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FOREWORD 
China’s impressive economic growth over the last 30 
years led to substantial structural changes and impacts in 
different sectors, such as in the Chinese healthcare system. 
Dramatic increases in healthcare demand, shortages on the 
supply side, successive policy reforms and the adoption of 
a dual track system, enabling the coexistence of a public 
(universal, security and basic) and a private healthcare 
system (advanced and personalized) are a few examples of 
the structural changes through which the Chinese 
healthcare system has gone through. In order to fully 
understand the implications, challenges, trends and 

opportunities faced by the Chinese healthcare system in the past and in the future, 
ENRICH in China has published this Dual-Track Dynamics: The Future of China’s 
Health Care Industry. 

Launched in October 2017 with the support of the European Commission, ENRICH in 
China offers unique services for European research, technology and business 
organisations looking for a competitive presence in the Chinese market. With 
headquarters in Beijing, a regional branch in Chengdu and an European office located in 
Brussels, ENRICH in China provides customized services on soft landing, consultancy, 
business and research intelligence, training and events.  

Developed by top level researchers of Tsinghua University – which is one the of best 
institutions for technology cooperation – this report provides an in-depth analysis of the 
Chinese healthcare system evolution since the 1980’s until today, identifying its 
structural changes and challenges, while providing knowledge about current and future 
trends and opportunities.  

We sincerely hope that this report will contribute to further increasing the understanding 
on the Chinese healthcare industry, fostering potential collaborative activities on 
research, innovation and technology development in the sector. 

 

 
 

Sara Medina  
Member of the Board, SPI  

ENRICH in China Coordinator 
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INTRODUCTION 

The rapid growth of medical expenses has become a worldwide problem. Since the 

1990s, the world's major countries such as the United States, Germany, Japan, South 

Korea, Singapore, and China have begun health care system reforms, trying to find 

resolutions which are suitable for various health care systems. Starting from 1985, 

China's health care system reform has been going on for more than 30 years, and the 

results are remarkable. It has established a public health system and a health care 

coverage system, though the reform path was rugged. After the launch of the “New 

Health care Reform” in 2009, the Chinese government has increased financial input in 

health care industry. In 2017, China’s total health expenditure exceeded CNY 5 trillion, 

accounting for 6.2 percent of GDP. However, how to make medical care more 

accessible and affordable remains to be Chinese people’s major concern. Based on the 

history and future trends of China's medical health needs, we gain an insight into the 

core issues of China's health care industry from a historical and national perspective. 

There are three major structural problems in the health care system. We believe that the 

key to solve these structural problems lies in the “incremental development” and “dual-

track dynamics”. When these problems are solved, China can hereafter open up a new 

era for health care industry. 

Our research report consists mainly of three parts. The first chapter explores the core 

issues existing in health care industry in China from a historical and international 

perspective, examining the driving forces that influence demand. This chapter also 

analyzes the rapid growth of China's health care demand, whose development presents 

diversified, hierarchical, and dynamic features. The second chapter analyzes the dual-

track structure of the health care system, the evolution of “dual-track dynamics”, and 

the crucial factors that affect the evolution process. The third chapter analyzes new 

opportunities for China’s health care industry during the process of the "dual-track 

dynamics". 
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This report utilizes various studies in innovation and industrial development by Institute 

for Global Industry, Tsinghua University. Adopting an objective and neutral stance, we 

explore the development and blueprint of China's health care industry, as well as the 

factors that will affect its development. This study adopts the PRE-M model, an 

analytical framework for industry development that studies the interactions among the 

Product Market, Resource Market and Equity Market. PRE-M Model for industry 

development and the theory of Strategy Rhythm was first introduced by Prof. Zhu 

Hengyuan and Prof. Yang Bin (2018) in their book Strategy Rhythm: Winning in 

Turbulent Times (Beijing: China Machine Press). We take a historical and international 

perspective, study the relevant literature and data source and gain insights from 

interviews with hospital administrators, health care industry investors, business 

managers, government officials etc. This study aims to promote China’s health care 

industry by helping relevant stakeholders and policy makers understand the dynamics in 

China’s health care sector. 
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The Acceleration of 
Demand Growth: A 
New Starting Point 
for China’s Health 

Care Industry 

 1. 
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1.1  Demand Reaches the Critical Point of Growth 

In the past three decades, China’s health demand has grown rapidly. The number of 

supplied medical services has increased many times. In the case of inpatients, the 

number in 2017 reached 189 million, 6.5 times that of 30 years ago. Since 2003, the 

growth rate of China’s health care demand has accelerated significantly (see Exhibit 1). 

This is due to, on the one hand, the help of the urban employment-based basic medical 

insurance and rural medical assistance insurance. On the other hand, “SARS event”, 

being the “catalyst” for promoting the health care demand, has awakened the national 

awareness of health care. 

With more than 20 years of effort, China has made remarkable achievements in the 

development of the social medical security system. China has built the world's largest 

basic medical security system, covering 1.3 billion urban and rural residents, which is 

the greatest achievement in China's 60-year health care reform history (see Exhibit 2). 

China's medical security system implements three separate medical insurance schemes: 

rural residents under the New Rural Cooperative Medical Scheme (NCMS), urban 

employees under the Urban Employees Basic Medical Insurance (UE-BMI), and 

unemployed urban residents under the Urban Residents Basic Medical Insurance (UR-

BMI). On the other hand, three supplemental medical insurance programs are 

established: critical illness insurance system, medical assistance system and emergency 

rescue system, which can provide added medical coverages and constitute the “safety 

net” at the bottom of medical security system.  

With the pace of establishing China’s social medical security system, people’s basic 

needs of medical and health service have boomed, especially in remote rural areas. In 

the past, rural residents survived minor illnesses by taking care of themselves; when 

they unfortunately suffered from serious diseases, poverty prevented them from getting 

treatment in time, eventually leading to disease deterioration and even death. In recent 

years, disposable household income has been increasing, and basic medical insurance 

such as New Rural Cooperative Medical Scheme (NCMS) has been widely covered, 

ensuring those residents have access to safe, effective, convenient and affordable basic 

medical and health services. In short, the full implementation of social medical security 

is the main driving force for current growth in health care demand. 
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Exhibit 1 

China's inpatient and emergency services have increased dramatically, and the 

growth accelerated since 2003. 

In 2017, the total number of outpatients and emergency patients was 3.439 billion, 

which was 6.5 times that of the number in 1985; and the number of inpatients reached 

189 million, which was 2.3 times that of the number in 1985. The average Compound 

Annual Growth Rate of the total number of inpatients and emergency patients from 

1985 to 2003 was 2.7% and that of inpatients was -0.2%; that of 2013-2017 was 11.4% 

and 7.7% respectively.  

 

IGI Research，Source: CHINA PUBLIC HEALTH STATISTICAL YEARBOOK 
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IGI Research, Source: CHINA PUBLIC HEALTH STATISTICAL YEARBOOK, China Statistics Web, 

website of China National Health Commission of the People’s Republic of China  

 

Exhibit 2 

The three basic medical insurances have basically covered all residents in China, 

having established the world's largest medical insurance network, covering one-

fifth of the world's population. 

China’s basic medical insurance system includes urban employment-based basic 

medical insurance, urban resident basic medical insurance, and the new rural 

cooperative medical scheme. After more than 20 years of development, the system has 

covered 1.3 billion Chinese people.  
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On the other hand, the country's increasingly aging population, the rise of middle class, 

as well as the upgrading of health care consumption, are three main factors driving the 

growth in the demand of medical and health services both the present and future. The 

rapid change of China's health care demand is not only reflected in the volume growth, 

but also in more diversified and complex demand structure. China is facing the 

challenge of boom in health care demand, and the demand is becoming more 

diversified, hierarchical, and dynamic. Moreover, this trend in demand is fast and 

irreversible. 

Aging Population China has become the country with the most elderly population in 

the world, and it is also the country with the fastest population aging speed. According 

to the World Health Organization, by 2050, China will have 35 percent of its population 

over 60 years old, making it the world's most aging country. The elderly population 

group is at considerably higher risk of contracting severe diseases than others. 

According to the health survey, the case rate of chronic diseases in the population over 

65 years old is as high as 89.4 percent, which is about three times that of the 45-54 year 

olds. Aging population will be the direct cause of the continued expansion and ultimate 

explosion for health care demand in China in the coming decades. 

Along with the aging population, China's disease maps have undergone significant 

changes and have been highly similar to those of developed countries. However, 

infectious diseases, neonatal diseases and nutritional diseases are still common in some 

areas due to China's vast territory, the huge disparities between urban and rural areas. 

The complex disease maps have posed a very challenging problem for China. On the 

other hand, China's population policy over the past 30 years has caused a family pattern 

of “one couple, four elderly, one child”, which poses an unprecedented challenge to the 

traditional Chinese pension model. Health care demand for the elderly will have an 

unprecedented growth in the near future, including disease prevention and treatment, 

health management, health and wellness, hospice care, etc. 

 Upgrading Health Care Consumption Compared with developed countries, China's 

health care consumption is still in its infancy. International development experience 

shows that when per capita disposable income exceeds a certain “tipping point”, health 

care consumption will accelerate. Since the reform and opening up, China's economy 

has developed rapidly and achieved remarkable results. The per capita disposable 
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income has been increasing. In 2016, the per capita disposable income of urban 

households was CNY 23,821, and the per capita net income of rural households was 

CNY 12,363. The Compound Annual Growth Rate (2010-2016) reached 20.7 percent 

and 13.1 percent respectively. The 13th Five-Year Plan proposes that a well-off society 

will be built by 2020, and per capita income of urban and rural households will double 

that of 2010. By then, the per capita disposable income of urban and rural households 

will reach CNY 38,218 and CNY 11,838 respectively. With the development of the 

economy, China's per capita disposable income will gradually reach the "tipping point", 

and health care consumption may usher in a rapid development stage (see the Exhibit 

3). 

 

Exhibit 3 

When per capita disposable income exceeds a certain “tipping point”, health 

consumption will show a rapid growth. With the increasing of per capita 

disposable income and the rising of the middle class, an upgrade in health care 

consumption is predictable. 

China's economic growth has been remarkable. In 2018, with an average economic 

growth rate at 3% in the global context, China has achieved a growth of 6.6%. The 

upgrading of medical health care consumption may be a manifestation of people's desire 

to pursue a better life, and the middle class is the pioneer in this pursuit. 

 

IGI Research, Source: World Bank、WHO、China Statistics Web  
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As China develops into a middle-income country, people's health concepts and attitudes 

towards health are also developing at the same pace, and the society is entering a new 

era of health cognition. The emerging middle class is growing at a remarkable pace. 

They put forward higher requirements for the health care quality, experience and 

effects, requiring a more individualized and humanized service. This demand drives 1.4 

billion people, among the world's 6 billion people, to move from the “survival” 

conditions of the low-income to the “quality” of the middle-income. It will also be the 

new engine for the development of China's health care needs demand in the following 

10-15 years. 

Under the influence of the population aging and the health care consumption upgrading, 

the demand for health care in Chinese society will have a rapid growth for a long time 

to come and a rapid change in structure as well. At the same time, China's disease 

spectrum and disease structure have become highly similar to that of developed 

countries. The demand for quality medical service in China has gradually been drawn to 

that of typical middle-income countries, and social health care demand has risen sharply 

under the circumstances of diversification, stratification and dynamics. 
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1.2 China's Health Care Industry from a Global 
Perspective 

1. China's total health expenditure and public health expenditure are compatible 

with the level of economic development. 

