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Developing an innovation value chain throughout
China’s healthcare system towards the Healthy
China 2030 aspiration

Bristol Myers Squibb

Executive Summary

Promoting Big Health is especially relevant as China advances to the final stage of
the “Healthy China 2030 strategy.

BMS applauds China’s remarkable achievements over the past decade in building
an innovation ecosystem for its biopharmaceutical industry and establishing a
health services system and a medical insurance system with near universal coverage
in urban and rural areas.

As China pivots to an innovation-intensive economy, it is crucial that as many
Chinese citizens as possible can benefit from the dividends of science. For
healthcare, we believe it is critical for China to further develop a pro-innovation
ecosystem and improve its innovation value chain throughout the country’s
healthcare system.

With a growing middle class, Chinese patients increasingly seek high-quality,
innovative, effective, and highly personalized medical treatment. The concomitant
trend of an aging population places further strain on the healthcare system as the
prevalence of chronic diseases increases. At the same time, demand for more
satisfactory treatments for diseases like hypertrophic cardiomyopathy (HCM) and
autoimmune diseases remains unmet. ! 2

In addition, certain challenges continue to obstruct further development of a pro-
innovation ecosystem. These include a need for accelerated reviews and approvals
of “first-in-class” and “best-in-class” medicines and adjustments to NRDL
negotiation practices for better reflection of medicinal value. Other challenges
include delays in hospital admission of NRDL-listed medicines, difficulties for
pharmaceutical companies under the “dual channel” retail scheme, and limited
investment in physician education and training on the most advanced and
innovative therapies once they are launched in China.

BMS believes that China will continue to make progress in expanding patient
access to innovative treatments. We would like to contribute to this progress by
sharing some suggestions for future action:
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e  Optimize the mechanisms for price formation and medical insurance
payments by holding discussions with industry players, taking further
steps towards the adoption of a value-based assessment framework for
innovative medicines, and enhancing patients’ ability to pay for
innovative therapies via commercial medical insurance.

e  Streamline the hospital admission process for innovative medicines
by removing barriers to hospital procurement of out-of-pocket drugs and
accelerating the admission of negotiated ones.

e Reform implementation of the “dual channel” retail scheme by
ensuring local adherence to the central directive that retail pharmacies can
distribute  NRDL-negotiated drugs, removing additional steps for
inclusion, permitting sales of some restricted drugs at specialized
pharmacies, and optimizing the digital prescription system.

e Build a post-market innovation value chain throughout China’s
multi-tiered medical services system by strengthening investments in
physician education and training on advanced and innovative therapies
and increasing the number of physicians trained to help patients through
innovative clinical solutions.

I. Introduction

In 2016, China released the “Healthy China 2030 Plan as a national blueprint to
further develop the country’s healthcare system to achieve the national goal of
“Health for All.” Since then, China has achieved remarkable success in establishing
a health services system and a medical insurance system with near universal
coverage in urban and rural areas. Great progress has been made in developing a
regulatory system for biopharmaceuticals and medical devices in line with
international standards.® The premature mortality rate of major chronic diseases
decreased by 17.8% between 2015 and 2022, indicating the significant impact of
measures taken to prevent and control major chronic diseases.*

At the same time, the implementation of the “Healthy China 2030 Plan has helped
meet the enormous needs of Chinese patients for high-quality and more effective
medicines and healthcare services, stimulating the rapid development of China’s
biopharmaceutical industry. In the past 10 years, China has gradually formed an
innovation ecosystem for its biopharmaceutical industry. Key advancements
include the accelerated process for new drugs to be launched and included in the
National Reimbursement Drug List (NRDL), which is being updated on an annual
basis, the increasing amount of research and development (R&D) investment and
output from both domestic and international biopharmaceutical companies, the
growing number of returning scientists and professionals to China, and the
continued development of biopharmaceutical industry cluster parks.

