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Abstract

H eal thcare reforms are the most complex and daunt ing chal lenge
face d by any government. D espite its high per capi ta income U.S. lags
behind A sian and E uropean countries in l ife expectancy due to high body
mass index (obesit y), high blood pressure and high blood sugar lev els.
While advanced coun tries struggle to increase sp ending on healthcare i t is
even more di fficult for emerging economies l i ke C h ina and India w hich
have to choose bet w een spending on health and sectors l i ke infrastructure.
The U.N. Sustainable D evelopment Goals (SD Gs) chart ou t a number of
goals for health policy. However C hina and Ind ia have only made l imited
progress tow ards these goals. The main challenges l ie in the large breakou t
of non-communicable diseases in C hina and there is an urgent nee d to
move away from a hospital-centered care system to a system where primary
care providers p lay a crit ical ro le. The Indian health system suffers from
various inadequacies such as low government spending, large ou t-of-pocket
exp enses and lack of insu rance. W hi le infect ious d iseases hav e been
control led to some extent ne w diseases l i ke A IDS, hypertension, cancer and
diabetes are on the r ise as Indians l i ve more aff luent l i ves and adop t
unhealthy diets high in fat and sugar. This paper examines how governments
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may soon be facing d ifficul ties if they fai l to make the necessary reforms to
heal th care systems.

K ey words: healthcare reforms, non-com m unicable d iseases, primary care

‘ You n e e d an e d uca t e d h ea lt h y wor k force  t o h e l p  sust a in econom ic
development’

-A martya Sen, 2013

Introduction

Economic grow th if not accompanied by improvements in health and
education can be severely constrained in its scope. Thus broader development
ou tcomes nee d to be f irmly entrenched in any grow th trajectory. D espite its
high per cap ita income the U.S. is lagging behind A sian and European
coun tries in its human de velopment index due to its health indicators.

While advanced coun tries struggle to increase spending on healthcare
it is even more dif ficult for emerging economies l i ke C h ina and India w hich
hav e to choose be t w e e n sp e n d ing o n h ea l t h an d o t he r sectors l i k e
infrastructure. Ho wever no grow th model is complete w ithou t healthy and
product i ve ci ti zens. Thus i t canno t be emphas i ze d enough how much
heal thcare matters for cit i zens of a coun try.

Figure 1: V icious cycle of ill-health and poverty So
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A s espoused by the World D evelop ment Report, (World Bank, 1993)1

poor people in most countries have the worst health ou tcomes. They are
pushed further into povert y due to i l l health. They are also excluded from
support net works that enhance the social and economic benef its of good
heal th. Several au thors hav e analysed data bet ween 1965 and 1990 and
have shown that the improvement in l ife expectancy w as responsible for
abou t 8 per cent of total gro w th.

A ccord i ng to t h ese st u d i es t h e re are t hre e broa d m echan is ms
responsible for this effect:

Figure 2: Broad Mechanisms for how improvements in life expectancy affect
growth

Source: World Bank

Health and Growth- Theoretical Models

Righ t up unt i l the second half of the 1990s the ro le of human cap ital
was mainly l inked to educat ion, although a fe w au thors recognized the
importance of other factors such as health and nu trit ion. Manki w, Romer
and Wei l (1992)2 in a groundbreaking anal ys is, ci te the importance of
including health and nu tri tion together w ith education in a broader concep t
of human capital. There w as howe ver a delay of several years before the
l ink bet ween economic grow th and health became w idel y accep ted as a
fiel d of economic debate. (Barro, 2013)3