In 2017, China's total health expenditure exceeded CNY 5 trillion. In 2015, it was 4 

trillion; it only took China two years to achieve the 1 trillion growth. The first CNY 1 

trillion increase in the health expenditure took China 24 years to achieve, and the next 

two trillion-growths took 4 and 3 years respectively. In 2017, China's total health 

expenditure accounted for 6.2 percent in GDP, which number is close to that of the UK 

in 2001 and South Korea in 2009. 

China’s health expenditure as a percentage of GDP is lower than that of most high-

income countries, among which the United States is the country with the highest 

proportion. In 2015, the health expenditure as a percentage of GDP reached 16.8 percent 

in the US; 11.1 percent and 11.2 percent in France and Germany; and 10.9 percent and 

7.4 percent in Japan and South Korea respectively. Though China's health expenditure 

as a percentage of GDP is lower than these countries, it is still higher than BRICS 

countries whose per capita GDP is about USD 10,000, like Turkey (4.1 percent), 

Malaysia (4.1 percent), and Mexico (5.9 percent). The health expenditure as a 

percentage of GDP is even higher than Singapore (4.9 percent), a high-income country. 

In general, although China's health expenditures have a long way to go to catch up with 

developed countries, they are compatible with the current level of economic 

development in China (see the Chart 1).  
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Chart 1 

IGI Research，Note: The data describes the situation in 2015. Data Source: World Bank 
 
To further examine China's health expenditure, we collected data from 189 countries 

around the world for 15 consecutive years (2000-2014). The results suggested that the 

per capita health expenditure, per capita public health expenditure, and per capita GDP 

have positive linear relationship. Moreover, the total per capita health expenditure in 

China is at the average level of development compared with countries of similar 

economic conditions in the world. Before 2009, China's public health expenditure is 

always below the “average line”. However, since the beginning of the “New Health care 

Reform”, China has increased its investment in health care, and public health 

expenditure quickly caught up with the average level of those with equivalent per capita 

GDP (see Exhibit 4). 

In fact, how many resources an economy can put into the national health care is not only 

a matter of willingness, but also subject to the country’s economic development. It is 

unrealistic to require a developing country with a per capita GDP of less than USD 

9,000 to be aligned with a developed country with per capita GDP of USD 30,000 to 

40,000. 

2. Though the structure of the health system varies greatly among countries, they 

all try to make use of the power of market competition. 
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Before the 14th century, religious organizations such as churches and monasteries 

played the role of hospitals in many Western countries. At the beginning of the 14th 

century, hospitals appeared in some large European cities, being the prototype of 

modern hospitals. After the Second World War, the trend around the world was to shift 

the national focus to economy recovery; medical innovations, such as typical antibiotics 

penicillin and polio vaccines, promoted the establishment and development of modern 

medical systems in various countries around the world. In Germany, “The Sickness Bill” 

became law in 1883, making it the first country in the world to establish a social health 

insurance system. By 1920, most European countries have established health insurance 

systems, and this gradually diffused to the world. The modern health system has 

experienced decades and even hundreds of years of development. Due to political, 

economic and cultural differences, different countries have different health care systems, 

each of which has its own characteristics. 

According to the types of health care financing, there are four typical health care 

systems in the world: The National Health Service (NHS) system represented by the 

United Kingdom and Canada; the social health insurance system represented by 

Germany, France and Japan; and the market-based health insurance system represented 

by the United States; and finally the medical savings system represented by Singapore. 

We have noticed that these countries give full play to the role of the private sector in the 

health care system to improve its efficiency. Specifically, it is manifested in the 

following three aspects: first, competitive private sectors (including non-profit private 

organizations) take most of the primary care. For example, Singapore's private health 

institutions provide ~80 percent of primary care. Second, in terms of inpatient medical 

services, they are mainly provided by public health institutions in most countries, but 

private institutions also have a considerable contribution. For example, the private 

sector, in Germany, is responsible for ~50 percent of inpatient services. In addition, the 

private sector in the United States and Japan also undertakes most inpatient services. 

A very special example is from Cuba. Cuba implements a National Health Service 

system, which is financed almost entirely by state taxation. It provides free medical and 

health services to all citizens. Maintaining such a health system requires a huge amount 

of health expenditure. Cuba spends as much as 10.9 percent of its GDP on health care, 

and this number is higher than that of the United Kingdom, South Korea, Canada, and 
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aligned with that of Japan, Germany and France. The per capita GDP of these developed 

countries is 4-7 times that of Cuba, and Cuba's per capita GDP is only less than USD 

8,000. The financial burden of supporting such a health system is huge for Cuba. 

In terms of payment methods, in addition to mandatory insurance, the commercial 

health insurance has played an important role in different health systems (see Chart 2). 

Even in countries like Canada, which adopts the National Health Service model (that is, 

the government provides free medical care), the proportion of the commercial insurance 

has reached 67 percent. Market-based payment institutions have the motivation and 

capability to monitor providers of medical services, making possible the efficient 

allocation and the full use of medical resources in the medical service systems. Health 

care is a highly information-asymmetric industry, in which individual patients are in an 

absolute disadvantage position. The participation of private insurance institutions helps 

to pose effective constraints on medical institutions. 

The results of the global observation show that the market-based private sector in the 

provision of health services and health insurance can significantly complement the 

public sector. The market-based private provider of health services plays an important 

role in increasing the efficiency of the entire health system, reducing the financial 

burden on the government, allocating and utilizing medical resources efficiently. At 

present, China's medical services and health insurance are still dominated by the public 

sector. The private sector potential and competitive forces in the health care system 

remains to be explored. 

To sum up, since the reform and opening up 40 years ago, China's economy has 

obtained remarkable achievements. However, the process of national income moving 

from a medium level to a higher level is still on the way. With the economic 

development, the society's demand for China's medical service will continue to grow, 

and there is still room for development. We must keep in mind the fact that China is a 

developing country. We need to have an objective view about the current status of 

China's health care system, through a global perspective, we found that China's health 

care investment is in line with the current level of economic development; the problem 

of China's health care system comes from its structure. 
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Exhibit 4 

China's per capita health expenditure and public health expenditure are at the 

average level of economic development among countries with its similar 

development conditions.  

In order to find out the relation between economic conditions and health care 

expenditure, we analyzed the data of 189 countries in 15 consecutive years (2000-2014). 

We found that per capita health expenditure, per capita public health expenditure and 

per capita GDP have positive linear relations. The red dots in the figure below represent 

China's situation. The figure shows that all the time China's per capita health 

expenditure is very close to the average line; per capita public health expenditure has 

been below the average line from 2000 to 2008, but quickly caught up with it since the 

“New Medical Reform” which was started in 2009. 

 

IGI Research, Resources: WHO National Health Account 
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1.3  China's Heathcare System: Three Major Structural 
Problems 

The problem in China's health care system is not about the quantity but about its 

systematic structure. It is mainly reflected in: China's medical demand has a sharp 

increase in the total amount, and the structure as well undergoes a gradual fission, 

presenting features of diversification, hierarchy and dynamics, which is fast and 

irreversible. However, the supply is still dominated by the original planned economic 

system, thus neither the volume nor the structure can adapt to the change of the demand. 

1. Problem in China's health care system: a huge gap between supply and demand 

In the first section of this chapter, we concluded that in the past three decades, China's 

health care demands have increased dramatically, especially since 2003. However, 

China's existing health care supply system is often tardy in reacting to changing demand, 

leaving a huge “gap” between the increasing demand and the slowly adjusting supply 

(see the Exhibit 5). 

Doctors are the core of the health care system. The figure of licensed doctors sheds 

some light on the situation of resources supply in the health care system. In 2003-2017, 

compared with the 4.8 percent average Compound Annual Growth Rate of licensed 

doctors, the growth rate of inpatients number is much more drastic, at a rate of 12.4 

percent. In terms of the growth, there is a huge imbalance between the growth of the 

doctor numbers and patient numbers, that is, the number of doctors has only increased 

by 80 percent in the past thirteen years, but the number of visits  has increased by nearly 

3 times more, and inpatient numbers have increased by 4.5 times. Moreover, the total 

number of visits and inpatients reflects to some extent the health care demands that have 

been met, but there is still unmet demand (for instance, because of accessibility issues) 

that could not be reflected in the number.  

 

 

 



 EUROPEAN NETWORK OF RESEARCH AND INNOVATION CENTRES AND HUBS (ENRICH), CHINA  
 

 

 
- 22 - 

 

 

Exhibit 5 

The “ditch” dilemma between China's health care supply-side and demand-side: 

the supply-side growth of core health care resources lags behind the demand-side 

growth of health care needs 

To understand supply-side and demand-side situation in China's health care industry, we 

analyzed the growth of health care services and the increase of licensed doctors over the 

past 30 years. In 1998, the growth rate of inpatients number exceeded that of licensed 

doctors and this rate significantly accelerated in 2003. Compared with the 4.8 percent 

growth of licensed doctors, the Compound Annual Growth Rate of inpatients reached 

12.4 percent. In terms of the growth rate, the growth of medical treatments in China 

between 1993 and 2003 was slower than that of licensed doctors, but this situation has 

been changed since 2004, the total number of medical treatments has increased rapidly 

from then on, and the growth is much faster than that of licensed doctors. 

 

 

IGI Research，Source: CHINA PUBLIC HEALTH STATISTICAL YEARBOOK 

 

 



 EUROPEAN NETWORK OF RESEARCH AND INNOVATION CENTRES AND HUBS (ENRICH), CHINA  
 

 

 
- 23 - 

 

However, the current health care system is not able to respond in time to the rapid 

growth of demand. For any industry, supply has an inherent stickiness nature, not like 

the demand which can have an explosive growth, because raising productivity itself 

takes time. The health care industry is an industry dealing with human beings’ lives. It 

develops new treatment methods, it trains doctors and accumulates medical practice 

experiences, all of which needs time and accumulation. Hence, it takes time and 

experience for this industry to improve its supply capacity. This kind of improvement 

can never be done in a short time. Although medical science is highly developed today 

and we can learn from good experiences in advanced countries, the rule states that the 

supply capacity of the health system has to be accumulated in a gradual way. What's 

more, the current health care system in China was born out of the government-

sponsored system under the planned economy, and this determines the innate structural 

drawbacks of the health care supply system and hinders the market response to the new 

demand for health care. 

All in all, the first major structural drawback of the health care system in China is that 

between supply and demand there is a huge gap, a “ditch” dilemma in health care 

supply and demand. What's more, demand growth after 2003 is only the beginning of 

the increasing demand of health care in China. With the upgrading of health care 

consumption and population aging, China's health care demand will continue to grow, 

and the demand structure is also changing in a gradual fashion, presenting 

multicomponent and multilayer features. Given the fact that health care supply in China 

is lagging behind, the question is how to adapt to the new pattern of health care needs 

now and in the future. 

2. The structural drawbacks of China's health care system: the unbalanced 

development within the health care system 

As mentioned in the previous section, the insufficiency of core resources gives the 

result that the health care system is not able to respond in time to the needs of the public. 

