic-
ipal level (provincial mental health hospitals). As reviewed elsewhere in greater
detail (see Tian, Pearson,Wang, and Phillips 1994), this model of psychiatric reha-
bilitation was largely successful through the 1980s and 1990s. Innovations in
family-based skills training programs, the creation of home “sick beds”, and the
development of guardianship networks for the maintenance of public security
relieved some of the burden of care from the hospitals and allowed patients to
return to their communities and families.The development of welfare factories
and occupational therapy programs provided culturally relevant opportunities for
rehabilitation, improved functioning and quality of life, and provided a source of
income for the mentally disabled. Basic maintenance and follow-up treatment
was provided by primary care workers who received basic psychiatric training
and supervision, reserving the small number of inpatient hospital beds for the
most acute cases.

Although this system was successfully carried out in Shanghai and other
select cities through the 1980s and early 1990s, widespread dissemination is prac-
tically impossible, given the scarce facilities and lack of well-trained mental
health professionals in other parts of the country. Furthermore, massive transfor-
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mations in China’s economic system have deeply undermined the social and
economic conditions that have sustained the Shanghai Model and other innova-
tive programs over the past two decades (Chang, Xu, Kleinman, and Kleinman
2002; Gu and Tang 1995).These transformations include the rising costs of hos-
pitalization and treatment, changes in health insurance coverage, declining com-
munity involvement in guardianship networks, weakening of the welfare safety
net for the disabled, and fewer economic incentives to employ disabled workers.
Furthermore, the introduction of the “contract responsibility system” in the early
1980s has created strong incentives for hospital-based physicians to recommend
unnecessary procedures, longer hospitalization, and expensive medications.These
added costs to the consumer translate into more take-home pay for the physi-
cian, as bonuses are computed on the basis of their income-generating power
(Pearson and Phillips 1994). For the poor and chronically ill patients however,
these changes mean that many can no longer afford the treatments they need.A
recent study found that among those in the lowest income bracket who report-
ed illness, 70% did not obtain treatment because of financial difficulty (Gao,
Tang,Tolhurst, and Rao 2001).

At the same time, the demand for mental health services to address psy-
chosocial problems appears to be on the rise among an emerging sector of
Chinese urbanites.This demand is evidenced by higher numbers of outpatient
psychiatry visits, the growth in popularity of mental health hotlines and radio
call-in programs, and the increasing utilization of newly available pharmaceuti-
cal agents and psychological consulting services among the educated and wealthy
elite. For example, the Shanghai Mental Health Centre provided various forms
of psychological consulting and psychotherapy to an average of 120 patients per
day in 2001, an increase of 60% from a decade before.The most common rea-
sons for seeking help included education or school-related problems, family and
relationship difficulties, mental distress, frustration, and insomnia (“Mental
Health Care Widens in China,” China Daily, May 23, 2001).

This brief discussion of mental health care in urban areas reveals a tension
between the development of professional services on the one hand, and growing
inequities in the financing and access to those services on the other. Under these
current conditions, those in greatest need are the least likely to be able to afford
treatment.

Rural Mental Health Care
Individuals living in rural areas comprise 70% of the total population but receive
poor mental health care compared to those living in urban areas. The uneven
pace of economic development across the country means that rural and other
remote areas are significantly disadvantaged with regard to the availability, scope,
and quality of services. In the absence of psychiatric services within the local
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community, acutely ill persons must frequently travel long distances to the near-
est large urban center to obtain expensive inpatient care (Wang et al. 1994).As a
result, the majority of rural patients with severe and persistent mental illness
receive no professional care at all.

In addition, the collapse of the cooperative medical care scheme in most
rural areas has severely impacted patients’ ability to pay for the minimal services
that are available. By 1989, only 5% of the rural population were covered by the
system of cooperative health insurance, compared to 84.5% in 1975 (Gu et al.
1993). For the hundreds of millions of rural Chinese who remain poor despite
the economic developments occurring elsewhere in the country, the self-pay sys-
tem has impacted patients in much the same way as their poor urban counter-
parts. Even when care is available, it may simply be unaffordable.

