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I. Introduction

The Chinese national government has
launched anew stage of rural development.
The construction of a new socialist coun-
tryside has been regarded as a new rural de-
velopment strategy in the recently ended
National People’ s Congress and as the top
policy priority of the Eleventh Five-Year Flan.
Increasing investment in rural areas and en-
suring good public services, such as health
care and education, have been the key ele-
ments of these documents. However, while
recognizing the new opportunities for im-
proving the rural health care system, it is
important to understand the evol utionary pro-
cess of the current rural health service sys-
tem and the likely impact on household
healthcare.

Health is an important factor in the pro-
cess of economic development.! Unfortun-
ately, despite the importance of having a

strong health care system during the period
of economic reform, China’ srurd health sys-
tem has deteriorated. In the pre-reform era,
a cooperative medical system (CMS) was
created that provided most rural residents
with free basic health care services.

In the late 1970s, the CM S covered
more than 90 percent of the rural population.
However, with the advent of the household
responsibility system therewas a widespread
collapse of therural health care network and
the CMS.2 Consequently, a considerable
number of rural residents are not able to af-
ford even basic health care,® and the utiliza-
tion of basic health services by farmers has
actually fallen. According to a number of
community surveys, major illnesses are the
primary reason households fall into poverty.*

Recognizing the seriousproblemsin the
rural health system, China s government ini-
tiated a new rural health program in 2003,
the new cooperative medical system(NCM S),
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to meet both the outpatient and inpatient
needs of rural households, and promised to
extenditto China sentirerurd area by 2010.°
In the first year of the program, pilot pro-
grams were started in 162 countiesin 17
provinces. In atypical program, the national/
provincial and local governments each con-
tributes 10 yuan per capitatothelocal NCM S
budget, atotal of 20 yuan per capita. The
contributions are supposed to be used solely
for reimbursing health costs, and other ad-
ministrative and promotion costs are sup-
posed to be met from the fiscal resource of
the local government. The government has
committed more than 17 billion yuan to fi-
nance the program.

In addition to the government’ s promi-
nent role in the provision of NCM S, farmers
are also expected to participate on a volun-
tary basis. The program participant must pay
an additional 10 to 15 yuan per year, which
makes the NCM S revenue 30 to 35 yuan per
participant per annum. Although the cover-
age of services varies from place to place,
according to national policy, inpatient and
outpatient services are both supposed to be
met.

Surprisingly, despite such an ambitious
goal and the prospect of such a huge outlay
of funds, there have been almost no efforts
by economists reported in the literature that
evaluates China s NCMS. There is no em-
pirical economic literature outside China that
evaluates the program. Studies inside China
are almost never based on household data.®

The overall goal of this paper isto pro-
vide one of the first national household sur-
vey-based evaluations of the NCMSin the
economics literature. The specific objectives
incude: (@) to attempt to describe the NCM S

focusing mainly on the need for health in-
surance and the coverage and targeting of
the program, and (b) to examine the partici-
pation of farmers in the program and try to
assess some of the strength and weaknesses
of the NCM S. We restrict our analysis to
datawhich reflects the perspectives of farm-
ersand dinicians.

Il. Data

Thedata used in this paper are fromthe
household survey led by the Centre for Chi-
nese Agricultural Palicy, Chinese Academy
of Sciences, in collaboration with the Uni-
versity of California, Davis and the Univer-
sity of Toronto. The survey was conducted
in early 2005 from a randomly selected, al-
mogt nationally representative sample of 101
rural villages in 5 provinces of China
(Jiangsu, Hebei, Jilin, Schuan and Shaanxi);
808 sampl e households were chosen ran-
domly from these villages.

The survey form was designed to col-
lect information on each individud’ s partici-
pationinthe NCMS, health status and record
in seeking medica attention. We asked
whether NCM S wasavailableintheir villages
and, if so, whether each household member
participated or not. The respondents also
provided information on coverage of the
NCMS (the program’ sadministrative details
and rules and regulations) as well as on the
reasons certainindividuals did not participate
in the program. The questionnaire included
a special block that focused on collecting
individual sef-reported hedthinformation. In
particular, each respondent was asked
whether or not he/she became ill during the
previous year and how (and if) he/she re-
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sponded (by seeking outpatient, inpatient or
no medical care). Information on all house-
hold expenditure on medical care was also
solicited. The following are the results of the
survey data analysis.

