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Abstract

In 2002, the Chinese leadership announced a turnaround in national welfare policy: Local
insurance at county level, called the New Rural Cooperative Medical System (NRCMS),
was to cover all counties by 2010. This paper addresses the main characteristics of NRCMS
as an example of ‘transformative state capacity’ in decentralised policy fields and its feature
‘responsiveness’ as a market-based means of its introduction.

Reviewing the modes of governance and comparing the introduction of local schemes
based on two case studies of western China since 2006, this paper argues that the flexibility
shown by local administrators in considering structural and procedural adjustments is the
result not only of central directives but also of local initiatives. Forms of locally embedded
responsiveness to the needs and perceptions of health care recipients are crucial in enhancing
the accountability and responsiveness of local cadres. These new modes of ‘responsiveness’
or responsive regulation are important in understanding and conceptualising the transfor-
mative state capacity. Responsive settings using centrally defined local feedback loops are
different from hierarchical control and the formal institutionalised representation of the
interests of the local population, and are a rough but effective means of enhancing both
flexibility and the efficiency of control and financing by the central state. These feedback
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loops, which are based on voluntary enrolment and on central state subsidies made depen-
dent on contributions received from participants and local government, are complementary
forms of governance at grassroots level.
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Public sector reform, rural cooperative medical system, China

1. Introduction

In 2002, the Chinese leadership proclaimed a turnaround in national health
policy: Local voluntary medical schemes at the county level, presented as the
New Rural Cooperative Medical System (NRCMS, xinxing nongcun hezuo yil-
iao zhidu) were to be scheduled to cover all counties by 2008.2 At the end
of 2007, more than 85 per cent of all counties were covered by an NRCMS
plan, with a high participation rate, also 85 per cent, reported by the national
media.? Since then there have been impressive and rapid improvements in the

contribution and benefit structure. This paper will address the main character-

istics of transformative state capacity in the context of rural health governance?

2 See NRCMS in Wu Ming, ‘Fen baogao zhi yi: Xinxing nongcun hezuoyiliao shishi zhuang-
kuang jiqi yingxiang yinsu de dingxing yanjin' (Third report: Qualitative study on the imple-
mentation of the New Rural Cooperative Medical Scheme and its impact factors), in
Weisheng tongji xinxi zhongxin (eds), Zhongguo xinxing nongcun hezuo yiliao jinzhan jiqi
xiaoguo yanjin (Beijing: Zhongguo Xiehe Yiyuan Daxue Chubanshe, 2005), pp. 96-148;
Liu Yuanli, ‘Development of the rural health insurance system in rural China’, Health Policy
and Planning, Vol. 19, No. 3 (2004), pp. 159-165; Wang Hong, Zhang Licheng, Win-
nie Yip and William Hsiao, Adverse selection in a voluntary rural mutual health care
health insurance scheme in China’, Social Science ¢ Medicine, Vol. 63, No. 5 (2006),
pp- 1236-1245; Sukhan Jackson, Adrian C. Sleigh, Li Peng and Liu Xi-li, ‘Health finance
in rural Henan: low premium insurance compared to the out-of-pocket systemy’, The China
Quarterly, Vol. 181 (2005), pp. 137-152; Sascha Klotzbiicher, Peter Lissig, Qin Jiangmei
and Susanne Weigelin-Schwiedrzik, “What is new in the “New Rural Cooperative Med-
ical System”? An assessment in a Kazak county of Xinjiang’, forthcoming in 7he China
Quarterly.

¥ Qingnianbao, Weishengbu: xinnonghe fugai quyn chaoguo 85 % (Health Ministry: coverage
of NRCMS exceeds 85 per cent) (13 November 2007), http://zgb.cyol.com/content/2007—
11/13/content_1953246.htm (accessed 27 December 2007). The national coverage rate
(fugailii) in this context means the availability of a scheme in a county; the participation
rate (canjializ) indicates the percentages of enrolment of a defined population.

9 See Jane Duckett, ‘Local governance, health financing, and changing patterns of inequal-
ity in access to health care’, in Vivienne Shue and Christine Wong (eds), Paying for Progress
in China: Public Finance, Human Welfare and Changing Patterns of Inequality (London:
Routledge, 2007), pp. 46—68.
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since 2002. The existing literature in the social sciences focuses on extractive
state capacity and modes of governance with rigid implementation lines (pol-
icy dimension) of party cadres (political dimension) in very centralised and
hierarchical institutionalised forms of coercion (polity dimension).” How are
transformative changes governed within a Communist regime? Political cam-
paigns at different political levels, a strict time frame with a target for cov-
erage, and transfer payments from the central government provide evidence
that this is not a bottom-up implementation. On the other hand, patients
must join the schemes voluntarily and renew their contract with the local
NRCMS bureau annually. The improvements, together with remarkable flex-
ibility and responsiveness to the needs of the rural population at the local
level within a loose regulatory framework, with wide decision scope for the
cadres but without significant democratic participation of the farmers, chal-
lenges the existing literature on extractive state capacity and governance in
China.¢

We will argue that in traditionally highly decentralised policy fields like
rural health care, state action is not only characterised by recentralisation,
political campaigns or control. Instead, we find local embedded market-based
mechanisms as they exist in Western capitalist societies. Responsive regulation
is an institutional feature for enhancing accountability of local cadres. With
increasing interdependence between state and society in multi-level modes of
governance, it becomes a source of transformative state capacity.”

Our initial proposition, which is supported by two case studies, is that
responsiveness is a distinct feature of the transformative state capacity in rural
health governance. Responsiveness aims at achieving higher accountability
by designing regulatory processes, which stimulate and respond to the reg-
ulatory capacities of already existing stakeholders and institutions inside and

5 Concepts in Oliver Treib, Holger Bihr and Gerda Falkner, ‘Modes of governance: to-
wards a conceptual clarification’, Journal of European Public Policy, Vol. 14, No. 1 (2007),
pp- I-20, pp. 5—II.

9 Examples for this top-down orientation in Dali Yang, Remaking the Chinese Leviathan:
Market Transition and the Politics of Governance in China (Stanford: Stanford University
Press, 2004); Susan Whiting, “The cadre evaluation at the grass roots. The paradox of
party rule’, in Barry Naughton and Dali Yang (eds), Holding China Together. Diversity and
National Integration in the Post-Deng Era (Cambridge: Cambridge University Press, 2004),
pp. 10I-1I9.

7 Linda Weiss, The Myth of the Powerless State. Governing the Economy in a Global Era
(Cambridge: Polity Press, 1998).
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outside the political system. It entails control by enhancing the behaviour of
stakeholders as a signal in local feedback loops, instead of setting up new mech-
anisms from above (audits) or below (elections). Guaranteeing opting in and
opting out, it attempts to keep regulatory interventions to a minimum neces-
sary to secure the designed outcomes. Responsive regulation is a market-based
design aiming to intervene primarily through a more stringent integration of
the perception and behaviour of existing acting groups and stakeholders, rather
than a coercive integration of population groups into policy-making within
supervisory boards.® Its outcome can be obtained when institutions and pro-
cedures are redesigned in such a way that defined institutions or stakeholders
respond appropriately to the expectations of targeted individuals.’?

First, we will outline the policy before 2002 and analyse the existing and
politically designed decision space at the local level. Using a case study in
Xinjiang and additional information from a selected county in Yunnan, both
provinces of western China, we will illustrate the mechanisms of this intro-
duction and the characteristics of a step-by-step approach after 2002.1° In
the final section we will summarise the characteristics of transformative state

capacity.

8 Sebastian Heilmann, ‘Policy experimentation in China’s economic rise’, Studies in Com-

parative International Development, Vol. 43, No. 1 (2008), pp. 1-26, p. 19.