As aresult, 147 innovative drugs were approved between 2018 and 2023.% ¢ China
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accounted for 6% of all new drugs launched globally from 2015 to 2019, ranking
third in the world after the U.S. and Japan. This was a significant increase from the
period 2007 to 2015, when China accounted for only 2.5% of global new drug
launches.’

The incorporations of the innovation ecosystem into China’s healthcare system will
be key to bring tangible benefits to patients that can change and/or save lives by
having the timely adoption of innovative industry outputs into daily clinical practice
and by medical institutions at different levels.

More importantly, Chinese citizens are seeking higher-quality and more effective
healthcare services as a result of its increasing level of economic development,
enhanced health literacy and the evolving health challenges facing the population.®
China’s existing healthcare system is mainly designed for meeting the basic
healthcare needs of the entire population. It is now undergoing a transition to meet
both basic needs and rising demand for more advanced and innovative medical
solutions. The time is right for China to consider national healthcare policy planning
and development beyond the 14™ Five-Year Plan (FYP) when further advancing the
“Healthy China 2030” Plan.

As China’s pivots to an innovation-intensive economy, it is crucial that as many
Chinese citizens as possible can benefit from the dividends of science. For
healthcare, we believe it is critical for China to further develop a pro-innovation
ecosystem and improve its innovation value chain throughout the country’s
healthcare system. This paper assesses the challenges and potential to elevate
China’s healthcare system and examines the blockages along the entire innovation
value chain. We also developed a set of recommendations in accordance with the
identified challenges. As a company that adopts a patients-centered and innovation-
driven approach to healthcare, we are focused on delivering innovative treatments,
including for a wide range of diseases, through a streamlined regulatory process.
Our decades-long investment in China shows our long-term commitment to the
country. We sincerely thank CDF for creating an excellent platform allowing us to
contribute our perspective. We look forward to further discussions with the Chinese
government on our ideas and recommendations.

I1. Situational Analysis

1. Emerging needs for better and more innovative healthcare

services

In 2019, China’s State Council issued opinions on implementing the “Healthy
China 2030 agenda with a focus on addressing key causes of China’s health issues,
protecting key groups prone to disease and preventing and controlling the spread of
major diseases.® Actions taken in accordance with the opinions have yielded
positive results in the past few years, with improved health awareness and outcomes
amongst the population. From 2019 to 2022, Chinese citizens’ health literacy
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improved from 19.2% to 27.8% and their average life expectancy increased from
77.3 t0 77.93 years of age. 10 1

While these are commendable achievements, recent years have seen the emergence
of new trends and challenges in China’s healthcare industry which require
policymakers’ continued attention and adoption of new strategies to ensure they are
reflected in future policymaking. China’s population continues to age rapidly, with
people aged 65 and above comprising 14.9% of the population by the end of 2022.1?
This demographic change continues to raise the rates of chronic diseases in the
country, increasing pressure on the healthcare system. Meanwhile, with a growing
middle class and improving living standards, people’s capacity and willingness to
spend on healthcare-related items have markedly grown. In 2023, Chinese citizens
spent RMB 2,460 per capita on healthcare, an increase of 69.5% compared to six
years ago.™® ¥ The population is looking beyond their basic medical needs and
increasingly seeking high-quality innovative medical solutions and services that are
highly personalized and effective.™®

Another trend concerns the wide spectrum of diseases that need to be addressed
within the country. While chronic disease categories including cardiovascular and
cerebrovascular diseases, cancer and chronic respiratory diseases pose the most
significant health threats to the Chinese population, many other chronic diseases
also seriously affect patients’ well-being and quality of life, which also warrants
policymakers’ attention. Hypertrophic cardiomyopathy (HCM), for example, is a
less common chronic disease often caused by genetic factors. Patients diagnosed
with HCM can suffer from exertional dyspnea, chest pain, palpitations, and syncope.
HCM is also a leading cause of sudden cardiac death (SCD) among younger people
and athletes.!®

