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Summary
China’s private hospital market has experienced rapid growth over the last decade, with private hospitals now out-
numbering public hospitals by a factor of two. This policy analysis uses available data and existing literature to analyze
China’s rapidly changing hospital market, identify key challenges resulting from rapid private hospital growth, and
present recommendations to ensure future sustainable private hospital development in the country. Our analysis
shows that while private hospitals outnumber public hospitals, outpatient visits and hospitalizations remain higher
among public hospitals, while per-patient expenditure remains higher among private hospitals. Key challenges to
private hospital development include limited government financial support, high tax burdens, difficulty in workforce
recruitment and retainment, poor government regulation and oversight, and dissipating public trust. Recommen-
dations to address these challenges include opening government contract bidding to private hospitals, creating a
system that allows private hospitals to enter national health insurance schemes, reducing tax pressure on private
hospitals, defining a legal system for market entry and exit of private hospitals, improving a system of supervision,
and monitoring and evaluation of private hospital operation and performance.

Copyright © 2023 The Authors. Published by Elsevier Ltd. This is an open access article under the CC BY-NC-ND
license (http://creativecommons.org/licenses/by-nc-nd/4.0/).
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Introduction
The private health sector can be defined as the collection
of actors involved in the provision of healthcare who are
neither owned nor directly controlled by government
entities.1 Over recent decades, the size and role of the
private health sector has grown substantially in low- and
middle-income countries (LMICs) to include the direct
provision of health services, access to medicines, infra-
structure, technology, and workforce trainings.2,3 As a
result the private health sector has become increasingly
important to achieving universal health coverage
(UHC), especially as more health consumers turn to-
ward the private sector for their needs, and governments
have had to formulate and integrate new policies that
define a role for the private health sector in the attain-
ment of UHC goals.4

While numerous LMICs have seen their private
health sector steadily grow over many decades, thus
giving their governments time to develop and adopt
new policies necessary for regulating and managing a
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mixed health system, China’s private health sector has
experienced rapid growth in a comparatively short
time. China’s private health sector experienced signif-
icant development following a new phase of healthcare
reform that began in 2009.5 These reforms, in addition
to a growing demand for healthcare, resulted in the
number of private hospitals in the country surpassing
the number of public hospitals by the year 2015 and the
proportion of private hospital beds nationwide
increasing from 12.4% in 2011 to 21.4% in 2016.6 The
rapidly changing health sector landscape in China has
significant implications for healthcare service provi-
sion, quality of care, and hospital regulation and
management.

The goal of this policy analysis is to use available data
and existing literature to analyze China’s rapidly
changing health sector. Specifically, we aim to describe
the changing landscape of China’s hospital market
during the decade spanning 2011 to 2021, present the
implications of this changing landscape, identify key
challenges associated with the development, manage-
ment, and regulation of private hospitals in the country,
and propose policy recommendations based on key
findings and lessons learned from other countries. Such
information may prove useful to policymakers
1

Delta:1_given name
Delta:1_surname
Delta:1_given name
Delta:1_surname
Delta:1_given name
http://creativecommons.org/licenses/by-nc-nd/4.0/
mailto:shenglan.tang@duke.edu
http://crossmark.crossref.org/dialog/?doi=10.1016/j.lanwpc.2023.100991&domain=pdf
https://doi.org/10.1016/j.lanwpc.2023.100991
https://doi.org/10.1016/j.lanwpc.2023.100991
https://doi.org/10.1016/j.lanwpc.2023.100991
www.thelancet.com/digital-health


Health Policy

2

attempting to maximize the effectiveness and sustain-
ability of the private hospital sector’s development in
China. As mentioned above, 2009 marked the start of
new healthcare reforms in China. Since the imple-
mentation of the healthcare reform, China has seen
many progresses in achieving its policy goals, such as
increased population coverage of health insurance and
improved access to public health services and essential
medicines. However, reforming public hospitals, as one
of the important policy goals set up in 2009, has not
been satisfactory due to many reasons including some
invested interests of key stakeholders. Developing pri-
vate hospitals, as supplementary to public hospital ser-
vices, has been seen to fill gaps in meeting the needs of
and demands for healthcare of the Chinese population.