% Based on Alma De Silva, A Framework for Measuring Responsiveness, GPE Discussion
Paper Series No. 32 (no year), http://www.who.int/responsiveness/papers/paper32.pdf (ac-
cessed 6 November 2007) and Gunnar Folke Schuppert, ‘Governance im Spiegel der Wis-
senschafisdisziplinen’ (Governance in the mirror of the science disciplines), in Gunnar Folke
Schuppert (ed.) Governance-Forschung. Vergewisserungen iiber Stand und Entwicklungslin-
ien (Governance Research. Verifications on State and Development Lines) (Berlin: Nomos,
2005), pp. 371—469, p. 412. Responsiveness, originally developed in economics (Ian Ayres
and John Braithwaite, Responsive Regulation: Transcending the Deregulation Debate (Oxford:
Oxford University Press, 2002), p. 4), is used for the relationship between central and
local state agencies; see Sascha Klotzbiicher, Das lindliche Gesundbeitswesen der VR China.
Strukturen—~Akteure—Dynamik (The Rural Health Service of the PR China. Structures—
Actors—Dynamics) (Frankfurt am Main: Peter Lang, 2006), pp. 151, 169ff. Further, it
is defined in the WHO Health 2000 report as ‘to assess, monitor and raise awareness of
how people are treated and the environment in which they are treated when secking health
care’s WHO, Health System Responsiveness (2000), http://www.who.int/responsiveness/en/
(accessed 23 October 2007).

10 This article does not discuss the minority population aspects, and how they might affect
the ‘responsiveness’ of the administrators.
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2. Policy Changes: From CMS to NRCMS

2.1. The Central Role of NRCMS in Rural Areas

In the 1980s different forms of health care provision were possible, and even
in the year 2001 CMS was a ‘not mandatory’ (bushi qiangzhi xing de) policy
for local governments.!!

Several trials in impoverished counties in the 1990s failed.!? Before 2002,
the central state—even in cooperation projects with international donors like
the World Health Organisation—did not consider it desirable to invest in
the Cooperative Medical System (CMS; hezuo yiliao zhidu).® After illusionist
expectations that even in marginalised western regions ‘the main contributions
are individual premiums, the collective will give aid and the government will
give appropriate support’,' from 2002 on these local schemes in the less
well-off regions, especially in western and central China, were managed at
county level and subsidised directly from the central state budget for the first
time in the history of the People’s Republic, becoming the main and only
form of primary health care and protection in rural areas.’” The CMS was
renamed the ‘New Rural Cooperative Medical System’ (NRCMS) and defined
as follows:

11)

Guobanfa 2001-39, Guanyu nongcun weisheng gaige yu fazhan de zhidao yijian (Sug-
gestions Concerning the Reform and Development of Rural Health Care) (8 May 2001),
http://www.moh.gov.cn/newhtml/8065.htm (accessed 30 July 2007).

120 See discussion of the ‘Health For All by the Year 2000’ programme in Huang Yongchang,
Zhongguo weisheng guoqing (Situation of Health Care in China) (Shanghai: Shanghai Yike
Daxue Chubanshe, 1994).

13 Examples in Klotzbiicher, Gesundbeitswesen, p. 257 ff.

Y Guofa 1997-18, ‘Guanyu fazhan he wanshan nongcun hezuo yiliao de ruogan yijian’
(Suggestions on the development and perfection of rural cooperative medicine), Henan
Zhengbao, No. 7 (1999), pp. 15—16, p. 16; for more on CMS, see Liu Yuanli, Keqin Rao and
Shanlian Hu, People’s Republic of China. Toward Establishing a Rural Health Protection System
(Manila: Asian Developing Bank, 2002), http://www.adb.org/ documents/reports/RC_rural
_health_protection_system/prc_rural_health.pdf (accessed 26 November 2004).

) Zhongfa 2002-13, Zhonggong zhongyang guowuyuan guanyu jin yibu jiagiang nongcun
weisheng gongzuo de jueding (Decision of the Central Committee of China's Communist
Party (CCP) and the State Council to Strengthen Health Work in Rural Areas) (30 October
2002), http://www.agri.gov.cn/zcfg/t20021107_22649.htm (accessed 3 April 2003).
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The New Rural Medical System provides mutual help and benefits by mainly focusing
on curing serious diseases. It is organised, led and supported by the government with
the voluntary participation of the farmers. The system is jointly financed by individuals,
collectives and the government.!¢

The two main objectives are to reduce illness-induced poverty and to reimburse
the cost of major illnesses.

2.2. Objective One: Reducing lllness-induced Poverty

While it is true to say that before 2002 the goals of the Ministry of Health
(MoH) to reform and develop health care were promulgated together with the
Ministry of Finance (MoF), the Ministry of Agriculture (MoA) and National
Commissions and sometimes even the Communist Party, issued as joint dec-
larations, we argue that the outlined policy tools were indeed self-conflicting
and indicated a horizontal fragmentation of central government at that time.
The problem of the ‘medical poverty trap’ (the ‘return into poverty due to [the
financial costs of ] illness’, yin bing fan pin) was already being addressed by polit-
ical leaders in 1997." However, the introduction of the CMS (as a new form
of cost for farmers) conflicted with the 1990s goal of decreasing the farmers’
burden (jianging nongmin fudan).'® Consequently, the MoF did not actively
support the introduction of CMS, but underlined the illegitimacy of collect-
ing CMS premiums. There was no consensus on whether the MoH or the
Ministry of Civil Affairs (MoCA) should administer the management of the
schemes.?” CMS local pilot studies in the 1990s did not result in any further
central enforcement or regulation, thanks to the deadlock at central level.

19 Guobanfa 2003-31 Guanyu jianli xinxing nongcun hezuo yiliao zhidu yijian (Suggestions
for the Introduction of NRCMS) (16 January 2003), http://www.jswst.gov.cn/dfnewsdis-
play.php?newsid=436 (accessed 13 May 2006).

17 Guofa 1997-18.

8 Caizhengbu, ‘Guanyu gonggu da jiancha chengguo jinyibu zuohao jianging nongmin fudan
gongzuo de baogao’ (Report on the consolidation of the success of the wide inspection and
how to cause further decrease in the farmers’ burden), Guownyuan gongbao, No. 20 (2000),
pp- 18—21.

1) “‘Ciwai, daolu zijin, hezuo yiliao zijin zai yixie difang rengwei jinzhi’ (‘in addition, tolls
and the premiums for the CMS are still not forbidden in some places’); Caizheng, Guanyu
gonggu, p. 20.

20 Hu Shanlian, ‘Zhongguo nongcun pinkun diqu hezuo yiliao shishi zhong zhengfu shiling he
shichang shiling de biaoxian’ (Government failure and market failure on the implementation
of CMS in impoverished areas of rural China), Zhongguo weisheng jingji, Vol. 21, No. 1
(2002), pp. 38—41.
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This situation changed after 2002 and before the outbreak of SARS in
China, when several ministries agreed that the MoH was to take the lead
by introducing the system. The dissent between ministries was overcome. A
consensus was reached that the premiums of NRCMS ‘should not be seen as
an increase of the farmers’ financial burden’ (buneng shiwei zengjia nongmin
fudan),*' and that NRCMS should be regarded as in line with the anti-poverty
efforts of the MoFE?? From 2002 onwards, it became one of the key measures
against poverty in rural areas.

2.3. Objective Two: Reimbursing the Cost of Serious Ilinesses

While before 2002 the scope of the health services was left open to adaptation
to prevailing local conditions and financial resources, after 2002 NRCMS
has consequently focused on risk-sharing, especially for the main diseases,
which demanded hospitalisation and thereby often caused impoverishment.??
Three alternative models were made available to the county level during the
introductory phase of NRCMS, which commenced in 2004. Changes between
these alternatives are at the discretion of the counties concerned: (1) separate
accounts for in- and outpatient treatment; (2) one single account, but with
different reimbursement ratios for in- and outpatient treatment; (3) coverage
only for inpatient treatment.?*

3. Procedural Characteristics

3.1. Forced Introduction in Selected Pilot Counties

Neither the era of the Cultural Revolution nor the period from de-collectivi-
sation until 2002 can be defined as experimentation policy-making intended
by the state.” During the time of the Cultural Revolution, CMS could be

organised at the level of the communes or the brigades, or as a joint scheme

21 Guobanfa 2003-3.

2 Zhongfa, 2002-13.

%) Zhongfa, 2002-13; Guobanfa, 2003-3.