I1l. Farmers NeedstoM edical | nsurance

1. Thereis a strong need for health in-
Suranceprograms

In China' s post-reform rural economy,
there is no doubt that many rural households
could benefit from a high-quality and effec-
tive health insurance program. According to
our data, approximately 75 percent of all
sample individuals self-reported beingill dur-
ing 2004; 25 percent self-reported being
chronically ill (e.g. high blood pressure or
back problems). About 15 percent of al
sample individuals self-reported being seri-
ously ill. Even though 91 percent of those
who were ill sought some type of medical
care, nine percent stated that they made a
conscious decision not to seek medical care.

Our data also suggest that many indi-
viduals who self-reported having a serious
illness cannot afford hospitalization. In our
entire sample of 3,225 people, 316 individu-
als reported that they were seriously ill but
did not stay in hospital. There were many
reasonsfor not doing so. For example, seven
percent said they lived too far from the
hospital, five percent said when they sought
medical care there were no beds available,
and about 30 percent said their disease was
incurable and decided against seeking any
further treatment. Although financial con-
straints are part of the reasons in these
categories, the great majority of those who
did not seek medical care (56 percent) cited

financial problems directly.

The inability of those with serious ill-
nesses to afford medical care isa particular
problemfor those living in poor areas. While
only 34 percent of those living in the richest
20 percent of thevillages inthe sample (that
is, the richest quintile) stated that the reason
for not being hospitaized was that they could
not affordto pay for medical care, over half
of those in the poorest quintile of villages did
s0. The seriousness of the problem is espe-
cially evident in the fact that significantly
more than 20 percent of the individuals that
did not stay as inpatients (71 of 316) came
from the poorest 20 percent of the villages.

2. Sill limited availability but relatively
high level of participation in the new coop-
erative medical system

Although our data show that there is
currently a great need for NCMS, as of the
end of 2004 the program still had not spread
very far and did not appear to be targeted
very well. Only 24 of the 101 sample vil-
lages were covered by the NCM S in 2004.
Of the 3,225 individuals that we surveyed,
only 783 (or 24 percent of the sample) were
living in villages covered by the system
(henceforth called covered individuals). The
level of coverage of our sample, in fact, is
close to the national number. According to
the Nationd Statistics Bureau, by the end of
2004, 23 percent of individuals were cov-
ered by NCMS.”

Because of the voluntary nature of the
program, however, coverage does not equal
participation. Indeed, in our sample, of the
783 covered individuals, 617 (79 percent)
participated. This number is again close to
the officially stated national average of 75
percent.® Since “voluntary” programs in
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Chinain the past were not always truly
voluntary, we also asked each respondent if
participation was their own decision. In fact,
in amost dl cases (93 percent) respondents
told us that they made their own decision.

Coverage in the program was not only
modest in the initial years of NCMSS, it also
arguably emerged first in those areas that
needed it the least. For example, of the 24
villages that implemented the programin our
sample, only 4 were from outside Jiangsu,
our samplé€ s richest province. Only six per-
cent of the sampleindividudsoutside Jiangsu
were covered by the end of 2004. More
importantly, when we divide the samplevil-
lages between those covered by NCM S and
those not, it can be seen that there are more
sick people in the non-covered villages (76
vs. 73 percent) and non-covered villages have
moreindividuds that are chronically (27 vs.
21 percent) and seriously (16 vs. 12 percent)
ill. Based on this analysis, an argument can
be madethat NCM Sis not well targeted: the
rural areasthat have received coverage ear-
liest are those that |east need it.

3. Reasons for decision not to partici-
pate

Although the participation rateis nearly
80 percent, there were still 166 covered in-
dividuals who decided not to be part of
NCMS. We wereinterested in finding out in
the face of high demand for rural health in-
surancewhy 21 percent of covered individu-
als decided not to participate. In particular,
we wanted to know if non-participation was
mainly due to program design problems or
dueto idiosyncratic factors of individual s (that
is, personal factors).

In fact, our datashow that personal fac-
tors account for 31 percent of casesin which

covered individuals decided not to partici-
pate (eight percent did not think they would
get sick, 18 percent were covered by other
heal th insurance policies, and five percent
did not believe the government would carry
through with their promises).

Although there may belittle the NCM S
officials can do about these personal reasons,
an even greater share of non-participants
(46%) claimed they decided not to partici-
pate because they were displeased with cer-
tain design features of the NCMS. Above all,
23 percent of non-participants stated that as
they were away from home most of the year
working in urban areas as migrant workers
and NCM S only reimbursed expensesin lo-
cal hospitals and clinics, they decided it was
not worth participating. In addition, 16 per-
cent were not happy with the direct design
of the local program (six percent said the
reimbursement rate was too low; five per-
cent said covered services were too expen-
sive and five percent said the reimbursement
procedures were too complicated). Interest-
ingly, only seven percent of the individuals
said the program was too expensive. Hence,
our data suggest that fundamental design
problems (the location of treatment and spe-
cific design features), instead of personal
factors or price, were most responsible for
discouraging participation.

