
Full Terms & Conditions of access and use can be found at
https://informahealthcare.com/action/journalInformation?journalCode=ijme20

Journal of Medical Economics

ISSN: 1369-6998 (Print) 1941-837X (Online) Journal homepage: informahealthcare.com/journals/ijme20

Essential medicine policy in China: pros and cons

Shanlian Hu

To cite this article: Shanlian Hu (2013) Essential medicine policy in China: pros and cons,
Journal of Medical Economics, 16:2, 289-294, DOI: 10.3111/13696998.2012.751176

To link to this article:  https://doi.org/10.3111/13696998.2012.751176

Published online: 07 Dec 2012.

Submit your article to this journal 

Article views: 1596

View related articles 

Citing articles: 3 View citing articles 

https://informahealthcare.com/action/journalInformation?journalCode=ijme20
https://informahealthcare.com/journals/ijme20?src=pdf
https://informahealthcare.com/action/showCitFormats?doi=10.3111/13696998.2012.751176
https://doi.org/10.3111/13696998.2012.751176
https://informahealthcare.com/action/authorSubmission?journalCode=ijme20&show=instructions&src=pdf
https://informahealthcare.com/action/authorSubmission?journalCode=ijme20&show=instructions&src=pdf
https://informahealthcare.com/doi/mlt/10.3111/13696998.2012.751176?src=pdf
https://informahealthcare.com/doi/mlt/10.3111/13696998.2012.751176?src=pdf
https://informahealthcare.com/doi/citedby/10.3111/13696998.2012.751176?src=pdf
https://informahealthcare.com/doi/citedby/10.3111/13696998.2012.751176?src=pdf


Copyrig
ht ©

 2
012 In

fo
rm

a U
K Lim

ite
d 

Not f
or S

ale
 o

r C
om

m
erc

ia
l D

is
tr

ib
utio

n 

Unauth
oriz

ed u
se p

ro
hib

ite
d. A

uth
oris

ed u
sers

 c
an d

ow
nlo

ad,  

dis
pla

y, v
ie

w
 a

nd p
rin

t a
 s

in
gle

 c
opy fo

r p
ers

onal u
se  

Journal of Medical Economics Vol. 16, No. 2, 2013, 289–294

1369-6998 Article JME_A_751176/751176

doi:10.3111/13696998.2012.751176 All? rights reserved: reproduction in whole or part not permitted

Original article
Essential medicine policy in China:
pros and cons

Shanlian Hu
School of Public Health, Fudan University, Shanghai,

PR China

Address for correspondence:
Shanlian Hu, School of Public Health, Fudan

University, Shanghai, PR China.

Tel.: þ8621-64169550; Fax: þ8621-64161411;

hushanlian@hotmail.com

Keywords:
essential medicine – zero-mark-up – drug pricing –

reimbursement

Accepted: 16 November 2012; published online: 7 December 2012

Citation: J Med Econ 2013; 16:289–94

Abstract

Objective:

To analyze the achievements, issues and policy recommendations for implementing essential medicine

system in China after a 3-year effort.

Methods:

Policy documents analysis and Literature reviews are conducted.

Results:

From 2009–2011, a series of national essential medicine (EM) policies has been established which contain

EM list, organizing production, quality assurance, pricing, tendering and procurement, distribution, rational

use, monitoring and evaluation, etc. About 98.8% government-run primary healthcare institutions and

41.5% village health posts are conducting zero-mark-up policy while buying EMs. The average cost per

visit, per admission, and per description in outpatient and inpatient departments has declined. The Issues

with the national EM list cannot meet the requirements of clinical practice at the local level, all provinces

have to increase additional 64–455 EMs in their local supplementary list; the limitation of EML in primary

healthcare institutions causes patients to transfer directly to secondary or tertiary hospitals to search

appropriate treatment; there is no defined regulation or legislation regarding the responsibility and

accountability of government to compensate for the financial loss after implementing a zero mark-up

policy in primary healthcare institutions. In the future, some innovative reform should be taken into

account, such as revising EML, quality assurance, control margins within the distribution system,

differential pricing and internal reference-based pricing, waive taxes and import duties of EMs, and

separation between prescribing and dispensing in public hospital reform.