In addition to that, another important reason is that there are structural defects within the 

health care system. There is the unsatisfactory allocation structure, which inefficiently 

distributes health care resources. This kind of resource mismatch causes, on the one 

hand, the system to operate inefficiently, a large number of core health care resources 

being not fully utilized; on the other hand, public health care institutions are confronted 
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by diversified, multi-layered, personalized, and dynamic health care demand. Under 

these circumstances, the current health care system in China has difficulties in adapting 

to this new demand, and this uneasiness breeds health care chaos such as “feeding 

hospitals by selling drugs” and “excessive/unnecessary health care”. 

First, there are structural problems within the security track. The core medical resources 

fail to maximize their value and the efficiency of medical resource allocation is less than 

satisfying. 

On the one hand, resources are mismatched within the public hospital system. In terms 

of resource allocation, tertiary hospitals could receive financial subsidies as much as 20 

times that of the primary hospitals, and the health care technicians 7.6 times that of the 

primary hospitals. The unreasonable allocation of resources has served to divert health 

care services to tertiary hospitals which are “overcrowded”. Especially in public tertiary 

hospitals, the annual average outpatient numbers of each hospital is 4 times, 10 times 

and 175 times that of secondary hospitals, primary hospitals and health care institutions 

at grass-root level, and the number of inpatients 3 times, 9 times and 840 times. 

Moreover, the utilization rate of beds has maintained over 100 percent for several 

consecutive years, in a long term working in a full load or even overload operation. 

On the other hand, current hospitals not only undertake hospital care and emergency 

care, they also undertake primary care of many common diseases. In 2017, each 

community-level medical institutions takes less than 5,000 person-times visit on 

average, in contrast, each tertiary hospital takes more than 830,000 person-times visits. 

The medical resources utilization in primary hospitals and community-level medical 

institutions is inefficient, resulting in the idleness and waste of medical resources. 

China's health care system structure is unsatisfactory and its operational efficiency is 

low, making medical resources that are already short of supply to be largely wasted and 

laid idle. How to "revitalize" these idle resources, optimize resource allocation, improve 

and maximize the utilization efficiency of core medical resources are urgent issues for 

China's health care system reform. 

Secondly, there lacks providers to take responsibility for the new emerging health care 

demand in China’s current health care system. At present, the new demand is met by the 

public system, and this leads to the fact that the public system has to borrow resources 
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to take this responsibility, and that borrowed resources could have been used in 

providing basic medical and health services for all residents. This act of borrowing 

resources is another major reason of the social problem “inaccessible medical care” for 

residents. As we have analyzed, with the population aging and upgrading of 

consumption, this emerging new demand is about to have a rapid growth. If this 

drawback is not resolved, the problem of “inaccessible medical care” will become more 

intense in the future of China. 

In fact, the powerful market demand has begun to force the health care system to 

respond to the disparity between demand and supply in the health care industry. Within 

the publicly financed health facilities, new forms of the supply system, such as special 

outpatient clinics and international medical departments, have been developed; more 

and more patients choose to go to developed countries, such as the United States, Japan 

and Germany, to have health checks and medical care services. The overseas birth 

giving and overseas medical tourism are in full swing, and these phenomena have 

become the "new blue ocean" in the health care market. This shows that the upgrading 

of health care consumption poses a huge challenge to China's current health care system, 

but it also provides opportunities for its development. If the opportunity can be seized, 

China's health care industry will embrace a golden age of development and become a 

new engine for China's economic growth. 

3. The structural drawbacks in China's health care system: simplex health 

insurance payment system 

After the founding of New China, China established a publicly provided and financed 

health care system. As China's economic and social environment changed, the health 

system does not fit in China's national conditions anymore. In 1958, China started the 

reform of the health system, and in 1994 it began its medical payment system reform. It 

took 20 years for China to establish the world's largest medical insurance network, 

covering 1.3 billion urban and rural residents. At present, China's basic medical 

insurance has achieved “wide coverage” and the level of coverage is in line with China's 

current economic development level. 

Under the current economic circumstances in China, the principle of “wide coverage” 

determines that the current medical insurance coverage level will not be too high and 

can only guarantee a basic, low-level and homogeneous medical care and service for all 



 EUROPEAN NETWORK OF RESEARCH AND INNOVATION CENTRES AND HUBS (ENRICH), CHINA  
 

 

 
- 26 - 

 

citizens. This has determined that China's health care insurance cannot meet the 

growing new demand for high-quality medical services in society. In a country with a 

vast territory like China which has severe disparities in economic and social 

development among various regions, it is unrealistic to for the government to afford all 

the expenses of high-quality health care services under social basic medical insurance 

schemes. 

The complementary health insurance system represented by commercial insurance has 

developed fast in recent years, but it is still fragmented and undeveloped. In 2017, the 

market penetration rate of commercial health insurance was only 9.1 percent1, which 

failed to effectively assist basic health insurance system. With the upgrading of health 

care consumption, the society has an increased demand for high-quality, patient-friendly, 

personalized health care and services; the aging population envisions the future of a 

rapid development of disease prevention and treatment, health management and 

maintenance, elderly care, and hospice care in the next few decades. If there is no new 

health insurance payment system to provide for this part of the demand, then both 

public finances and individuals will face a heavy burden. 

A practical way is to develop commercial health insurance to meet the growing demand 

for the health services from the emerging middle class, in addition to the government-

provided basic health insurance covering basic medical services for all citizens. China’s 

health insurance is in a "social health insurance model", and basic medical insurance has 

been fully covered by the government, but constrained by China's national conditions 

(economic development stage, population, geographical differences, urban-rural 

disparities), it can only guarantee the basic medical needs of citizens. To complement 

the publicly financed insurance system, it is necessary to develop commercial health 

insurance which can broaden the scope of coverage, and provide multi-layered high 

quality medical services for the high-end market. 

 

 

                                                  
 

1 Source: Report on Commercial Health Insurance Development Index by Insurance Association of China in 2018 
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Chart 2 

IGI Research，The chart shows the data for countries in 2016. Source: 2017 International profiles of 

health care systems    
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1.4  A New Decade for China's Health Industry  

With China developing into a middle-income country and people's basic surviving 

problems being resolved, the emerging middle class's demand for health care will 

increase sharply, promoting consumption upgrades in the health sector and leading 

China into a golden age of health  industry development. Compared with 10 years ago, 

nowadays demand for health care and service in society is not only increasing 

dramatically in quantity, but also improving drastically in quality. That is to say, society 

not only imposes demand for the health system to provide ‘a sufficient number of’ 

health care services, but also puts forward higher requirements for service effects, 

quality and experience. 

Under the circumstances of a rapidly growing demand, the Chinese government has 

formulated a “Healthy China 2030” strategic plan, thus raising the development of the 

health care industry to a national strategy. “Healthy China 2030” depicts the blueprint 

for the development of China's health care industry in the next 15 years, and clarifies 

the development goals of the health care industry: by 2020, the scale of the health care 

industry will exceed CNY 8 trillion, and by 2030 CNY 16 trillion. Under this blueprint, 

the scale of China's health care industry will develop from CNY 4 trillion to CNY 16 

trillion, doubling every five years, which means in this progress there sure is a lot of 

opportunities. 

The crucial driving force for the development of China's health industry at present are 

not new technologies (such as mobile Internet, big data, etc.), but the consumption 

upgrading of the middle class and the reforming of the health system. We believe that 

the key to the reform lies in targeting the transformation of the health care system, that 

is, the most related link between the improving health care system and further 

deepening the health care reform. At present, China's health care system is tardy to 

respond to the increasingly diversified demand from the middle class, and structural 

defects are highlighted. In the next decade, the progress and scope of health care reform, 

which lies at the center of the health industry, will affect the speed and level of the 

development of the entire industry. The “Healthy China 2030” plan also proposes that 

the development of the health care industry will achieve a crucial breakthrough with the 

“institutional mechanism reform and innovation” as the driving force. 
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A huge health care demand from 1.4 billion people, among the 6 billion people in the 

world, is moving from the “survival type” of low-income conditions to the “quality type” 

of middle-income conditions, which will become a new driving force for China’s health 

industry in the next 10 years. This poses a challenge to China's health system, but it is 

also an opportunity if China can seize this chance to develop health industry, and then 

the industry will usher in a new era of development. 
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Summary  

The main points of this chapter: 

1. China's health care demand growth has accelerated since 2003. Under the influence 

of the aging population and health care consumption upgrading, the health care demand 

will show a rapid growth in an increasingly diversified framework for a long time to 

come. 

2. How much resources an economy can put into the national medical and health 

undertakings is not only a matter of national will, but also subject to the level of 

economic development. From a global perspective, the investment in both health care 

and public health is at the average level among countries with same economic 

development conditions, and is compatible with China's current economic development 

level. 

3. We believe that the drawbacks of the health care system in China are not the quantity 

but the structural problems. There are three major structural problems in China's health 

care system: 1) there is a serious disparity between supply and demand: on the one hand, 

the growth of core medical resources lags behind changes in demand; on the other hand, 

the demand is rapidly diversified, and the current health care system cannot cope with 

the increasingly diversified demand; 2) there are resource mismatches within the health  

care system, the distribution of medical resources is uneven, and the distribution 

structure is unreasonable. The resource mismatch causes the inefficient operation, and 

leads to the result that the value of core medical resources is not fully utilized; 3) the 

basic medical insurance system nowadays can no longer afford the diversified, multi-

level, personalized, and dynamic health care demand. China needs a new health 

insurance payment system to provide protection for this part of the demand. The 

feasible way is that the basic medical insurance provided by the government covers the 

basic medical services demand of all citizens; in addition to this, commercial heath care 

insurance should be developed to meet the growing demand for new health care and 

services among the emerging middle class. 

4. Promoting the consumption upgrades in the health sector, and ushering in a golden 

age of the health industry development. 
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The Evolution of China's 
Health Care Industry: 

 the Dual-track Dynamics 

 2. 
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2.1 The Dual-track Structure in China’s Health Care 
System: Security and Competition 

China's health care system was born in the time of planned economy. In the time of 

economic depression, the Chinese government established a unified health care system 

controlled by the government. By using absolute command, this system integrated, 

allocated and utilized medical resources in an effective way, and thus was able to 

provide Chinese people with roughly the same medical services, achieving world-

renowned success. "Guarantee primary care and wide coverage" is the basic criterion 

for the government to allocate resources in the health care industry. As the health 

standard continues to improve and health care consumption structure upgrades, the 

current health care system cannot meet the residents’ individualized needs anymore. 

Hence, the “inaccessible to medical care” problem escalated into a big trouble for 

Chinese people. 

In the 1980s, the government gradually opened the door to the private sector, to allow 

them to establish medical and health care institutions and participate in the health care 

industry. In 2000, China officially liberalized the health care market and allowed 

foreign capital to set up private health care facilities in China. In the early 2000s, China 

met the first boom of establishing private health care facilities. After the launch of the 

“New Health Care Reform” in 2009, under the guidance of the state policies, the private 

investment was poured into medical and health care institutions, and the number of 

private health care institutions continued to increase. By the end of 2018, China has had 

20,000 private hospitals, accounting for 64 percent of hospital numbers nationwide. In 

1990s, that proportion was only 3 percent. At the same time, the function and social 

value of private hospitals have gradually been recognized by the society. 

After more than 30 years of reform, China's medical service system has been divided 

into two parts. 

Security Track 

A health care system which is publicly provided and financed by governments is 

established after many years of efforts. This system is guided by the principle of 

“guarantee primary care and wide coverage”, with health facilities as the main body and 
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government finance and basic medical insurance as the main sources of financing, to 

provide medical services to all citizens according to the government regulated pricing. 

We call it the "security track”. 