To gain a more adequate understanding of the accumulat ion process
driv ing health human capi tal and wealth it is essential to know how the
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causal relat ionship bet ween the t wo works. The main d ifficulty in any
approach to this task l ies in the possible existence of endogeneity bet ween
heal th and w ealth. While good heal th may be cons idered as a form of
human capital that has a benef icial effect on producti v i ty, income also
influences heal th in a positi ve way. The capacity to generate higher earnings
faci l itates an increase in the consump tion of health re lated goods such as
adequate al imentation or medicines. There is also an indirect ef fect on
heal th v ia the improvements inherent in changes in l ife st yle, a more
intensi ve participat ion in the work place, higher levels of education for the
indi v idual, al l of which promote higher health levels through increases in
income. The nature of this feedback creates a number of p roblems when
it comes to carry ing ou t est imations for the impact that health has on
economic grow th. O ver the last fe w years a variety of theoretical and
empirical research has given rise to a large body of l iterature that prov ides
evidence su pporting the thesis that health exerts a positi ve effect on wealth.
(Bloom, Canning and Sevi l la, 2001)4

Figure 3: Model of H igh Population Growth, Poverty and Income

Source: United N ations
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Health Sector Reforms

Reforms to health care systems are needed, as costs conti nue to rise
and the private sector can play a p ivotal role in the f inancing and provision
of health care. Expand ing health care cov erage is importan t for many
emerging economies. Reforming health care systems should be high on the
l ist of priorities of gov ernments as they cont inue to work on cu tti ng def icits
and debt.

H eal th care costs have spiraled over the past fe w decades w ith the
introduction of ne w and very expensi ve technologies to treat patients. A ging
popu lations are also contribu ting to cost increases. The central question is
how gov ernmen ts worl d w ide can prov ide healthcare benef its for thei r
cit i zens w i thou t compromisi ng on ed ucat ion, infrastructure and o ther
priorities.

H ealth care reform must balance various objecti ves, such as improving
heal th ou tcomes, control l ing spending, and achieving equity. In A sia and
else where, there is often overuse of hospital care and underuse of preventi ve
and primary care. Cost containment reforms should min imize any poten tial
adverse effects on the poor. (Bardhan, 2008)5

Healthcare Reform in China

N on-communicable diseases (N C Ds) (cardiovascular diseases, cancer,
diabetes mel l itus and chronic lung diseases) are the main cause of mortality
in C hina. More than 85% of mortali ty in C hina is attribu ted to N C Ds.
A lthough the main disease burden has evolved from communicable diseases
to non-communicable diseases, communicable diseases remain a problem
in some western provinces. (Wong, Tang and Lo, 2007)6

C hina operates a three-leve l medical serv ice system: nat ional le vel,
prov ince le vel, and county level. H ealth care in C hina remains a topic of
popu lar discontent, particularly in rural areas, despite a wav e of recent
reforms and an unprecedented splurge in government health spend ing,
The common phrase ‘kanbing nan, kanbing gui’ (seeing a doctor is hard, and
expensi ve) summarises the issues facing many C hinese ci ti zens w ith regard
to health care. (Li, 2011)7
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From Mao to the present, C hina’s health ou tcomes and health care
systems hav e ref lected rapid economic de velopment and changing polit ical
sy stems. U nder M ao, C h inese su ffere d f rom comm unicable d iseases,
ref lect i ng rural con d i t ions and ex treme l y  lo w p er cap i ta G D P. These
cond itions were treated successfu l ly by “barefoot doctors” w ho operated
through the commune-base d rural health care system (C M S). Barefoo t
doctors recei ved minimal medical training bu t their skills matched the health
issues facing Chinese, and they were able to keep mortality rates comparatively
low. Mao promoted barefoot doctors as part of his political emphasis on the
rural population, which was v ital to C hina’s economy under Mao, as it rel ied
primari ly on agricultural production.   (Hsiao, 2007)8

A s C hina’s economy gre w rapidly and transitione d to a more market-
base d system in the 1980s, common i l lnesses shifted from infectious to
chronic, similar to developed countries’ transit ions more than fifty y ears
earl ier. Barefoot doctors no longer sufficed, and were largel y replace d by
private practitioners dispensing more Westernized medicine. C oncurrentl y
w ith this transition, disparities in health ou tcomes bet w een urban and rural
areas gre w. This general ly ref lected the growing wealth inequali ty in C hina,
due in part to rapid economic l iberal i zations. C hina’s use of ou tside exp erts
(even A merican-trained), a publicly-disclosed government Commiss ion, and
solicitation of public comment ref lects a w il l ingness to incorporate some
measures of transparency and international expert ise into its health reform
process. Ho wever, growing def iciencies in the public health infrastructure
were brough t to national and international attention most notably during
the Severe A cu te Respiratory Syndrome (S A RS) epidemic of 2003.