This paper focuses on the ten-year period spanning
2011 to 2021 because such reforms likely required some
initial time to effect change. Nonetheless, as reported by
others, private hospital growth did occur in China be-
tween 2009 and 2011 albeit at a slower pace than from
2011 to 2021.5 Importantly, we recognize that online-
based private healthcare is rapidly increasing in China,
but such care is beyond the scope of this study.
China’s changing hospital landscape
The adaptation of so-called socialist marketization in
China has resulted in the market-driven operation of
hospitals, whereby public hospitals operate under a de
facto for-profit system which can be traced back to
economic reforms enacted during the early 1980’s.7 At
this time, the central government substantially reduced
investment in public healthcare—the percent of total
health expenditure funded by the central government
fell from 32% in 1978 to 14% in 20008—and made the
provision and financing of healthcare services the re-
sponsibility of local governments and individuals.9 As a
result, healthcare facilities became primarily reliant on
the sale of healthcare services and medicines for the
generation of revenue.10 However, while private health-
care clinics began to crop up during the 1980’s and 90’s,
large scale growth did not begin until the early 2000’s
when the central government implemented a set of
concerted policies, such as Opinions on Deepening the
Reform of the Medical and Health System and Opinions on
Further Encouraging and Guiding Social Capital to
Establish Medical Institutions, to promote private invest-
ment in the healthcare sector.11 Private hospital growth
was further spurred in 2009 when the central govern-
ment passed a USD$125 billion reform to increase ac-
cess and affordability of basic healthcare across the
country. Most of this investment has gone towards
subsidizing the people living in rural China to partici-
pate in health insurance, supporting the provision of
essential public health services, and increasing devel-
opment and operation of grass-root level health facilities
at the county and township levels. This reform
encouraged private hospital entry into the healthcare
market to create competition intended to stimulate an
increase in efficiency and quality among public
hospitals.12

Reforms implemented by the Chinese central gov-
ernment over the last two decades have had a clear
impact on private hospital growth in the country.
Table 1 shows how the number of hospitals, personnel,
and beds have changed within the private and public
healthcare sector between 2011 and 2021. From 2011 to
2021, the number of private hospitals increased by
193.4%, employed private hospital personnel increased
by 140.4%, and private hospital beds increased by
378.2%. In contrast, the number of public hospitals
decreased by 12.8%, employed public hospital personnel
increased by 4.6%, and public hospital beds increased by
60.6%. The decline of public hospitals in China over the
past decade is largely due to two reasons: 1) some pri-
mary and secondary hospitals have been merged into
tertiary hospitals to form medical groups; and 2) some
public hospitals who were owned by state enterprises
have been regrouped as non-public hospitals. In 2011
private and public hospitals accounted for 38.4% and
61.6% of all hospitals in China, respectively (Table 1). By
2021, these numbers nearly reversed with private hos-
pitals outnumbering public hospitals by a ratio of
2.1–1.0 (Table 1).

Despite having experienced rapid growth over the
last two decades and despite outnumbering public
hospitals, private hospitals still have not matched the
capacity level of health service utilization seen among
public hospitals likely because of an overall lower
number of personnel and beds. Table 2 shows how
service volume has changed among private and public
hospitals between 2011 and 2021. From 2011 to 2021,
the number of outpatient visits to private hospitals
increased by 197.1% and the number of private hospital
hospitalizations increased by 257.7%. In contrast, the
number of visits to public hospitals increased by 59.4%
and the number of public hospital hospitalizations
increased by 69.0%. However, in 2021, public hospitals
still accounted for the majority of both outpatient visits
(84.2%) and hospitalizations (81.4%) in the country
(Table 2).

Interestingly, as the number of personnel and beds
have increased among both private and public hospitals,
the average length of stay (LOS) has increased among
private hospitals but decreased among public hospitals.
Among private hospitals, the average LOS increased
from 8.5 days in 2011 to 10.5 days in 2021 (Fig. 1).
Among public hospitals the average LOS decreased
from 10.5 days in 2011 to 9.0 days in 2021 (Fig. 1). The
decreasing trend in average LOS among public hospitals
can be explained by government evaluations and con-
trolling measures put in place by health insurance
management agencies. Turnover efficiency is one of
many indicators used by the government to evaluate and
www.thelancet.com Vol 44 March, 2024
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Yeara Number Personnel Beds