Conclusions:

Establishing a national essential medicine system is a difficult task to accomplish. The role of the zero-mark-

up policy of EMs is to cut off the economic profit chain among different stakeholders. Using pharmaceutical

profit to subsidize hospital revenue will be gradually eliminated in China.

Introduction

In April 2009, the Central Committee of the Chinese Communist Party and
State Council issued a set of guidelines on medical and pharmaceutical system
reform1 together with a notice from the State Council on the implementation
plan based on priorities of reform during 2009–20112. Five key reform areas were
raised: (1) acceleration of setting up of a basic health insurance system;
(2) preliminarily establishment of a national essential medicines system;
(3) optimization of service for primary healthcare; (4) steady improvement in
access to fundamental public health services; and (5) further advancement of
public hospital services.
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The establishment of a national essential medicine
system is one of the most important components of
China healthcare reform. Consequently, the Chinese gov-
ernment and related sectors issued a series of complemen-
tary policy documents on formulating a national essential
medicine list, hospital formulary, drug procurement, ten-
dering, supervision and quality assurance. A brief descrip-
tion of the essential medicine policy, and its pros and cons,
are discussed here.

The main contents of the essential medicine policy
framework in China include ensuring the selection, pro-
duction, and distribution of essential medicines; maintain-
ing quality standards; and setting reasonable prices,
conducting a zero-mark-up policy on sales, promoting
rational use and reimbursement, as well as monitoring
and evaluation. The aim of the policy is to ensure access
to, and the safety and provision of, adequate amounts of
essential medicines to all who need them. The preliminary
establishment of the national essential medicine system
was accomplished in 2011, and a comprehensive national
essential medicine system will be fully implemented in
urban and rural China by 2020.

To some extent, China’s essential medical system is
specific to Chinese medicine, which is different from the
policies of other developed countries. Within this context,
the essential medicine policy also has the role of eliminat-
ing drug margins as a compensation mechanism in hospi-
tals. There are three parallel policies being carried out
aimed at expanding the national essential medicines cov-
erage: (1) All urban community health centres and rural
township health centres are allowed to store and prescribe
essential medicines; (2) The implementation of a zero-
mark-up policy for essential medicines; and (3) The erad-
ication of the 15–20% drug margins between wholesale
and retail in hospitals in lieu of local government subsidies,
or through the separation of revenue and expenditure
accounts in comprehensive public hospital reform. The
objective is to reduce the economic burden on patients
when in need of medical care.

Achievements of the essential medicine
system in China

After a 3-year effort, from 2009–2011, the essential med-
icine system has been established in China. It contains an
essential medicine list, organizing production, quality
assurance, pricing, tendering and procurement, distribu-
tion, rational use, monitoring and evaluation, etc. In
those implemented areas, the number of clinical visits
and hospitalizations is continuously increasing, and the
average cost per visit, per admission, and per description
in outpatient and inpatient departments is declining. The
prices of essential medicines are significantly reduced. In

2011, all government-run grassroots health institutions
implemented the policy; and the whole process of elec-
tronically monitoring quality is being conducted in the
production and distribution system.

Although the first national essential medicine list was
put into effect in China in 1982, which contained 278
chemical and biological medicines, it was not made a
national policy, nor was it a comprehensive essential med-
icine system until 20093. The 2009 version of the essential
medicine list contained 307 generic medicines, which
included 205 chemical and biological medicines and 102
traditional Chinese medicines (TCM) and all herbal prep-
arations (Table 1). The criteria for selection of an essential
medicine are as follows:
� Necessity for prevention and treatment;
� Safety and clinical efficacy;
� Reasonable price;
� Convenient use; and
� Balance between chemical, biological, and TCMs.

The selection of essential medicines is mainly based on
several rounds of expert consultation and key opinion
leader suggestions on best practice, rather than using
health technical assessment and pharmacoeconomic
evaluation.