The A pri l  2009 heal th care reform announcemen t represen te d a
sign ificant milestone in C hina’s path to establishing a strong national health
care system. Follow ing the guiding princip le of bu ilding a harmonious
society by balancing economic and social development, equity is giv en a
high priori ty. Moreover, the reform announcemen t explicitl y declares that
the government has an important role to p lay in the health care sector and
that this health care reform is government-led. This marks a ma jor departure
from the heavy rel iance on the market that has been the hal lmark of the
f inancing and organization of C hina’s health care system for the past t wo
decades.
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C hina’s heal th reform structure is commonly described as “one goal,
four beams, and eight colu mns” The principal goal is to establ ish a basic
heal th serv ice system that provides univ ersal coverage. Beams supporting
this goal include strengthening the del i v ery of medical care and the public
heal th infrastructure, prov iding accessible health insurance, and ensuring a
sound system for drug suppl y and security. M echanisms to support the
accomplishment of the p rimary goal and implementation of the four beams
inclu de: administration, operations, f inancing, pricing, governance, security
for technology and human resources, information systems and legislat ion.
(World Bank, 2012)9

Health Infrastructure

H eal th serv ices in C hina are prov ided mainly by the public system,
which covers 90 per cent of emergency and inpatient serv ices. A lthough
private hospitals have been permitted, their role is sti l l quite l imited: they
account for onl y 6.5 per cent of C hina’s hospital be ds. A t p resent, the
country has three main types of private hospitals: high-end, serv ice-oriented
ones, w hich target expatriates and weal thy C hinese pat ients; sp ecialt y
faci l ities, which ty pical ly focus on elect i ve serv ices, such as s imple dental
procedures; and large general hospitals. The f i rst t wo types en joy clear
market posi tioning bu t hav e often been constrained in scale. H ospitals in
the third category, which compete directl y w ith large p ublic institu tions,
have struggled to develop a differentiated and competiti ve value proposition.
A s a result, most C hinese patients sti l l prefer to go to public hospitals,
desp ite dissatisfaction w ith the level of serv ice there.

The major institu t ions for rural areas are to wnship health centers and
coun ty hospi tals/maternal and child care stations. The major inst itu tions for
urban areas are community health centers (stations), d istrict hosp itals/
maternal and child care stations, municipal hospitals/maternal and child
care stations, p rovincial hosp itals/maternal and chi ld care stations, and
ministry ow ned (central level) hospitals.

Health Insurance

The urban employee bas ic med ical insurance (U EBM I), the u rban
resi dents basic me dical insurance (URBM I) and the ne w rural cooperati ve
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medical system (N RC MS) are the most important components of the C hina
heal th insurance system. Commercial health insurance, and a variet y of
other forms of med ical insurance, serv e to su pplemen t the system. (Li,
2010)10, (Liu, 2002)11

The need to expand heal thcare cov erage and qual i t y is creat i ng
increasing opportunities for pri vate health insurance providers. Premium
heal thcare has become a big busi ness and has become part of the general
boom in the consump tion of luxury goods and serv ices once unavailable in
C hina. A lthough private insurance stil l accounts for only a very small amount
of total healthcare spending, this is not an insignificant f igure considering
the si ze of the C hinese market. Spending on private insurance continues to
grow steadil y in absolu te terms.

