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Preface

In human society, interest groups and their conflict & cooperation are mani-
fested everywhere. After more than 30 years of market economy reforms, China’
s fast yet imbalanced social development has brought profound, severe, and en-
during structural changes of interests, as well as a large number of interest
groups representing diversified stakeholders and expressing different interest de-
mands. Social development process is rife with numerous social individuals, in-
terest groups and their constant games. Interest groups continue to divide and
combine, new game equilibrium is gradually established by constantly breaking
the old ones, and the whole game process presents a dynamic evolution from e-
quilibrium to disequilibrium to re-equilibrium.

In alignment with the reform and transition of the economic system, China’s
health care reform gradually developed in depth and breadth, tackling institution-
al, structural and other deep-seated problems. Health care reform is essentially a
redistribution of social and public wealth, involving social equity and justice in
ethical issues, and the balance between for-profit gaming and rationality of vari-
ous sectors & interest groups in economic and managerial issues. In the wake of
health system reforms and the evolution of the financial system and market orien-
ted reforms, various forms of internal interest groups have derived from China’s
medical and health sector. Game behavior of interest groups is omnipresent, for
example, the gaming of central government vs. local governments, medical insti-
tutions vs. doctors and patients, the government vs. medical institutions, as
well as the gaming within the pharmaceutical industry. Health reform is not only
a political process, but also a process featuring the interaction of various interest
groups for maximization of benefits. From 2010 to 2012, I have undertaken the
sub-project of the “Research on Issues Concerning the Administration and Regu-
lation of China’s Public Hospitals”: a philosophy and social science research key
project of the Ministry of Education, and the “Research on the Financial Manage-
ment of China’s Public Hospitals Based on the Theory of ‘Property Rights
Flow’” Project financed by National Natural Science Foundation, both of which
highlight the institutional change of the health sector and its underlying causes,

and the power game in the process of public hospital reforms. In this three-year
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period, along with the in-depth study of public hospital reforms, I became all the
more acutely aware of the profound and complex interest relationship in the medi-
cal and health system, which is an important force affecting the direction of the
institutional changes of the health care system. On the basis of the research plat-
form and conclusions of these two projects, as well as my PhD research findings,
I continue to probe into the roots of institutional changes of the health system
from the perspective of institutional economics, the research results are hereby
compiled in this book.

Employing theories of institutional change in institutional economics etc,
this thesis delves into the root cause of institutional changes in the medical sec-
tor. While focusing on its central theme: Health Institutional Change &. the
Game Behavior of Interest Groups, this thesis, which consists 7 parts, has made
a multi-dimensional analysis on the interactive mechanisms of the health care in-
stitutional reform, where its theoretical and practical value lies.

Chapter 1 introduces the background of subject-selection, the significance,
rationale, approaches, innovations and limitations of this research.

Chapter 2 defines the elementary concepts and issues such as Interest
Groups, the role of government in the gaming and health care system. Govern-
ment interest and institutional change are analyzed in two frameworks: (DIn the
national framework, institutional change is a choice between the utility of gov-
ernment monopoly rent and the efficiency of the micro-economic subjects; @In
the sectoral framework, the conflicts of different sectors in grabbling government
resources are analyzed to show the resource advantages and behavior strategy of
each sector in the ongoing medical reform.

Chapter 3 makes a retrospective study on the institutional changes of China’
s health care system, within the paradigm of economic history and comparative
study. A Path Analysis is thus made on the co-evolution of “Interest Group &
Institution” in health care system, along the “path” of their intrinsic logical rela-
tionship: their interaction and gaming behavior are analyzed in chorological or-
der, while each Interest Group’s “emerging—growing—maturing” progression is
depicted.