Competition Track 

A market-based competitive pricing system in health care industry is gradually in 

formation. This system is born out of the quality health care demand of the emerging 

middle class in China, and its main financing sources are medical insurance of private 

health care institutions (including private non-profit, private for-profit) and out-of-

pocket payments. In contrast to the security track, we call this the "competition track". 

China's medical service system is composed of the "security track" and the "competition 

track". The two are intertwined and connected with each other but have completely 

different development paths. 

 

Chart 3 

Private Hospitals in China's Medical and Health Care System Reform Policies (1980-

2018) 

1980 

Report on the Request 

for Allowing 

Individual Operating 

Medical Practice 

Individuals, under strict supervision, are allowed to practice 

medicine in order to supplement the national and collective health 

care. 

1989 

Opinions on 

Expanding Health 

Care Services 

Eligible units and medical technical personnel are allowed to 

engage in paid amateur services. 

1992 

Several Opinions on 

Deepening Health 

Reform 

Joint-stock medical institutions are allowed to be set up on a trial 

basis. 

1997 

Decision of the 

Central Committee of 

CPC and the State 

Council on Health 

Reform and 

Development 

Health reform and development should follow the basic principle 

that "medical institutions should be mainly national and collective, 

supplemented by other social forces and individuals". 
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2000 

Guidance on the 

Reform of Health 

Care System in Urban 

Areas 

Establish a new classification system for managing medical 

institutions, dividing them into two categories: non-profit and for-

profit. 

2000 

Opinions on the 

Implementation of 

Classified 

Management of Urban 

Medical Institutions 

The definition of non-profit and for-profit medical institutions, as 

well as the approval for the medical institutions, stipulates that 

medical institutions shall be approved, registered, verified and then 

set up in accordance with the Regulations on the Administration of 

Medical Institutions, and it is clearly stated that for-profit medical 

institutions can independently determine medical service items 

according to market demand. 

2001 

Opinions on 

Classified 

Management of Urban 

Medical Institutions 

Efforts should be made to create a fair competitive environment, 

and give full play to the role of non-profit and for-profit private 

medical institutions in meeting the needs of multi-level health care 

and innovatively adjusting medical institutions. 

2005 

Several Opinions of 

the State Council on 

Encouraging, 

Supporting and 

Guiding the 

Development of 

Individual and Private 

Economy and Other 

Non-public Sectors of 

the Economy 

Non-public capital is allowed to enter the field of social 

undertakings. Non-public capital shall be supported, guided and 

regulated to invest in such not-for-profit and for-profit fields as 

education, scientific research, health, culture, physical training and 

other social undertakings. 

2007 

Notice of the Outline 

of the Eleventh Five-

Year Plan for Health 

Care Development 

Encourage and guide the social forces to actively participate in 

setting up private medical institutions, develop health care industry 

through various channels, expand the supply of medical services, 

and encourage fair competition. 

2010 

Guiding Opinions on 

Public Hospital 

Reform Pilot 

Accelerate the diversification of health care system, encourage, 

support and guide social capital to participate in developing 

medical services, and promote a health care system with 

diversified investors and investment methods. Non-public hospitals 

enjoy the same treatment as public hospitals in terms of medical 

insurance, scientific research projects, professional title evaluation, 

continuing education, service access, supervision and management. 

2010 
Notice of the 

Opinions of Further 

Quickly sort out and revise the documents concerning the access, 

practice and supervision of non-public medical institutions, 
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Encouraging and 

Guiding the 

Establishment of 

Medical Institutions 

by Social Capital 

formulate and improve the implementation rules and supporting 

documents to encourage and guide social capital to establish 

medical institutions, eliminate the policy obstacles that are 

hindering the development of non-public medical institutions and 

promote the sustainable and healthy development of non-public 

medical institutions. 

2013 

 

State council meeting 
 

 

Premier Li Keqiang chaired a meeting of the State Council to study 

and deploy measures to promote the development of health 

services. He proposed relaxing market access and encouraging 

social capital and overseas capital to invest in health services in 

various forms according to law and regulations. 

2013 

Several Opinions on 

Promoting the 

Development of 

Health Care Services 

Industry 

 

Speed up the formation of a diversified medical service pattern, 

loosen market access restrictions, liberalize the price-setting of 

medical services in non-public medical institutions, and promote 

the multi-site practice of physicians. By 2020, the total scale of the 

health care industry will reach more than CNY 8 trillion, which 

will be an important force to promote sustainable economic and 

social development. 

2014 

2014 Major Task List 

on Deepening the 

Medical and Health 

Care System Reform 

Emphasis should be placed on solving the problems of inadequate 

implementation and support of social medical policies in terms of 

access, talent, land, investment and financing, and service capacity. 

2015 

2014 Wrap-up Report 

and 2015 Major Task 

List on Deepening the 

Medical and Health 

Care System Reform 

Efforts should be made to build a diversified medical and health 

care system in which the non-profit medical institutions are the 

main body, the profit medical institutions are the supplement, and 

the public medical institution is the leading force while the non-

public medical institution is developing along with it. 

2016 

Outline of the 

"Healthy China 2030" 

Plan 

Promote and realize the equal treatment of non-profit private 

hospitals and public hospitals, break the unreasonable restrictions 

on social forces entering the health sector, and gradually expand 

the area which allows the set up of foreign capital funded medical 

institutions. 

2016 

Guiding Principles for 

the Planning of 

Medical Institutions 

(2016-2020) 

It is required that the social medical service be included in the 

relevant planning, and based on a certain proportion, resources 

allocation space such as beds and large-scale equipment should be 

reserved for the social medical service. Without breaking total 
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amount and structure of the regulation, the restrictions on the 

number and location of social-run medical institutions shall be 

abolished. 

2017 

Administrative 

Measures for the 

Registration of 

Practicing Medical 

Doctors 

 

Clarify the legitimacy and feasibility of multi-point practicing of 

physicians, physicians can practice in multiple institutions under 

the "one registration is valid for the whole region practice". 

2017 

Decision on 

Amending the 

Detailed Rules for the 

Implementation of the 

Regulations on the 

Administration of 

Medical Institutions 

Eliminate the restriction that medical personnel who are on duty or 

retired from work due to illness or suspended salary cannot apply 

for setting up medical institutions; add five independent categories 

of medical institutions, namely, medical laboratories, pathological 

diagnostic centers, medical imaging diagnostic centers, 

hemodialysis centers and hospice care centers. 

2017 

Opinions of the 

General Office of the 

State Council on 

Supporting Social 

Forces to Provide 

Multilevel and 

Diversified Medical 

Services 

Expand multi-level and diversified services, support social forces 

to participate in specialized medical services and other sub-service 

areas, and promote medical services that are integrated with other 

industrial services. 
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2.2 An Overview: Security Track Dominates, 
Competition Track Grows Fast 

Based on the main body of the security and competition tracks, namely public hospitals 

and private hospitals, we intend to figure out the current status and coming future of the 

dual track in health care industry. We analyzed the number of hospitals, resources 

(hospital beds, doctors, nurses, total number of technical personnel, etc.) and the 

number of health services undertaken by the two tracks. 

The number of public hospitals has gradually declined in recent years, and negative 

growth has continued from 2009 to 2017. On the other hand, the number of private 

hospitals has increased rapidly, in 2017 it reached 18,759, accounting for more than 60 

percent of the total hospital numbers. It can be said that the competition track has 

surpassed the security track in terms of quantity, but they may have very different 

capacity levels. 

The competition track has already gained an advantage in the number of established 

hospitals. However, the security track still has an absolute dominant position in 

provision of medical services (see the Exhibit 6). For example, in 2007, public hospitals 

were responsible for 86 percent of emergency services, and 83 percent of inpatient 

services, with a bed utilization rate of 91 percent. The bed utilization rate of tertiary 

public hospitals has stayed over 100 percent before 2015, though this rate fell back a 

little, it is still close to 99 percent. As for private hospitals, neither the outpatient visits 

nor inpatient services can account for more than 20 percent of health services provided 

nationwide. According to the statistics released by the National Health Commission in 

2017, in terms of the number of outpatient and emergency visits, the private hospitals 

take 500 million visits, accounting for 14 percent of the total number. In terms of the 

inpatients number, private hospitals have 33.21 million patients, account for 18 percent 

of the total number of inpatients. In terms of the utilization rate of hospital beds, the rate 

in private hospital is 63 percent in 2017, lower than the average utilization rate of beds 

(85 percent). 

The security track not only provides most of the medical services in the country, but 

also holds a huge amount of medical resources, including beds, medical technical 
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personnel (doctors, nurses, pharmacists, health care supervisors, etc.) and hospital 

administrators.  

 

Exhibit 6 

The security track still dominates, but private hospitals are developing rapidly. 

The number of private hospitals has exceeded 60% of the total number of hospitals, but 

the amount of medical services provided by them is less than 20%. Since the new 

medical reform, private hospitals have far exceeded public hospitals in growth rate of 

both hospitals number and medical services number. 

 

 

Note: The amount of medical and health services is measured by the number of visits and inpatients. Data 

Source: CHINA PUBLIC HEALTH STATISTICAL YEARBOOK 

 

By the end of 2017, public hospitals had 76 percent of the beds in the whole country, 80 

percent of medical technical personnel and 70 percent of hospital management 
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personnel. This shows that, compared to private hospitals, public hospitals still have 

most of the core resources in the health care industry (see the Exhibit 7). 

 

Exhibit 7 

The security track still holds an absolute amount of medical resources, mainly 

medical technical personnel with doctors as the core. 

Public hospitals hold the main medical resources, including beds and human resources. 

In recent years, with the rise of private hospitals, the number of beds and human 

resources in private hospitals is growing rapidly, and the growing speed is much faster 

than that of public hospitals. Among these medical resources, medical technical 

personnel, including doctors, nurses, pharmacists, and technical personnel, are the core 

elements. The data in the figure below also shows that compared with the proportion of 

beds and hospital administrators, the medical technical personnel in private hospitals 

has the lowest proportion in hospitals, and almost keeps pace with the growth of the 

medical services number. 

 

 

IGI Research, Data Source: CHINA PUBLIC HEALTH STATISTICAL YEARBOOK 
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The number of beds in private hospitals has exceeded 24 percent of the total amount at 

present, but the number of inpatients and outpatient visits only accounted for 18 percent 

and 14 percent, respectively, around the country. This shows that the resources of 

private hospitals have not been fully used to provide medical services for patients. The 

reason might be that the lack of certain core medical resources constrains the 

development of the competition track. The lacking certain core medical resource is 

probably the physicians. The health industry is a talent-intensive industry, compared 

with beds and large medical equipment, medical technical personnel, especially doctors, 

are the most important resource for the health system. The data shows that with the 

increased proportion of medical technical personnel in private hospitals, the quantity of 

medical services also increases, proving that doctors might be an important factor in the 

development of private hospitals. 

To sum up, at present, in China's health care system, the security track provides most of 

the medical care and services, whether it is emergency services or inpatient services. At 

the same time, the security track also occupies most of the core medical resources in the 

health industry, which includes the fixed assets, such as beds and medical equipment, 

and more importantly, the core resource of the health industry, that is, doctors, nurses 

and other medical technical personnel. With the deepening of the New Health Care 

Reform, under the impetus of national policies, capital investment and market demand, 

the competition track is rapidly growing and has played a complementary role in the 

provision of medical services to some extent. The competition track is growing fast, but 

it is still fragmented and its role in the provision of medical services remains to be 

explored. The lack of medical technical personnel, especially the shortage of doctor 

resources, may be an important reason for the tardy growth of the competition track. 