Another aspect of economic reform that is impacting the rural areas is that
health workers are now able to have some choice in their placements instead of
being assigned to a work unit as before. Because larger and better-equipped facil-
ities can generate more profits and thus pay out more bonuses, there is a strong
financial incentive for qualified personnel in district hospitals to leave for larger
city hospitals, and for trained health workers in rural areas to seek employment
to county or city hospitals (Li Ming, personal communication, April 18, 2002).
A recent report cited that during the 1980s, more than 80% of qualified doctors
sampled from eight Chinese provinces left poor counties for more lucrative posi-
tions in urban facilities (Gong, Wilkes, and Bloom 1997). This trend has con-
tributed to an even greater scarcity of trained mental health professionals in the
countryside, leaving the responsibility of treatment in the hands of less qualified
personnel.

Without a cadre of committed and knowledgeable mental health profes-
sionals, the few successful experiments in rural psychiatric care will not be sus-
tainable in the long-term. For example, the well-documented and highly-praised
Yantai model of rural mental health care relies on the enthusiastic efforts of hos-
pital-based psychiatrists who are charged with the training and supervision of
community providers (Wang, Gong, and Niu 1994). In addition, the same eco-
nomic incentives that are drawing physicians into the bonus-system of urban
hospitals are also operating at the county- and township-levels. The ability of
community-based rehabilitation and primary-care services to be sustained in this
climate will depend on the establishment of health care financing schemes that
will redistribute government funds back into township hospitals.

Recent years have seen a rebirth of popular religion in rural China. This
includes religious healers such as shamans in the folk religions, Buddhist adepts,
Taoist priests, and in areas with sizable Christian populations, priests and minis-
ters.Whereas their activities may be useful in handling certain stress-related con-
ditions, family problems and community tensions, there is no evidence that reli-
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gious healing of any kind is effective in healing serious mental illnesses like schiz-
ophrenia, bipolar disorder, and major depression. Nonetheless, religious healers,
itinerant herbalists, and qi gong masters do provide a certain level of support
services, which may be all that many mentally ill individuals have available to
them.

The Challenge of Mental Health Reform
President Jiang Zemin, Minister of Health Zhang Wenkang and other public
officials have recently issued public statements that mental health is now a top
public health priority.These endorsements have provided a tremendous boost to
the field of Chinese psychiatry and encouraged innovations in mental health
service delivery. As has been suggested by many experts in the field, what are
likely to be most successful are programs that combine the knowledge and expe-
rience of other countries with recognition of the specific conditions in China.
The particularities of China’s history and developmental trajectory will
undoubtedly necessitate creative strategies for mental health reform.

Political and Ethical Considerations
Nothing in China under Communism has resisted politicization, and psychiatry
is no exception.The fledgling profession in the 1950s was dominated by Russian
neuropsychiatric and Pavlovian behavioral paradigms much as the rest of
Chinese intellectual and professional life was infused with Russian influence.
During the Anti-Rightist Campaign in the late 1950s, psychoanalysis was anath-
ematized as a Western bourgeois science. The staff of Nanjing Psychiatric
Hospital were labeled rightists and punished because of their well-known inter-
est in Freudian theories. In the disastrous aftermath of the Great Leap Forward
(1958–60), when as many as 30 million Chinese, largely peasants, died of starva-
tion, psychiatrists were, like their colleagues in other fields of medicine, forbid-
den to investigate or write about this massive trauma.As mentioned, during the
Cultural Revolution (1966–76), psychiatrists were coerced into accepting the
notion that most mental illness was not disease but wrong political thinking.
Those few who resisted (and also those who acquiesced) were beaten and
imprisoned or sent to remote villages to practice as general doctors.They were
encouraged to hype the usefulness of traditional Chinese medicine’s herbal
remedies, because of the ideological emphasis the radical Maoists placed on
indigenous treatments. In some instances, this policy resulted in the falsification
of research data. Psychiatrists also had to hide their Western training and contacts
in order to avoid the dangerous label of a foreign problem.And for the most part,
as in the rest of biomedicine, these years were terrible ones in which training,
research, and, to a considerable degree, even clinical practice were disrupted and
curtailed.
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The era of economic reforms has been a much better time for psychiatry
and psychiatrists. The profession in effect reconstituted itself. New physicians
were sent for training (there was no voluntary selection of a specialty). Research
started up again. Clinics functioned, and a new diagnostic system was developed
to bring Chinese psychiatric practices in line with international standards.The
policy of openness to the West greatly benefited psychiatry. Psychiatrists traveled
to Europe, Japan and most prominently to the U.S., where they caught up with
the huge developments that had taken place in diagnosis, treatment and preven-
tion. Foreign periodicals and textbooks unavailable for 20 years were popular-
ized.