2 Weinongweifa 2007-235, Weishengbu, caizhengbu, guojia zhongyiyao guanliju guanyu
wanshan xinxing nongcun hezuoyiliao buchang fang'an de zhidao yijian (Guiding Suggestions
of the Ministry of Health, Ministry of Finance, and the State Administration of Tradi-
tional Chinese Medicine for the Completion of the Subsidy Scheme for the NRCMS),
http://www.moh.gov.cn/newshtml/20180.htm (accessed 30 September 2007).

») See Heilmann, Policy experimentation.
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of selected brigades. After the disastrous experiments of the Great Leap For-
ward, national policy was left open to adaptation to local conditions. Model
communes demonstrated that even in poor and remote settings a sustainable
primary health care provision was possible in highly decentralised patterns.
The communicated ‘success’ of these experimentation points with campaigns
of revolutionary ‘best practice’ has indicated that further intervention, unifica-
tion and subsidies are not required.?

This cellular pattern of rural health care was perpetuated in the 1990s.
Aflirming the status quo of decentralised finance and organisation and non-
action at the central level, it was already obvious in the 1980s that these
schemes, operating on a market base, were not sustainable in poor counties.?”
Pilot counties (shidian xian) in selected areas mainly attracted funding from
international organisations or Chinese scientific research agencies in a situation
where these experiences were not unified at central level, whereas the national
policy was left unchanged for 20 years.

From the year 2002 onward, the central state has finally declared that
without getting involved in the grassroots constellation, change is impossible.?®
The goals of NRCMS are defined, and there is a national policy for local
schemes at county level. The aim is not to encourage local innovation in
selected and separated experimental points giving policy input in central-
local interaction, as in the case of the policy of financial regulation,” but to
introduce schemes in a clear time frame. This approach is characterised by the
creation of pilot studies, and central transfer payments to the county go along
with unification of the organisation model within the county government.

Pilot studies are an integrated part of the introduction of NRCMS. In 2003,
provinces were to have approved at least two to three pilot counties (shidian
xian).>® Those provinces that failed the evaluation were to be restricted in
setting up new pilot counties. Criteria for selecting pilot counties are:

20 See discussion and examples in Klotzbiicher, Gesundbeitswesen, p. 111 ff. Case study in
Fang Xiaoping, ‘Zhongguo nongcun de chijiao yisheng yu hezuo yiliao zhidu—Zhejiang sheng
Fuyang xian gean yanjiu (1968—-1983)" (Chinese rural barefoot doctor and the Cooperative
Medical System—case study of Fuyang County in Zhejiang Province (1968—1983)), Ershiyi
shiji, Vol. 10 (2003), pp. 42—54.

2" Fang Xiaoping, Zhongguo nongcun.

2 Susanne Weigelin-Schwiedrzik, “The distance between state and rural society in the
PRC. Reading Document No. 1 (February 2004)’, Journal of Environmental Management,
Vol. 87, No. 2 (2008), pp. 216-225.

) Compare the model suggested by Heilmann, Policy experimentation.

39 Minfa 2003-158, Minzhengbu, weishengbu, caizhengbu guanyu shishi nongcun yiliao
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1. willingness of local political leaders;

2. participation rate of the farmers;

3. guarantee of local subsidies;

4. high management skills of health care administrators.?!

There are several advantages to this approach:

1. Since the county administration has to apply and is selected from among
other counties,* it is likely to be more motivated. State subsidies can be used
more efliciently because local commitment is a prerequisite for introducing
the health scheme. The effectiveness of state subsidies is thereby enhanced.

2. Resources and audits can be concentrated on the most needy or the most
suitable cases first.

3. New pilot studies in other counties can learn from the experience in other
pilots.

3.2. Time Frame for Implementation

The shift from a non-compulsory, decentralised policy to a centrally guided
policy with mandatory implementation can be clearly seen in the establishment
of a time frame for national coverage. According to the Chinese government in
2002, all counties were to run a scheme in the year 2010.3* A detailed schedule
for the years 2006 to 2010 was not published until 2006: in 2006, 40 per cent of
all counties were to have set up pilots, rising to 60 per cent in 2007; by 2008,
every county was basically (jibenshang) to have set up an NRCMS scheme,
with full coverage obtained by 2010.3% Central government accelerated the

Jiuzhu de yijian (Suggestions of the Ministries of Civil Affairs, Health and of Finance about
the Implementation of the Subsidies for Rural Cooperative Health Care) (26 July 2004),
http://www.moh.gov.cn/public/open.aspx?n_id=8365 (accessed 12 May 2006).

3 Weinongweifa 2005—319: Weishengbu, caizhengbu guanyu zuohao xinxing nongcun hezuo
yiliao shidian youguan gongzuode rongzhi (Circular of the MoF and MoH about the Related
Work of the NRCMS Pilots) (16 August 2005), http://www.moh.gov.cn/uploadfile/20058
1213145 560.doc (accessed 12 May 2006).

32 Interview 02/07.

39 Zhongfa 2002-13.

3 Weinongweifa 2006-13, Weishengbu deng 7 buweiju lianhe xiafa ‘guanyu jiakuai tuijin
xinxing nongcun hezuo yiliao shidian gongzuode tongzhi’ (The MoH and Seven More Com-
mittees Promulgate the ‘Circular for Accelerating the Work in Pilots for the NRCMS’) (19
January 2006), http://www.moh.gov.cn/public/open.aspx?n_id=11283 (accessed 12 May
20006).
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introduction in 2008 and is currently trying to reach full national coverage this
year, and the year 2010 is no longer mentioned.* Even though NRCMS had
to be introduced by all county administrations by 2008 and the coverage ratio
was defined by the central state, there are restrictions to a top-down approach:
individual participation remains voluntary, albeit with a high participation rate
desired as a necessary precondition for economic and political success.

3.3. Management Only ar County Level

Until 2002, CMS could be operated at all levels from village to county. These
schemes were not subsidised from the central coffers. After 2002, all funds
were to be managed at county level, with the county being the lowest level of
the state health administration. Models and reimbursement quotas can differ,
but central government suggests that the differences between neighbouring
schemes should not be too huge. Unification with health schemes at city or
even provincial level has not yet been foreseen. Since the county is responsible
for financial shortfalls (shou ding zhi) ¢ there is no liability on the part of central
government and the county is therefore forced to strike a balance between
contributions and expenditure.

3.4. The Voluntary Participation of the Farmers

Because of regional differences with respect to economic, social and cultural
conditions, there are inherent limits to the enforcement of policies such as
NRCMS in a top-down approach. International public health advisors advo-
cate a compulsory system.’” But they have ignored the different opinions
held by the ministries concerned. In the 1980s it was already apparent that
forced enrolment had increased mistrust in the managing cadres, both during
the Cultural Revolution and in later periods. Therefore, enrolment should be

3 Weinongweifa 2008-17, Weishengbu caizhengbu yifa guanyu zuohao 2008 nian xinxing
nongcun hezuo yiliao gongzuo de tongzhi (The Ministries of Health and Finance Distribute
the Circular about the Work for the NRCMS in 2008) (13 March 2008), http://202.96.155
.170/publicfiles/business/htmlfiles/mohncwsgls/s6476/200804/19389.htm (accessed 1 July
2008).