The reasons for the lack of talented resources in competition track can be described in 

the following three aspects: first, China is now in a dilemma of tardy supply structure 

and rapid demand growth, and doctors in general are in a state of deprivation. A long 

training period for doctors, high risk of practicing, and high professional pressure in 

health care industry are driving a lot of doctors out of the heath industry. Second, the 

professional title evaluation and scientific research ability are important factors 

affecting doctors’ careers, and the security track holds the power of authorizing the 

professional title, evaluating scientific research ability and so on. Hence, the reality is 

that, to a large extent, doctors have to depend on the security track. Third, there is the 
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unique staffing of government affiliated institutions, which makes doctors unable to 

change their job freely and flexibly, because once a doctor leaves the government 

affiliated institution it is almost impossible for him to go back. Hence, a doctor might 

hesitate about leaving the security track and having a job in the competition track. 

The most difficult problem encountered by China's medical reform is that the security 

track provides most of the medical services at this stage, and until the competition track 

has developed into a mature system to bear a considerable part of the medical services it 

is not possible to thoroughly reform the security track. This is the reason why our 

current public hospital reform has been so tardy. A practical method is to seize the 

opportunity of the upgrading of medical demand and do the best to promote the 

development of the competition track as soon as possible. Once the competition track 

grows into a powerful entity, it can take up a considerable amount of medical services, 

releasing the pressure of the security track and leaving more space for the security track 

to reform. This process can be summarized as "dual-track dynamics". 
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2.3 Envisioning the Future: from Shifts of Demand to 
“Diversity with Complementarity” 

The “dual-track dynamics” will undergo four stages of change: fission of demand, 

migration of resources, mutual promotion and co-existence. In this process, the security 

track and the competition track will form a situation of complementarity, entanglement, 

and spiral symbiosis. After these four stages, China's health care system will finally 

establish a mixed multi-factor, diversified, and multi-layered health care system. 

Fission of Demand  

As mentioned above, the security track holds most of the key medical resources, and 

also undertakes most of the medical services, but as it is subject to the requirements of 

“guarantee primary care and wide coverage”, it can only provide citizens with a basic 

medical service. With the upgrading of medical consumption and rising of the middle 

class, the demand for high quality medical services is growing dramatically, and the 

security track cannot satisfy the demand of this new medical service. As a result, driven 

by market demand, the competition track began to thrive. Different from the security 

track, the competition track is market-oriented and is committed to providing patients 

with better medical care and services given the current level of technology. The quality 

here does not only refer to the medical technology, but also the quality of medical 

services. For example, many people now go to hospitals like United Family Healthcare, 

as they are not only concerned with the medical technology, but also the experience of 

the medical service. In addition, the needs of the emerging middle class will generate 

new health care business models and mechanisms in a small number of non-critical, 

peripheral areas, such as medical beauty, the dental field, etc. The new mechanisms will 

take the lead in forming a complete chain of industry in regions where these services are 

highly demanded by consumers.  

Migration of Resources 

Once the industrial chain of the competition track is formed, it is possible that the 

emerging competition track and dominant security track will form a seesaw battle 
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situation. Since the competition track is market-oriented, the efficiency is higher than 

that of security track. Furthermore, the competition track can “siphon” core medical 

resources, such as doctors from the security track. The migration of these core resources 

will promote the development of the competition track in the medical service market, 

and attract more resources to be invested in competition track, thus competition track 

can cover more mainstream medical services gradually. The "dual-track dynamics" thus 

begins, of course, under the conditions allowed by rules and regulations. 

Mutual Promotion 

The process of dual-track dynamics will promote the mutual development and 

improvement of the security track and the competition track. The large-scale 

development of the competition track relieves the operational pressure from the security 

track, and at the same time, its advanced technology and management experience will 

spill over into the security track, improving its operational efficiency. The supervisory 

department has control over the flow of the resources to ensure the normal operation of 

the security track, in other words, this kind of supervision will ensure that the flow of 

resources does not affect the daily work of the security track. For example, the 

physicians’ multi-site practice, the management department can fully control the scope, 

amount, and rate of the doctor resources’ flowing, thereby ensuring the smooth 

operation of the health care system during the transition process. 

Co-existence 

The result of the dual-track dynamics will not result in one system digesting the other 

system, but that they will eventually form a pattern of co-existence and mutual 

promotion. With the aging population and consumption upgrading, the demand for high 

quality and personalized medical services will further increase, and the growth of the 

competition track will hence increase significantly. At the same time, the share of the 

security track will gradually decline, but its services will gradually upgrade and improve. 

The competition track will gradually grow into a same level as that of the security track. 

Therefore, the relation between the security track and the competition track will be 

complementary, entangled and spiral symbiotic. After these four stages, China's health 

care system will be reconstructed, eventually forming a multi-layered and diversified 

system. 
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Exhibit 8 

Evolutionary logic of double-track dynamics 

The dual-track dynamics is a process of constructing the competition track and 

gradually deconstructing the security track. The reconstruction of the health care system 

began with the upgrading consumption and middle class demanding for high quality 

medical services. The competition track is based on real demand and forms scale 

economies in a market-oriented system. The core of the dual-track dynamics is that the 

competition track “siphons” the resources from the security track, thereby promoting its 

own growth. During the migration of resources, the security track and the competition 

track promote each other, develop together, and eventually will reach a state of dynamic 

balance. The evolution of dual-track dynamics in the health care industry includes four 

stages, that is, fission of demand, migration of resources, mutual promotion and co-

existence. The trend is that  the health care service system eventually forms a mixed 

diversified and multi-layered medical system, in which the security track and the 

competition track complement and entangle with each other and have a co-existence 

relationship. 

 

Note：PRE-M Model2, an analysis framework for industry development, is adopted to understand the 

evolutionary logic of double-track dynamics. Strategy Rhythm: Winning in Turbulent Times (Beijing: China 

Machine Press). 

 

                                                  
 

2 Zhu Hengyuan, Yang Bin, "Strategy Rhythm", China Machine Press 



 EUROPEAN NETWORK OF RESEARCH AND INNOVATION CENTRES AND HUBS (ENRICH), CHINA  
 

 

 
- 45 - 

 

2.4 The Driving Forces behind the Dual-track 
Dynamics 

How to speed up the evolution of the dual-track dynamics? What can be done to 

stimulate the progress of the dual-track dynamics and how to control the progress of the 

dual-track dynamics? 

First, build culverts between the two tracks to promote the fluent flow of the resources 

and achieve interaction and integration of core medical resources between the security 

and competition tracks. At the same time, the supervision department closely monitors 

the progress of the dual-track dynamics and controls the rate and range of resource 

migration. 

Health care industry is a knowledge-intensive professional service industry. Only 

doctors who have been trained in a formal way for a long period can engage in medical 

activities. Doctors are the core of and key to the health care system. The core medical 

resources, especially doctors, are the most crucial elements for both the security track 

and the competition track. In recent years, China has vigorously promoted doctors' 

multi-site practice and the hospital staffing model reform. These measures will remove 

barriers to free resource circulation and help core medical resources to be transferred to 

the competition track. The competition track will develop rapidly with the driving 

forces from the market. 

The migration of core resources such as doctors to the competition track does not cause 

shortage of doctor resources in the security track, though the security already has an 

inadequate situation in doctor numbers. On the one hand, the competition track can 

divert the huge demand pressure from the security track; on the other hand, the 

competition track has a market-oriented nature, so its efficiency compared to the 

security track is higher, and it can optimize the health resources allocation, with the 

same amount of doctors, satisfying more health care demand. Hence, it will change the 

overall inefficient work of the entire health care system; in addition, the competition 

track is demand-oriented, so it may nurture innovations in medical management and 

improve its own efficiency in running the system. The data analysis in section 2 of this 

chapter suggests that the administrators / medical technical personnel proportion in 
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private hospitals is higher than that in public hospitals. For another example, a long-

standing problem in China is the unreasonable ratio of nurses to doctors. It is difficult to 

solve this problem under the current public hospital staffing model, but there is no such 

obstacle in the competition track. New technologies and management experience are 

born out of the competition track, and will overflow into the security track after they 

become mature enough, thereby further improving the efficiency of the entire health 

care system. 

At the same time, the supervision departments have control over the migration of 

resources, and they can monitor the rate and range of doctors' movements, so that 

through policies the government can adjust the tightness of the “source siphon” valves 

that connect the security track and the competition track, in other word, the government 

can ensure that the doctor's migration range and rate do not affect the normal running of 

the security track. 

 

Exhibit 9 

Factors that affect the evolution of dual-track dynamics 

The migration of core medical resources, such as doctors, affects the evolution of dual-

track dynamics. The supervisory authorities still have control over the migration of 

factor markets, ensuring that doctors' migration range and size do not affect the normal 

operation of the security track. 
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Another factor affecting the dual-track dynamics is the growth of the equity market in 

health care industry. The health care industry is not only a technology-intensive and 

talent-intensive industry, but also a capital-intensive industry. A large amount of money 

is needed in the development of hospitals. At present, the financing channels of Chinese 

hospitals are mainly the following six types: government (financial subsidies and tax 

incentives), hospital itself (accumulated profits and supply chain commercial credit), 

banks (credit loans and mortgage loans), financial institutions (financial leasing and 

projects trusts), institutional investors (private placement and structured financing/asset 

securitization), open markets (IPO and bond financing) 3 . Health care facilities can 

obtain funds in the equity market and optimize allocation in the resource market (e.g. 

introduce high-end medical equipment, hire good doctors and a large number of nurses, 

and improve the quality of medical services), thereby occupying a larger market share in 

the product market. Having hospitals listed or introducing good shareholders can help 

hospitals establish management systems, regulate health care quality standards, 

optimize work processes, improve efficiency, and control risks, which will have many 

benefits for the development of hospitals4. Furthermore, the hospital can attract high-

quality talent resources by incentivizing core technical personnel and managers through 

the equity incentive plan5. 

Aier Eye Hospital is a typical example. In October 2009, Aier was listed through IPO. It 

adopted the “Listed Company + PE” model and expanded rapidly throughout the 

country. By the end of December 2017, Aier Specialties has opened more than 200 
                                                  
 

3 Reference comes from the CN-Healthcare article " Li Xiang from CICC: Hong Kong stock IPO is 
still the first choice for medical service organizations in the short term", May 2017 
4 In May 2011, Aier Eye Hospital launched the equity incentive plan for the first time, granting 8.91 
million stock options to 194 people and completing all exercise by May 2018. In 2013, 249 people 
were granted restricted 5.446 million shares; in 2016, 1,557,000 restricted stocks were awarded to 
1,557 people, accounting for 12% of the group's employees. 

5 The “Hospital Partner Program” is mainly used for construction, expansion and mergers and 
acquisitions. The partner refers to the core technology and management personnel who meet certain 
qualifications, and as a shareholder partner of Aier Group jointly invests in the establishment of a 
new hospital. After 3 to 5 years of incubation and cultivation, when the new hospital has certain 
profit, Aier will use a fair price to purchase the equity held by the partner. 
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chain eye hospitals worldwide. The hospital chain is expected to have more than 1,200 

hospitals by 2020, covering more than half of the county-level regions. Moreover, 

during the implementation of strategic objectives, Aier has formed an integrated short-

term, medium-term and long-term equity incentive system in development by the 

creative use of the powerful equity market and further influenced the allocation of talent 

resources. Since 2011, Aier Group has launched “restricted stocks” three times in order 

to incentivize senior and core management personnel, and core technical (business) 

personnel of the hospital. In 2014-2015, by fully using the strength of the equity market, 

Aier Group launched the “Partner Program” and “Provincial Partner Program” to solve 

the talent and financial shortage of the company in the process of rapid expansion. 