Public Private Public:
private ratio

Public Private Public:
private ratio

Public Private Public:
private ratio

2011 13,539 8440 1.60 5,284,427 661,050 7.99 3,243,658 461,460 7.03

2012 13,384 9786 1.37 3,555,279 502,361 7.08 3,579,309 582,177 6.15

2013 13,396 11,313 1.18 6,060,885 831,599 7.29 3,865,385 713,216 5.42

2014 13,314 12,546 1.06 4,080,345 661,332 6.17 4,125,715 835,446 4.94

2015 13,069 14,518 0.90 4,276,938 794,213 5.39 4,296,401 1,034,179 4.15

2016 12,708 16,432 0.77 4,491,172 923,894 4.86 4,455,238 1,233,637 3.61

2017 12,297 18,759 0.66 4,684,677 1,100,035 4.26 4,631,146 1,489,338 3.11

2018 12,032 20,977 0.57 1,823,722 859,261 2.12 4,802,171 1,717,578 2.80

2019 11,930 22,424 0.53 5,098,390 1,389,107 3.67 4,975,633 1,890,913 2.63

2020 11,870 23,524 0.50 5,292,442 1,482,322 3.57 5,090,558 2,040,628 2.49

2021 11,804 24,766 0.48 5,526,526 1,588,939 3.48 5,207,727 2,206,501 2.36

aData for years 2011–2012 and 2018–2021 are from the China Health Statistical Yearbook.13 Data for years 2013–2017 are from the China Health Family Planning Statistics
Yearbook.14

Table 1: Number of hospitals, personnel, and beds for private vs. public hospitals in China (2011–2021).
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rank public hospitals and therefore determine funding
allocations. Public hospitals are therefore incentivized to
have high turnover rates and thus a lower LOS per pa-
tient. Conversely, private hospitals, to a large extent, do
not face this pressure because they are not funded pri-
marily by the government and or government supported
health insurance. Moreover, recent government policies
since 2009 frame the private health sector as a supple-
ment to the public health sector and thus promote the
private sector’s uptake of services not commonly pro-
vided by public hospitals such as rehabilitation and
hospice care.15 These services require longer hospital
stays which may explain the increasing trend in average
LOS among private hospitals. More generally, some
private hospitals provide advanced medical services that
tend to require longer stays than the primary care
Yeara Number of outpatient visits (thousands)

Public Private

Number Proportion (%) Number Proportion (%)

2011 205,254 90.9 20,629 9.1

2012 228,866 90.1 25,295 10.0

2013 245,510 89.5 28,667 10.5

2014 264,741 89.1 32,465 10.9

2015 271,243 88.0 37,120 12.0

2016 284,771 87.1 42,184 12.9

2017 295,201 85.8 48,690 14.2

2018 305,123 85.3 52,613 14.7

2019 327,232 85.2 57,008 14.8

2020 279,193 84.0 53,094 16.0

2021 327,089 84.2 61,290 15.8

aData for years 2011–2012 and 2018–2021 are from the China Health Statistical Yearboo
Yearbook.14

Table 2: Number of outpatient visits and number of hospitalizations for priv
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services common to most public hospitals. Unfortu-
nately, the data presented in this analysis is not granular
enough to comment further on the relationship between
severity of admitted cases and LOS in public vs. private
hospitals. Lastly, the average bed occupancy rate across
public hospitals over the last decade has remained
20–30% higher than the average bed occupancy rate
across private hospitals. In 2021, the average bed occu-
pancy rate across public and private hospitals was 80.3%
and 59.9%, respectively, suggesting that public hospitals
had higher efficiency than private hospitals. This dif-
ference further suggests that public hospitals are
incentivized by government funding or evaluation to
maintain high bed occupancy and high patient turnover.

Private hospital growth has also been accompanied by
an increase in expenditure. Fig. 2 shows the average
Number of hospitalizations (thousands)

Public Private

Number Proportion (%) Number Proportion (%)

9707 90.3 1047 9.7

11,331 89.0 1396 11.0

12,315 87.9 1692 12.1

13,414 87.3 1960 12.8

13,721 85.3 2365 14.7

14,750 84.2 2777 15.8

15,594 82.4 3320 17.6

16,351 81.7 3665 18.3

17,487 82.6 3695 17.5

14,835 80.8 3516 19.2

16,409 81.4 3745 18.6

k.13 Data for years 2013–2017 are from the China Health Family Planning Statistics

ate vs. public hospitals in China (2011–2021).
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Fig. 1: Average length of stay at private vs. public hospitals in China (2011–2021). Data for years 2011–2012 and 2018–2021 are from the China
Health Statistical Yearbook.13 Data for years 2013–2017 are from the China Health Family Planning Statistics Yearbook.14