V. Situation on the Implementation of
theNCM S

WhileitispossibletointerprettheNCMS
as being sufficiently successful in design and
concept to attract most individuals in cov-
ered villages (though not targeting), it isdif-
ficult to provide a positive evaluation for the
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implementation of the program in the sample
villages during 2004. In this section we ex-
amine two key problems with the program.
First, we explore how well individuals and
cliniciansin the covered villages understand

1. Misperceptions of covered services

One of the most fundamental problems
is that there is a lot of misperception about
the nature and scope of NCM S. Thiscan be
clearly seen when comparing responses
among the program’ s stakeholders —
farmers, clinicians and program officials —
regarding one dimension of the design of the
program: the coverage of services (Table 1).
According to the official documents created
and released by all thelocal NCM S offices
at the county level and passed on to town-
ship officials and village leadersin our sample
area, participants in NCM S are allowed to

the rules of the program. Second, we illus-
trate why the program’ s payout profile sug-
gedsthat it will likely soon befacing amuch
less enthusiastic clientele.

make claims for both “ doctor visits” and
“hospital stays’ (Pand A). According to in-
terviews with the county officials, there are
no exceptions —edoctor visits and/or hospi-
tal stays are covered under the program.
However, according to our data, farmers do
not understand this (Panel B). Only 43 per-
cent of participating individuals in NCM S
believe both doctor visits and hospital stays
are covered. In contrast, 14 percent believe
only expenses associated with doctor visits
can be reimbursed; 34 percent believe only
expenses with hospital stays can be
reimbursed. Nine percent of individuas had
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no idea of the services covered by the
program. Hence, when comparing the per-
ception of participants with those of the pro-
gram literature, we seethereisawide gapin
the understanding of the program.
Clinicians' understanding of the scope
of the services covered by the program is
not much better (assuming the official lit-
erature is correct —Panel C). Only 57 per-
cent of clinicians understood both doctor’ s
visits and hospital stays were covered. The
remaining clinicians believed either only doc-
tor visits were covered (seven percent); or
only hospital stays (25 percent); and 11 per-
cent did not know. Interestingly, adthoughin
all cases the county NCM S office said that
valid expenses incurred for doctor visits
could be reimbursed (including visits to ru-
ral clinics), inmany clinics we were told the
actual situation varied from the theory. For
example, clinicians in 17 out of 28 village
clinicstold usthat expenses incurred on doc-
tor visits could not be reimbursed for par-
ticipatingindividuals. Moreover, cliniciansin
11 out of 28 village clinics reported that the
NCM Scannot be used at dl by their patients.
So what is the conclusion and implica-
tion of these findings? Clealy, if there isre-
aly such awide gap between the actual pro-
gram parameters and the understanding of
individuals and clinicians, a serious promo-
tion effort is needed. Alternatively, it ispos-
sible that it is not promotion that is needed,
but rather a more careful implementation
because it could be that, in fact, individuals
and clinicians are replying as they actually
seethe program being implemented. In other
words, their perception of the program is
actually different from the official literature
on the design of the program, but the per-

ceptions of individuals and clinicians may be
an accurate representation of theway NCM S
is being executed on-the-ground.

2. Effectiveness of the program and low
payoutrates

When examining the reasonswhy people
afflicted with anillness that requires hospi-
talization decline to be hospitalized, wefind
a pattern of results that at first examination
appears to show that participating individu-
as in covered villages are benefiting from
the NCMS. We carry out this exercise by
comparing both participating and non-par-
ticipating individuals in covered villagesand
thosein non-covered villages (Table 2). Our
data show only 35 percent of participating
individuals said that they did not seek
necessary hospitalization due to financial
difficulties. In contrast, 67 percent of non-
participating individuals in covered villages
and 60 percent of those in non-covered vil-
lages claimed they could not afford
hospitalization. Hence, it would appear from
such patterns that the NCM S is helping vil-
lagers overcome financial difficulties when
facing the charges associated with hospit-
alization.