A t the other end of the market, the government has announced a
rural co-operati ve medical insurance programme. Poorer patients with severe
medical cond itions w il l be reimbursed at least 90 per cent of their med ical
expenses. The government’s push for heal th-care reform and 12th five-year
p lan, combined w i th unfavourable re imbursemen t le v e ls for p remiu m
prod ucts and cost p ressures at the largest hosp i tals, hav e p romp te d
multinationals to look more closely at deepening or expanding their presence
in C hina through partnerships and acquis itions. In this way, they hop e to
comp ete in the lower-tier segments and to cap ture producti v ity gains. (Y ip
and H siao, 2009)12

The reasons for the problems in C hina’s healthcare system are mainly
due to the ineff iciencies of the government. The government d id not make
adequate efforts to insure people’s basic healthcare needs which le d to
breakdown of the public health serv ice system; the lack of government
regulations exacerbated market fai lure; and some hospitals and doctors
induced too many unnecessary healthcare serv ices, which not only increased
the costs for the patients bu t may also have damaged their health. The
Government reduced the bu dget in l ine w ith market principles, and people
were pay ing for more and more medical costs ou t of their own pocket.

Healthcare Reforms in India

India’s fundamentals are strong and investment and savings rates are
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as h igh in East A s ian economies. What India nee ds to achieve ou tstanding
grow th rates as pointed ou t by A martya Sen is to focus on the social sectors
l i ke health and education in order to improve the qualit y of hu man capi tal,
its greatest resource.

In the healthcare sector the implications of ineffecti ve state inst itu tions
means the absence of medico personnel in remote areas, negligence by the
heal th bureaucracy and lack of infrastructure including unavai labil it y of
Primary H ealth C are centres and Sub-H eal th C en tres. A lso the Primary
Healthcare centres were mainly focused on family planning goals and suffered
from shortages of staff, equipment, transport and medicines. Primary health
care del i very needs to rein vent itsel f. O nly then can India aim for universal
heal th coverage. (K umar, 2009)13

Life expectancy is rising and fast approaching the levels of advanced
coun tries due to affluence and improving hygiene. India has traditionally
been a rural, agrarian economy w here 75 per cen t of the population l i ves
in rural areas. How ever the rapid ly grow ing economy is leading to greater
urbanization and an expanding middle class w ith higher disposable incomes
to spend on healthcare. This is leading to a large rural-urban div ide in
healthcare.

A lso more women are entering the workforce thus increasi ng the
purchasing power of households. Ho wever despite women be ing educated
the gender bias in health status and access to healthcare are of serious
concern as e ven now men get better quality care as compared to women.

A nother factor dri v ing the grow th of Ind ia’s healthcare sector is a rise
in infectious and chronic degenerati ve diseases. While ai lments such as
polio, leprosy and tetanus w il l soon be el iminated some communicable
diseases once thought to be under control, such as dengue fe ver, v i ral,
hepatitis, tuberculosis, malaria, and pneumonia, have returned in force or
have developed a stubborn resistance to drugs. These trends can be attribu ted
in large parts to substandard housing, poor water suppl y, se wage and waste
management systems, a cru mbling public health infrastructure, deplorable
sani tary conditions.

A side from infectious diseases there is an emergence of d iseases such
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as H IV/ A IDS and l ifestyle diseases l i ke d iabetes, hypertension, cancer and
obesity. Some of these are a resu lt of Ind ians l i v ing more affluent bu t
sedentary l ifestyles and adop ting unhealthy diets rich in fat and sugar. I t is
pro jected that over the nex t 10 years these l ifest yle diseases w i l l take over
infectious diseases as leading causes of sickness.

With India’s population aging over time, w ith a higher incidence of
N C Ds in older age groups, and w i th evidence emerging that India’s poor
are at heightened risk of acquiring N C Ds because of high rates of smoking
and tobacco use, occu pational risks and residential l i v ing condit ions, N C Ds
will have an even larger financial impact.