36 Guobanfa 2003-3.

37 Davidson R. Gwatkin, ‘Health care for Chinas rural poor’, a Health Policy Programme
occasional paper with support from the International Health Policy programme, unpub-
lished paper (1999).
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voluntary.®® The negative historical legacy determined the path dependency
of health insurance development: obviously, policy-makers were conscious of
these constraints and stressed the necessity of confirming voluntary participa-
tion. The CCP leadership therefore affirmed, as early as 1997, that farmers
could enrol or withdraw from the schemes and pay their premiums volun-
tarily on an annual basis (‘nongmin ziyuan jiaona de hezuo yiliao fei’;* ‘nong-
min ziyuan canjia’).** By making enrolment voluntary, the decision of afford-
ability was shifted from the state on to the farmers. Voluntary enrolment
or withdrawal also signals their degree of satisfaction with and trust in the
scheme.

The voluntary nature of the scheme presents both advantages and disadvan-
tages. The advantages of this approach include the following;

1. Participants can decide whether the system meets their specific needs. Their
willingness to join and pay for NRCMS is vital for sustaining the system.

2. Administrators must therefore convince participants of the effectiveness and
efficiency of the system and build motivation through high quality service.

3. High turnover rates signal deficiencies in the system to the administrators,
and enhance flexibility/changes in the service package/reimbursement.

4. Voluntary participation enhances the sense of ‘ownership’ and generally
induces participants to make a more judicious use of the system.

On the other hand, the disadvantages encompass the following points:

1. Adverse selection occurs, whereby it is mainly households at risk that enrol
(with cases of serious or chronic illnesses, and old people).

2. There is a high cost of mobilisation campaigns for the annual enrolment in
autumn.

3. The problem of anticipating participation makes actuarial budgeting dif-
ficult and might require rapid changes in contribution levels and benefit
policies.

3 Zhu Ling, ‘Zhengfu yu nongcun jiben yiliao baojian zhidu xuanze’ (The government and
the selection of the rural basic health protection system), Zhongguo shehui kexue, No. 4
(2000), pp. 89—99, p. 91.

3 Zhongfa 1997-3, ‘Zhonggong zhongyang, guowuynan guanyu weisheng gaige yu fazhan de
jueding’ (Decision of the Central Committee of the CCP and the State Council about the
development and reform of health care), Guangming ribao (18 February 1997), pp. 1-2,

p- 2.
40 Guobanfa 2003-3.
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One key pillar of CMS/NRCMS is voluntary enrolment, including the right
to opt out of the system annually. Unlike elections, it does not institutionalise
the interest of groups in the governmental bodies, but guarantees ways out offinto
the system.

3.5. Earmarked Central Transfers as Matching Funds

In comparison to policies implemented before 2002, the most important inno-
vation is the funding of CMS. While before 2003 the financial contribution to
health insurance funds was left to the discretion of the collectives, to local gov-
ernment or to market forces, now central government is ready to contribute
to the funding of NRCMS. After the promulgation of this policy change in
2002, in 2005 the central budget began to subsidise NRCMS pilot schemes in
all non-urban areas in western and central China.*!

In 2006, central government increased its contribution from 10 to 20 yuan
per enrolled participant for all western and central regions with a rural popula-
tion of more than 70 per cent and for the pilot counties in Liaoning, Jiangsu,
Zhejiang, Fujian, Shandong and Guangdong.*

The state transfers have earmarked matching funds. They are allocated in
accordance with the actual number of individual participants and are ear-
marked for inpatient treatment. The receipt of subsidies is not subject to bar-
gaining between higher and lower levels, but depends on enrolment into the
schemes by the farmers.® We argue that this approach is intended to enhance
the responsiveness of patients, local state agencies and health care providers.
The premiums paid by participants and the financial support by local govern-
ment determine the focus and scope of the financial transfer from the centre
in two ways.

First, these earmarked subsidies are related to the actual enrolment of the
rural population and the payment of a premium of not less than 10 yuan by
each participant. The behaviour and perception of patients now determine the
financial support by the upper levels of the political system. Central govern-

) Caishe 2003112, Caizhengbu, weishengbu guanyu zhongyang caizheng zizhu zhongxibu
diqu nongmin canjia xinxing hezuoyiliao zhidu buzhu zijin bofiu youguan wenti de rongzhi
(Circular of the MoF and MoH about the Appropriation of Sums from the Central Budget
as Subsidies for the Enrolled Farmers in Western and Central Regions) (25 August 2003),
http://www.moh.gov.cn/newshtml/83 5 3.htm (accessed 30 September 2007).

) Weinongweifa 2006-13.

#) Zhongfa 2002-13.
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ment contributions in a given year were originally based on enrolment statis-
tics for the previous year and on expected enrolments for the next year, but will
now be adjusted to current figures of the current year.* The role of the rural
population is thus strengthened.

Second, and by the same logic of responsiveness, the financial commitment
of county and provincial governments is a precondition for the co-payment
from central government: their respective contribution to the insurance funds
per enrolled participant was not to be less than 10 yuan. Beginning in 2007,
the contribution of the county and provincial governments was to be increased
by s yuan per annum in 2006 and 2007.%

This tendency of increasing central subsidies and the local matching funds
is thereby accelerated. It is a synchronised introduction: subsidies are increased
on condition that all other payers (local government and participants) increase
their funding accordingly. The total contribution was to be increased to 100
yuan according to a quota of 4:4:2 in 2008. The subsidies from central govern-
ment are set to increase to 40 yuan, when the contribution of local government
is not less than 40 yuan and the households pay 20 yuan per member.4¢ There
is evidence that there are exemptions for poor (and politically sensitive) regions
like the southern part of Xinjiang.*

Since central government only transfers monies when the farmers have
actually enrolled and the local governments have paid their contribution, the
role of the participants is again strengthened. Administrators are asked to
perform well by ‘responding’ to the needs and perceptions of the participants
as measured by the participation ratio. Consequently, central subsidies did not

) Caishefa 2007-5, Caizhengbu, weishengbu guanyu tiaozheng zhongyang caizheng xinxing
nongcun hezuo yiliao zhidu buchang zijin bofu banfa youguan wenti de tongzhi (Circular of
the MoF and MoH about the Problems of Adjusting Earmarked Subsidy Funds of the Cen-
tral Coffer for NRCMS) (3 March 2007), http://www.moh.gov.cn/newshtml/18022.htm
(accessed 21 September 2007).

4 Weinongweifa 2006-13.

49 Weinongweifa 2008-17. The individual contribution is reduced to 10 yuan per house-
hold member in the poorer southern part of Xinjiang (populated mostly by Uyghurs).

#) Xinjiang zhengfu (Government of Xinjiang), Xinjiang Weiwuerzu zizhiqu renmin zheng-
it guanyu quanmian jiaqiang xinxing nongmuqu hezuo yiliao zhidu jianshe de yijian (Sugges-
tions of the People’s Government of Xinjiang Uyghur Autonomous Region about How
to Strengthen the Construction of the New Cooperative Medical System in Agricultural
and Pastoralist Areas) (18 April 2008), http://www.xj.cei.gov.cn/e/DoPrint/?classid=20&id
=3975 (accessed 8 July 2008).
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induce a stronger administrative involvement in the daily administration: The
reimbursement ratio should not differ widely within one province, but levels
are not specified.® The monitoring of the schemes is delegated to the provincial
level and below, within generic guidelines. Further, controls and evaluations
(jiancha pinggu) do not include any bonus payments for the administrative or
medical staff.®

The main characteristic dynamic at the central level is the augmentation
of central subsidies in 2005 and 2007. Under this annual ‘regime of respon-
siveness, the critical question is how to guarantee an efficient usage of the
increasing central subsidies in the implementation process. The main focus of
the process is the increase not of innovative policy-making at central level but
of local adaptability and efliciency of central resources. The central state is try-
ing to find its way back into forms of financing and administering rural health
care.

Coverage is the effect of top-down implementation, but participation is the
result of responsive regulation. The system is flexible because the time frames
are defined for a single year. At the end of the year, every peasant has to enrol
again. This time frame and the strategic higher role of the recipients by volun-
tary enrolment enhance the flexibility and adaptation to the perceptions and
needs of the users of NRCMS. The voluntary decision of the rural population
is the precondition for responsive regulation, because it institutionalises the
perception of the farmers as critical stakeholders.