Fig. 2: Expenditure per outpatient in private vs. public hospitals in Shanghai (2011–2022). Data is from the Shanghai Health Statistical Bulletin.16
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expenditure per outpatient visit across private and public
hospitals in Shanghai. Shanghai is currently pioneering
the development and reform of private hospitals in China
and therefore serves as a case-study for what future
trends in private hospital growth and expenditure could
look like, as other parts of the country experience local
economic growth. Private hospital expenditure per
outpatient visit has been steadily increasing over the last
decade from USD$52 in 2011 to USD$96 in 2022. Public
hospital expenditure per outpatient visit has also
increased, albeit at a slower rate, from USD$37 in 2011 to
USD$51 in 2022. Expenditure per hospitalization has
followed a similar trend. Fig. 3 shows the average
expenditure per hospitalization across private and public
hospitals in Shanghai. Private hospital expenditure per
hospitalization has increased substantially from
www.thelancet.com Vol 44 March, 2024
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Fig. 3: Expenditure per hospitalization in private vs. public hospitals in Shanghai (2011–2022). Data is from the Shanghai Health Statistical
Bulletin.16
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USD$1944 in 2011 to USD$7928 in 2022. Public hospital
expenditure per hospitalization has seen a much lower
increase from USD$2057 in 2011 to USD$3691 in 2022.
At the national level, average public hospital expenditure
per outpatient and hospitalization is lower than what is
seen in Shanghai. Across all of China, average public
hospital expenditure per outpatient increased from
USD$32 in 2011 to USD$41 in 2018.17 Similarly, average
public hospital expenditure per hospitalization increased
from USD$1232 in 2011 to USD$1505 in 2018.17 Average
private hospital expenditure per outpatient and hospital-
ization is also expected to be lower at the national level
relative to Shanghai given that Shanghai is one of China’s
wealthiest municipalities.

It is important to note that our analysis of China’s
changing hospital landscape focuses on supply-side
factors such as hospital numbers, personnel, and beds
and does not include demand-side factors. Demand side
factors include, for example, the negative impact of
COVID-19 on the local economy whereby the general
public may shift their use of the health system away
from private hospitals which have higher per-patient
costs compared to public hospitals. In addition,
COVID-19 may further increase people’s preference for
outpatient care which is more available in public than
private hospitals. By contrast, increased access to health
insurance, and removal of restrictions on the use of
public insurance for private healthcare, might stimulate
further use of private hospitals and growth of the sector.
We acknowledge the exclusion of demand-side factors
as a limitation of our analysis.
www.thelancet.com Vol 44 March, 2024
Key challenges to private hospital development
in China
In this section, we use Roberts et al., 2003 health system
performance framework to identify and analyze key
challenges associated with private hospitals in China.
The framework proposed by Roberts et al., 2003 focuses
on five “control knobs” as a means to achieve desired
health system performance outcomes such as efficiency,
quality, and access, as well as desired long-term goals
including reduced disease burden in the target popula-
tion, higher customer satisfaction, and improved risk
protection.18 The five “control knobs” are financing,
payment, organization, regulation, and behavior. A
summary of these key challenges can be found in Box 1.

Financing and payment
Although China’s private hospital market has experi-
enced significant expansion over the last decade, the
vision of private healthcare as a supplement to public
healthcare as suggested by government policies may not
be fully materialized due to poor financial prospects for
private investors. The central government wants to grow
private investments, especially in rural areas, to provide
underserved populations with greater access to health-
care.19 However, private investors are often more inter-
ested in catering to higher income populations in large
cities due to the prospect of larger and more reliable
returns on investment.19 Financial support by the gov-
ernment in the form of subsidies to lower the risk of
investment may therefore be necessary to incentivize
and sustain private investment in rural areas with
5
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Text Box 1: Summary of key challenges to private hospital development.

• Financing and payment—Private funders are more likely to cater to higher income
populations in larger cities due to the prospect of larger and more reliable returns
on investment, health insurance schemes in China do not cover healthcare
services provided by private hospitals, and private hospitals face a higher tax
burden compared to public hospitals.

• Organization: building and retaining a healthcare workforce—High staff turnover
rates within private hospitals create imbalances in skill, experience, and coherence
within medical teams thereby reducing efficiency and quality of care.

• Regulation and oversight—The absence of mechanisms to enforce regulation and
oversight policies within private hospitals has increased the rates of provider
induced demand and led to vague criteria and a lack of standards to guide the
hiring of clinical practitioners.