Health Infrastructure

India’s heal thcare infrastructure has not kep t pace w ith the gro wing
needs of the Indian economy. The to tal healthcare f inancing by the public
sector is much low er than private sector spending. N early 70 per cen t of
hosp itals and 40 per cent of hospi tal beds are in the private sector. There
is a large healthcare div i de and while India provides h igh qual ity med ical
care to the middle class and medical tourists the majorit y of the population
have l imited or no access to quali ty care, not ev en basic primary healthcare
faci l ities. O nly 25 per cent of the population has access to Western al lopathic
medicine p ractised mainly in urban areas while the rural poor rel y on
alternati ve forms of treatment such as Ay urveda and Siddha medicine.

The government launched the N ational Rural H eal th M iss ion 2005-12
in A pri l 2005. The aim of the M ission was to provide ef fecti ve healthcare
to India’s rural population, w ith a focus on 18 states that have low public
health indicators and/or inadequate infrastructure. These include A runachal
Pradesh, A ssam, Bihar, C hhattisgarh, H imachal Pradesh, Jharkhand, Jammu
& Kashmir, Manipur, M izoram, M eghalaya, Madhya Pradesh, N agaland,
Orissa, Rajasthan, Si kkim, Tripura, U ttaranchal and U ttar Pradesh.  Through
the M ission, the government is working to increase the capabilities of primary
medical faci l ities in rural areas, and ease the burden on tertiary care cen ters
in the cit ies. Ho wever only a fe w states l i ke Kerala, H imachal Pradesh and
Tami l N adu have reali zed the importance of having good p ublic health
infrastructure.
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There is an unprecedented focus on the large-scale rep licat ion of
deve lopment programmes such as the Mahatma Gandhi N at ional Rural
Employment G uarantee Scheme (M G N RE GS), the M id-Day School M eal
Scheme, the N at ional Rural H ealth M ission, the Ra ji v Gandhi N ational
D rinking Water M iss ion, and the Sel f H elp Group–Bank Linkage Program.
The policy approach of these programmes is to create the right kind of
transparent institu tions at various leve ls to improve governance.

In Ind ia, publ ic faci l i ties recei v e the bu lk of the ir rev enues from
government subsid ies and provide serv ices at lo w cost to those who cannot
afford the more expensi ve private care. A t the same time, the government
allo ws private hospitals and practices to flourish, bu t w ith l ittle regulat ion.
This large and unregulated private sector is p lagued w i th the consequences
of market fai lures that have con tribu te d to India’s health spending inflat ion.
(Haldar and Mall ik, 2010)14

Health Insurance

A w idespread lack of heal th insurance compounds the healthcare
chal lenges that India faces. A lthough some form of health protection is
prov ided by government and major private employ ers, the health insurance
schemes avai lable to the Indian public are general ly bas ic and inaccess ible
to most people.

O nly 11 per cent of the population has any form of health insurance
coverage. For the small percentage of Indians w ho do have some insurance,
the main provider is the government-run General Insurance Company (GIC),
along w ith its four subsidiaries, The N ew India Assurance Company, Oriental
F i re and Insurance C o., N ational Insurance Co., and The U nited Ind ia
Insurance Co.

India’s f irst medical insurance scheme for the poor was launche d in
the 1996-97 budget. The “Janarogya Yo jana” scheme is marketed by the
four subsid iaries of GIC, and covers peop le bet ween the ages of fi ve and 70
for pre– and post–hospital i zation expenses, for up to 30 and 60 days,
respecti vely.
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Figure 4: Rashtriya Swasthya Bima Yojana (RSBY): Some features

Source: Balooni, Gangopadhyay, Turakhia & Karthik (2012)15

Because so l ittle insurance is avai lable to the people of Ind ia, ou t-of-
pocket payments for medical care amounted to 98.4 per cent of total health
expenditures by households. W ithou t insurance, the poor must resort to
taking on debt or sel l ing assets to meet the costs of hospital care. I t is
estimated that 20 mi l l ion p eople in India fal l be low the povert y l ine each
year because of indebtedness due to healthcare needs.