4. The Introduction of NRCMS in Two Counties of Western China

The following section discusses similarities in the introduction of NRCMS
in two multi-ethnic and poor counties in northwest Xinjiang and southwest
Yunnan provinces.

Xinyuan County in Xinjiang Uyghur Autonomous Region consists of 10
townships (xiang) and one town (zhen), with a total population of 300,000 in
2006 and 305,800 in 2007 (an increase of 2 per cent). Contrasting with this
increasing overall trend is a decreasing rural population that fell from 187,400
in 2006 to 174,900 in 2007 (a drop of 6.7 per cent).”® Of the total population,
44 per cent are ethnic Kazaks, 39 per cent Han and 9 per cent Uyghurs. The

48) Guobanfa 2003-3.
49 Interview o1/07.

59 Interview 16/07.
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majority of the Kazaks live in semi-nomadic conditions during the period of
the summer pasture in the mountains, turning some 1,090,000 cattle and sheep
out to grass.’!

Consisting of 16 township/villages and with a population of 505,000, Xun-
dian County in Yunnan Province is much more densely populated. It is dom-
inated by Han Chinese, with minorities reaching a quota of 21 per cent.

4.1. Introductory Phase: Legitimation as State Pilot

In 2005 the Health Bureau of the Xinjiang UAR approved the request of
Xinyuan County to be selected as one of the first state pilot counties (guojiaji
shidian xian) for testing NRCMS. The central government was not involved
in this decision.>?

The pilot began in January 2006 with 161,164 paid-up participants from
among 187,400 registered rural inhabitants, representing a coverage ratio of
86 per cent. By 2007, participation had only marginally increased to 162,723
(1 per cent in absolute numbers). Nevertheless, due to a drop in the rural
population to 174,971, the coverage ratio had increased to 93 per cent (a rise
of 7 percentage points).>® Participation between townships was rather uneven.
In one of the townships visited, the reported participation was only 77 per
cent.>* Our customer satisfaction survey, carried out among Kazak herders in
August 2006 (i.e. the first year of NRCMS introduction), showed that only 6o
per cent found it worthwhile, 30 per cent were not satisfied, and 10 per cent
had no opinion. The three main reasons for dissatisfaction were the inadequate
NRCMS coverage for outpatient treatment, the low reimbursement rates for
hospital costs, and procedural difficulties.>

In the much poorer region of Xundian County, NRCMS began in 2007,
probably because of its poorer financial situation compared to the counties
like Xinyuan County. Figures are therefore less readily available.

51 Yili hasake zizhizhou tongjiju (Statistical Bureau of Yili Kazak Autonomous Prefecture)
(ed.) Yili hasake zizhizhou tongji nianjian 2006 (2006 Statistical Yearbook of the Yili Kazak
Autonomous Prefecture) (Wulumugi: Yili Hasake Zizhizhou Tongjiju, 2006), p. 63.

52 Interview 01/07.

53 Interviews 16/07, 18/07.

59 Interview 05/07.

>5) Shihezi/Vienna Universities, ‘Xinyuan xian muqu jumin weisheng fuwu xianzhuang ji
muye yiyuan fazhan gianjing yanjiu’ (Health service survey of pastoralists of Xinyuan County
and perspectives for pastoral clinics), unpublished report (2007), p. 59.
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4.2. Main Administrative Responsibility at County Level

The implementation of NRCMS has been delegated to the county level. The
county administration dominates the management and provides subsidies in

cash and kind.

(a) According to the local regulations, the Xinyuan County CMS Adminis-
trative Committee is responsible,’® but it has yet to play a significant role.
All positions in the health bureau, including those responsible for the CMS
operations, are established and financed by the same administrative level (ferji
guanli) in Xinyuan County, which also covers all operational costs through
its offices for personnel allocation (renshiju) and for finances (caizhengju), in
form of a flat rate of 0.5 yuan per rural inhabitant.”” This is a departure from
the situation before 2002, when § per cent of the CMS budget could be used
for paying administrative overheads.”® All contributions to NRCMS are now
exclusively dedicated to the reimbursement of health service costs.

In Xundian County, CMS administration is part of the county adminis-
tration: The head of the Administrative Committee is the head of Xundian
County. The director of the Xundian County Health Bureau is simultaneously
his deputy and director of the CMS bureau.

In addition, 17 of 20 posts within the Administrative Committee are held
by different departments of the county administration, while only two are held
by the township head and one representative of the farmers.*

The county administration in Xinyuan County recruits the NRCMS man-
agement bureau. In 2007, the CMS office in Xinyuan County employed 10
staff with a payroll of 120,000 yuan, all paid by the county. The director of the
CMS ofhice, a Han Chinese, was a former union representative in the County
Hospital of Chinese Medicine. Six staff members were responsible for claims
processing and control.®* Medical costs incurred at village and township level
are processed by the CMS offices in the health centres of the townships. The

>0 Xinyuan xian (Xinyuan County), Xinyuan xian xinxing nongmuqu hezuo yiliao shishi xice
(shixing) (Concrete (provisional) NRCMS implementation guidelines for agricultural and
pastoral regions in Xinyuan County), document (2007).

57) Xinyuan xian, Shishi xice, para 18.4.

58 Interview 02/07.

) Xunzhengfa 2007-4, Xundian zhengfu huizu yizu zizhixian 2007 nian xinxing nongcun
hezuo yiliao shishi fangan (shixing) ((Provisional) implementation programme for NRCMS
in 2007 of the Xundian Hui and Yi Autonomous County), leaflet (2007).

%) Interview 16/07.
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county NRCMS office only processes claims for medical expenses incurred at
the county level and above. It also processes the monthly accounts of all other
CMS offices in the county.®! The operational NRCMS programme and budget
is decided by the county government, which evaluates the performance of the
CMS bureau head, who in turn oversees the operations of the CMS offices in
the health centres of the townships and towns.

(b) The county government of Xinyuan guarantees the financial viability of the
insurance scheme and is expected to make up for any shortfall. To reduce this
liability, a risk fund has been established by deducting 2 yuan per annum for
each participant from the combined state contributions until 10 per cent of
total annual contributions has been reached. Xundian County sets aside 5 per
cent of annual contributions until 10 per cent of total annual contributions
has been reached.®

These high similarities in administration signify the clear significance of the
central implementation guidelines at the local level. The next section will show
the modifications of material health politics.

4.3. Financial Contributions to NRCMS

In these counties, levels of funding and forms of internal distribution are
different.

Xinyuan County has fixed the NRCMS annual contribution due from each
participant at 25 yuan, based on the average income of the rural population.
This is close to the ceiling of 30 yuan established by the government of the
province. This amount is supplemented by 10 yuan from the county govern-
ment, 10 yuan from Xinjiang UAR, and 20 yuan from central government, for
a total of 65 yuan. The public share (central state, province and county com-
bined) thus represents 61.5 per cent. New enrolments and premium collections
are due every year between August and November. Thereafter, no enrolments
are possible.%?

Xinyuan County administration has chosen model no. 1 suggested by the
central government (see 2.3) of separate accounts for in- and outpatient treat-
ment. The participants’ contributions go into a family account for outpatient
treatment. The combined state contributions (less than 2 yuan per participant

) Xinyuan xian, Shishi xice, Art. 25—28.
2 Xunzhengfa 2007-4; Xinyuan xian, Shishi xice.

) Interview 16/07.
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for the risk fund—see 4.2b) go into a pool account, out of which expenses
for hospitalisation and ‘major illnesses” (not further qualified) are reimbursed.
They may not be used for the reimbursement of outpatient treatment. In apply-
ing the guidelines of the central state agencies, NRCMS in Xinyuan County
is therefore heavily biased in favour of inpatient treatment. The contributions
are pooled to provide coverage for all household members who are registered
in the county.