During the 1990s allegations began to appear about the political abuse of
psychiatry. Charges have been leveled particularly against the police-run Ankang
system of psychiatric hospitals for confining dissidents and members of outlawed
groups, such as the Falun Gong. China’s fledgling psychiatric profession has vig-
orously protested some of this international criticism which it has perceived as a
witch hunt meant to tar Chinese psychiatry with the same brush that tarred
Soviet psychiatry in the 1970s and 80s.While to a certain degree such criticism
may appropriately target individual psychiatrists and psychiatric institutions that
have been suborned by the public security services, there is little evidence to
substantiate claims for widespread abuse (Lee and Kleinman 2002).

A much more widespread problem is the quality of psychiatric care in hos-
pitals and clinics which, while improving year by year, still has serious deficien-
cies in technical competence and in respect for patient rights.The chief cultural
and political influence on psychiatric care is the primacy of concern for public
safety and social control over concern for patient rights.This manifests itself in
everyday practices in the psychiatric hospital which are often paternalistic if not
infantilizing, and in the failure to enact mental health legislation that adequate-
ly protects patient rights. Most psychiatric wards remain locked, and their
patients confined without a clear policy about how to guard against such abus-
es as involuntary commitment in the absence of compelling reason, forced use of
ECT and medications, and prolonged psychiatric evaluations even when mental
illness is not indicated.

In recent years, economic factors have begun to supplant political factors as
major influences on the profession, albeit the structural status of the Chinese
Psychiatric Association as a dependent of the Ministry of Health makes it clear
that psychiatry remains part, even if a distant part, of the state apparatus.
Nowadays, psychiatrists are increasingly influenced by the pharmaceutical indus-
try (foreign and local) which actively markets drugs through such means as giv-
ing gifts, providing free travel to meetings, sponsoring professional activities, lur-
ing outstanding young psychiatrists away from academia and clinical practice
with salaries several times greater than what hospitals can offer, and providing
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free samples—all practices found in established market economies like the U.S.
As a result, as in the West, conflict of interest is a problem, and economic and
business issues are coming to be more central to what psychiatry is about.

Economic Constraints
With the breakdown of both the rural health care systems and medical insurance
systems, the situation for rural China is dire. But even the urban setting is beset
by a transformation of health policies away from a solidarity based insurance sys-
tem and toward an individual fee-for-service model. Economic constraints have
also weakened research programs and public health psychiatry.

As already described, the major challenge to mental health reform is the
development of financing schemes that can contain costs on the supply side and
assist the poor and mentally disabled who cannot otherwise afford the services
that they need. Recent years have seen a drastic increase in medical expenses.
Phillips (1998) estimates that consumer costs for health care have increased two
to three times over the past decade as the reduction of subsidies from the gov-
ernment has forced hospitals to rely increasingly on their own income-generat-
ing abilities, such as increasing the use of unnecessary drugs and high-tech pro-
cedures. A second problem is the inadequacy of resources devoted to health
during this period of economic and social transition.Total health expenditures
make up only 5% of China’s GDP, compared to 13% in the United States, and
7% in Japan and Thailand (Zhang 2001).This translates to 1% of the world’s total
health expenditures allocated to the care of 21% of the world’s population.And
as mentioned earlier, 80% of the total health budget in China goes to funding
hospital-based treatment in the urban areas, despite the fact that urban residents
account for 30% of the country’s population.

The limited government budget for health care calls for the development of
inexpensive yet effective strategies for meeting the increasing public demand for
mental health services. In development are proposals that aim to reduce reliance
on specialized psychiatric facilities and develop more cost-effective modes of
care that may be implemented in diverse geographical areas.Yet government sub-
sidies will be necessary to sustain such programs in the face of fierce competi-
tion from hospitals for patients’ fees.The creation of a flexible insurance system
will be important to address inequities in access to services in both rural and
urban areas.