Besides, commercial medical insurance is a breakthrough and also a catalyst in the 

development of the competition track. Along with the explosive growth of the health 

care needs of the middle class, when the security track cannot provide quality, patient-

friendly and personalized medical services, the middle class will turn to the competition 

track to seek what they want. As a result, the information gap in payment methods will 

spawn a large number of medical insurance market demand which will promote the 

growth of commercial health insurance, making it usher in a period of rapid 

development. Commercial health insurance complements the shortcomings of basic 

medical insurance, improves China's medical insurance structure, and improves the 

health level of residents, further satisfying medical health needs and accelerating the 

dual-track dynamics. The coverage and popularization of commercial medical insurance 

in China will become an important driving force for “dual-track dynamics”. 
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Summary 

The main points of view in this chapter: 

1. China's health care service system is composed of the “security track” and the 

“competition track”. The two tracks are intertwined and connected with each other but 

have completely different development paths. 

2. The security track is responsible for most of China's medical services (86 percent of 

outpatient and emergency services, 83 percent of inpatient services), and also holds 

most of the medical resources. The security track has an absolutely dominant position. 

Private hospitals are growing rapidly and have played, to certain degree, a role of 

supplement and enhancement in the provision of medical services, but they have not 

been a mature system yet. 

3. The security track provides most of the medical services at this stage. It is difficult to 

thoroughly reform public hospitals until the competition track has been developed 

enough to cover a considerable portion of the health care services. A feasible way is to 

seize the opportunity of the medical needs upgrading and promote the development of 

the competition track as soon as possible. Once the competition track grows into a 

strong system which is powerful enough to take up a considerable amount of medical 

services, it can assist the reform of the security track. This process can be summarized 

as "dual-track dynamics". 

4. The dual-track dynamics is a process of constructing the competition track and 

gradually reconstructing the security track. The reconstruction of the health care system 

began with the upgrading consumption and middle class demanding for high quality 

medical services. The competition track is based on real demand and forms Economies 

of scale in a market-oriented system. The core of the dual-track dynamics is that the 

competition track “siphons” the resources from the security track, thereby promoting its 

own growth. During the migration of resource, the security track and the competition 

track promote each other, develop together, and eventually will reach a state of dynamic 

balance. The evolution of dual-track dynamics in health care industry includes four 

stages, that is, fission of demand, migration of resources, mutual promotion and co-

existence. 
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5. The driving forces behind dual-track dynamics include: 1) the migration of core 

resources such as doctors; 2) the equity market power that is fully utilized; and 3) the 

development of commercial medical insurance. 

6. The trend is that health care system eventually forms a mixed diversified and multi-

layered health care system, in which the security track and the competition track 

complement and entangle with each other and have a co-existence relationship. The 

health care system is the core part of the health industry. The breakthrough of the health 

system will affect the speed and level of the development of the entire industry. It is the 

key point for the development of the health care industry in the next decade. 

  



 EUROPEAN NETWORK OF RESEARCH AND INNOVATION CENTRES AND HUBS (ENRICH), CHINA  
 

 

 
- 51 - 

 

Opportunities from the 
Dual-track Dynamics 

 3. 
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3.1 Opportunities for The Security Track: Improving 
Supply-side Efficiency of Existing Resources  

In the dual-track dynamics, the competition track is a new system in construction, and 

there will emerge many new and influential enterprises in this process. The dynamics in 

the health care system will also have a huge impact on the medicine circulation market, 

the health insurance market and the entire health care industry, and many new 

opportunities will follow. 

The competition track is demand-oriented, so the competition track must have a deep 

understanding of the new demand, keep a close eye on the dynamic change of the 

market, figure out how demand changes, and the root causes of these changes. The 

development of the competition track is based on these new health needs and in the 

transfer and integration of local and global quality medical resources in a flexible and 

fast way under the existing health care system, trying to have success in the incremental 

market. 

The lack of core medical resources 

is the bottleneck for the rapid 

growth of the competition track. 

Therefore, the competition track 

has to be efficient enough to be 

able to maximize the utilization of 

limited medical resources. The 

competition track needs to 

improve its efficiency and foster 

innovation in management. Its 

management innovation will 

overflow into the security track. At 

the same time, under the 

competitive pressure from the 

competition track, the efficiency of 

the security track will also be 

improved, thereby improving the efficiency of the entire health care system.  

IGI Research, Data Source:  BCG and Alibaba  

 

Figure 1 
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1. In terms of the consumer population, the middle class is the main driving force 

of the incremental market and breakthrough for the competition track. 

The middle class and wealthy families are the forerunners of driving the upgrading of 

health care consumption. Since the beginning of the 21st century, a group in China has 

begun to rise and grow rapidly, and promoted China's economic reform and 

consumption transformation, affecting China's and even the global economy and 

industrial structure. This group is the middle class in China. It is predicted that by 2020, 

100 million urban families in China will enter the middle class6. 

Under new national conditions, nearly 100 million households in China are 

experiencing consumption upgrading, and their health concepts are moving closer to 

that of middle-income countries. The society is gradually developing into an era of new 

health awareness. They put forward higher requirements on the effects, quality, and 

experience of health care, and pay more attention to individualization and humanization 

in this process. At the same time, they are able and also willing to invest more time, 

money, energy and attention to a good health of family members. The middle class 

consumers have the following needs that deserve attention: 

Demand for premium medical services Tailor a premium medical service for the middle 

class and wealthy families, providing them with better medical services and experiences. 

Better assistance infrastructure, more advanced technology, more personalized service, 

and premium medical services have become their most direct needs. The development 

of high-end private hospitals such as United Family Hospital, Women’s & Children’s 

hospital and so on is to satisfy the middle class's demand for premium health care and 

services. The lack of high quality resources is one of the problems facing the 

competition track. In order to solve the problem, companies need a global perspective to 

serve the Chinese domestic market by making the full use of high-quality health 

resources like professional medical personnel, state-of-the-art technology and 

equipment. 

                                                  
 

6  Source: 2015 BCG and Alibaba China Consumer Trends Report - "Three Emerging Forces 

Leading the New Consumption Economy" 
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Health Management Needs In the next decade, medicine will shift from a passive 

discipline to an active discipline – a discipline that is predictive, preemptive, 

personalized, and participatory 7 , 8 , 9 . This indicates that “predictive, preventive, 

personalized, and participatory” will become the most important features of future 

medicine. Whether it is the “preventive treatment of disease” in Chinese medicine or the 

prevention science in Western medicine, comprehensive health management is 

becoming the health awareness advocated by the middle class. As chronic diseases are 

growing and the health management conception is spreading, a professional health 

management will cover people's daily lives in the future. At present, health management 

facilities are mainly in areas of health check and health consultancies, with typical 

representatives like Ciming Checkup, iKang, eHealthcare and other companies. In the 

future, health management is no longer limited to health check and health consultation 

services, but will provide comprehensive services such as health examination, health 

consultation, health monitoring, disease prevention, and health care insurance. From the 

treatment of diseases to comprehensive health management, along with subdivisions 

derived from this process, there are many potential opportunities in health care industry. 

Demand for Commercial Medical Insurance Until now, basic medical insurance has 

fully covered all citizens in China. It can be said that enjoying basic medical services 

has become a civil right of the Chinese people, but the current medical service is still at 

a low-level. With the upgrading of medical consumption, basic medical insurance can 

no longer meet the health care needs of the middle class. Hence, targeted medical 

insurance products have huge potential. Risk hedging is not the most direct motivation 

for consumers to purchase health insurance, but it is the high-quality and diversified 

medical services covered by health insurance that are the most direct motivation to push 

consumers to pay for health care insurance. Insurance actuarial science, providing a 

                                                  
 

7 Hood, Leroy.P4 Medicine: Personalized, Predictive, Preventive, Participatory, A Change of View 

that Changes Everything.CRA.2008 

8  Flores, Mauricio et al. “P4 medicine: how systems medicine will transform the clothing sector and 

society” Personalized medicine vol. 10,6 (2013): 565-576. 

9 Leroy Hood & Stephen H. Friend. Predictive, personalized, preventive, participatory (P4) cancer 

medicine. Nature Reviews Clinical Oncology volume 8, pages 184–187 (2011) 
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basis for the calculation of premiums and ensuring the stability and security of 

insurance operations, is the core technique in health care insurances, such as life 

insurance, property insurance, auto-mobile insurance, accident insurance and so forth. 

Different from these types of insurance, the core ability of health insurance is to have 

good cost containment in medical services. In recent years, China's health insurance 

market has generated many health insurance innovations, such as Health Maintenance 

Organization (HMO) and Pharmacy Benefit Management (PBM). In addition, the 

Chinese market has a big volume; even a single disease has a large-scale of population. 

In recent years, commercial insurance companies and medical service organizations 

have started to cooperate on the serving of patients with single disease cover, such as 

diabetes, hypertension, liver disease, and breast cancer.  

Demand for Efficiency As we have mentioned before, efficiency is the key to the 

growth and operation of the competition track. What consumers need are medical 

information, electronic health records, online medical treatment, smart medical care, 

telemedicine and other products or services that improve the efficiency of medical 

treatment; all these products and services can bring a better medical experience to 

patients. For example, in order to provide patients with better medical experiences, the 

competition track improves its efficiency and creates many inventions and innovations 

such as surgical robots, intelligent assistant equipment and 3D organ printing. 

All in all, the middle class is the driving force for the upgrading of health care 

consumption. Commercial medical insurance is used as a mean to meet the 

requirements of the middle class and the wealthy, global high quality resources are 

integrated into the competition track, and a new pattern of reasonable medical resources 

allocation is thus formed, giving the competition track a competitive edge. 

2. From the perspective of geographical location, the competition track will give 

priority to Beijing-Tianjin-Hebei region, Yangtze River Delta region and Pearl 

River Delta region, and form a relatively complete industrial chain in these regions. 
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At this stage, the breakthrough of the competition track will not have results in all areas, 

but rather it will happen in certain places that are demand-intensive and have relatively 

high population concentrations, and then gradually develop into a mature system. Large 

and medium sized urban areas with relatively more middle class population have high 

population density, intensive demand, and relatively high consumption ability. From the 

perspective of resources, doctors are the core elements in the health care industry; the 

physician population density 

is higher in large and medium 

sized urban areas. As to the 

physician population density 

around the country, cities 

such as Beijing, Tianjin, 

Shanghai, Hangzhou, 

Guangzhou, Changsha and 

Chengdu have higher density 

and thus they can take the 

lead in forming a mature 

competition track and 

extending this experience to its surrounding areas. 

Therefore, with the Beijing-Tianjin-Hebei, Yangtze River Delta, and Pearl River Delta 

regions as the center, there is a high density of population and medical resources. The 

center can radiate its experiences and influences to the peripheral places, thus it is more 

likely for these regions to have a breakthrough in the formation of a comprehensive 

competition track. 