When NRCMS was introduced in Xundian County a year later, it had set an
annual contribution of each participant at only 10 yuan, but the contribution
of the province is double that of Xinyuan County (20 yuan). The reason could
be that the county does not or cannot contribute anything, but 20 yuan as
a contribution of local government is a precondition of the flow of 20 yuan
from central government. The earmarking of central government is a very strict
condition, matched by co-payments at local levels. Xundian County has chosen
model 1, with separate accounts for in- and outpatient treatment. However,
the contributions from participants are pooled with the state contributions,
and the combined amounts (after deducting 5 per cent for the risk fund) are
split 70:30 between an inpatient and an outpatient fund, and 25 per cent of
the medical costs of all outpatient treatment are reimbursed, up to an annual
maximum of 100 yuan.%

For both counties we see remarkable flexibility through a constant funding
situation, with a further increase in subsidies from central government to 40
yuan in 2009, requiring an equivalent funding from local government.

4.4. The Role of Local Cadres

No targets appear to have been set by central government with regard to the
percentage of eligible participants to be covered by NRCMS. There is, however,
evidence that such targets for mobilisation are set locally,® and there are forms
of targets in both counties.

¢ Xunzhengfa 2007-4, p. 7.

% Han Jun and Luo Dan, Zhongguo nongcun weisheng diaocha (Survey on China’s Rural
Medical and Health Reality [sic!]) (Shanghai: Yuandong Chubanshe, 2007), p. 397. See
also ‘Second, the county and township cadres’ guarantee for the county and townships,
and the cadres’ guarantee from the townships, villages and households’ ... “Qinghai sheng
weishengting” (Health Office of Qinghai Province), Xinxing nongcun hezuo yiliao zhidu
Jfugai quan sheng (The Whole Province is Covered by NRCMS) (8 November 2005),
hetp:/fwww.ghwst.gov.cn/Get/xinwen/xwgs/161237601.htm (accessed 7 August 2008).



Sascha Klotzbiicher and Peter Lissig /| EJEAS 8.1 (2009) 61-89 79

For NRCMS in Xinyuan County this level has been set at 80 per cent.®
Responsibility to achieve and maintain at least this level does not lie with the
administrators in the CMS bureau. It is also not part of their performance
targets, and they receive no premiums if the 8o per cent mark has been
reached or surpassed.®” At the same time they are evaluated on the effective
management of the scheme, and positive evaluation is only possible with
high participation rates. The township people’s governments (xiang renmin
zhengfu) and villagers' committees (cunmin weiynanhui) are responsible for
the mobilisation of the population. The party secretary who was responsible
for health work in one township explained, that he could ‘mobilise a team of
50 community workers and 80 village cadres’ to induce farmers and herders to
join the CMS and to ensure that ‘the enrolment percentage established by the
CCP was attained’.%®

Xundian County set explicit targets: “Through extensive propaganda it
should be ensured that more than 95 per cent of all farmers benefit from
the New Rural Cooperative Medical System.’® Reaching at least 80 per cent
or 95 per cent of coverage, however, appears to be only a ‘soft’ performance
goal for the village and township cadres without any integration into the cadre
responsibility system. The idea behind this seems to be that the voluntary char-
acter of NRCMS is so important that it should not be jeopardised by any
means.

4.5. The Voluntary Nature of NRCMS, and Fluctuation of Membership

Requests to enrol may not be refused for reasons such as age or health condition
in any county—this policy is applied in both Xinjiang’® and Yunnan.”

One inbuilt stabilising factor to discourage adverse selection resulting from
frequent opting in and out of the scheme is the requirement that persons
belonging to the same household must join NRCMS together. All persons
with household registration (hukou) or who have actually resided in Xinyuan

%) Interview 16/07.

Interview 16/07.

Interview 12/07.

Xunzhengfa 2007-4, p. 2.

Xinyuan xian (Xinyuan County), Xinyuan xian nongmumin canjia xinxing nongmu qu

&)
68)
69)
70)
hezuo yiliao xieyishu (NRCMS participation agreement of farmers and herders in Xinyuan

County), leaflet (2007).
7D Xunzhengfa 2007-4, p. 2.
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Table 1. Synopsis of Funding and Reimbursement in Xinyuan and Xundian County,
2006—9

Item Xinyuan County
January—  June-  January— January 2008—
May  December  April May  December 2008
2006 2006 2007 2007 (2009)

1. Contributions

1.1. Participant ¥25 same same same ¥25
1.2. Village — same same same —

1.3. County ¥10 same same same ¥20
1.4. Province ¥10 same same same (¥40)
1.5. Central state ¥20 same same same (¥40)
1.6. Total ¥65 same same same ¥105

2. Reimbursement

2.1. Franchise
(each hospitalisation)

2.1.1. Township ¥100 ¥100 ¥100 ¥80 ¥80
2.1.2. County ¥300 ¥300 ¥300 ¥200 ¥200
2.1.3. City n/a n/a n/a n/a n/a
2.1.4. Province ¥600 ¥500 ¥500 ¥500 ¥500
2.2. R-Rates (hospital)

2.2.1. Township 50% 60% 60% 70% 70%
2.2.2. County 40% 50% 50% 55% 55%
2.2.3. City n/a n/a n/a n/a n/a
2.2.4. Province 30% 40% 40% 40% (45%)

2.3. R-Rates (outpatient) ~ 100% 100% 100% 100%

2.4. Ceilings (hospital ¥1,2000  ¥1,2000  ¥1,2000 ¥1,2000 (¥1,5000)
p.a.—all levels)

2.5. Ceilings (outpatient) ~Available balance in family account,
based on individual contributions as shown below:
¥15 ¥15 ¥25 ¥25 ¥25

Sources: Xinyuan xian, Xieyishu; Xunzhengfa 2007-4
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Table 1. (continued)
Ttem Xundian County

2008
2007 (2009)

1. Contributions

1.1. Participant ¥10 (¥20)
1.2. Village — —
1.3. County —_ (—)
1.4. Province ¥20 (¥40)
1.5. Central state ¥20 (¥40)
1.6. Total ¥50 (¥100)

2. Reimbursement

2.1. Franchise
(each hospitalisation)

2.1.1. Township (Very poor township—¥80) same
¥100

2.1.2. County ¥200 same
2.1.3. City ¥500 same
2.1.4. Province ¥600 same
2.2. R-Rates (hospital)

2.2.1. Township 60% 70%
2.2.2. County 50% 60%
2.2.3. City 40% 50%
2.2.4. Province 35% 50%
2.3. R-Rates (outpatient) 25% 25%
2.4. Ceilings (hospital ¥5,000 ¥15,000

p-a.—all levels)

2.5. Ceilings (outpatient) No separate family account
¥100 p.a. ¥200 p.a.
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County for at least five years, and who are not covered by another public health
insurance scheme, are eligible to join. The NRCMS accounts are kept on a
household basis.”?

The two schemes show evidence that the management is similar because
of a top-down unification. Management depends mainly on the health ‘line’
(tiao). The responsible agent is the county health bureau and its established
NRCMS bureau. Contributions flow into the risk fund of both counties, until
10 per cent of the total annual contributions is reached. Besides the focus
on serious diseases, both counties are in line with state regulations that the
enrolment of the population is voluntary, by household. Administration costs
are not deducted from contributions and are paid by the county government.
See Table 1.

Both counties have similar funding arrangements; changes in contributions
are much less flexible than those for reimbursements. A further increase of
the central funding to 40 yuan will also increase the contributions of the
individuals to 20 yuan.” There are two tendencies in both counties:

1. While reimbursement ceilings are higher at the higher level institutions,
the applicable franchise increases and the reimbursement rates decrease
the higher the administrative level of the hospital. This should encourage
patients to seek service from the nearest possible health care institution,
which is also the most inexpensive health service provider. It also discourages
patients from insisting that their treating physicians refer them to higher
level institutions for fear that the services of the township health centres are
not adequate.

2. In both schemes the state contributions are rather high for 2007: in Xinyuan
County 69 per cent and in Xundian County more than 80 per cent are
subsidies from state agencies.