Closer examination, however, casts
doubt on such an interpretation. First, al-
though 67 percent of non-participants in
covered areas claimed they could not afford
to pay hospitalization charges, it should be
remembered that non-participants were rela-
tively young and often had fewer assets. Al-
though the percentage is high, it is over a
small base (only 9individuals were in such a
category). Therefore, it appears as if the
story of non-participantsis that they believe,
and are correct in believing, that they are less
in need of health insurance. However, as
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seen, when they face high health cogts, they
are often not able to afford them and often
choose to forgo them. In fact, it may be
that usage of such coverage would not be
high, but its benefit per usage may be high
(since providing younger peoplewith better

Second, and most damning to the
program, when examining the level of pay-
out of NCMS, it isalmost certain that the
support from the program is not reducing
the share of participating individualsthat are
not able to afford health care when needed.
Table 3shows the extremely low payout rates
of NCM S during 2004. On average, partici-
patingindividualsincurred 417 yuan of health
expenditures, of which individuals financed
367 yuan (88.04%) out of current income
(or savings). They borrowed from relatives
for 6.13% and covered 2.41% by other

human capital islikely to have relatively high
social returns), and therefore programs
should be developed to target the young and
make it more attractive for them to
participate.

means. In cther words, nearly 97 percent of
health expenditures of individuals that were
participating in NCM Swere covered by their
own income, savings or borrowing. Only a
bit over three percent was paid out by NCMS.

Such a low cost coverage by NCMS
means, of course, that the expected payout
forthe averageindividuad islow, only 14 yuan
in 2004. Infact, if the single highest payout
(2400 yuan) was excluded, the average ex-
pected payout was only 11 yuan. When com-
pared to what farmers invested (on average
12 yuan per person —10 yuan in some
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villages; 15 yuan in others), we see that the
expected payout is negative (if we exclude
the single outlier). In other words, when the
average farmer pays out 12 yuan in a year,
based on the experience of 2004, he/she
should expect to receive back 11 yuan.
Obviously, such a payout rate would not be
unexpected in anon-subsidized commercially

The payout on hospitalization supports
the findings on payouts in general. Accord-
ing to the information on NCM S provided
by county officials, when individuals incur
large expenses (e.g., when they need
hospitalization), they should be able to be
reimbursed for 30 percent of their total
expenses. However, according to our data,
on average the typical individual that ishos-
pitalized is reimbursed for only six percent
of his’her expenses. If we exclude the one

driven system. But as discussed above,
NCMS is supposed to provide subsidized
rural health insurance to farmers which
should mean, on average, they make aposi-
tiveamount on their investment. We believe
if this low payout rate continues, individuals
will soon catch on and show less enthusi-
asm for the program.

large payout (of 2400 yuan), the average re-
imbursements for hospitalization equal four
percent. Clearly, the program is not deliver-
ing on its promises.

From the examination of Table 3, itis
clear that the NCM S is not behind the find-
ings in Table 2. The average payouts are so
low (about four percent, on average) that it
is inconceivable that insurance reimburse-
ments are allowing participating individuals
in covered areas to seek hospital care when
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they need it. Instead, it is likely due to the
composition of thosein covered areas. When
comparing the incomes of participants in
covered areas, non-participants in covered
areas and individuals in non-covered areas,
the participants are by far the wealthiest in
terms of current earnings and assets (e.g.
housing asset of 12,130 yuan per capita for
participants; 8,400 yuan per capita for non-
participants; and 6,881 yuan per capita for
individuals living in non-covered areas). In
other words, the correlation between par-
ticipation and ability to seek hospitalization
when needed is spurious. We do not believe
NCMS plays avery important role.

V. Conclusion

In this study, we surveyed 808 rural
householdsin Chinain 2004, atotal of 3,225
individuals, to investigatethe newly launched
NCMS from the perspective of the farmer.
We can conclude that there is a strong need
in medical coveragein rural areas, especially
low-income regions. Theinitial NCM S pro-
grams have attracted high level of participa-
tionin counties wherethey areavailable. The
low persond contribution made possible by
the government’ s subsidy of the premium
appears to be an important factor.

However, the primary concerns we
have are that the reimbursement rate is too
low, the most-needed low-income regions
are not covered by the program yet, and there
exists a wide misunderstanding on the reim-
bursement policies by farmers and rural
clinicians. It is necessary for the NCMSto
improve the design and the actual implemen-
tation of the policy in order to keep farmers

interested in the program and to meet its goal
of providing rura residents, especially the
poor, with adequate medical coverage.

One area where action is necessary is
to provide an easy and understandable intro-
duction to the nature of this NCM Sand make
clear theroles and responsibilities of al stake-
holdersinvolved: farmers, service providers,
managers, etc.

The other specific design issue of the
program is gap in services provided to
migrants. Our results revealed that a high
proportion of people who were not partici-
pating were not doing so dueto the fact that
they were working outside their villages. The
implication of this is much more significant
than health care itself. Future increases in
rura household income and overall rural de-
velopment necessitates the following shifts:
shifting the labor force from agricultural to
non-agricultural sectors and shifting the ru-
ral labor force to urban employment. Thus,
providing essential medical services tosuch
anincreasingly large population is important.
In the future improvement of the system,
the above background needs to be taken into
consideration.
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