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World Report

The Sanming model: reforming China’s health system

One small city’s bid to rescue its health finances has transformed the way health care is managed
across China. Chris McCall reports.

China's health system has changed
radically since the death in 1976
of the founder of the People’s
Republic of China, Mao Zedong.
Many Chinese people then lived
in agricultural communes with
health services provided by so-
called barefoot doctors—medical
workers sent in after only very brief
training to learn on the job. Over the
following decades, China's health
education system re-established
itself and better facilities became
available while the economy grew at
a staggering pace. In less than half a
century, China's health-care system
has gone from rudimentary to high-
tech. However, the pace of change
has been too fast for some, pushing
ordinary Chinese people into debt to
access basic health care, while others
jumped the queve with so-called
red envelopes, full of cash. Hospitals
technically owned by the state had ta
generate their own income, and costs
rose exponentially. The general health
of China’s people is now vastly better.
But it has come at a cost. These issues
precipitated a crisis in the southern
city of Sanming in 2011. A local
health fund was US$31-5 million
in deficit, prompting local officials
to think about how health care is
delivered.

“A lot of people were complaining
that it is very difficult to access health
care because it is too expensive’,
said Winnie Yip, Professor of Global
Health Policy and Economics at the
Harvard TH Chan School of Public
Health at Harvard University, who
has studied the Sanming model
extensively. Many pilot reform
schemes set up did not last, she said,
but Sanming's approach was unique
and its motivation for change was
very high. "Sanming took a more
systemic approach”, said Yip. More
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than a decade on, the reforms that
the Sanming Healthcare Reform
Leadership Office pioneered are de
facto national policy. They are now
part of a long debate about whether
the future of China's health system
lies with the private sector or greater
state control.

Although most Chinese hospitals
remain technically owned by the
state, that can mean a local level
of government, a province, the
military, or something else. The ruling
Communist Party has representation
of one kind or another at many levels

“A lot of people were
complaining that it is very
difficult to access health care
because it is too expensive™

of health governance. There are many
true private health services now, but
they represent a minority of services
provided. Overwhelmingly, care is still
through state services.

What most of the state hospitals
have in common is small subsidies.
Yip estimates they cover around
6-10% of costs. They have therefore
been forced to behave like privately
owned hospitals in other countries,
generating as much revenue from
as many sources as possible. This
could mean less acute cases were
seen in facilities that, medically
speaking, should be reserved for the
mare seriously ill. There were lots of
stories where hospitals would require
a significant deposit to provide
treatment, Yip said. People would be
forced to borrow money, she said.
Doctors’ salaries were fairly low and
some would ask for red envelopes
for preferential treatment, although
in recent years there has been a
crackdown on those practices, and
they can now be heavily punished.

“Before, if you don't give an
envelope, don't even think you can
see the doctor”, Yip said.

In 2011, the Sanming region had
an ageing population of about
3 million people, with 22 hospitals
and more than 15000 medical staff.
Its urban employees’ basic medical
insurance fund could not provide the
services it was supposed to. Its deficit
of $31-5 million was equivalent to
14-4% of the municipal government's
revenue, as detailed by accountancy
giant KPMG in a later report. In 2012,
Sanming launched local reforms,
led by a determined deputy mayor,
Zhan Jifu. “Our medical insurance
fund deficit was the primary trigger
for change, but to solve that took us
into underlying issues of inadequate
and overly expensive medical
services, drug price inflation and
overprescribing”, Zhan said, as quoted
in the KPMG report, problems that
were not unique to Sanming.

The reforms combined several
different supervisory bodies. They
increased doctors' pay, in some cases
doubling it, but also cracked down on
illicit payments. Furthermore, they
introduced a new form of banus,
calculated based on the kinds of
illnesses doctors had treated. They hiked
charges to better reflect the true cost of
treatment, but also tackled inequities in
health insurance, and tried to build up
services in about 1700 villages and small
towns under its jurisdiction, Less urgent
cases were referred there. They also
launched a Healthy Sanming website
where the public could see how funds
were being used. They also tackled the
challenging issue of drug supply. The
website published the prices patients
should be charged for drugs. KPMG
said that in the process, three local drug
distribution companies went out of
business.