Overall, and exemplified here for Xinyuan County, the benefits provided by
NRCMS must still be considered as very modest, bearing in mind that the
average annual income per capita of the population selected for the case study
(Kazak pastoral households) was 2,867 yuan in 2006 (an increase of 32.3 per
cent from 2,167 yuan in 2003), and average out-of-pocket expenses for each
case of hospitalisation were 3,826 yuan.”* This huge difference is explained
by the fact that many surgical interventions are not covered by the scheme,

72 Xinyuan xian, Xieyishu, para. 7; Shihezi/Vienna Universities, Xinyuan xian, p. 59.
73 Weinongweifa 2008-17.
79 Shihezi/Vienna Universities, Xinyuan Xian, pp. 66, 31.
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and many farmers were unfamiliar with these exceptions.”” More importantly,
even a further increase in the current 61.5 per cent of state co-financing of the
scheme will not bring a dramatic change until rural subsistence households are
generating considerably more cash income. This is compounded by the absence
of state contributions to outpatient services, placing an additional burden on
the shoulders of the rural population, who are likely to fall into the poverty
trap whether having to pay for in- or outpatient treatment. At least in Xinyuan
County, medical financial assistance has not yet been implemented.

4.6. NRCMS Improvements between 2006 and 2009

From the inception of NRCMS to the beginning of 2009, reimbursement
levels in Xinyuan County have increased thrice and in Xundian twice. The
deductible amount (franchise) in the case of hospitalisation has decreased
and the reimbursement ceiling increased, while contribution rates remained
unchanged until 2007 (see Table 1). In response to the dissatisfaction expressed
by participants, a number of benefit improvements were made while keeping
contribution levels constant:

1. It should be noted that since 2007 migrant workers have been covered by
the schemes in Xinyuan County. This acknowledges the increasing mobility
of the rural workforce and provides some relief to migrant workers who,
through often precarious contractual situations, remain uninsured at their
place of work.”® This feature was implemented in Xundian at a very early
stage.

2. Inboth cases the conditions for reimbursement of outpatient treatment have
improved. In Xinyuan County, the disposition of the family account for
outpatient services has been increased. Originally, of the premium of 25
yuan only 15 yuan was credited to the family account (jiating zhanghu) and
could be used for outpatient treatment, the difference being paid into the
social risk fund for major illnesses (dabing tongchou jijin). Now, the total
participant contribution of 25 yuan has become available for outpatient
treatment, the cost of which is deducted from the family account directly.
Each family member may draw on the total amount available in the family
account, and unspent balances are carried forward to the following year.””

75 Interviews 01/07, o5/07.

Interview o5/07.
77 Interviews 05/07, 16/07.

76)
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The family account strengthens intra-family risk-sharing, because private
premiums do not flow into the social risk fund. Nevertheless, the family
account for outpatient treatment is quickly exhausted when looking at the
price list for medication or services in health care facilities of Xinyuan

County.”®

In both cases, the overwhelming numbers of farmers are seeking outpatient
treatment. In Xundian County, outpatient treatment is reimbursed from both
individual and state contributions. This improves the perception of partici-
pants that the state participates in the cost of all treatment, although reim-
bursement ceilings for outpatient treatment are low.

In 2007, Xinyuan County discussed a similar change to a joint in- and
outpatient account.” In Xundian County, from 2009 the ceiling for outpatient
treatment is set to increase dramatically from 5,000 to 15,000 yuan.’

One major system pitfall remains, which needs further consideration. The
initial aim of introducing NRCMS was to prevent farmers from falling into
the poverty trap as a consequence of illness. Both schemes show that the
financial support from the government and the conditions of reimbursement
are still insufficient to provide substantial relief. Additional funding is needed
to establish higher reimbursement levels and bring about the desired outcome,
i.e. the improvement of the economic and social status of the rural poor.
Official reports mention that poor households do not join NRCMS because
they cannot afford the premiums, and no local subsidies are available.®! In
accordance with Art. 18.1 of the NRCMS implementation guidelines for
Xinyuan County, the contributions for the abjectly poor village households are
advanced from the cooperative medical finance assistance (hezno yiliao buzhu).
This fund still awaits implementation.

78 E.g. X-rays 11-28 yuan, ultrasound and ECG 6-30 yuan, injections 1—4 yuan, blood/

urine analysis 5—13 yuan, registration and examination fees 0.3 and 0.5 yuan; Interview
08/06.

7 Interview o1/07.

80 Xunzhengfa 2007-4.

8D Xinjiang zhengxie (Xinjiang’s Political Consultative Conference), Di 519 hao guanyu
Jinyibu zuohao woqu xinxing nongmuqu hezuo yiliao shidian gongzuo de jidian jianyi (Doc.
No. 519 about Suggestions to Finish the Pilot NRCMS in Agricultural and Pastoral Regions)
(30 May 2006), http://www.xjzx.gov.cn/showcontent.asp?id=4263&Nclassid=191 (access-
ed 8 July 2008).
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5. Conclusion

In the past, rural areas have seen excessive and extreme forms of governance.
Political campaigns for NRCMS in the Maoist era either were not sustainable
or led to a total retreat of state action. After privatisation in the post-collectivist
society, local insurance schemes were set up in industrialised or wealthy rural
areas, mainly in east China.®? Former breakdowns, failures of top-down del-
egation and insufficient sustainability of international projects in the 1990s
in a highly decentralised setting are a ‘negative’ heritage for rural health care
governance in the new century.®?

One of the most astonishing features of NRCMS is the wide acceptance of
the local scheme and the flexibility in benefit improvements. Local adminis-
trators have responded to the needs of enrolled participants. This can be seen
from changes introduced or considered in several areas since the inception of
the scheme in 2006 in Xinyuan County, including;

1. improvements in reimbursement levels of outpatient treatment;
2. freedom of choice of health services, including facilities outside the county
household registration.

We argue that the case of NRCMS, although and because its introduction has
high political priority, is a vivid example of the astonishing decision space®
accorded to local actors. Therefore, the implementation of NRCMS is neither
a strict top-down implementation nor a form of experimentation policy pre-
vailing in economic policy fields leading to policy innovation.®

This form of governance combines political pressure and top-down imple-
mentation with an institutionalised high decision space for local governments.
NRCMS is of high political priority and is introduced according to a central
schedule. Local cadres cannot resist implementation. But instead of direct con-
trol by the central state, we observed a form of centrally installed mechanism
that is characterised by ‘responsiveness’. Responsiveness describes a form of

82 Klotzbiicher, Gesundbeitswesen, pp. 205—224.

89 See example of rural finance in Christian Gébel, ‘Intergovernmental relations and policy
failure in China: the case of the rural tax and fee reform’, working paper prepared for ASC
conference, November 2008.

8) Thomas Bossert, ‘Analyzing the decentralization of health systems in developing coun-
tries: decision space, innovation and performance’, Social Science and Medicine, Vol. 47,
No. 10 (1998), pp. 1513-1527; Klotzbiicher, Gesundheitswesen, p. s ff.

8 Heilmann, Policy experimentation.
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governance integrating local feedback loops mainly between the local admin-
istrators and the rural population. It is not the evaluation of central government
that is crucial here, but the perception and behaviour of the local population
leading to allowing or stopping payment of central subsidies to the county
administration. It enhances forms of local feedback processes between differ-
ent levels of state agency, health providers and patients:

1. Voluntary and annual enrolment enhances flexibility in the insurance con-
ditions.

2. Central transfers depend on the enrolment of the rural population.

3. The county administration is responsible for any shortfalls. Furthermore,
the county has in principle agreed to cover any financial shortfalls of
NRCMS, and additional funds are being made available from the cen-
tral health budget to ensure the long-term sustainability of the scheme.8¢
These annual local feedback loops between /ocal administrators and patients
should ensure correct and efficient state subsidies.

These hybrid forms of governance need further differentiation from other
modes of governance prevailing in the discussion of rural governance.