With growing attention to these existing diseases, significant unmet medical needs
in China will need to be addressed. For example, current treatments for high-risk
HCM patients can be invasive, which only focus on symptom control instead of
addressing the underlying pathophysiology. In addition, patients with HCM present
with a range of clinical symptoms, and treatment should be personalized involving
the selection of appropriate medications or surgical methods.!’ Autoimmune
diseases are another example — although some autoimmune diseases can be better
managed than diseases like HCM, patients continue to look for more effective and
innovative medical solutions.® According to a study carried out by the Peking
Union Medical College in 2023, among Chinese patients affected by moderate to
severe psoriasis, discontinuing biological therapies was common after 52 weeks of
receiving treatment of biologics, with the lack of efficacy being the largest reason,
followed by economic factors.!® Another recent study carried out by the China
Association of Health Promotion and Health Education suggested that only 25% of
atopic dermatitis patients in the country considered their treatments satisfactory.?
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Similarly, there is a continuing lack of treatment options for many rare diseases due
to insufficient knowledge of the diseases by the medical community and limited
numbers of patients for each rare disease type (hence low monetary incentives to
develop corresponding treatments).?! Under the “Healthy China 2030” strategy, the
Chinese government aims to enhance the provision of rare disease drugs.??
Although policymakers have accelerated the review and inclusion of rare diseases
in the NRDL, more work is needed to support the 20 million people in China
affected by rare diseases.?®

We commend the Chinese government's efforts towards improving the population’s
health and controlling the spread of key diseases. While the capacity of the current
healthcare system has been greatly strengthened, we appreciate the government’s
continued work to encourage the development and delivery of innovative medical
treatments and effective medical products and services. These efforts will help
address both the population's existing and evolving medical needs. BMS hopes that
the country’s healthcare system will strive to take care of the basic health needs of
the population while improving the management of more complex diseases. We
hope for patients to have more rapid access to more innovative treatments.

2. Notable progress on accelerating innovation as part of China’s

healthcare reform

Fostering innovation has been a major focus of China’s ongoing healthcare reform.
These efforts accelerated in 2015 when a new drug review and approval system was
initiated to improve regulatory efficiency and reduce lags in launching new drugs.
The government established accelerated drug approvals for breakthrough therapies
and innovative medicines, aiming to shift the growth model of the pharmaceutical
industry from generics-led to innovation-driven. In 2020, the National Medical
Product Administration (NMPA) announced new the Drug Registration Regulation,
outlining four expedited procedures for drug approval, including Breakthrough
Therapy, Conditional Approval, Priority Review, and Special Approval, further
accelerating the market approval of novel medicines.? In 2023, the NMPA
approved 40 innovative drug applications), up from 20 in 2020. 2° 2° The calls to
deepen drug review and approval reform were highlighted in NMPA’s 2024 work
plan, in a bid to support pharmaceutical research and development, and innovation
and promote an industrial ecology that embraces the full lifecycle of a medicine.?’
Efforts have been made to increase alignment with international standards to
promote quicker entry of international innovative medicines into the Chinese
market. This includes increasing acceptance of overseas clinical trial data during
drug registration and promoting China’s participation in multi-regional clinical
trials (MRCT). In 2017, China joined ICH, further committing to international
alignment in pharmaceutical technical standards and guidelines.

These developments have enhanced the ability of multinational companies to
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synchronize research and development and registration of key products in China
and overseas. They have facilitated the earlier entry of international innovative
medicines in the Chinese market which benefits patients. In the past, it took seven
or eight years for a new drug already registered in the U.S. to enter the Chinese
market.?® Now, the delay has been reduced to between one and two years.?°
Innovative medicines are now brought to the Chinese market more quickly. Chinese
regulators have allowed for their more rapid inclusion in the NRDL. That means
faster patient access. The time taken for new medicines to be included in the NRDL
has been greatly reduced with an average of 80% of new medicines now listed in
the NRDL within two years of marketing approval.* In the past, it took around five
years for innovative drugs to be included in NDRL. In 2023, NRDL negotiations
featured 25 innovative medicines, with 23 successfully entering the list.3!