For the KPMG report see hittps://
assets kpmg.com/content/dam/
kpimg/ e/ pdff2016/11/sanming-
real-story-of-grass-mots-
healthcare-tansformation-china.
pdf

Fon studies of the impacts of
the Sanming Model see

Risk Manag Healthe Policy 2025;
18:205-16 and

Herlth Policy and Planning 2025;
32:1135-45

2193

217



E
>
F
3
3
1
i
E
H

World Report

Chinese President Xi linping visits Shaxian General Hospital in Sanming City to
leamn about local health-care reforms, March 2011
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By 2015, the deficit had turned into
asurplus of $19.5 million, according to
KPMG. Sanming is in Fujian province,
and President Xi Jinping is Fujian’s
former governor. He and other senior
figures in the government and ruling
Communist Party have been vocal in
their support for the Sanming model.
In 2019, the Chinese Government
formally asked other areas to look to
Sanming when formulating their own
local palicies. In 2024, the National
Healthcare Security Administration
(NHSA) issued a policy to promote
the model to develop new ideas in
health insurance. Numerous studies
have shown that the Sanming madel
generates significant cost savings. The
evidence for true health outcomes is
less clear, but health economists say
there is no evidence that they are worse.

Qiao Jianrong of WHO's China
office says Sanming’s changes could
be summarised as the three Ms:
medicines, medical care, and medical
insurance. “Key elements of
the Sanming approach include
operational autonomy for the hospital,
performance based annual salaries for
hospital directors, reducing drug prices
while increasing prices for medical
services to reflect their true costs, and
the change from a fee-for-service
madel to payment based on diagnosis
related groups”, said Qiao. “Study
results show that Sanming's reform
has successfully reduced medical costs

without sacrificing health service
quality.”

It has also led to a fundamental
change in the way drugs are supplied
across China. Previously, there were
mark-ups at multiple levels of the
supply chain, which could inflate
the price of drugs five-fold or more.
Sanming pooled drug procurement
and introduced a new two-invoice
system, manufacturer to distributor,
and distributor to hospital. Only
with these two invoices would the
insurance body holding the funds
pay, which greatly reduced drug costs
This model has since been replicated
nationwide, in a system called Volume
Based Procurement.

Health economist Justin Wang
said there have been ten batches of
drugs included in this scheme since
2019, with another currently on the
way, all overseen by the NHSA. The
government argues that this system

“Study results show that
Sanming's reform has
successfully reduced medical
costs without sacrificing health
service quality.”

maximises use of limited resources
and ensures patients benefit from
low prices. “It is now front and
centre for all of the pharmaceutical
companies in China”, said Wang, head
of LEK Consulting’s China practice,
acknowledging there was some
resistance. “The hospitals are not
entirely happy about it. This takes
away their right to choose drugs
freely.” WHO data show that between
2018 and 2022, prices of 294 key drugs
in China decreased by 53% on average
as a result, and their quality improved.

Sanming's ideas involve the state
taking back a degree of control on a
system that had become increasingly
free-wheeling. However, market-led
reforms have played a key role in the
remarkable improvement in China's
health statistics, and the debate over
state versus private health care is far
from over. In 2021, life expectancy

in China was 77-6 years, well above
the world average and an increase
of more than 6 years since 2000,
according to WHO data. Tuberculosis
remains a substantial problem, with
52 cases per 100000 people in 2023,
which was less than half the rate in
2000. Maternal mortality rates were
16 deaths per 100000 births in 2023,
which is about one-eighth of the figure
from 1985. Most Chinese people are
now enrolled in a medical insurance
scheme, although there are still
challenges in simplifying this system,

China has 1-4 billion people and
Sanming is a small city. Health
economists say its model cannot
address all the health systems’
problems, The ideas pioneered there
might transfer well to similar areas,
but less so in mega-cities such as
Shanghai and Beijing that have tens
of millions of people. Transport is
highly developed there, making
it easy to shop around for health
care. True private health services are
growing rapidly, with considerable
government support, particularly
in large cities and some specialist
areas such as for dentistry and
ophthalmology.

“I don’t think it is a model that can
be readily transferred”, said Zhuo Chen,
visiting Professor in Health Economics
at University of Nottingham Ningbo
China. The main success of the
Sanming medel, he said, has been
controlling costs, adding that it also
reduced the incentives for doctors to
over-treat

Yip agreed that although parts of
the Sanming model would be hard to
implement nationwide, she said parts
could still be applied in more densely
populated areas. Nevertheless, she
told The Lancet that the Sanming
model addresses some fundamental
prablems in how the health system
had been managed. “It is about
transparency”, she said. “This is a thing
that China as a country has wanted to
do but has not been able todo.”

Chris McCall
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