There are three basic medical insurance schemes in
China; namely, urban employee basic medical insurance
(UEBMI), urban resident basic medical insurance
(URBMI), and the new co-operative medical scheme
(NCMS). Each scheme has its own drug reimbursement
list4, but UEBMI has a more extensive drug coverage. For
example, in the latest version of UEBMI, a total 2151 drugs
can be reimbursed, which include 1164 chemicals and bio-
logics and 987 TCMs (Table 2). In other words, all 307
essential medicines are included in Class A in the UEBMI
reimbursement list, resulting in a higher reimbursement
ratio of essential medicines than non-essential medicines.
However, patients self-pay 10–15% of the drug price if
taking medicines in Class B.

The method of procurement for essential medicines is
bulk purchasing. The approaches used in the bidding pro-
cess are the ‘Two Envelope Selective Tender System’5,
combined with price–volume agreement and

Table 1. The number of drugs in essential medicine list in China.

Year Chemical and
biological
medicines

Traditional
Chinese

medicines

Total

1982 278 – 278
1994 699 1699 2398
1997 740 1333 2073
2000 770 1249 2019
2002 759 1242 2001
2004 773 1260 2033
2009 205 102 307
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procurement. The period of financial repayment to the
manufacturers is less than 3 months. A head procurement
agency has been established in 31 provinces and munici-
palities. It is a government-led, non-profit agency to help
bid the tenders for the manufacturers through the internet
to ensure the supply of essential medicines. This resulted in
a significant reduction in the average price of essential
medicines in different provinces by 25% (Table 3).

All government-run primary healthcare institutions in
China, including urban community and rural township
health centres, underwent comprehensive reform in 2011
regarding the use of essential medicines. Now, the essential
medicine system is even adopted in village health posts in
seven provinces and municipals (Shanghai, Chongqing,
Yunnan, Xizang, Gansu, Qinghai, and Ningxia). About
40% of village health posts are conducting zero-mark-up
policy in essential medicines (Table 4). In addition, 13
provinces, such as Henan, Zhejiang, and Anhui, have reg-
ulated the volume of essential medicines in urban tertiary
and secondary hospitals to 15–25% and 25–35%,
respectively.

After implementing the zero-mark-up policy in
the essential medicine system, the average cost per
clinical visit and drug cost per prescription has decreased.
The economic burden of population has been
released significantly. The number of ambulatory visits

and admission to the hospitals is increasing in all regions.
A satisfaction study in 1639 patients from 15 cities in five
provinces showed that 66.5% patients felt the price of
essential medicines was significantly reduced and that
the economic burden on the patient was reduced6.

Issues with the essential medicine
system in China

The first issue faced by primary healthcare institutions is
that 307 essential medicines are not enough to meet the
needs of clinical utilization. Because of the variation in
local socio-economic conditions and the reality of drug
utilization in different provinces, provincial and local gov-
ernments are able to adjust the national essential medicine
list and select non-national essential medicines into the
provincial supplementary essential medicine list. The
number of pharmaceutical products, quantity and dosages
selected is based on the characteristics of clinical use,
requirements in medical settings, and reference to inter-
national experience.

All provinces have now increased the number of essen-
tial medicines in their local supplementary list (Fig. 1)—
varying from an additional 64–455 medicines—which
indicates that the national essential medicine list has
lost its authority. A study on the utilization of essential
medicines in 5812 grassroots healthcare institutions
showed that only 213 essential medicines (49%) in the
provincial supplementary essential medicine list are con-
sistent with the national essential medicines list. Many
low-efficiency medicines are present in provincial supple-
mentary lists. On the one hand, this illustrates that nation-
ally designated essential medicines cannot meet the
requirements of clinical practice at the local level; and,
on the other hand, it shows a lack of unified standards in
the selection of additional essential medicines. Therefore,
the criteria for drug selection at the provincial level needs
further study7.

Table 4. The evaluation of national essential medicine policy in China.