3. Remaining challenges in the Innovation Value Chain

China has made tremendous achievements in improving its healthcare system and
accelerating innovative drug approvals. However, given the country’s large
population and the evolving health difficulties facing them, the government
recognizes that challenges remain in China’s healthcare system that limit the
potential of the progress that has been made so far, and continues to roll out policies
to allow Chinese patients to fully benefit from healthcare innovation. We have been
dedicated to bringing the most innovative medical solutions to the market and
would like to work with the government to strengthen efforts towards increasing
innovation and efficiency of the current healthcare system. Based on our experience
in the Chinese markets, we would like to highlight the following challenges in
China’s healthcare system and will discuss our suggestions in the following section.
3.1 Further promoting the accelerated review and approval for “first-in-class”
and “best-in-class” innovative drugs to make China a leading new drug first-
launch country

China’s pharmaceutical industry has become increasingly innovative over the past
decade, with a significant increase in approvals for innovative medicines. However,
more efforts are needed to accelerate the development of “first-in-class" and “best-
in-class" medicines in additional disease areas and build China into a leading
market where the world’s most advanced drugs are first launched. In 2022, of the
21 innovative drugs that were approved by the NMPA, only three were first-in-class
medicines.®? It is worth noting that the development of many new drugs has been
highly focused on a small number of disease areas and mechanisms. For example,
over half of the INDs of chemical drugs were cancer drugs in 2021.% We hope the
NMPA will continue to encourage innovation around first-in-class and best-in-class
medicines that are tailored to the different medical needs of Chinese patients.

Rare diseases are an important area where breakthroughs should be sought, given
the enormous potential benefits to the country's 20 million rare disease patients. A
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focus on developing and providing rare disease drugs would foster innovation in
China’s pharmaceutical industry and encourage more collaboration between
Chinese companies and multinationals. BMS seeks to contribute to this effort
through the launch and implementation of our 2030 China strategy, which aims to
accelerate the introduction of world-leading first-in-class and best-in-class
medicines into the Chinese market. In the past, these have included Opdivo
(nivolumab), the first PD-1 Inhibitor globally to have demonstrated superior
survival benefit, and Reblozyl® (luspatercept) for treating beta thalassemia. We
will continue these efforts as we pursue our goal of simultaneously launching
dozens of innovative therapies in China and in other global markets by 2030. These
products will cover a wide range of disease areas, including oncology, immunology,
cardiovascular, and neuroscience.

Another key development area worth noting is cell and gene therapies (CGT),
which need more accommodating rules to enhance patient accessibility and
strengthen international cooperation for innovative medicines. These precision
therapeutics are at the forefront of medical advancements for treating rare and
critical diseases like cancer. CGT 1is a critical track for global research-based
flagship developers and the pharmaceutical innovation of the future. We are happy
to see that, with growing policy support for CAR T, a cell therapy for cancer, China
has now become a global leading player in this field in terms of clinic trial
registrations.3

This massive progress could be further accelerated if China could consider
adjusting the CGT investment restrictions for foreign participation. The focus of
CGT is primarily directed at the treatment of specific diseases and seeks to restore
or improve the patient's state of health rather than to modify an individual's genetic
information. We fully appreciate the government’s major concerns over patient and
national security and we welcome multi-party regulators (including the Ministry of
Commerce (MOFCOM), the Ministry of Science and Technology (MOST), the
National Medical Products Administration (NMPA), and the National Health
Commission (NHC)) to explore possibilities for foreign investment in CGT clinical
research and product development that aim to protect people’s health. We hope that
the government will refine and categorize the content of “human stem cell, gene
diagnosis, and treatment technology development and application” in the Negative
List for foreign investment by referring to the degree of risk control capacity of such
advanced CGT treatment. Different risk levels of CGT products allow variable
foreign capital participation levels. We believe that these steps could increase the
availability of innovative medicines for Chinese consumers and strengthen China
as an innovation hub for revolutionizing medicines.