Education and Training Needs
Advancements in mental health service delivery and the development of psychi-
atric knowledge require a broad base of trained mental health practitioners, clin-
ical researchers, and educators.Yet China’s reliance on psychiatrists and general
medical doctors and nurses for mental health care has yielded a one-sided
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approach to the treatment and management of the mentally ill, one focused on
symptom reduction, rather than the enhancement of quality of life and func-
tional status.The lack of psychological and sociological perspectives on caring for
the mentally ill has severely restricted the development of indigenous models of
biopsychosocial care that are grounded in scientific principles and rigorous
research (Pearson 1995). Moreover, in the absence of specialized training pro-
grams for nurses engaged in psychiatric work, misperceptions and fears about
mental illness and the mentally ill are common and may adversely affect treat-
ment and rehabilitation outcomes (Sévigney et al. 1999).

Whereas the community is becoming increasingly responsible for preven-
tion, public education, maintenance, and rehabilitation, the role of hospitals is
being reduced to conducting diagnosis and initial treatment. Because the major-
ity of Chinese with psychological problems resist seeking treatment in psychi-
atric hospitals (which are few in number anyway), general medical settings act as
de facto mental health centers.Yet, general medical physicians frequently fail to
correctly identify and diagnose mental disorders in their patients. For example,
in a study conducted by Xiao (1990, unpublished study), 390 Chinese outpa-
tients from two general hospitals were assessed with the General Health
Questionnaire and the Structured Clinical Interview for DSM-III-R disorders.
Results showed that 15.7% of the patients suffered from psychological disorders.
However, only 46.7% were identified by the physicians and the specificity of
identification was 31.5%.

To address this problem, mental health professionals are needed to provide
training and supervision to medical school students and current nonpsychiatric
health workers in the recognition and treatment of psychiatric disorders from a
biopsychosocial rather than a biomedical perspective. In particular, general med-
ical staff in both rural and urban settings should be supervised in the application
of psychosocial interventions in their clinical practice, which are associated with
improved treatment adherence and outcome over pharmacological treatment
alone. In a review of WHO demonstration projects regarding the treatment of
mental illness in primary care, Cohen (2001) concluded that the most successful
programs were those that provided regular supervision of health workers and
continuing education, both of which require a source of ongoing funding and a
stable workforce.At present, the feasibility of such a program has yet to be empir-
ically evaluated in China.

Outside of China, mental health specialties such as psychiatric nursing, psy-
chiatric social work, and clinical psychology enhance psychiatric knowledge
through research and the provision of services as psychoeducation, skills training,
psychotherapy, case management, discharge planning, family support, training
and consultation.As the needs of mentally ill people and their families in China
are similar to those elsewhere, the development of training and degree programs
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in these specialties (or some alternate form) would increase and diversify the
mental health services available to the public.

Conclusion
China’s rush towards a market economy has radically transformed social life over
the last two decades. Along with the expansion of economic opportunity, the
burden of mental and behavior-related problems appears to be growing due to
increasing longevity and a weakening in traditional communal structures, among
other factors. The social welfare net which China had constructed during the
socialist era is being rapidly dismantled, transforming the health sector into a fee-
for-service system.The immense size of the country and the significant region-
al economic disparities have contributed to marked geographic variations in the
standard and quality of mental health services. Although there is only minimal
psychiatric care available in the poorest regions, China has also developed some
of the most innovative and effective treatment models in the world.

The problem of equity is a troubling matter across the health care system,
but is particularly pronounced within the mental health sector. Since 1949, polit-
ical priorities and public security concerns have exercised decisive influence over
the medical definition, social perception, and treatment of mental illnesses in
China. Only in the last several decades has psychiatry in China re-emerged as an
important scientific enterprise. Nevertheless the longstanding stigma of mental
illness and the low status of psychiatry within the medical profession have made
it especially difficult to recruit and retain well-trained staff in rural areas.
Lucrative prospects in the growing pharmaceutical industry as well as a higher
earning potential in city hospitals are contributing to staffing problems in rural
hospitals and urban-rural disparities in the quality of care that is available.