Take the Pearl River Delta region as an example: its GDP in 2017 reached CNY 7.6 

trillion, and the resident population arrived at 61.5 million. The UK, where the health 

care industry is very mature, has a GDP of USD 2.6 trillion and a population of 66 

million. This kind of volume is enough to support a new system. The volume of the 

Beijing-Tianjin-Hebei Region and the Yangtze River Delta Region is much larger than 

that of the Pearl River Delta Region. See the Chart 4 for specific indicators. 

 

 

Figure 2 
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Chart 4 

IGI Research, Data Source: http://www.eeo.com.cn  

 

The competition track will have a new system in the Yangtze River Delta, Pearl River 

Delta, and Beijing-Tianjin-Hebei regions to meet the emerging medical needs of the 

middle class. The new system radiates from the central cities of Beijing, Shanghai, 

Tianjin and Guangzhou to their surrounding cities in the area of the Yangtze River Delta, 

the Pearl River Delta and the Beijing-Tianjin-Hebei region. In the process of 

constructing the competition track, the competition track needs to integrate medical 

resources into its own system, and thus generates new elements in the industrial chain, 

forming a relatively complete industrial chain in these areas. As a result, the constructed 

competition track will in turn influence the national health industry. 

3. From the perspective of disease spectrum, chronic diseases with high prevalence 

and rapid growth are worthy of competition track’s attention. These diseases have 

features of “being favored by middle-class, controllable medical risks, low 

technical barriers, and not-so-intense competition”, presenting opportunities for 

the competition track. 

The focus of the health care system has shifted from infectious diseases to the fight 

against chronic diseases, especially cardiovascular and cerebrovascular diseases, 
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diabetes and cancer, which are also the challenge for the entire health care system in 

China. As these chronic diseases not only have high prevalence and incidence, but also 

are basically incurable, lifelong medical care is required. It is almost impossible for the 

security track to bear such a heavy burden. The large-scale development of the 

competition track can divert the operational pressure of the security track, and at the 

same time, it can overflow its advanced technology and management experience to the 

security track and help to improve its efficiency. 

 

Exhibit 10 

Cardiovascular diseases, tumors, neurological and psychiatric diseases, 

musculoskeletal diseases, endocrine and metabolic diseases, are the top 5 burden of 

chronic diseases in China. 

According to the research result from the Global Burden of Disease Study 2015, the five 

types of chronic diseases, that is, cardiovascular disease, tumors, neurological and 

psychiatric diseases, musculoskeletal diseases, endocrine and metabolic diseases 

respectively accounted for 20.8%, 16.8%, 12.0%, 9.0% and 5.7% of the total disease 

burden in China.  

 

IGI Research, Data Source: Global Burden of Disease 2017 published on Lancet 
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Exhibit 11 

The health care system needs to pay attention to such "annoying" chronic diseases 

The chart below shows the most prevalent diseases in China in 2015. Among chronic 

diseases, oral diseases (49%), neurological and psychiatric diseases (46%), sensory 

organ damage (41%), dermatological diseases (39%), and musculoskeletal disorders 

(25%) have the highest prevalence in China. Among them, there is one type of chronic 

disease that deserves attention from the health care system. Although these chronic 

diseases are not fatal, they are very annoying and will affect the quality of patients’ 

lives. Such chronic diseases include dental caries, periodontitis, hearing impairment, 

acne, cutaneous fungal infection, vitamin deficiencies, etc. These chronic diseases have 

a very high prevalence in China. 

 

IGI Research, Data Source: Global Burden of Disease 2017 published on Lancet 

 

According to the Global Burden of Disease Study 2017 (GBD) released by the top 

medical journal The Lancet, cardiovascular diseases, tumors, neurological and 

psychiatric diseases, musculoskeletal diseases, endocrine and metabolic diseases, are the 

top five burden of chronic diseases in China (see the Exhibit 10). The incidence of these 

five types of chronic diseases is growing rapidly. Take diabetes as an example, in 1979, 

the prevalence of adult diabetes in China was less than 1 percent. However, it reached 

2.6 percent in 2002, and 9.7 percent in 2010. This figure even reached 11.6 percent in 
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2017. The same rapid growth also occurs in high blood pressure, tumors, tension 

headaches, cervical vertebrae and disc diseases10. 

In recent years, investment in specialized hospitals, such as obstetrics and gynecology, 

ophthalmology and dentistry, has been a hot trend, and the competition among investors 

is fierce recently. However, if private specialized hospitals can meet the following four 

characteristics: being favored by middle class, controllable medical risks, low technical 

barriers, and not-so-intense competition, there are still potential investment 

opportunities left for them. 

We analyzed data of the incidence and prevalence of 328 diseases and found that the 

prevalence of one type of chronic disease is pretty high, even much higher than 

cardiovascular disease (see the Exhibit 11). Such chronic diseases do not threaten 

patients’ lives, nor do they cause main disease burden for the country. Therefore, they 

are not the focus of social attention. However, they often annoy patients and will bring 

pain to them to varying degrees and affect their quality of life. For example, the 

prevalence of tension headaches is 19.2 percent, and cervical and lumbar pain annoys 

more than 10 percent of residents. In addition, chronic diseases, such as dental caries, 

periodontitis, hearing impairment, acne, cutaneous fungal infection, vitamin deficiency, 

and chronic obstructive pneumonia, are highly prevalent in China. Products and health 

services for these chronic diseases are still in the “blue ocean” market and are 

opportunities for the private health system, because these products and services can 

meet the expectations of the middle class and have low medical risks and low technical 

barriers as well.  

4. From the perspective of the medical service supply pattern, an important 

breakthrough in the competition track is in the basic medical service supported by 

the general practitioner. The general health system, represented by the family 

doctor model and mainly based on basic health care and services, such as diagnosis 

and treatment for common diseases, chronic disease management, long-term 

                                                  
 

10 Data come from Analysis Reports of National Health Service Survey of 1993, 1998, 2003, 2008 

and 2013.  
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health checkup, and disease prevention, looks likely to make a significant 

breakthrough in the competition track. 

According to the construction experience of advanced health care systems from foreign 

countries, the private sector has a lot to offer in the basic medical services. The basic 

medical services in the United States, Canada, Germany, France, and Japan are almost 

all undertaken by private medical organizations; in Singapore, private clinics provide 80 

percent of basic medical services, and the rest are provided by government joint clinics 

for low-income groups. The UK is in a National Health Service model, with more than 

50 percent of clinics being private11. As the population ages and the disease spectrum 

changes, the provision of comprehensive medical services will be widely welcomed. 

The General Practitioner (GP) system, which can integrate health monitoring, disease 

diagnosis，prevention， disease intervention and health management, is a scientific 

and effective model for improving the efficiency of basic medical services and 

optimizing resource allocation. 

The shortage of general practitioners has bottlenecked the efforts to develop the general 

medical system. At present, there are 250,000 general practitioners registered in China, 

accounting for 7.37 percent of the total number of doctors. This figure is far from the 

requirement to establish a true system of general practitioners. The unwillingness to be 

a general practitioner, difficulty in training and many doctors leaving GP groups have 

created an acute shortage of GP. There is a big obstacle to the development of general 

diagnosis and treatment in different levels in the security track, but it probably can make 

a breakthrough in the competition track. 

The general practice system may have a breakthrough in some cities such as Beijing, 

Shanghai, Jiangsu, and Zhejiang. Judging from the geographical distribution of GP in 

China, the number of GP per 10,000 people in these cities is relatively high. The general 

practice system represented by the family doctor model has not been fully deployed 

across the country, because of the supply-side shortage. However, in areas such as 

Beijing, Shanghai, Zhejiang, and Jiangsu, it is still possible to form a regional general 

                                                  
 

11 National Health Service Model, referred to as NHS, freely provides a comprehensive medical service for every 

citizen. Source come from International Profiles of Health Care Systems. 
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practice system. In addition, led by the medical health needs of middle-class consumers, 

the use of commercial medical insurance, as a means to develop family doctors and 

other general practice groups, is a path for the competition track to achieve 

breakthrough in developing a general practice system. However, there are practice risks 

for doctors who rely on the general practice group to carry out medical services. 

Therefore, the general practice group should pay attention to purchase medical liability 

insurance, medical accident insurance and other practice insurance, to provide 

comprehensive protection for doctors' medical behavior. 
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3.2 Opportunities for The Security Track: Improving 
Supply-side Efficiency of the Stock Market 

In the dual-track dynamics, the security track will keep its structure relatively stable, 

and its basic nature will not undergo fundamental or essential changes. Therefore, the 

most likely investment opportunity for the security track comes from the efficiency 

improvement of existing products, services and business models. 

First, promote medical informatization in security track to a higher level, establish 

a lifelong personal health record, and improve the service quality and core 

competitive edge of the hospital. 

Medical informatization refers to the digitization, networking and informatization of 

medical services. Through computer science and modern Information and 

Communication Technologies (ICTs) and database technologies, the functional needs of 

all authorized users can be satisfied and the collection, storage, process, extract and 

exchange of patient information and management information can be done among 

different hospitals and also among different departments within an individual hospital. 

At present, the international standard of medical informatization is divided into three 

levels: Hospital Management Information System (HMIS), Health Care Information 

System (HCIS), and Global Medical Medical Information System (GMIS). Medical 

informatization is an effective way to improve health care efficiency. Especially for 

security track, medical informatization is undoubtedly an important way to improve the 

efficiency of medical practice, reduce the workload of doctors, improve the 

management level of hospitals, and establish a brand-image of hospitals. China has 

made considerable progress in medical informatization, but many hospitals are still in 

the stage of “HMIS”. It is sure that the implementation of HCIS and GMIS is inevitable. 

At present, the use of an electronic health record system in China is still not through 

enough. The use of electronic health records is an important way to improve the 

efficiency of hospital operations and improve the medical experience of patients. By 

creating the personal electronic health record, hospitals can manage the individuals’ 

health along the whole life cycle, and form uninterrupted and continuous data which is 

based on physical examination, disease prevention, diagnosis, treatment, rehabilitation, 
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nursing and other medical services. This electronic health record not only facilitates 

convenient access to the patients’ health situation for doctors, but also helps the tracking 

and consultation of chronic diseases, infectious diseases, and incurable diseases and so 

forth.  

Second, the cost containment for medical insurance is still a major problem facing 

security track. Some companies (big data companies, insurance companies, etc.) 

use a model similar to "Energy Performance Contract" to provide cost 

containment service to governments, which deserves our attention. 

Medical insurance cost control is always a matter of great concern in the New Health 

care Reform. In 2016, the number of people participating in basic medical insurance 

exceeded 1.3 billion, and this basically covered all urban and rural residents. However, 

as early as 2013, for the first time the income of health insurance fund growth rate (18.9 

percent) has been lower than the health care expenditure growth (22.7 percent). As the 

medical service demand is rising in a rapid, multi-layered and dynamic fashion, the 

need for controlling the cost of health insurance fund is becoming an urgent problem for 

the public health system. 

Based on the demand for the cost control of medical insurance, some commercial 

companies have emerged to help the government and doctors to control medical 

insurance expenses through a kind of “Energy Performance Contract” model. This 

model, a new energy-saving and market-based mechanism, was developed in Western 

countries in the 1970s, and it uses management methods to control energy costs. 

Professional cost control companies can use innovative technologies such as big data 

and artificial intelligence to have fine management over problems like excessive 

medical treatment, medical insurance fraud, and insurance payment audits. The 

outsourcing of medical insurance management and the improvement of insurance fund 

efficiency through marketization have become a new method in the government reform. 