3.2 Improve pricing and payment model that rewards for “first-in-class” and
“best-in-class” drugs in the Basic Medical Insurance negotiation mechanism
In an effort to rationalize drug spending due to high drug prices and overuse at the
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hospital level, the National Healthcare Security Administration (NHSA) announced
a new pricing plan, shifting from a cost-plus approach to a value-based pricing
mechanism. In 2018, the NHSA launched national price negotiations to forge new
pathways to innovative medicines. Leveraging health economic tools, these
negotiations secured an average price reduction for drug purchases of around 61.7%
in 2023. This is expected to reduce the burden on patients by over RMB 40 billion
over the next two years.®®

According to the 2022 report ‘Measuring the Return from Pharmaceutical
Innovation’ released by Deloitte, the average cost to develop a new drug is USD 2.3
billion (an increase of USD 298 million from 2021) and the average research and
development period is 6.74 years.® The final success rate of fully innovative new
drug development (first-in-class drugs, starting with target discovery) is only
1.2%.3" As a result, significant price reductions achieved through negotiations have
made innovative medicines more affordable in the short term but heavily cut-down
prices may make it difficult for innovative drug companies to recoup high research
and development costs.

A pro-innovation healthcare system tends to incentivize the most capable
businesses to invest in R&D for "first-in-class" and "best-in-class" pharmaceuticals.
A healthy and supportive system propels industry innovation, advances clinical and
academic research, and benefits patients. Given the high research and development
costs and low success rates of "first-in-class" and "best-in-class" drugs, incentive
policies should be designed in a way that protects the intellectual property rights of
the businesses and grants them the autonomy to independently determine pricing
with full consideration of the drug's value to patients. As a preferred launch site
with market-driven drug pricing mechanism for the world's most innovative
biopharmaceutical companies, innovative drug sales accounted for 67% of total
drug sales in the U.S. market in 2022. As a result, innovative drugs, including those
from China, were first launched in the U.S. with a much higher single-dose vial cost
than in China. Another two Chinese-made cancer drugs also saw similar price
bumps in the U.S. market in the same month,

Therefore, a pricing mechanism that rewards innovative medicines is highly
appreciated by companies with breakthrough therapies. The BMI negotiation
involves significant price cuts based on the lowest international reference prices
(IRP) where the NRDL negotiated price generally falls significantly lower than the
lowest IRP, as seen from past negotiation results.

3.3 Delays in the hospital admission process

Although more innovative drugs have been approved by the NMPA and at a faster
pace, this does not necessarily translate to their greater accessibility to patients.
Several factors limit hospitals’ adoption of drugs added to the NRDL, and the
challenge is even greater for drugs not yet included in the list. In the past five years,
only 10% of the 3,300 tier-3 hospitals across China have procured innovative drugs
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listed in the NRDL.*® In 2021, this figure was only 5.4% of innovative drugs.*
Meanwhile, hospital inclusion of rare disease medicines continues to run into
challenges, despite the government encouraging hospitals to procure these drugs.*!
3.4 Challenges in participating in the “dual channel” scheme

To address the issues associated with new drug inclusion at hospitals, the Chinese
government introduced the “dual channel” policy in 2021, allowing patients that
are prescribed innovative drugs at hospitals to purchase and reimburse them at
designated pharmacies. Inclusion in the NRDL does not automatically lead to a
drug’s inclusion in the dual channel scheme. In some regions, if a pharmaceutical
company wishes to include a drug in the scheme, considerable efforts need to be
made to communicate and coordinate with the local government department,
medical institutions, and pharmacies. Rollout of the dual channel policy has also
seen slow progress in many regions due to the lack of incentives for hospitals to
participate in the scheme, the low adoption and fragmentation of the digital
prescription transfer platforms, and pharmacists’ unfamiliarity with the digital
prescription system. 42 43

3.5 Limited resources and capabilities of the current medical service system
To promote more equitable access to medical care, the Chinese government has
piloted and implemented a series of initiatives over the past decade to establish a
three-tiered diagnosis and treatment system, with a focus on capacity-building at
primary level medical intuitions. A well-functioning tiered medical care system can
ensure that patients across different localities have access to quality healthcare,
including the most advanced medical solutions available in the market.