Criticisms of China’s mental health care system however must be tempered
by the fact that China is still a poor, developing country overall. Compared to
other developing countries, the standard of psychiatric treatment in China is ade-
quate and showing signs of improvement (Lee and Kleinman 2002). In urban
areas in particular, diagnostic practices and treatment guidelines are gradually
meeting international standards of care. Research publications in both Chinese
and international journals are increasingly of a higher standard than in the past.
The content and orientation to research reflects Chinese psychiatrists’ engage-
ment in a global scientific community as well as a commitment to developing
culturally meaningful clinical models (see Zhang et al. 2002). Public education
campaigns and exposure to Western cultural values and practices are improving
the public’s perception of psychiatry in some areas (“Psychiatrist’s Couch No
Longer Shunned,” Beijing Review, Nov. 30, 1998; “Psychological Consulting on
the Increase,” Beijing Review, May 8, 1995).
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The central government’s prioritization of mental health as a key public
health issue marks a promising turn of events in the story of psychiatry in China.
In the upcoming years, it is hoped that the government’s verbal commitment to
reform the mental health system will translate into concrete changes that will
improve the lives of the millions suffering from mental health problems.
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Conversation with P. C. Leung

Interview by Nancy E. Chapman

Dr. Leung Ping-chung is a distinguished surgeon, educator, and public figure in Hong
Kong. Educated in Hong Kong and the United Kingdom, he has held a wide range of
professional positions, serving most recently as Professor of Orthopaedics and Traumatology
at the School of Medicine of the Chinese University of Hong Kong and chairman of the
management committee of the university’s Institution of Chinese Medicine. He is a founder
and active participant in Operation Concern, a medical charity based in Hong Kong which
provides medical care and training in China, and stepped down this year after ten years as
Head of New Asia College. Dr. Leung contributed two papers to the July 2001 confer-
ence at Yale. Nancy E. Chapman spoke with him last December about his work and his
views about health issues affecting China.

NEC: Dr. Leung, how did you come to choose medicine as your profession?

PCL: Nowadays it is not common to find university students who have already
decided what they want to do, but in our day, I think more young people really
felt a sort of vocational calling. I had looked forward to a medical career since
my early adolescence.

Perhaps the fact that my father was an herbal physician influenced me. He
was an herbalist in a strict sense, but he didn’t rely on this art of healing to gain
his bread and butter. I am one of the offspring of a huge Chinese family: a big
family of something like seven brothers and sisters, each of whom in turn had a
huge family. My father had five children and some of his elder brothers and sis-
ters had more than ten.You can imagine the number of people! My father was
the herbalist for all of these people. I would think the number was somewhere
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between two and three hundred. In those days, there was only one hospital in
Hong Kong, so you can imagine how busy he was with them, whether they had
minor or serious problems. He was a real healer. I used to see him taking pulses
and writing his prescriptions, and it was a lot of fun. But then he put it to me
very openly and said,“Don’t become an herbalist.You’d better be someone who
is more capable and relies more on scientific measures.”

I think the real influence came from reading books, though. I read a lot of
novels.That’s how I spent all my time until matriculation, when you really have
to fight for admission. Otherwise, I think only the last month before examina-
tions would I study seriously. Otherwise I spent all of my time reading novels.

NEC: What kind of novels did you enjoy?

PCL: Translations and novels from the May Fourth period, writers like Lu Xun
and Ba Jin. And then the classics, of course—Shuihuzhuan (The Water Margin),
Xiyouji (Journey to the West). I just loved French and Russian translations, too. I
still remember one book about Christian healers doing a lot of work for lepers—
how much hardship they endured and how much they achieved. The book
emphasized the spiritual dimension, rather than talking too much about the 
healing itself.Then of course Albert Schweitzer also had some influence on me,
on my life and thought, although that was a little later, before I entered the 
university.

My love of nature, insects, and animals was also a very genuine influence. I
did my biology extremely well: I did badly with long questions on examinations,
but I did superbly with my dissections. I think my examination dissections could
be kept in a museum! 