1. While the introduction of NRCMS is a high priority policy and coverage
is defined by the central state, the enrolment rate (participation) has not
been made a target in the cadre responsibility system or bonus payments
of the administrators of the scheme, at least in these two counties. This
introduction therefore differs from other policy fields where the importance
of the cadre responsibility system is emphasised. Traditional forms of rural
governance, such as campaigns and enforcement by compliance, would not
have been as effective, because participation in NRCMS is voluntary and
must be renewed on a yearly basis.

2. The document analysis and field study in Xinyuan County confirm that
central government provides financial subsidies but without enforcing a
recentralisation of the system beyond the administration of central funding.
Increased financial subsidies do not correspond to higher forms of direct
intrusion of the central state bureaucracy.®” The introduction of NRCMS is
promulgated in the form of recommendations.

89 One of the principles is that income restricts expenses (shou ding zhi), Guobanfa 2003-3.

8 Dali Yang, Remaking the Chinese Leviathan (Stanford: Stanford University Press, 2004),
p. 231ff; and S.H. Whiting, 7he Cadre Evaluation System at the Grass Roots (New York:
Cambridge University Press, 2004).



3.

4.

Sascha Klotzbiicher and Peter Lissig /| EJEAS 8.1 (2009) 61-89 87

Until now, central decisions have only regulated the financial management
and usage of the central subsidies at local level.®

Central government has not defined any rights of the farmers, which are
effective tools for rightful resistance in rural China, where extractive state
capacity is high.® It is an analytically important aspect of these case stud-
ies in Xinyuan County and Xundian County that the impact of voluntary
participation and the need for consensus within the administration play
a more important role than the institutional framework of the Adminis-
tration Committees of the New CMS in Rural and Pastoral Areas (xinx-
ing nongmuqu hezuo yiliao guanli weiyuanhui) or Surveillance Commit-
tees (jiandu weiynanhui) and their sub-organisations at township and vil-
lage level, where participants can in principle voice their rights and con-
cerns through their representatives in the village CMS committees,” but
where the actual role of these representatives has so far been insignificant
because these institutions do not work properly.’! In Xundian County, the
farmer representative is only one of 20 CMS Administrative Committee
members. Instead of a malfunctioning and lack of trust in the surveillance
committees, we observe a system of checks and balances that works not
within governmental bodies and organisations, but within multi-level link-
ages of different agents responding to the needs of the participants. Where
institutionalisation of the interests (‘voice’) of the population is weak and
audits are ineffective or corrupted, responsive settings are more minimal and
strengthen the voluntary and annual enrolment (‘exit’) as an important sig-
nal in regulative local feedback loops replacing ‘central-local interaction’.%?

8 Caishe 2004-24, Caizhengbu, weishengbu guanyu yinfa zhongyang buzhu difang weisheng

shiye ghuanxiang zijin guanli zanxing banfa’ de rongzhi (Circular of the MoF and MoH about

the ‘Provisional Regulation Concerning the Management of the Earmarked Funds for the
Subsidy of Local Health Care Institutions of the Central Government’) (2 May 2004),
http://www.mof.gov.cn/news/20050228_1506_4265.htm (accessed 30 September 2007);
Caiku 2008-33, Xinxing nongcun hezuo yiliao buzhu zijin guoku jizhong zhifu guanli zanxing
banfa (Provisional Regulation for the Administration and Central Payments of Subsidies for
NRCMS from the State Treasury) (14 April 2008), http://www.mof.gov.cn/news/20080520
_3483_32873.htm (accessed 8 July 2008).

8 Kevin O’Brien and Li Lianjiang, Rightful Resistance in Rural China (Cambridge: Cam-
bridge University Press, 2006). p. 11.

% Xinyuan xian, Shishi xice, para. 8.

91)

92)

Interview 18/07.
Compare Heilmann, Policy experimentation, p. 1.
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5. Instead of massive forms of coercion in traditional campaigns or rigid imple-
mentation policy fields like birth control, the central state limits the coer-
cion on the local cadres and provides slowly increasing subsidies paid accord-
ing to the responsive institutional setting. Thanks to a one-year time limit
on insurance contracts, administrators have been forced to show flexibility
and adjust the benefit structure, including reimbursement levels, according
to the actual situation.

6. The provincial administration is controlling and auditing the usage of the
central subsidies. Local governments, especially the county health bureau
and its NRCMS management bureau, are expected to adapt the funding
and reimbursement quotas of the local NRCMS to local conditions in order
to achieve sustainability of the schemes and higher efficiency of central
funding, increasing from 10 yuan to 40 yuan per enrolled capita in the
western regions between 2005 and 2009.

7. It is a policy experimentation not for further innovation but for consoli-
dation of central subsidies. Defined goals should be optimised according
to the local conditions without, or with only marginal, consequences for
central policy-making. Reimbursement percentages should be adapted to
local needs and perceptions and guarantee efficient usage of central fund-
ing. There has been only marginal change or concretisation of central policy
between 2002 and 2007, but there is a tendency to increase financial sub-
sidies from central government. Instead of innovation, higher efficiency of
these funds in reimbursement procedures and ratios is needed. The state
subsidies have a varying impact on the different health providers. Because
of the NRCMS focus on serious illnesses, state subsidies can only be used
in hospitals belonging to the state health care system. They are not available
for consultations, treatment and drugs prescribed on an outpatient basis. In
fact, these subsidies to the farmers are a form of user-oriented subsidy for
state health providers.

A more empirical policy-focused analysis of neglected areas like health care
shows a diversity of rural governance. This discussion of modes in rural health
governance does not aim to negate existing concepts of analysis of Chinese
politics, but tries to show the focus on a very limited number of policy fields.
We argue that forms of intervention or participation depend highly on the
structure of the analysed policy field and forms of state capacity.

Successful transformative state capacity creates or enhances the interde-
pendence of different actor groups. In a highly decentralised policy field like
rural health care, the health administration can play only a limited role. In a
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situation of weak or inefficient administrative regulation, local agents will be
more able to respond in the intended ways if central regulators rely on measures
to embed their goals into the motivations and commitment of the stakeholders
or patients as a source for transformation state capacity. This strengthens
the goals of the central state institutions without necessarily involving higher
direct forms of political control or administrative intrusion. Therefore, strong
transformative state capacity is not characterised by weak societies, but relies
on embedded strong local agents, societal agents or local feedback loops.
Responsiveness, as outlined above, to introducing NRCMS has generated new
interdependencies between state agencies and the rural population. As in policy
patterns with a withdrawal of the central state from the traditional down-the-
line (#ia0) legislation and administration, particularly on issues not requiring
nationwide uniformity and cohesion resulting in new policy innovation in the
financial sector, local interaction is critical.”

This study suggests that enhanced local accountability and responsiveness
relies neither on informal and intact small communities®* nor on infrequent
very objective audits from above. It operates within a non-hierarchical institu-
tional decision-making structure (‘polity’), guided only by centrally established
framework regulations and finding new interdependencies between society and
state. Where public-private partnerships or non-governmental organisations
can rely on established regulations and polity to work and protect the rights of
citizens by integrating their voice and resources, in responsive settings their per-
ception and behaviour can be integrated by responsive regulation as a resource
for transformative state capacity.

Responsive and experimental governance is a resource for guided transfor-
mative state capacity. Annual enrolment generates high costs of mobilisation
and administration. Nevertheless, while economically speaking the approach
used for the introduction of NRCMS is not optimal, it is particularly attrac-
tive to policy fields where the state is weak and searching for effective ways
to distribute additional funds in a more effective way to less controlled local
administration.

9 Heilmann, Policy experimentation.
9 Lily L. Tsai, “The struggle for village public goods provision: informal institutions of
accountability in rural China), in Elizabeth J. Perry and Metle Goldman (eds), Grassroots

Political Reform in Contemporary China (Cambridge, MA: Harvard University Press, 2007),
pp- 117-148.