Although these efforts have greatly strengthened China’s primary healthcare, the
country’s primary medical institutions remain underfunded and continue to be
challenged by a limited supply of drugs and a shortage of skilled health workers.*
At the end of 2022, medical staff at the primary level only accounted for 31.6% of
the national total while 60.7% were employed at hospitals. ® Though the
government encourages chronic diseases to be managed at the primary level,
primary medical professionals' capabilities for treating chronic diseases need to be
strengthened, especially for those in remote and rural areas.*® Consequently,
diseases affecting patients concentrated in these areas pose particularly grave
challenges. Beta thalassemia, for example, mostly affects patients in Guangdong
and Guangxi provinces, many of whom are also members of ethnic minorities living
in remote areas.*’ The lack of quality medical care and well-trained medical
workers in these regions exacerbates the issue of health inequality in these areas.

I1I. Policy Recommendations

BMS applauds China’s healthcare system reform and its focus on promoting
innovation, improving efficiency to reduce lags in launching new drugs, and
encouraging high-quality development of a multi-tiered medical services system to
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enhance public access to cutting-edge therapies and medications. China is now
transforming itself into an innovation-oriented economy. It has built a solid
foundation to develop a world-leading innovation ecosystem throughout its
biopharmaceutical industry and healthcare system.

As a multinational biopharmaceutical company specializing in the R&D of
innovative medicines, we are making every effort to support the development of the
Chinese market, accelerate the introduction of innovative medicines, improve
patient accessibility, and cultivate research and development. We firmly believe that
China’s efforts will make it easier for patients to access innovative treatment
solutions. We would like to highlight four areas with our perspectives on how China
could further develop a pro-innovation value chain to optimize the overall
healthcare ecosystem:

1. Adjust the pricing and medical insurance payment mechanism

to encourage innovation

The price formation and medical insurance payment mechanism for innovative
drugs, especially for first-in-class and best-in-class therapies in the market, has a
direct impact on patients, the biopharmaceutical industry, and the healthcare system
that delivers treatments.

1.1 Optimize the drug pricing mechanism with more input from industry.

We are pleased to see that China has enabled pilot regions to promote a pricing
mechanism that integrates and aligns with global pricing levels of developed
economies, such as the OECD regions. The State Council directed Shanghai
Pudong to allow new biomedical products to be priced with reference to
international drugs of the same kind to support the development of the innovative
drug and medical device industries.*® We look forward to more explicit rules and
measures to implement this policy on the ground.

We suggest national regulators have joint discussions with biopharma industry
players to bring in the voices of drug developers as part of efforts to optimize the
drug pricing mechanism. A more market-oriented pricing mechanism and
regulations will encourage healthy development and continuous innovation in the
industry.

1.2 Move toward a value-based assessment framework for innovative
medicines

Given global experiences in the cost-effectiveness threshold (CET) framework-
setting and China’s national conditions, a more scientific CET measurement is
needed to enhance adaptation to various medical needs. In terms of international
practices, most countries set a CET range and adjust according to the severity of the
disease, unmet need, disease rarity, social benefit, and other factors. We believe that
it would be beneficial if steps were taken to refine China’s CET adjustment rules,
clarify the determinants of CET adjustment, and retain flexibility under different
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scenarios. The government could also appropriately increase the upper limit of CET
for rare diseases and other special therapeutic areas based on global examples and
domestic conditions.

A waiver or arevised IRP mechanism should be implemented for globally marketed
“first-in-class” and “best-in-class” drugs when introduced into the NRDL list. If
IRP use for pricing comparison is maintained, we advise only applying it after
careful consideration of the policy environment, market competition landscape,
product life cycles, and tax policies of different countries.