• Behavior: improving public trust—Public trust in private healthcare facilities
remains low, and is possibly driven by poor experiences, travel distance,
waiting times, or out-of-pocket costs. Efforts are needed to build public trust in
private hospitals.
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underserved communities. In addition, public health
insurance schemes in China often do not cover health-
care services provided by private facilities. Public health
insurance schemes established since the late 1990’s—
the Urban Employee Insurance, Urban Basic Residents
Insurance, New Rural Medical Cooperative Scheme, and
Medical Assistance for the Poor Program—collectively
covered 95% of the national population by 2011.20

However, these schemes are pooled at the county or
municipality level and, consequently, offer health
benefit packages and financial risk protection that vary
across both insurance type and region.21 Plans to achieve
equitable healthcare coverage across all of China, and
which make use of the private sector, may therefore
require consolidating the funding pools of current
public insurance schemes and exploring a means to
insure care received from private facilities.22,23

Private hospitals in China also face a higher tax
burden than public hospitals. While public hospitals in
China still receive government funding, albeit at lower
levels than over the last few decades, private hospitals do
not receive government subsidies and must pay taxes
based on government policies. These tax policies vary
substantially depending on the type of private hospital.
Non-profit private hospitals must use healthcare service
prices established by the government whereas for-profit
private hospitals can set their own prices but must pay
taxes as stipulated by the government.24 These taxes
include value-added tax, corporate income tax, and
value-added tax on imported equipment. Public hospi-
tals, on the other hand, are entitled to tax exemptions for
imported equipment, medicines, and other products.
Many private hospitals are therefore at a disadvantage
within the competitive healthcare market. Many private
hospitals in China, for example, have been unable to
generate enough profit to stay afloat during their early-
stage operations.25 A lack of clear regulations
regarding income tax on hospitals with mixed owner-
ship (e.g., public-private partnership) also hinders pri-
vate investment into the healthcare market.26

Overall, tax policies developed by the Chinese gov-
ernment stipulate that all revenue generated from
healthcare services are taxable for for-profit private
hospitals. For non-profit private hospitals, revenue
generated from healthcare services with prices set by the
government pricing bureau are not taxable. Only reve-
nue generated from services priced by the non-profit
hospitals themselves are taxable. Non-profit private
hospitals also enjoy unique favorable tax policies
including no tax on land and property purchases, im-
ported high-technology equipment from overseas, or the
sale of self-made medicines approved by government
agencies. For-profit private hospitals may apply for these
same tax exemptions during the first three years of their
operation. However, after the three-year grace period,
for-profit private hospitals must pay taxes on nearly
every revenue stream and transaction. To alleviate their
high tax burden, some for-profit private hospitals opt to
transition into non-profit hospitals after their three-year
tax exemption period.27 Other for-profit hospitals regis-
ter as non-profit entities to avoid taxation and then divert
profits through related-party transactions or by directly
distributing dividends to investors, leading to the
emergence of pseudo non-profit hospitals.28 These
misbehaviors have created challenges to hospital
administration, regulation, and management. A
comprehensive pilot program was implemented in 2016
to replace the business tax with the value-added tax in
China, and transit previously taxable items under the
business tax to the value-added tax regime, thereby
preventing double taxation and reducing the overall tax
burden on for-profit private hospitals.29

Organization: building and retaining a healthcare
workforce
An additional challenge to the continued growth of
private healthcare in China is the private healthcare
workforce. Public and private hospitals in China have
been shown to have a similar average number of em-
ployees per patient bed.30 However, the sociodemo-
graphic makeup of the public and private healthcare
workforce varies substantially. In a survey of 376 public
and private Chinese hospitals covering 83,413 health-
care workers, private hospitals had proportionally fewer
staff with doctoral, masters, and undergraduate de-
grees.11 In addition, private hospitals had a significantly
higher percentage of physicians over the age of 60 years
and a significantly higher percentage of nurses under
the age of 30 years compared to public hospitals.11 The
skewed educational and age distributions of the private
hospital workforce, relative to public hospitals, hint at
the possibility of imbalances in skill, experience, and
coherence within medical teams as well as high staff
turnover rates. While such an imbalance would not
www.thelancet.com Vol 44 March, 2024
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necessarily reduce the quality of care or impact health
outcomes, it may contribute to unfavorable public per-
ceptions of private hospital healthcare quality. Further-
more, high staff turnover rates may be driven by a lack
of technical and professional development opportunities
that are offered within the public hospital management
structure.11 Young healthcare workers just entering the
market, for example, may not be incentivized to build
their careers within a private hospital system with
limited opportunities for growth. Ultimately, the private
hospital management system may need to borrow per-
formance management, personnel management, and
medical quality control frameworks from the public
sector to better build and retain a robust and reliable
workforce.31–33

Regulation and oversight
Since 2018, a series of policies have been implemented
to expedite the accreditation process for the establish-
ment of private hospitals in China. Policies pertaining to
the regulation and oversight of private hospitals, how-
ever, remain sparse. Moreover, regulation and oversight
policies that have been developed for private hospitals
have not been effectively enforced.34,35 A lack of
enforcement has led to high rates of provider induced
demand within private hospitals as well as vague criteria
and undefined standards to guide the hiring of clinical
practitioners. Consequently, there is an urgent need for
stringent regulation and oversight to govern future
expansion of China’s private hospital market.

