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The Business Opportunities and Entry Strategies
of China’s Medicine and Medical Device Market
under 12th Five-Year Plan
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Abstract

Aiming to improve the basic healthcare system, China’s new medical reform
policy and the Twelfth 5-Year Plan thus give rise to business opportunities in the
healthcare market. It is estimated that the compound annual growth rate (CAGR)
from 2010-2015 of China’s healthcare market, including medication and medical
instruments, will exceed 25%. The gross output value in 2015 will likely exceed
RMB300 trillion. Therefore, the next five years mark the golden era of China’s
healthcare industry development and the prime opportunity for Taiwanese
businesses to participate in this industrial takeoff. In terms of medication and
medical instruments on the healthcare market, this study will clarify the type and
quality of demands of both products in healthcare institutions; and will analyze
the payment coverage of products under the medical insurance scheme and the
procurement processes and systems. of hospitals under the influence of the
medical reforms in China. On the other hand, seeing the rising importance of the
pharmaceutical wholesale and distribution industry in China, this study also
investigated the pharmaceutical wholesale and distribution market in China,
hoping to find the opportunities and methods facilitating Taiwanese businesses to
enter the China’s healthcare market for the short and medium term.

The five focus items of China’s medical reform include (1) basic health
insurance scheme; (2) base-level healthcare service system; (3) public hospital
reform pilot projects; (4) national essential medicine system; and (5) basic public
health services. The results of analyzing the influence on the healthcare industrial

chain of these five focus points show that the China’s healthcare market is in
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great need of ready-for-use healthcare products. Therefore, this study will
conduct an in-depth investigation of the market-entry-related items of
ready-for-use healthcare products, including the regulations governing
procurement catalogues, medical insurance scheme, and pharmaceutical
wholesale and distribution industry.

According to the current regulations in practice, suppliers must register their
products in China’s procurement catalogues before they can enter the China’s
healthcare market. At present, provincial and city governments will first produce
a procurement catalogue before organizing tenders. Take medication for example,
the procurement catalogues include the medical insurance catalogue, essential
medicine, general medicine and user pay medicine. Essential medicine is covered
in medical insurance, and others are general medicine. Drugs covered by medical
insurance are regular drugs of healthcare institutions and included in the
procurement catalogue. In fact, 90% of drugs in the procurement catalogue are
covered in medical insurance.

At present, most essential medicine are manufactured by local
pharmaceutical companies, and mid- and high-end drugs are produced by foreign
invested pharmaceutical companies, and the market needs new drugs or products
in new formulations. Facing the monopoly of large pharmaceutical companies,
suppliers are seeking product transformation to break the deadlock. This includes
the search for new drug R&D technologies and products. In medical instrument
demand, hospitals need to purchase new equipment by department and function
for upgrading as a result of the continuous county hospital reform. When

classifying medical instruments by department and function, there are 12
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categories and 95 types of equipment. It is estimated that about RMB 10 billion
will be invested in upgrading and purchasing medical equipment in county
hospitals in the Twelfth 5-Year Plan, suggesting that the demand for medical
instruments will increase significantly.

Also, the medication and medical instrument procurement of public
hospitals in China follows a central procurement system. County and city
hospitals use similar processes in government procurement, except the experts
and approval standards. However, as the medical procurement rules and items are
determined by provincial and city governments, the procurement regulations are
complex and changeful. If suppliers are unable to participate in the tender or fail
in the tender when they are unfamiliar with their procurement rules, they will be
unable to the healthcare market of that province or city for one and a half years to
two years.

This study also discovered that the consumption of items, both medication
and medical instruments, covered in medical insurance is higher in Chinese
hospitals. Therefore, whether or not products are included in their procurement
catalogue will be the key factor to success in entering the local healthcare market.
As the medical insurance scheme is promoted in the Twelfth 5-Year Plan, most
healthcare products will be covered in medical insurance. Therefore, how to
include products in the healthcare scheme will be an important issue. Also the
public will be given more options when purchasing healthcare products at
medical insurance contract pharmacies after the implementation of the medical
insurance scheme. Therefore, it will be easier for products with brand and price

advantages to enter pharmacies in China.
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The integration of the pharmaceutical wholesale and distribution industry is
another main influence on China’s healthcare market in the Twelfth 5-Year Plan.
At present, there are about 13,000 pharmaceutical wholesalers and distributors in
China, and the market is disorganized. According to the Twelfth 5-Year Plan, the
pharmaceutical wholesale and distribution industry will be integrated to prevent
over decentralization. In the future, the channel positioning in the pharmaceutical
wholesale and distribution industry will be clearer. At present, the top three
pharmaceutical wholesalers and distributors in China have a high market share
and have completed their complete channel deployment. Also, each wholesaler or
distributor has its own product channel positioning. For example, Sinopharm
Group focuses on the hospital channels, and Join Town emphasizes the pharmacy
channels. However, Chinese pharmaceutical wholesalers and distributors provide
multifaceted services, including product distribution and agencies, and assistance
for pharmaceutical companies in planning tender invitations and organizing
tenders. Therefore, teaming up with the pharmaceutical wholesale and
distribution industry in China will be an important issue for Taiwanese suppliers
to enter the China’s healthcare market and the focus of continuous research and
analysis in the future.

Overall, the massive domestic demand brought by this medical reform in
China is expected to bring business opportunities for at least 5-10 years. In order
to enter the China’s healthcare market in just 5-10 years, Taiwanese suppliers
must first assess the strength and weakness of their products, product
segmentation with competitors, product positioning attributes, and market type.

In order to enter the China’s healthcare market within a short period of time,
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Taiwanese suppliers are advised to select suitable Chinese pharmaceutical
wholesalers and distributors and work with them through cooperation. This way,
they can share the China’s healthcare market with well-laid channels of local
pharmaceutical wholesalers and distributors. For the long run, Taiwanese
suppliers should develop new products and new formulations, and launch
cooperation with world-leading manufacturers to develop mid-level and
high-level medical instruments, in order to keep R&D in Taiwan and deploy into
the Chinese market. In product development, Taiwanese suppliers should
prioritize items covered by the Chinese medical insurance and endeavor to
include their products in China’s procurement catalogue to facilitate them to enter

the China’s healthcare market.
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