With continuing improvement in the NRDL access mechanism, an assessment
framework capturing a holistic value for innovation will better support the pricing
of high-value medicines. In addition to an optimized CET estimation and IRP
pricing, China could fully consider multi-dimensional value assessment, which
includes not only the clinical benefits of a drug, but also its broader impact on
patient quality of life, healthcare costs, and societal benefits.

2. Encourage commercial medical insurance and other innovative

approaches to cover payment for innovative drugs

China has made notable progress in expanding local inclusive commercial
insurance over the past three years, in an effort to construct a multi-tiered medical
insurance system to better meet public medical needs. According to a recent report,
as of November 2023, a total of 284 city-level affordable commercial medical
insurance products (Huiminbao) have been launched in provinces and cities across
the country.*® We are actively collaborating with local Huiminbao and individual
commercial insurance providers to include BMS products for critical illnesses. As
of August 2023, our immuno-oncology treatments have been available in 147
Huiminbao products at the city level.*® We welcome local governments to design
the customized scope with innovative drugs in the Huiminbao scheme and other
commercial insurance products and enhance patient access to more best-in-class or
first-in-class medications.

Other innovative commercial medical insurance approaches that incorporate multi-
party payments could also provide joint financial support for innovative drugs and
thus tangible access for patients to these therapies. In particular, the cost for
innovative drugs that exceed the annual cost caps in the BMI fund could be covered
by commercial medical insurance or shared by commercial medical insurance and
pharmaceutical companies. There could also be opportunities for insurers and
biopharma companies to jointly develop tailor-made insurance products that cover
rare diseases and diseases with a higher prevalence in specific regions and age
groups.

3. Build a “seamless connection” between medical insurance
negotiations and hospital admissions
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We believe further measures could be taken to ensure that innovative drugs, once
included in the NRDL, could enter hospitals more quickly and become accessible
for patients.

3.1 Facilitate inclusion of out-of-pocket drugs in hospitals

While the government has accelerated the approval of innovative drugs (including
many first-in-class and best-in-class medicines), drugs that are not included in the
NRDL still face significant hurdles to inclusion in hospital supply lists. As China’s
hospitals contribute to 70% of the provision of prescription drugs in the country,
the difficulty for these innovative drugs effectively means lack of accessibility to
patients.®® Therefore, mechanisms need to be explored to remove barriers for
hospitals to procure out-of-pocket drugs.

3.2 Accelerate inclusion of negotiated drugs in hospitals

For negotiated drugs, measures also need to be taken to accelerate their inclusion in
hospitals. Some regions and cities have already initiated measures to increase the
frequency of drug affairs meetings at hospitals to allow for a more rapid rollout of
negotiated innovative drugs. For example, the Guangdong Provincial Health
Commission recently published a Guide on Drug Catalogue Management of
Medical Institutions in Guangdong Province, which stipulates that designated
medical insurance-covered medical institutions should convene drug affairs
meetings within three months after the publication of the latest edition of the NRDL
and make every effort to procure the needed negotiated drugs.®® In December 2023,
the Shanghai municipal government also released its local basic medical insurance
catalogue notice, which requires designated medical institutions to host drug affairs
meetings within one month after the publication of the Shanghai Drug Catalogue >
We recommend that similar policies be adopted nationally to ensure that hospitals
adjust their drug catalogues based on the latest NRDL, and thereby enable patients
to benefit from the addition of innovative drugs to the list.

Rigid performance targets for hospitals’ cost controls involving negotiated drugs
(including rare disease drugs previously set by the NHC) should also be adjusted
and loosened to reduce concerns over missing targets as a result of procuring these
drugs. In the long run, we would also recommend mandatory national
implementation and access of NRDL approved medicines in hospitals.

To increase awareness of negotiated new drugs among hospitals and medical staff,
the drug affairs departments of public hospitals need to provide timely
interpretation of policies regarding negotiated drugs and guidance on the clinical
use of these therapies.