Currently, private hospitals in China are regulated as
both enterprises and medical institutions.36,37 Under
enterprise regulations, private hospitals are subject to
supervision by government departments such as in-
dustry and commerce, taxation, pricing, and public se-
curity. Under medical institution regulations, private
hospitals are subject to oversight by health administra-
tive authorities. The legal classification of private hos-
pitals as both enterprises and medical institutions
therefore creates ambiguity with regard to the account-
ability and responsibilities of the different regulatory
agencies overseeing private hospital development and
operations.38 Such ambiguity has prevented the estab-
lishment of a sustainable long-term private hospital
oversight mechanism. Rather, current private hospital
regulation and oversight focuses primarily on the
accreditation process with little emphasis on routine
supervision and monitoring.

Under current private hospital regulation and over-
sight mechanisms, government authorities use a
demerit scoring system for in-situ supervision and
semi-annual supervision. However, this has allowed
some private hospitals to predict and plan for upcoming
inspections without implementing lasting change.39 For
example, some private hospitals engage in activities
beyond their registered scope of practice and employ
individuals who are not authorized to perform these
www.thelancet.com Vol 44 March, 2024
activities. During inspections by health authorities,
these hospitals might borrow medical licenses from
authorized employees at other hospitals and use this as
proof of their own capacity to perform said activities. In
addition, the accounting systems of private hospitals are
not unified, and information disclosure systems remain
underdeveloped, which further complicates the govern-
ment’s ability to audit the financial operations of private
hospitals.40,41

Lastly, regarding healthcare insurance oversight,
certain private hospitals engage in fraudulent practices
to take advantage of insurance funds. These fraudulent
practices include false treatments (using fabricated
inpatient records, diagnosis certificates, and examina-
tion reports), admitting patients who have no real
medical reason for being admitted, and using deceptive
marketing tactics (attracting patients for insurance fraud
through services like free transportation, meal sub-
sidies, and free check-ups). The current healthcare in-
surance regulatory system has its shortcomings, with
insufficient regulatory measures and methods, and
regulatory capabilities still need improvement. In addi-
tion, there is widespread corruption in China’s health
sector in which doctors and hospital managers from
both public and private hospitals receive illegal kick-
backs from the pharmaceutical and other medical in-
dustries. The enforcement of relevant regulations and
the investigation and prosecution of these illegal be-
haviors have recently been undertaken by relevant
authorities.

Behavior: improving public trust
Continued growth of China’s private hospital market
may also be hindered by public trust in private health-
care facilities. Previous studies suggest that no signifi-
cant differences in all-cause inpatient mortality exist in
China between public and private hospitals of compa-
rable size and accreditation levels.30 Other studies have
demonstrated that private hospitals have significantly
higher levels of disease-specific mortality compared to
public hospitals.42 Regardless, public trust in private
healthcare remains low. In a survey administered to
4156 participants sampled from the entirety of mainland
China, only 6.1% showed a preference for private hos-
pitals, whereas the remaining 93.9% showed a prefer-
ence for general public hospitals, specialized public
hospitals, or community hospitals.43 In addition, a
discrete choice experiment carried out in Fujian prov-
ince involving 507 respondents found that urban resi-
dents show a high disposition for public healthcare
providers, whereas rural residents were found to be
indifferent in their preference for public vs. private
healthcare providers.44 Similarly, in a questionnaire
administered to 1500 participants sampled from ten
districts across Shenzhen, only 1.7% said they would
seek care from a private medical institution if unwell,
and no participants chose private medical institutions as
7
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their first choice for care.45 There appears to be a clear
preference among residents across China for care
administered by public institutions. Whether this pref-
erence is largely driven by past experiences, distance to
the hospital, waiting times, or out-of-pocket costs re-
mains unclear. Nonetheless, efforts are clearly needed to
build people’s trust in private institutions so that the
private health sector may be able to make a meaningful
contribution to universal health coverage in China.
Policy options to make private hospitals more
effective and sustainable
Given the challenges presented above, we propose policy
solutions that the Chinese government may consider to
enable private hospitals to function in a more effective
and sustainable way. Furthermore, in line with the
government’s intention of using private healthcare to
supplement public healthcare, these policy solutions are
intended to strengthen private hospital efficiency,
financing, regulation, and quality and therefore delivery
of health services to the public.