Indicators 2009 2010 2011

The proportion of government-run grassroots
health institutions has conduct
zero-mark-up policy in EM (%)

35.7 57.2 98.8

The proportion of village health posts has
conduct zero-mark-up policy in EM (%)

0 0 41.5

The percentage of grassroots health
institutions has received government
financial subsidies (%)

30.9 53.2 90.8

The percentage of implementing
comprehensive health reform in counties,
districts and cities (%)*

0 0 95.8

Source: Health Statistics & Information Center, MOH.
*To implement the essential medicine system, comprehensive healthcare
reform has been conducted in the field of personnel affairs, pricing, pay for
performance, regulation, and supervision in grassroots health institutions.

Table 3. The average price reduction of essential
medicines after tendering (2010).

Provinces Average price
reduction (%)

Tianjin 10.3
Neimenggu 32.0
Zhejiang 32.0
Liaoning 34.3
Shanghai 39.0
Shaanxi 46.1
Jiangsu 47.7
Ningxia 49.2
Anhui 50.0
Hunan 53.2

Source: Hu3.

Table 2. The comparison of number of medicines in the reimbursement
drug list between 2004 and 2009 in UEBMI.

Type of medicines 2009
version

2004
version

Number of
increase

Increase
rate (%)

Chemical and
biological
medicines

1164 1027 137 13.3

TCM 987 870 117 13.4
Total 2151 1891 260 13.7
Class A 349 296 53 17.9
Class B 1802 1595 207 13.0
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The second issue is the impact on patient flow since
implementation of the essential medicine policy.
The limitation of essential medicines in primary health-
care institutions causes patients to transfer directly to sec-
ondary or tertiary hospitals to get appropriate treatment.
This has a negative impact on the patient, as medical care
is not available at the first place of contact. Sometimes it
also weakens clinical performance and leads to a financial
deficit and brain drain in community healthcare centres.

The third issue is the feasibility of financial subsidies
from local government for implementing the zero mark-up
policy. The main hurdle is that there is no defined regula-
tion or legislation regarding the responsibility and
accountability of government to compensate for financial
loss after implementing a zero mark-up policy in primary
healthcare institutions.

China has more than 8000 pharmaceutical manufac-
turers and 20,000 distribution firms; most of which have
GMP and GSP accreditation approved by the National
Food and Drug Administration Bureau and the Bureau of
Quality Control. In the ‘Two Envelope Selective Tender
System’, the content of first envelope, which reflects tech-
nical indicators such as capacity of production, clinical
efficiency, modern logistics facilities, and economic
scale, is actually not meaningful. The only criterion in
the second envelope is the price of medicine; the lower
the price, the higher the likelihood of a successful tender.
In that case, the bidding manufacturers are encouraged to
lower quality to save cost. If the bidding price is much
lower than the actual cost, it would not make the provision
of essential medicines in the market sustainable.

Usually, the process of tendering and procurement is
separate. The tendering function is run by the govern-
ment-led, non-profit agency, but there is no market
power to purchase drugs from the manufacturers at the
same time. The real purchasing power is from the individ-
ual hospital. The hospital will negotiate with manufac-
turers again to get bigger margins before purchasing the
essential medicines. The authority of government

procurement is therefore rendered unfeasible. Another
phenomenon is that some large-scale pharmaceutical man-
ufacturers with high-quality products are unable to obtain
market share because the price is not low enough.

The Price Bureau of the National Development and
Reform Commission manages price setting in China.
They set all drug prices on the basis of maximum retail
price, but sometimes the bidding price of essential medi-
cines is higher than the actual price due to market
competition.

At present, tendering has used a system of sole supplier,
price–volume agreement, and has preferred to use the cost-
plus approach to pricing essential medicines. In other
words, the price of tendering is dependent on the volume
of procurement and the period of payback to the pharma-
ceutical manufacturers. However, the sole supplier for
each medicine causes a market monopoly. Once the
required supply of medicines cannot be achieved, then a
shortage of certain medicines will occur.

The future challenges of the essential
medicine system in China

Strengthening the essential medicine system is one of
three prioritized healthcare reform measures in the next
5-year plan in China8.

