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Introduction

I . Background

Since the end of the 20" century, economic globalization has exerted an increas-
ing impact on human health. Firstly, along with expanding international trade and
prosperous tourism, exchanges of people and goods among nations increase with un-
precedented intensity and communicable diseases spread worldwide at a surprising
speed, such as the SARS in 2003 and the currently rampant HIV/AIDS. Secondly,
with increasing international cultural exchanges and ever convenient information com-
munication, the life style prevalent in developed countries starts to play a demonstra-
tive role in developing countries and some non-communicable chronic diseases related
to life style and individual behavior have become common and frequently-occurring
diseases around the globe, such as cardiovascular and cerebrovascular diseases.
And, thirdly, in relation to biotechnology, gene technology and high-tech revolution,
the health sector has witnessed innovations emerging one after another. Usually these
innovations disseminate from déveloped countries to developing countries via two
channels. On the one hand, immunity technology and health care knowledge are ex-
tended rapidly through international cooperation, which means higher efficiency in
the supply of international public health products and services. On the other hand,
newly invented drugs, medical appliances and treatment techniques transfer smoothly
among nations through trade. © This means residents in developing countries are able
to share the most advanced scientific and technological achievements for health main-

tenance as residents in developed countries so long as they can afford.

@ Deaton, A. 2004, “Health in an Age of Globalization” , a draft prepared for the Brookings Trade Fo-
rum, Brookings Institution, Washington, D. C. , May 13 —14. Download on Aug 21, 2007 from: www. prince-
ton. edu/- rpds/downloads/ deaton_healthglobalage. pdf.
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However, health risks and health welfares resulted from economic globalization
are distributed unevenly in different countries and social groups. Poor people in de-
veloping countries not only lack safe drinking water, sufficient nutrition, sanitary
living conditions and healthy occupational environment, but also encounter impedi-
ments in education and information acquisition. Therefore, the capability of the poor
for preventing diseases and purchasing high-tech medical services is lower than a
national average. They face greater health risks due to economic globalization but, at
the same time, are less able to benefit from the innovations in the health sector as
other social groups. Especially due to insufficient investment in public medical
system and weak or even absent public medical insurance, the poor face numerous
difficulties in the access to basic medical services. As medical expenses become
increasingly high, the poor often have to delay treatment of minor illness, which
eventually develops into major one. Serious diseases not only make the poor poorer,
but also may plunge middle-income families into poverty. A case in point is that in
recent years, the low-income group and poverty population in China have become
more vulnerable in terms of health risk while the middle-income group often
complains; “it is expensive to see a doctor”.

Similar to other developing countries, China is a country of dual economy.
Urban-rural divide under the planned economy made the country also a dualistic soci-
ety. Even now, rural development still lags far behind cities, rural residents usually
have lower incomes than urban residents, and most of the people in absolute poverty
are found in rural areas. Particularly, people registered as urban permanent residence
are entitled to more social welfare than people registered as rural permanent resi-
dence. Consequently, low-income and poor people in rural areas are more vulnerable
in terms of health than their counterparts in urban areas. Prior to the economic re-
form, the formation of rural three-level preventative medical network and the imple-
mentation of mass health movement played an obvious role in health promotion. Addi-
tionally, as free migration of people was limited then, a number of infectious diseases
had been eliminated and some had been controlled at low incidence. Besides, the
health financing mechanism reliant on the collective production organization of the
People’s Commune enabled the operation of the Cooperative Medical System ( CMS)
and rural grassroots health institutions to be sustained. Township health centers and
village health workers (known as barefoot doctors) effectively dealt with common dis-

eases and frequently occurring diseases in those days while implementing disease-
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prevention plans by using low-cost medical techniques. In the era of planned
economy, the rural poverty caused by catastrophic illness was mingled with the
poverty typically related to hunger in rural areas. In addition to the undeveloped
information dissemination, the other major problem in rural health was the shortage of
drugs and medical services rather than the difficulty of funding.

In the market-oriented economic reform, the pharmaceutical industry and health
sector have experienced rapid growth, which has basically changed the shortage of
drugs and medical services. However, as public hospitals no longer receive full in-
vestment from the government, hospitals have gradually become profit-driven enter-
prises. Moreover, even with the drug market open, the government’s price control
authority still continues the tradition of under-pricing medical services characteristic
under the planned economy. This motivates the hospitals from using low-cost technol-
ogies and proper medical services to excessive medical services and high-priced drugs
for the purpose of profit. Meanwhile, as health administrative authority has made no
substantive changes in the mode of running hospitals in most areas, large public hos-
pitals above the county level are still under the protection of health administrative
power. On the one hand, the monopolistic position of the large public hospitals in the
medical market limits the choice of consumers. On the other hand, they take advan-
tage of such monopolistic power to induce pharmaceutical manufacturers to engage in
high-price competition, which consequently elbows low-priced but highly effective
drugs out of the market, further reducing the choice of consumers.