Government needs to actively engage private
hospitals to reshape the public-private healthcare
landscape
Globally, the traditional model dominated by public
hospitals is being replaced by a government procure-
ment model based on value-based strategic healthcare
purchasing.46 According to the State Council General
Office’s Guidance on Government Purchasing Services
from Social Forces, the Notice on Budget Management
Issues Related to Government Purchasing Services,
and the Decision on Deepening Budget Management
Reform by the State Council, funds required for pur-
chasing public health services should be included in
the fiscal budget.47–49 The government should use these
resources to open contract bidding and negotiations on
equal terms with both public and private hospitals.
Agreements should cover medical service packages,
service standards, service quality, budget allocations,
payment mechanisms, and performance evaluations.
Performance evaluation results should determine
whether to maintain or terminate contracting re-
lationships and whether to provide fiscal subsidies.
This approach encourages contracted hospitals to
improve financial transparency, enhance services,
control costs, and standardize medical practices.
Through government service procurement, eligible
private hospitals would have the support to offer local
public health and basic medical services as well as di-
rectives defined by the government. Private hospitals
complying with government directives should receive
financial compensation on par with public hospitals in
addition to the tax exemptions already received on
revenue from government priced services. Public and
private hospitals will compete to provide cost-effective
basic medical services and receive corresponding fis-
cal compensation.

Developing appropriate taxation policy to support
sustainable development of for-profit private
hospitals
Taxation is an important economic lever for regulating
resource allocation. Tax policies not only affect a hos-
pital’s competitiveness but also influence which medical
service projects investors choose to fund. Currently,
China classifies medical institutions as non-profit or for-
profit. While for-profit private hospitals seek profits,
they still bear the social responsibility of providing basic
medical care. When determining taxation rates, for-
profit private hospitals should, therefore, not be
equated with general for-profit enterprises. Tax rates for
for-profit private hospitals should be preferential.
Moreover, to prevent hospitals from transferring the tax
burden to health insurance schemes and patients under
existing pricing and fiscal compensation conditions, the
corporate income tax rate for for-profit private hospitals
should be reduced. The depreciation of high-tech med-
ical equipment should be included in costs, and corre-
sponding tax exemptions should be applied to medical
technology investments. In addition, the current three-
year tax exemption period does not effectively alleviate
the financial pressure on for-profit private hospitals
during their start-up phase. The tax exemption period
for newly established for-profit private hospitals should
be extended, with no corporate income tax during initial
years followed by a gradual stepwise increase in tax
rates. This tax leverage will encourage social capital in-
vestments in the healthcare industry.

Employing flexible and effective human resource
policies to incentivize health professionals to work
for private hospitals
Private hospitals are not required to follow government
rules and guidelines pertaining to the recruitment of
health professionals at public hospitals. Hence, private
hospitals may adopt more flexible policies. For example,
doctors and other professionals, especially females, in
other countries often work as part-time employees,
owing to the needs of taking care of their young fam-
ilies. Human resource policies within Chinese public
hospitals often do not permit part-time employment,
however no law in China prevents private hospitals from
doing so. In so doing, private hospitals may be able to
recruit qualified doctors who otherwise stay at home to
look after their young families, or who won’t be able to
work as full-time employees, owing to their health status
or seeking semi-retirement, etc. In addition, private
hospitals should also create career development oppor-
tunities for young health professionals (e.g., establish-
ing mid-career development fellowships to allow junior
health professionals to spend some time at teaching
hospitals and/or respected tertiary hospitals to advance
www.thelancet.com Vol 44 March, 2024
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their skills and clinical experiences). By doing so, private
hospitals can attract and retain more young health
professionals.

Strengthen entry regulations for private hospitals
and establish exit rules
A legal system for market entry of private hospitals
should be established promptly. This system should
define the scope of work, entry conditions, and exit
regulations for private hospitals in the market. Regu-
lating entry of private hospitals into the market will not
only encourage and promote market entry but also
standardize market entry behavior. At the macro level,
the law should explicitly list market entry conditions for
private hospitals in legislation and complement the
enumerated terms with safety net provisions to address
any deficiencies in the listed terms. At the micro level,
detailed regulations should be formulated for market
entry conditions based on whether private hospitals
provide public healthcare services or private medical
services and according to the nature of their medical
service products. Ultimately, clear market entry condi-
tions will promote smooth entry of private hospitals into
the market and prevent fraudulent behaviors that
threaten patient safety. Legislation should also be
strengthened to establish exit rules for private hospitals
in the market. Such legislation should specify exit con-
ditions, procedures for exit, legal responsibilities for
exit, and property attribution. A combination of volun-
tary exit and forced exit should be adopted to further
regulate the operations of private hospitals.