C learly there is an urgent need to expand the heal th insurance net in
India. A mong other things, that w il l require more state governments to
pursue microinsurance init iati ves, such as the Yashaswini Insurance scheme
in K arnataka, so that most or al l of the populat ion can afford to purchase
at least a minimum level of coverage.

Comparing Healthcare Systems in China and India

C hina and India hav e attracted much global attent ion in recent y ears
because of their rapid economic grow th.  Both countries also face similar
chal lenges in thei r health care systems. (Y ip and Mahal, 2008)16

Health care delivery: In immunization rates of children C hina is far ahead
of India as seen in the graph be low.
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Graph 1: D TP3 immunization coverage among 1-year-olds (per cent)

Source: W H O

Health insurance coverage: Bo th C hina and India hav e l imite d insurance
coverage, and low-income and rural households are the least protected. In
Private prepaid plans despite f l uctuations C hina is much ahead of India.

Financial risk protection: Households in both C hina and India are
vulnerable to financial shocks associate d w ith i l l heal th. The metric for
assessing whether the health system provides households w ith adequate
f inancial risk protection is by calculating ou t-of-pocket spending on health
care as a share of income. O u t-of-pocket spending for India is higher than
in C hina and has been fal l ing faster in C hina than in India.

Graph 2: Out-of-pocket expenditure as a percentage of private expenditure on
health
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Government spending on health:  Re duced government sp end ing on
heal th ref lected the policy priorities of the governmen ts. Throughou t the
economic transition, heal th was v ie wed as a consump tion acti v ity rather
than a producti ve good and therefore was given lower priority in government
funding. The economic crises India faced in 2008 also led Indian policymakers
to p lace a high priority on economic grow th, just as C hina did.

Graph 3: General government expenditure on health as a percentage of total
expenditure on health

Source: W H O

Conclusion

A lthough bo th the C hinese and Ind ian gov ernments started w ith the
good intent ion of assuring affordable access to basic health care for lo w
income populations, their chosen strategies have been largel y ineffecti v e in
achieving this goal. In C hina, when the government adop ted a price schedule
that sets prices for basic serv ices below cost, the intention w as to assure
access to basic health care even for the poor. H owever, the same distorted
price schedule has led to perverse incen ti ves to overprescribe drugs and
high-tech d iagnostic serv ices and proced ures. These, in turn, have le d to
cost inflation and have rendered health serv ices largel y unaffordable for the
poor and rural popu lations who hav e no insurance coverage and w hose
income grow th lags far behind the grow th of heal th spending. In India, the
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government almost fu l ly subsid i zed serv ices provided by the public sector,
to ensure access for low-income p eople. However, poor superv is ion has led
to poor qual ity, unavailabil ity of drugs, and high levels of absenteeism in
the public sector, by default pushing patients to the private sector and
subjecting them to uncertain and high health care costs.

Both C hina and India are l i kel y to face even greater health policy
challenges related to financial risk protection and affordable access to care in
future years, particularly w ith the aging of their populations. The percentage
of the population age sixty and older is pro jected to increase from 10.2
percent in 2000 to 29.9 percent by 2050 in C hina and from 7.6 percent to
20.6 percent in India. Both countries face major disease burden from non-
communicable conditions that are expensive to treat, such as diabetes, heart
disease, and cancer. Communicable conditions such as H IV/ A IDS are li kel y
to impose additional financial burdens.

 A fter many years of government underfunding, both China and India
have committed to sizable increases in government investment in health.
Both countries have also recognized that the poor and rural populations are
particularly disadvantaged in obtaining access to health care and face major
financial risk in the event of illness. Thus, explicit policies are being developed
to target the governments’ funding toward the poor and rural populations.
To date, however, ne ither country has a systematic policy for reducing
inefficiencies in service provision and managing health spending inflation—
a fundamental cause of unaffordable health care and heavy financial risk.
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