Chapter 4 constitute the focal points of this thesis, changes of two important
rules guiding the health care reform of our country are analyzed empirically:
first, Decentralization. Namely, local governments and micro-economic entities

are empowered with transferred rights, public hospitals are empowered with va-



Preface

rious property rights characteristic of profit-making entities; Second, public fi-
nancing rules have changed from unidimensional to multi-dimensional. Two em-
pirical models provide evidence: (D) General Equilibrium model, which accounts
for changes of the possibility curve as a result of changing external conditions.
When state rent diminish or exhaust, government—the national agent, will en-
force institutional changes that prefer supply, the utility function will be reori-
ented from rent-Preference to efficiency-Preference. (2) Boxed-Pigs game-model,
which is a partial equilibrium model depicting the health financing behavior of
central and local finance authorities. Model 2 interprets the inevitable results in
the wake of institutional changes in China’s health care system: the shortage of
health financing and the imbalance of its distribution. Through the analysis of
strategic objective function and revenue function of these 2 parties, it has been
proven that it is necessary for the local governments to provide the lion’s share of
health financing, and that the status quo of the central-local investment structure
is thus formed by the gaming behavior of these interest groups.

Chapter 5 focus on the analysis of the sectoral framework of Interest Groups
in the setting of new health care reform. The conflicts of different sectors in
grabbling government resources are analyzed to show the resource advantages and
behavior strategy of each sector. Through expert consultancy, the list of the In-
terest Groups and their rank of importance are decided for concrete classification.
Systematic analysis is made on the disposable resources of different sectors, mi-
cro-economic Interest Groups and their approaches and strategies in participating
institutional changes. Adopting Mitchell Score-Based Approach, descriptive sta-
tistics and variation test are made on the three-dimensional data concerning the
legitimacy, authority and urgency of the sifted Interest Groups. A Force Field A-
nalysis is thus made for interest group in health care reform, in view of their in-
terest demands.

Chapter 6 makes game analysis on two essential issues in the ongoing health
care reform: “subsidizing medical sector with drug sales”, and Corporate Gov-
ernance for public hospitals. First, through classical rent-seeking models in rent-
seeking economics, theoretical interpretations are made on the source of rent in
the rent-seeking gaming in the process of subsidizing medical sector with drug
sales. Differentiated drug prices in public health institutions and retailing phar-
macies are compared to demonstrate the loss of social benefit which underlies the

rent-seeking gaming. Second, game analysis is made with respect to Corporate
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Governance for public hospitals, which is proven to be an effective reform strate-
gy therewith from theoretical and practical point of view. Analysis in the power
of public hospitals force field there is a lot of game behavior, the boundary of
power is the key to the game, and how to define the boundaries of power is the
key points of the reform of public hospitals.

Chapter 7 undertakes normative analysis on the basis of the theoretical and
empirical study above, and put forward policy recommendations to the systematic
reform of health care in China.

The introduction of Institutional Analysis and Game Analysis into the “ker-
nel theory of economics” is a pioneering task. Similarly, the use of such theory
and method in the analysis of China’s medical and health system reform is also an
innovative and forward-looking project. Interest Group Theory, Institutional E-
conomics, and Game Theory have provided powerful and conducive analysis tool
for the study of institutional changes, esp. in the health sector. In this regard,
this study resorts to political science, institutional economics and game theory as
theoretical basis; takes health care system reform in the process of transition to
market economy as the research background, and experience of other countries as
a reference; observes and studies the stakeholder group conducts in the evolution
of our health system, and probes into the game history of various stakeholders in
China’s healthcare reform through empirical research and analysis. Meanwhile,
this study established a game model of interest groups in the process of institu-
tional changes to examine their interactive game process, explore the general the-
ories and models in institutional changes and healthcare reform, and discuss the
Intrinsic Logic in stakeholder groups and institutional changes in the health sec-
tor. Given that the study invol\;es a broad coverage of theories, methods and ex-
pertise, there must be a lot of drawbacks and mistakes in this book owing to the
limited research level, despite the author’s plenty of time and effort in this stud-

y, thereby the readers’ criticism and corrections shall be greatly appreciated.
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