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Abstract

The public welfare purpose of public hospitals, the particular
relationship between public hospitals and patients, the importance of
drug on civilian health and life, and the fairness of drug price, all the
above , while mixed and interacted together, have determined the com-
plexity of the drug price mechanism of public hospitals. In China, the
construction of the drug price mechanism of public hospitals
accompanied with economic reforms, not only faces the similar
problems of public hospitals and drug price in developed market
economy , but also is restricted by the incompletion of law, government
management and economy in social transition period. Because of the
hardness of coordination between government and market, medical and
health system reform has been long stagnant . The drug price
mechanism of public hospitals has proved ineffective in China. Market
system doesn’t work so well. On the other hand, the effects of
intervention are unexpected. The operation of mechanisms depend on
the relevant institutions. Consquently , reconstruction of the legal system
of state intervention will be of great value in solving the problem.

Combining with the particularity of the drug price of public
hospitals , this article systematizes the drug price institutions of public
hospitals from the perspective of general state intervention theory. No
doubt that state intervention could be implemented only when market

fails, and its ultimate objective should be protecting market working
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efficiently. The very factors that produce the market failure also point
out the intervention solution. Obviously, the reasons for market failure
should be confirmed before allowing the state to intervene the drug
price of public hospitals. Market freedom is an essential requisite for
price fairness. In designing legal system for the state to intervene, it
will focus on two reasonable relationships, one is between the market
players each other’s, and the other is the relationship between
government and market.

Chapter 1, the intervention theory of drug price. The difference of
price intervention theory between public hospitals’ drug and other
commodities is the role that market plays in price mechanism.
Accordingly , this chapter expounds the state intervention theory by
three following aspects. The first is the connotation of public hospitals
is to seek for public welfare, but not private benefit. The second is the
relationship between public welfare and market. From the perspective
of this concept, there is no contradiction between market mechanism
and the public welfare. Conversely, market has contributed in the best
way to produce more public welfare for public hospitals. The third is
particularity of public hospitals’ drug and the relationship between it
and price intervention. Whatever the particularity of drug supported is
not a sufficient condition for price intervention, it should be connected
with consumption decision model and the fairness of drug price.

Chapter 2, the analysis of the existing intervention system of drug
price in China. The drug pricing mechanism of public hospitals is an
important part of the medical and health system reform, and the
evolution of it also follows the medical and health system reform. This
chapter elaborates the state intervention evolution, analyzing the
deficiencies of existing institutions. The main reasons for intervention
failure have been found, as government intervention departing from
market rule, regulator confusing with market player, fuzzy relationship
between public hospitals and patients as well as limitation of zero

addition institution. Based on the conclusions above, the author holds
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the opinion that the real problem is not only market failure but also the
ineffectiveness of government intervention to correct the market failure.
Consequently , way to solve the problem is reconstructing the system for
the state to intervene the drug price of public hospitals, which corrects
government intervention and preserves market freedom, promoting
market effective operating.

Chapter 3, the innovating of the idea of drug price intervention in
China. This chapter analyzes the state intervention practices in
developed market economy countries or regions by the intervention
method , and then elaborates the trend of intervention which has been
found. The state, focusing on the public hospitals and doctors, have
strong influence on consumption, based on indirect intervention,
intervening prescribing , preserving the operating of market effectively.
On the basis of this, the article puts forward proposals about innovative
idea for state intervention of drug price in public hospitals. In China,
reasonable state intervention is necessary for drug price of public
hospitals, which takes market freedom and price fairness as goal,
regarding intervening differently as principle to determine reasonable
scope of intervention, changing only government to more state organs
intervention, and transfers market player’s managing to doctor’s
prescribing.

Chapter 4, the innovation of the legal system for the state to
intervene drug price of public hospitals in China. Reforms of drug price
mechanism include changing our idea to a new intervention method,
and the rearrangement of legal resources and the adjustment of interest.
This chapter demonstrates mainly three aspects arrangement of legal
resources such as right, obligation and responsibility, procedure, as
well as the system being consistent with our innovative idea.
Suggestions were given on how to improve the state intervention legal
system. The first is the idea of abolishment paternalism government
regulation, and implement supervision according to law. The second is

to construct the state intervention system including different social
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institutions led by the law. The third is the legal design listed:
determination by the supervision relationship between government and
market, the agency relationship between public hospitals and patients ;
abolishment of drug purchase bidding, constructing supervision system
by bidding the highest price; establishment of the remedy for the rights
of patients, rebuilding the relevant institutions to drug price of public

hospitals including value-added tax.

Keywords: Public Hospitals; Drug Price; Legal System of

Intervention; Fair Price; Substantial Fairness
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