So that’s how it came about: first I had some romantic thoughts about heal-
ers before high school, then I read more in high school, and then biology class
more or less confirmed the commitment. I was going to work for the life sci-
ences and then the healing science.

NEC: When was it that you became interested in traditional Chinese medicine?

PCL: In fact, the interest was there from a very early time, even before I had real
contact with modern medicine. My father was a real practitioner of integrated
medicine. But even he would say:“This is too backward, there are not even X-
rays available.” I became convinced of the need for modern scientific input for
the healing arts because of my father’s and my brother’s illness.That was in the
1950s, when Hong Kong had a very bad epidemic of tuberculosis. I was of
course in early primary school and I still remember how maybe a third of the
school was put into a big truck, which had no seats. All the kids, standing in a
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huge truck and holding on to something, were transported to Queen Mary
Hospital, which was the only hospital in Hong Kong where you could have an
X-ray done.

About ten years ago, I began to fully realize the value of Chinese medicine.
I realized that you had to compensate for some of modern medicine’s short-
comings. The logic is very simple: when the cause of disease is simple and
straightforward, the basic science of modern medicine is so strong that it usual-
ly succeeds in getting rid of that simple problem. It might be a difficult cause, a
very nasty cause, but once it is defined, modern medicine can get rid of it. But,
when the cause of a disease is complex, modern medicine sometimes fails to get
rid of it effectively. This is the general formula that I use. Psychiatric illnesses,
chronic problems, and back pain are so common and yet can be so complex, not
to mention the psychosocial aspects of disease. I think that in all those areas
where we have difficulty, we should look for an alternative. I think we shouldn’t
be biased and only apply Chinese medicine.

NEC: How is traditional Chinese medicine generally regarded here in Hong
Kong today?

PCL: Well, practitioners and patients use Chinese medicine for various reasons:
anthropological reasons (there’s a certain amount of mythical attachment), social
reasons, and custom, as was the case in my family, where one person in the fam-
ily, my father, influenced hundreds of others. On the whole, it is cheaper, too,
though the cost of herbs is increasing.

As for the health authorities, there’s been a real change.The way I see it, the
major change is because of political correctness. Since 1997, the Hong Kong
authorities have had to try to bring things into line with China.The authorities
thought that Chinese medicine—herbal medicine—was held in such high
esteem in China, so they decided to try to make things equivalent in Hong
Kong. Of course, they were wrong. Up to today, very few seem to realize that,
in fact, herbal medicine in China is on the decline.

Once the authorities started registering traditional practitioners, it initiated
a real, genuine change.The whole thing is very much reflected in the change of
core practice, which I’m also responsible for, because I am the chairman of the
Ethics Committee. Previously, doctors took the old form of the Hippocratic
Oath, which said that practitioners shouldn’t get involved with “healers” who
don’t belong to the same medical stream, and they would be criticized if they
received referrals from or referred a patient to a practitioner of traditional med-
icine. This has now been removed. Instead, physicians can now be involved in
alternative medical practice as long as they know that what is being practiced is
safe, there is consent from all parties, they know how to apply the practice, and
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any program, any practice, is open to peer review at any time.This shouldn’t be
routine practice, but should be conducted as a trial. So, since then—this core
practice was changed in 1999, only two years ago—now we have legitimate
physicians applying this practice.

I started my own studies of traditional medicine with one project, and it
invited a lot of criticism and reaction from the hospital, to the point that they
wanted to kick me out! I was considered a black sheep, but I stood firm, and I
think I was helped by my seniority and my general status in the medical field:
I’m one of the two eldest and most experienced professors.They couldn’t ignore
that, and what is more important, I happen to be a member of the ethics com-
mittee of the hospital.Within that same committee, there is one clergyman and
one barrister who stood up in my defense. So they allowed me to continue with
the trial, and from one project, now I have 32.There will soon be seven hospi-
tals with a specialist in Chinese medicine.When I’m feeling euphoric, I could say
I’ve led this trend. If I want to be modest, I’m just happy enough to live in this
changing era.

NEC:To what extent is traditional Chinese medicine an evolving science and to
what extent is it a traditional practice that is fixed and codified?