3.3 Improve the “dual channel” policy

The NHSA and NHC released the dual channel policy in 2021 to improve patient
access to innovative drugs listed in the NRDL by allowing both hospitals and
pharmacies to dispense selected negotiated drugs. In accordance with the central
government policy guidance, local governments need to accelerate the
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implementation of the policy. For certain medicines that pharmacies are not
permitted to sell according to existing regulations (e.g., peptide hormones), the
government should consider adjusting the rules and make exceptions for designated
pharmacies’ sales of these drugs in order to increase patient accessibility.

The dual channel policy can also be strengthened by improving the digital
prescription transfer platform system. Regional governments accelerate the
development of unified and well-functioning regional digital prescription platforms.
More medical institutions and retail pharmacies should be enrolled in the scheme
with relevant medical staff and pharmacists provided with relevant training.
Incentives should be increased for hospitals to participate in the scheme, such as
incorporating such participation in hospitals’ performance reviews. Internet
hospitals are another important channel to consider for inclusion in the scheme to
allow patients to purchase drugs online with digital descriptions issued by hospitals.

4. Develop the “post-market innovation value chain” throughout

China’s multi-tiered medical service system

The “post-market innovation value chain” covers physician and patient awareness
of innovative treatment, patient access to medical institutions with resources and
physicians that can provide proper treatments and prescribe appropriate therapies,
and the ability of patients to continue their prescribed treatments.

4.1 Enhance patient education about different treatment options

Policymakers have been promoting personalized and targeted healthcare in recent
years with pharmaceutical companies continuing to develop new drugs to address
unmet medical needs in the market. However, more steps need to be taken in the
post-marketing processes for drugs to ensure that patients can fully benefit from
these scientific and medical advances. The government could increase patient
education for a wider range of chronic diseases and available treatment options.
Medical associations and institutions can play an important role in this process.
With the evolving spectrum of diseases in China, the government could consider
including the management of more chronic diseases in its policy framework. At the
same time, we would recommend that national clinical practice guidelines be
updated in a timely manner to include the newly approved “first-in-class" and “best-
in-class" drugs.

4.2 Continue to enhance education and training of physicians to improve
healthcare capabilities

With persistent progress towards improving its healthcare capabilities and resolve
disparities in access to quality healthcare between provinces and between rural and
urban regions, China is making strides to enable all citizens easy access to high-
quality medical resources. Building upon existing efforts, we would suggest
increasing investments in physician education and training on the most advanced
and innovative therapies once they are introduced in China. Greater chances of
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saving or improving lives, as well as a longer-term return on investment, could be
realized when more physicians use first-in-class and best-in-class medicines in
clinical practice. For diseases such as beta thalassemia that require long-term
disease management, many physicians in class-three hospitals are still not aware of
the new treatment option that could repair patients’ own hematopoietic function and
reduce the risk of organ damage and death caused by iron overload. This new
treatment would benefit more patients with beta thalassemia and help reduce blood
supply pressures in many cities. We believe that increasing the number of
physicians capable of helping patients through innovative clinical solutions will
lead to significantly improved health outcomes and help China achieve its goal of
fostering a healthier population.

IV. Conclusions

China’s rapid development has delivered significant improvements to the prosperity
and wellbeing of its citizens. As a result of these profound changes, China’s
healthcare system is experiencing an evolving mix of needs and expectations.
Rising incomes have increased demand for quality and innovation in medical
treatments, while an aging population is accompanied by the growing prevalence
of chronic diseases.

China has made admirable progress in cultivating a healthcare system that fosters
and applies innovation to keep pace with the changing needs of its population. BMS
has full confidence in China’s capacity to advance its innovation ecosystem through
further improvements to its pricing, procurement, retail, and talent training systems.
BMS shares China’s ambitions for expanding patient access to innovative treatment.
We are committed to supporting the Healthy China 2030 strategy and China’s
healthcare reform efforts. We stand ready to discuss our recommendations with
relevant government agencies in more detail.
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