Dynamic adjustment of the essential
medicine list

The China national essential medicine list will be revised
every 3 years. The present adjustment of the essential
medicine list will be announced at the end of 2012 in
order to meet the needs of basic healthcare, which includes
appropriate increasing the number of essential medicines,
standardization of products, dosages, and package size,
adding more elderly and children medicines, and chronic
patient care.

Figure 1. The number of essential medicines added in the provincial supplementary essential medicine list.
Source: IBM.
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Before working on revising the national essential med-
icine list, the criteria and standards of selection should be
reconsidered. The impact of the fourth hurdle, including
access to more cost-effective drugs, evidence of clinical
values, and budget impact analysis, will be emphasized
again. Even if the provincial supplementary essential med-
icine list is maintained, empowerment should not be
extended to the city, district, or county level.

Expanding coverage of the essential medicine
system

In 2011, 98.8% of government-run grassroots healthcare
institutions had adopted the essential medicine system and
zero-mark-up policy. The next step will be to consolidate
the implementation in all government-run grassroots
healthcare institutions and to gradually expand to all vil-
lage health posts. However, an appropriate government
subsidy policy to solve the remuneration and pension
system of the village doctors is required.

In addition, coverage of the essential medicine system is
also required to be conducted in non-government (pri-
vate) grassroots healthcare institutions. It is, however, dif-
ficult to adopt the policy unless medical services are
purchased by the government.

Integration of the essential medicine system into
the three-tier hospital system

It is necessary to encourage secondary and tertiary hospi-
tals to use essential medicines so as to favour the transfer of
patients between all level hospitals. To guide the patient
flow to the grassroots health institution, increasing the
number of pharmaceuticals on the essential medicine list
is required, especially for the use in children, elderly, and
chronic care of hypertension and diabetes.

Another issue is whether having some non-essential
medicines in grassroots healthcare institutions is allowed
or not. From the continuous healthcare point of view, if a
patient is transferred and periodically consulted by a
higher-level hospital, then the patient could get some
non-essential medicines at grassroots healthcare institu-
tions under the supervision. Eliminating the need to go
to higher-level hospitals frequently will save costs. Some
pilot studies have been conducted in China in which the
poor can dispense some essential medicines free of charge,
with the cost covered by the government.

Price setting for essential medicines

After running the tendering system for 3 years, there are
now many sole suppliers. To ensure the quality of essential
medicines and to offer price reductions, some deferred

tenders could be selected to produce chemical entities pur-
chased by government.

Some innovative reform of the essential medicine
system should be taken into account, such as quality assur-
ance, volume–price agreement, control margins within the
distribution system, differential pricing and internal refer-
ence-based pricing, waive taxes and import duties in essen-
tial medicines, etc.

Separation between prescribing and dispensing

In China, 40% of national health accounts are from phar-
maceutical expenditure. Essential medicines cost�25% of
total pharmaceutical expenditure. The separation between
prescribing and dispensing is a future direction of public
hospital reform. The purpose is to delink hospital revenue
from margins on drug sales so as to avoid over-use of
medicines.

To cut the economic chain between pharmaceutical
expenditure and hospital medical service, government
should provide more financial subsidies to hospitals,
including basic investment in buildings and equipment,
human resources, and technical development. The opera-
tion costs of a hospital will be borne by medical insurance
schemes through purchasing health services and price
negotiation.

In the grassroots healthcare institution, the financial
policy will be conducted through separation of revenue
and expenditure accounts. Government will subsidize
financial losses after implementing a zero mark-up policy
in essential medicines and some recurrent costs. Expanded
medical insurance coverage and improving benefit pack-
ages and integration of hospitals and primary healthcare
institutions to form a multi-hospital system will be the
future of healthcare reform in China.

Conclusion

In sum, establishing a national essential medicine system is
not only the priority of heath system reform in China, but
is also a difficult task to accomplish. The role of the zero
mark-up policy of essential medicines is to cut off the eco-
nomic profit chain among different stakeholders, such as
government financial departments, third-party payers,
pharmaceutical manufacturers and distributors, hospitals,
doctors, and patients. In the recent public hospital reform,
using pharmaceutical profit to subsidize hospital revenue
will be gradually eliminated.
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