PCL: Traditional medicine emphasizes individual cases and individualized treat-
ment.This approach hinders the objectivity and generalization that is an insepa-
rable part of scientific research.Traditional healers naturally object to the scien-
tific approach and have no interest in the Western way of trials and research.
Scientists and modern healers must persuade traditional healers to try to gener-
alize their method of treatment before any proper research in the modern scien-
tific sense can be started. It therefore should come as no surprise that reports
about scientific research on traditional medicine were rare before the 1970s.

The Hong Kong Institute for the Promotion of Chinese Culture launched
a scientific contest in 1991–92.The subscribers came from China,Taiwan, Hong
Kong, and the U.S.A. Over 10,000 articles were collected, screened and studied
separately in China and Hong Kong, using standard objective methods of assess-
ment for scientific papers. There are a lot of active scientists and clinicians
involved in Chinese medicinal studies, but basic science research is limited, and
the manuscripts of the best quality belonged to the category of traditional clas-
sical writings. Using Western methods of assessment, though, the quality of the
manuscripts and the research methodology were low.

With the modernization of the economy, China is showing immense
changes in all areas, including medicine.As a convergence of the two streams of
medical practice proceeds, diligent workers in Chinese medicine will have to
demonstrate their ability and expertise by engaging more actively in research.
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The appearance of more journals on Chinese medicine and, notably, those spe-
cially created to serve the “integrated approach” will significantly contribute to
this.

The direction I really try to push hard would lead traditional medicine to
become a profitable science, profitable in both an academic and economic sense.
The approach we are applying now is so different from that of the 50 years of
efforts by scientists in China, Japan, and Germany. In that half-century, scientists
tried to extract ingredients from herbs and then, from the extracts, get the phar-
maceutical component or formula that would be convertible to a drug, which
would in turn provide very efficient and very effective treatment.That was the
old direction and very little has come of it—one can count only a handful of
successful examples, such as qinhao for malaria.And it’s so very expensive and so
time-consuming.

We shouldn’t be overly optimistic, but we may be able to enjoy some of the
“French successes.”A flower from Madagascar, a former French colony, is a very
good example of luck in herbal research. From that single flower, periwinkle,
they made 17 pharmaceutical drugs, two of which are cancer drugs.They were
so successful that this flower has been made into a national hero! 

NEC: What do you see as some of the most pressing health problems in China?

PCL:The system.With the elimination of subsidies from the central and provin-
cial governments, the system is in a state of total collapse. It’s going to have ter-
rible consequences! As for problems in the delivery system, our colleagues in
China tell us a serious problem is litigation, because the patients often have gen-
uine grievances, where practitioners are really doing bad things out of either
ignorance or ruthlessness.

NEC: And greed?

PCL: Greed, yes, and it also goes in the other direction: clients and patients make
use of small mistakes, minor mistakes, which are then blown up either through
misunderstandings or ignorance or sometimes intentionally to get compensation.

NEC: Given the serious situation you describe, what do you see as the areas
where international collaborations can play a useful role? I suspect that interna-
tional health professionals probably cannot make much of a contribution to a
system that has collapsed, but are there specific clinical areas where you think that
international collaboration could be helpful?

conversation with p. c. leung 103



PCL: I see two things. One is education. Medical education in China is provid-
ed at both the undergraduate and postgraduate level.We have an annual educa-
tional meeting with big medical universities in China and Taiwan.Whenever I
am involved, I always try to convince them of the need for professional training.
And they always ignore it; professional training in China today is done only by
the universities in the form of graduate programs.This is totally out of context:
professional training everywhere in the world is done by professional bodies,
associations, jointly with universities. We can’t rely on degrees alone. Chinese
universities do not want to break this tradition because to them, a degree means
a lot, and they hold the keys to training.Their master’s and doctorate degrees are
awarded largely on the basis of classroom work and research in a narrow area, say
the healing of stem cells in the marrow. Once you get the degree, you become
a specialist. In my view professional training should be an all-around thing: spe-
cialists should still be expected to master a whole range of knowledge and skills.
This never happens in Ph.D. programs.They are totally different categories.

The second thing that needs to be done is to show once more the merit and
the spiritual esteem one gets from work in the medical service that is above and
beyond material rewards. It can be reflected in voluntary work, it can be reflected
in day-to-day work.A lot of people just don’t know about it any more.