Enhance performance evaluation management to
improve the credibility of private hospitals
Sustainable development of private hospitals requires
strict adherence and compliance with legal operations.
To achieve this, a standard for integrity in medical
practice should be established. For example, the Basic
Standards for Establishing National Honest Private
Hospitals formulated by the Private Hospitals Manage-
ment Branch of the Chinese Hospital Association in
2016 includes "establishment admission standards" and
"establishment assessment and evaluation standards."
The "establishment admission standards" consist of
seventeen assessment points that operate on a veto
system. If any assessment point is not met, the hospital
loses its qualification for admission. Credit ratings
should be used to compel private hospitals to adhere to
medical service practices and enhance their credibility
in the eyes of the general public. Simultaneously, credit
rating standards may help identify private hospitals with
strong technical quality, influential brands, and high
social credibility, thereby setting industry benchmarks
and promoting sustainable development of private
hospitals. Relevant government departments should
also strengthen supervision and inspection of private
hospital medical practices and establish a long-term
www.thelancet.com Vol 44 March, 2024
inspection mechanism that focuses on adherence to a
hospital’s scope of medical practice, employment of
qualified medical personnel, appropriate medical
advertising, and standardized diagnosis and treatment
procedures. Long-term inspections may also be supple-
mented by unannounced audits. An adverse point
management system should also be established to
assign points for different levels of violations by private
hospitals and their employees. Public disclosure of such
information would further promote adherence to rele-
vant standards of operation.

Targeted policies to support and guide the
integration of private medical institutions into the
national health insurance system
To date, China has recorded national healthcare insur-
ance coverage rates up to 95%. However, many private
hospitals do not have a designated health insurance
status, which prevents patients from receiving re-
imbursements for medical services. A lack of financial
reimbursement to patients can lead to patient attrition
and subsequently financial losses for private hospitals.
To combat this, the relevant departments of health in-
surance schemes should treat public and private hos-
pitals equally when establishing the Assessment and
Management Measures for Designated Medical In-
stitutions. In addition, detailed guidelines and approval
procedures for including private hospitals in the na-
tional health insurance network should be developed.
Similarly, private hospitals that meet health insurance
inclusion criteria should be included from the start of
their operations and be eligible for health insurance
reimbursement. Any reasons for a hospital not meeting
the inclusion criteria should be disclosed along with
guidance on how to meet the criteria. Private and public
hospitals offering the same scope of services should also
have clear and equal health insurance policies. For pri-
vate hospitals, timely recovery of health insurance
compensation funds significantly affects their financial
risk. If the rate of health insurance compensation fund
recovery is too slow, it increases financial pressure on
private hospitals hindering their operations. Govern-
ment departments should therefore formulate develop-
ment plans for private hospitals, improve administrative
approval procedures, and provide guidance for health
insurance compensation.

A lack of government financial support for the many
private for-profit hospitals in China can incentivize
fraudulent behavior. To combat this, medical resource
allocation should be coordinated at the national and
regional levels, taking into account unique characteris-
tics and medical capabilities of individual private hos-
pitals. Guidance should also be offered to help private
hospitals integrate into the national health insurance
system. Simultaneously, the capacity of the health in-
surance fund should be considered. Strict approval of
health insurance qualifications for private hospitals
9
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should be implemented using a robust review process.
Furthermore, efforts should be made to expedite the
improvement of the health insurance law enforcement
system, revise relevant laws and regulations such as the
Social Insurance Law according to the current situation
of the medical market, clarify the enforcement powers
of health insurance agencies over designated medical
institutions, and refine related provisions. Lastly,
different degrees of punishment should be imposed on
health insurance violations based on different violation
circumstances. For serious violations, for example,
stricter penalties should be applied.
Conclusion
The private hospital market in China has experienced
clear and rapid growth, especially since the 2010s, but
challenges remain regarding private hospital financing,
regulation and oversight, workforce retainment, and
public trust. To ensure future growth of the private
hospital market in China is sustainable additional pol-
icies are likely necessary which open government con-
tract bidding to private hospitals, reduce tax pressure on
private hospitals, define a legal system for market entry
of private hospitals with clear entry and exit conditions,
improve private hospital performance evaluation, and
create a system that allows private hospitals to enter
national health insurance schemes.
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