Along with the speedy growth of Chinese economy, hunger and poverty have re-
duced substantially. While Chinese economy is converging with the globalization
wave , rural labor migration and the travel of people have become increasingly active.
As a result, major changes have taken place in residents’ disease spectrum and health
care demand. In addition to bigger threat of communicable diseases, the incidence of
chronic non-communicable diseases also tends to rise. However, the function of rural
disease prevention network became weakened rapidly in the early days of economic
reform. On the one hand, public disease-prevention institutions with their redundant
personnel encountered insufficient government investment and therefore turned to
profit-making activities like medical institutions. On the other hand, village health
institutions lost public funding and collective organizational resources following the
disintegration of the People’s Communes, thus the groundwork for the operation of the

disease-prevention network almost paralyzed. As the result of the weakened supply of
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public health services, rural residents are not only incapable of dealing with newly
emerged diseases but also face higher health risks when some practically extinet infec-
tious diseases make a comeback. @ Worse still, by the end of the 20" century, noth-
ing had remained of the cooperative medical funding mechanism in most areas that
was once reliant on the organizational system of the communes. With weakened social -
protection and increased health risks, illness-caused poverty has become ever con-
spicuous among rural people.

The SARS event in 2003 exposed the serious problems of the health system and
the lack of health protection for rural people in the form of a health disaster seriously
affecting China, which aroused wide attention in the international community. The
event, from beginning to the end, clearly indicated that China’s health problem af-
fects the rest of the world, and vice versa. In fact, before the SARS disaster, the
Ministry of Health had organized several experiments on health financing system
through international development aid and domestic poverty-alleviation projects while
investing in rural health service institutions and strengthening disease-prevention ac-
tivities in central and western China. In relatively more developed rural areas, while
some local governments and village committees were sticking to implementation of the
CMS, experiments with social medical insurance and medical financial assistance
(MFA) were carried out only in a few counties.

We understand that these experiments are based on the following ideas: firstly,
good health indicates high quality of life and it is then an objective of development.
Secondly, health is also a condition for development. Investing in basic education
and health care can not only enhance human capital and reduce poverty, but also
promote economic growth because of the common development of human resources.
And thirdly, the general education level and health status of laborers in a certain
country or region are not only an important factor to attract capital investment, but al-
so determine the competitiveness of the country or region. Only with good health and
education can the labor of a developing country successfully play a part in economic
globalization and benefit from it.

Though basic health insurance systems like social medical insurance and MFA

cannot directly affect health (a participant cannot become healthy because of insu-

@ F. Chen, 2007, “ Experiencing Rural Cooperative Medical Care System” (a Memoir of Zhang
Zikuan) , Health News, September 7, p. 5.
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rance or financial assistance } , such systems can promote health maintenance through

improvigg the ability of insurance participants and financial assistance recipients to
make use of medical services. In other words , such systems can motivate participants
to rehabilitate their bodies after illness and re-establish their income-earning ability.
Similarly , such systems cannot directly reduce poverty (the poor cannot rid of poverty
just by acquiring basic medical insurance ), but they can reduce the shock that the
large medical expenses bring abont on family finance and prevent increase in poverty.
In other words, by mean of risk pooling mechanism the medical insurance and MFA
schemes with adequate funding and good management can not only prevent the non-
poor from plunging into poverty due to large medical expenses, but also prevent the
poor from slipping further into poorer situation because of medical treatment.

As a positive result from the SARS incident, the government has become more
active in the investment in health care and promotes the reform of the health system.
Experiences previously accumulated from the experiments of rural health system have
been spread nationwide under the government guidance after the SARS crisis. The
new CMS that is close on a rural social medical insurance and MFA have been adopted
very rapidly. By the end of 2006, the MFA system was established in all over rural
China. Up to the end of March in 2007, the new CMS was adopted in 81 percent of
counties across the nation and the CMS covered 685 million people, accounting for 78
percent of the rural population in China. ® Undoubtedly, such a large scale of system
formation has provided favorable conditions for the research on rural basic health

protection.

II . Objective and Approach

At the end of last century, the Research Team of the Institute of Economics of

the Chinese Academy of Social Sciences started to follow experiments on rural medical

D Cao Zheng and Tan Jia, 2007, “New Cooperative Medical System Covers 90% Rural Residents”,
Health News, August 29, p. 1, Beijing.