NEC: As concerns medical ethics, an area of special interest to you, I wonder if
you could give me your assessment of the state of the medical profession in
China today.

PCL: Though moving toward a market-driven economy, China still lingers in
socialist ideology. By definition, socialist ideology and morality, in the context of
the nation, is egalitarian, whereas at the level of the individual, it is what Mao
described as “socialist humanism”: this refers to a selfless moral temperament
which always puts the nation and community ahead of the self.There were many
heroes who were highly praised for their admirable socialistic ethical behavior.
Within the medical circles in China, it is still common to find new and old
(mostly old) banners and plaques carrying the same slogans: “Emulate Norman
Bethune” and “Emulate Lei Feng.”Behind these open expressions, there lie many
diversions of behavior among the medical personnel.This is not at all dissimilar
from the situation in the West: in general, selfless practice is giving way to a prag-
matic compromise.

Rising costs and increasing demands from patients have directly led to a sub-
stantial reduction in the supply of modern services in all national health cover-
age in developed countries. The problem China is facing in the ethical area is
much more complex and the results are expected to be more grave. While

104 nancy e. chapman



affluent countries worry about “proper” management, China can hardly yet give
all her people fundamental treatment. Hospitals struggle to survive and attempt
to keep their staff happy by paying them more bonuses. Individual workers
“moonlight” as much as possible to gain a more decent income. Socialistic
humanism has to share its influence with market attraction, and the climate is not
at all favorable for selflessness.The logic that “when a small number of people get
rich first, the rest will gradually follow” may work, but only slowly.

Things were taken for granted in the past: every hospital had its own docu-
ments kept in the drawer which usually originated from the day of liberation in
1949. Newcomers were required to answer questions and cite from classical
books and so on, but these were all concerned with basic responsibility, and a
strong taste of the Communist Party. So, instead of expressing the law of benev-
olence, which is very simple, instead of expressing the need to have confiden-
tiality, which is also very simple, you would say on behalf of the Party: I will do
this and that, and it became a Party rule rather than a basic human ethical com-
mitment. With the downfall of the communist teachings, those are also gone,
because they are links for bad reasoning.

When we look at the Hippocratic Oath, we see that it never dealt with spe-
cialized areas. New issues have become very important: things like organ dona-
tion, things like patient records and contagious diseases. These are never
observed.That’s why, in spite of embarrassing reports of prisoners’ organ removal,
these things are still practiced very, very widely.

Things have been this way for 50 years, and people took things for granted.
With the loss of ideology, the service ethic has become even weaker. Some local
groups are very energetic in trying to modernize, but it’s not a general phe-
nomenon. So, before people were able to become more serious about and com-
mitted to medical ethics, there came the consumer madness. Now, everybody is
doing moonlighting and nearly every surgeon is bargaining with the providers:
“If you give me a 30% kickback, I’ll use your drugs and use your instruments.”
It’s very widely practiced.

NEC: Merely the fact that the hospitals rely on drug sales for such a significant
part of their income is problematic.

PCL: Seventy percent of hospital income comes from drugs—and not from the
local drugs, but from the imported drugs. One caplet of Panadol (acetamino-
phen) which costs 20 or 50 cents in Hong Kong, can be sold for 200 RMB in
China. Anything new, with a new name—it could be aspirin with a new 
imported name on it—can be sold at exorbitant prices. It’s like the craziness of
a gold rush.
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NEC: Looking to the future, Dr. Leung, what are your plans?

PCL: I’m starting a project with Qian Mu’s son who has a group in China now
to study traditional Chinese culture.They are going into the countryside to teach
teachers to convey the message of Confucius and Mencius, including principles
such as responsibility to parents and responsibility to one’s countrymen. It’s a
very simple form of ethics. I’m supporting that, I’m going to mobilize the gov-
ernors of New Asia College and the teachers and, most importantly, the alumni
to join that project.Without New Asia College, I wouldn’t have been able to do
that sort of thing, and I wouldn’t have engaged in Chinese medicine at all. So I
think I’ve gained a lot more than I have contributed.
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