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Impact of China’s Urban Resident Basic Medical Insurance on
Targeted Poverty Alleviation

HUANG Wei

(University of International Business and Economics)

Summary: According to the poverty standards determined by the World Bank in 2009 (i.e. $ 1.25 per person per day)
the number of people in poverty decreased by 754 million between 1981 and 2011  which accounts for more than 70% of
total poor population worldwide. However the scale of the poverty-stricken population in the central and western China is
still large. The poverty-stricken population is poorer the cost of poverty reduction is higher and the alleviation of poverty
is more difficult. In 2015 a survey of poverty-stricken population shows that 44. 1% of poverty is illness-caused poverty
which becomes one of the main causes of poverty amongst Chinese urban and rural households. China established Urban
Resident Basic Medical Insurance (URBMI) Institution in 2007 aiming to provide basic medical and health services to
urban low-income people which is considered as one of the most direct and effective poverty reduction policies.

Using URBMI micro-data from 2007 to 2011 this paper analyzes the impact of insurance policy on household income
specifically focusing on households who suffered from catastrophic medical risks. In addition to identify the poverty
alleviation effect of URBMI on urban households this paper examines the heterogeneity in households with different income
levels. Given URBMI system is a non-compulsory social health insurance which is paid by households and partially
subsidized by the government this paper utilizes the treatment effect model to mitigate the selfselection bias in sample
selection and to eliminate the non-time—varying individual characteristics. Also the treatment effect model is used to
evaluate the degree of poverty alleviation effect in different income groups. Moreover this paper employs the firstdagged
dynamic panel model to study the impact of URBMI on household income and to explore the possible lags in the
effectiveness of the URBMI system.

The results show that the URBMI policy has a significant effect of poverty alleviation on low-income urban households.
More specifically participating in the URBMI system increases the household per capita income growth by 13. 78% . In other
words if the average household income is RMB 8620. 6 then 13.78% increase in household per capita income implies an
equivalent increase of RMB 1187.9. This positive effect is further enhanced over time by increasing family education and
labor training expenditure and the improved health status. The results indicate that participating in the URBMI system can
effectively mitigate the impact of disease risk on households which can reduce the illness+elated poverty. However there is
heterogeneity in the effect of poverty alleviation in households with different incomes. In particular the positive impact of
URBMI on low-income households is much smaller than that of middle and high-income households. This finding highlights
the phenomenon of “target shifting” in the design of healthcare policy which has influenced the precision of policy
implementation and resulted in unexpected outcomes. Therefore it is important to precisely design deductible rules and to
ensure that individual payments and deductible standards are linked to household income level. Also it is suggested to
gradually increase the proportion of medical insurance reimbursement based on the targeted degree of poverty which will not
only alleviate individual’ s medical expenses burden but also enhance fairness in the system.

This paper makes significant contributions in the following three aspects. Firstly this paper directly investigates the
impact of URBMI policy on household income and explores the possible underlying channels and mechanisms. Secondly
this paper analyzes the effect of URBMI policy on the poverty alleviation of households (with different income levels) as
well as the hysteresis effect. Finally this paper discusses the impact of URBMI policy on households’ (with different
income levels) ability to manage risks when confronting the risk of serious illness and further evaluates the precision of
the anti—poverty effect of the healthcare system.

Keywords: Urban China; Health Insurance; Poverty alleviation
JEL Classification: 113 138 G22
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