Third, the components of traditional health care institutions, like medical 

laboratory centers, pathological diagnosis centers, medical imaging diagnosis 

centers, hemodialysis centers, and pharmacies, will gradually liberalize 

outsourcing because of the need to improve management efficiency. The 

outsourcing means potential investment opportunities. The key to win the 

opportunity lies in the company's management level and commercial feasibility. 
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For many medical institutions, especially small and medium sized hospitals and health 

care facilities at grass-root level (urban community hospitals, health centers, etc.), 

though there are only small-scale pharmacies, diagnosis department, imaging 

department, pathology department and other departments, they must be equipped with 

appropriate testing devices, and corresponding medical technical personnel. Limited by 

the size of the patient population, the resource utilization rate of these departments is 

not so high, which results in a serious waste of resources. Outsourcing these medical 

services to a third-party company will help improve the management efficiency of 

hospitals. 

In recent years, independent medical laboratories such as third-party medical laboratory 

centers and blood centers have been in a full swing. For instance, an independent 

medical laboratory, that is, a third-party medical testing center, is mainly responsible for 

undertaking outsourcing test business from medical institutions or other enterprises or 

institutions that are related to medical testing. In 2001, there were only 2 independent 

medical laboratories in China, which increased to 468 by 2017, with a market scale of 

CNY 175-250 billion. However, China's independent medical laboratories only account 

for 3.6 percent - 4.5 percent of the medical testing market, which is left far behind the 

developed countries such as the United States, Europe, and Japan. 

 

Figure 3

 

IGI research, Data Resource: https://bg.qianzhan.com/ 

 

In 2017, the state officially adopted five independent categories of health care 

organizations, including medical laboratories, pathological diagnosis centers, medical 
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imaging diagnosis centers, hemodialysis centers, and hospice care centers. Driven by 

the strengthened construction of medical institutions at grass-root level, cost control of 

medical insurance, and national policy support, the trend of outsourcing services to 

third-party institutions is clear, and there is huge room for traditional medical 

departments, such as medical laboratory centers, to develop. 

Fourth, along with the process of medical informatization, the security track 

focuses on collecting, storing, organizing, and integrating massive clinical data 

repository, and exploiting and exerting the value of these data for medical research, 

clinical practice, and cost control of medical insurances. 

With the deepening of health care informatization in recent years, hospitals have formed 

a big data base of health care during the process of scientific clinical practices, health 

management services, medical research, and hospital management practices. This data 

can provide huge value for medical research, clinical practice and cost control of 

medical insurances, if these data can be fully integrated in the process of collecting, 

storing, unstructured data processing and organizing. 

The opportunity for big data in the health care field lies in the establishment of a 

systematic database to explore the value of data information for clinical practice, 

medical research, and cost control of medical insurance. On the other hand, it can also 

use big data technology to explore an innovative business model, optimize medical 

procedures and improve the utilization efficiency and effects of medical resources.  
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3.3 Other Trends: Local Demand, Local Strengths, 
Global Resources 

Among the world's 6 billion people, a huge group consisting of 1.4 billion people with 

new health demand is moving from the “survival type” of low-income conditions to the 

“quality type” of middle-income conditions, which will become a new driving force for 

the development of China's health care demand in the next 5-10 years. Under the 

influence of the aging population and health consumption upgrading, the demand for 

health care in China will show a rapid growth for a long time to come, resulting in a 

rapid change in the health care system structure. Based on the development of health 

needs, China will have the largest health care demand around the world in the future. 

1. Integrating global resources to satisfy China's demand is a feasible way for 

competition track to develop. 

To meet the health care of the middle class, the competition track should seek medical 

resources from all over the world, such as advanced medical devices and equipment, 

newly developed drugs, good methods in diagnosis and treatment, and efficient 

management systems. For example, Fosun Group proposed “China power grafted by 

global resources” as its company motto in 2007; Aier hospital, an ophthalmology 

medical institution chain, also proposed a development strategy of “sharing global 

ophthalmology wisdom”. 

In addition, doctor resources are still in shortage in China, and the limited domestic 

resources is far from enough to meet the needs of the local market. In order to adapt to 

the rapid growth of the competition track, we should have a global perspective and 

promote the rapid development of the competition track by integrating global resources. 

For example, private enterprises such as United Family Healthcare and other private 

enterprises have improved medical service capabilities by hiring foreign doctors at the 

beginning of their establishment. 

2. The competition track should conduct in-depth research and exploration and 

make full use of China's domestic advantages. 
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China has the world's most kinds of diseases, as it has a vast territory. The climate, 

environment and living habits vary greatly among different regions, thus the disease 

map varies from region to region12. On the other hand, in the course of development 

over the past 40 years, China has implemented “gradual reforms”, which have led to 

severe disparities in economic and social development among different regions. These 

disparities are also reflected in the health care system. The life expectancy in Beijing 

and Shanghai is over 80 years old, which is equal to that of developed countries such as 

Germany, France, and Japan. The disease spectrum in these two cities is also highly 

close to that of high-income countries. However, in highland areas of Qinghai, Yunnan, 

and Tibet, the average life expectancy is less than 70 years old, and the disease 

spectrum is very different from that of Beijing and Shanghai. Benefited from the most 

advanced medical research in the world, China has launched targeted medicine research 

in response to the high incidence of diseases in China. In addition, China has developed 

a large number of pharmaceutical R&D personnel, and China's labor costs still have 

certain advantages in the world. Therefore, it is a great area for companies to invest in. 

Companies should take advantage of the relatively low cost in China's R&D and 

undertake R&D outsourcing services from the international market. 

In addition, China's medical device market is large in scale, fast in growth, thus has 

huge market potential. In 2015, the national medical device sales scale was about CNY 

308 billion, an increase of about 18 times in 15 years. The consumption ratio of 

pharmacy to equipment in 2015 was 1:0.33, far below the world average of 1:0.7, and it 

is lower than that of developed countries which is 1.02:1. At present, China's medical 

equipment, especially high-end medical diagnosis and treatment equipment, are mostly 

supported by the foreign companies, especially large enterprises such as GM, Philips, 

Siemens, etc., which occupy a large market share. The high degree of importation of 

medical devices means the high procurement cost, which imposes a heavy burden on 

Chinese hospitals. This presents opportunities for both domestic firms and foreign 

companies. 
                                                  
 

12  Zhang Shu, Huang Zhi, Song Ping, “Analysis of the Composition and Changes of Disease 

Spectrum of Hospitalized Children in Our Hospital in the Past 10 Years”, Journal of Modern Clinical 

Medicine, Vol.37No.2, 2011 
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SUMMARY 

The main points of view in this chapter: 

1. The investment opportunities for the current medical service system come from the 

process of building a competition track with new system and rebuilding and upgrading 

the security track. In this process, new and influential enterprises or organizations, 

which have influence on the health care industry, will emerge. The dual-track dynamics 

process has structural investment opportunities. In the history of China's industrial 

development, whether it is the reconstruction of China's consumer goods industry from 

1980 to 1990, or the reconstruction and upgrading of China's equipment industry from 

1990 to 2000, they all have a similar development path. 

2. The security track will maintain itself relatively stable. Without changing the basic 

nature of the existing security track, there will be opportunities for new products, 

services, business models and others that can improve the efficiency of the security 

track. 

3. Driven by the upgrading of consumption and the assistance of the commercial 

insurance system, the competition track will gradually develop into a mature system. 

The construction of the competition track will bring a lot of opportunities. Based on the 

demand of emerging middle-class, the breakthrough point of the competition track is to 

foster new health care models and mechanisms in some non-critical and peripheral areas. 

These new mechanisms will help form a complete health care chain in the regions of 

Yangtze River Delta, Pearl River Delta, Beijing-Tianjin-Hebei, etc. 

4. Areas that can integrate global resources and take advantage of local benefits also 

have opportunities, like fields of medical services, new drug research and development 

and domestic medical equipment. 
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CONCLUSION 

 

In the next decade, with the development of China's economy and the rise of the middle class, the 

pattern of demand for health care and services in China will undergo tremendous changes. The 

characteristics of the change are defined by a sharp increase in the volume and a diversified, 

hierarchical and dynamic progress in the demand structure. The change on the demand side has 

opened up a door of opportunity for the reform of China's health care system. 

Driven by demand, the supply side of the health care system will undergo a similar path to the dual-

track reform of China's manufacturing industry in the 1990s. In the next decade, the security track 

and the competition track will develop together in the “dual-track dynamics”. The dual-track 

dynamics is a process of constructing the competition track and gradually deconstructing the security 

track. The core of the dual-track dynamics is that the competition track “siphons” resources from the 

security track, thereby promoting its own growth. In the process of resource migration, the security 

track and the competition track promote each other, develop together, and finally reach a dynamic 

balance, that is, co-existence. The medical service system will eventually form a diversified and 

multi-level health care system, in which process the security track and the competition track will 

form a situation of complementarity, entanglement, and spiral symbiosis. 

The health care system is the core of the health industry. The dual-track dynamics of the health care 

system will have a huge impact on the medical insurance, medical production circulation and even 

the entire health industry, affecting the future of China's health industry. In the next decade, under 

the guidance of the commercial medical insurance industry and the influence of the “dual-track 

dynamics”, the health industry, including medical insurance, medical care and medical production 

circulation, will gradually open a process of deconstruction and reconstruction. In this process, a 

large number of opportunities will emerge and the development of the health care industry will give 

birth to much “sightseeing” which will have global influence. Without changing the basic nature of 

the existing security track, it will maintain a relatively stable structure and there will be opportunities 

for improving new products, services and business models which have higher efficiency. Driven by 

the consumption upgrading and the commercial insurance development, the competition track is 

gradually formed and developing into a mature system. The construction of the competition track 

will bring a lot of opportunities, and will have breakthroughs in certain populations, regions, disease 

types, and business models. 

The important driving force for the development of China's health care industry at this stage is not 

new technologies (such as mobile Internet, big data, etc.), but the consumption upgrading of the 

middle class and the transition of the medical service system. The new medical reform repeatedly 
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emphasizes the joint reformation for public health services, medical insurance, and medical 

production-circulation (JRPMM), and some commentators mentioned that medical reform designers 

should strengthen the "top-level planning." We believe that the key to the new health care reform is 

to select the most important core link to start the medical improvement process and open the medical 

reform situation, and to form a “minimum package reform”. From this perspective, "medical care", 

"medical insurance" and "medical production-circulation" have different meanings for the new 

health care reform. On the whole, the marketization reform of the medical production-circulation 

system has been completed, and it is competitive in the fields of R&D, production and circulation. 

The core of the new health care reform lies in the transformation of the medical services, and the 

transformation relies on the progress of the dual-track dynamics, in which process “medical 

insurance” is an important force in inducing the acceleration. The reform of the “dual-track 

dynamics” in the field of medical services is the “ice-breaking path” of the new medical reform. 

The process of dual-track dynamics is evolutionary and takes a long period of time. In this process, 

whether the government will resolutely and steadily promote the reform is the key to the success, in 

which ‘resolutely’ refers to unswervingly promoting the flow of core medical resources (mainly 

doctors) the development of the competition track in market; and ‘steadily’ means to ensure the 

relatively stable operation of the existing medical insurance system. 

If the new health care reform can seize this opportunity, China's health care industry will have a 

bright future. Once this reconstruction process is completed, with the further development of China's 

economy, medical and health undertakings will be further promoted. 
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