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As a rapidly growing number of people in China have the financial
means and the ability to seek/demand healthcare, the healthcare
industry in China has been on a strong growth trajectory, and this
growth is likely to continue across multiple segments.
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INTRODUCTION

China has a population of about 1.3 billion people, a fast-growing
economy, and an emerging middle class population that is already as
large as the entire population of the United States — and is growing
fast. As China continues to develop into a global economic power,
many areas of the country’s infrastructure and services will have to
grow as well. One key area where China is well behind its large
global peers (at least for now...) is healthcare. As a rapidly growing
number of people in China have the financial means and the ability
to seek/demand healthcare, the healthcare industry in China has been
on a strong growth trajectory, and this growth is likely to continue
across multiple segments of the industry.

HEALTHCARE SPENDING GROWING FAST

As the chart below indicates, total Chinese healthcare spending was
about RMB 900 billion (roughly $135 billion) in 2006 (per World
Health Organization (WHO) and Morgan Stanley’s estimates below).
This total healthcare market size has been growing in the low-to-mid
teens for several years, and is expected to continue along this strong
pace, even with the much larger market. Total expenditures are
expected to reach RMB 1.7 trillion in 2010, equating to about $250

billion.
Healthcare Expenditure to Reach Rmb1.7 tr in 2010
2000 - ———————-———————— - —m e —————————— - 30%
N Total healthcare expenditure YOY growth
1500 4 = m m e e e e ol
- 20%
1,000 - = === = — —
- 10%
500
0 - 0%

2000 2001 2002 2003 2004 2005 2006 2007E 2008E 2009E 2010E

Source: MOH, Morgan Stanley Research. E = Morgan Stanley Research estimates

Cabot Money Management, Inc.



http://www.ecabot.com/
mailto:info@ecabot.com

GOVERNMENT HEALTHCARE REFORM —

NOT JUST A U.S. IDEA

As the Chinese market and middle class grows, the government is
doing its part to support the healthcare industry. The Chinese
government has stated that it will spend RMB 850 billion ($125
billion) from 2009-2011 on healthcare, increasing its contribution to
the industry’s growth at roughly a 12% CAGR. Government support
and reform of the industry will be key factors in the modernization
and expansion of the Chinese healthcare system in the coming years.
[This support will likely be financial as well as through initiatives
such as the Essential Drug List (EDL) and National Drug
Reimbursement List (NDRL), which defines which drugs are
reimbursable through healthcare insurance, and improving the health
insurance industry overall.] Today, due to a large government/public
insurance plan, and only a small private insurance industry, the vast
majority of the Chinese population has some sort of coverage, yet
due to varying and limited coverage levels, nearly 50% of healthcare
spending is out-of-pocket. This will likely improve in the years to
come.

Rmb850bn Implies a 2009-11E CAGR of 12% for
Government Healthcare Expenditure
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CHINA WELL BELOW PEERS ON HEALTHCARE SPEND

As the chart on the next page shows, the per capita disposable income
in China has been on a rapid ramp, surpassing RMB 15,000 just
recently. As this disposable income ramps — due to the growth of the
emerging middle class in China — the ability and willingness to spend
on healthcare rises quickly.
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While incomes are rising fast and China’s GDP growth remains on a
strong trajectory — even through the current/recent recession,
spending on healthcare has not kept up. The table below shows how
China compares with its global peers in terms of healthcare spending
as a percentage of GDP. China comes in at a very low 4.5% of GDP in
2006, actually trending down for several years as GDP growth
outstripped healthcare growth. When comparing this percentage to
the U.S. at an astounding 15.3% of GDP, and a number of other

leading countries in the 8%-11% range, Cli GGG

‘00 ‘01 02 ‘03 ‘04 '05 '06
UsA 13.2 139 14.7 151 15.2 15.2 153
France 9.6 a7 10.0 10.9 11.0 11.2 111
Germany 10.3 10.4 10.6 108 106 10,7 104
Canada 8.8 93 9.6 9.8 8.8 9.8 10.0
[taly 81 8.2 8.3 8.3 ar 8.9 9.0
Awstralia 8.3 8.4 8.6 8.6 a8 8.8 8.7
5. Africa 8.1 8.4 83 8.4 85 8.7 8.6
UK 7.2 7.5 [ 7. a0 8.2 8.4
Japan 7.6 7.9 80 8.1 8.0 a2 7o
Brazil 7.2 76 V.7 7.5 7T 79 75
Eagypt 5.6 6.0 6.3 6.4 6.1 6.1 6.3
Mexico 5.6 6.0 6.2 6.3 6.5 6.4 6.2
Poland 5.5 5.9 6.3 6.2 6.2 6.2 6.2
Turkey 4.9 56 58 6.0 59 57 56
Russia 5.4 a7 6.0 5.6 52 5.2 5.3
India 4.3 4.6 4.8 4.8 4.9 5.0 4.9
|China 4.6 4.6 4.8 4.8 4.7 4.7 4.5]
Migeria 4.3 53 5.0 4.7 4.0 39 41
Thailand 3.4 3.3 3.7 39 35 3.5 3.5
Singapore 3.4 3.7 37 4.2 37 3.5 3.4

Source: WHO, Morgan Stanley Research
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