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1. Introduction and Context
Many countries have adopted Diagnosis-Related Group (DRG) payment system to control the growth of healthcare costs. The core concept is setting pre-determined fees based on disease diagnoses to avoid the shortcomings of the traditional Fee-for-Service (FFS) system. In the past, the traditional Fee-for-Service (FFS) system was widely implemented. How much patients need to pay for healthcare services was based on what treatment the doctors provided. For every additional treatment or medicine, physicians could collect further fees. This incentivized some doctors to provide unnecessary medical services to get more money (Schroeder and Frist, 2013). Over the long term, this resulted in increasingly high healthcare costs and growing financial pressure on the government. In order to control the costs, China’s National Healthcare Security Administration (NHSA) promoted the Diagnosis-Related Groups (DRG) payment reform in 2019. It groups diseases with similar diagnosis, treatment methods, and patient characteristics, and sets a fixed price for each group. Then patients' medical expenses are no longer dependent on the number of services provided by doctors.
China's DRG reform is politically sensitive because it involves issues like healthcare, finance, and social equity. These are directly related to everyone’s life. Currently, China’s healthcare system is not yet fully developed. Public hospitals are the main providers. Once the payment method was changed, it would have complex impacts. Under the policy, hospitals cannot generate more income by providing more services. This has changed their revenue models and forced them to change their strategy from expending to controlling costs (Chen, 2022). Physicians’ incentive mechanisms have also been affected. They used to have high degree of professional autonomy in diagnosis and treatment. But now they have to think about the costs under the DRG standards. Some doctors even reduce necessary treatment or services quality to control the costs. In this way, patient outcomes may become worse and the trust between patients and physicians may also be affected (Zou et al., 2020). Moreover, China's DRG reform involves lots of stakeholders such as government, hospitals, physicians and patients. They have different demands, power and status. The redistribution of interests among them has made this reform even more complex.
China’s DRG reform is not just a technical change in how hospitals get paid. It is more like a big adjustment of who gets what benefits. If we want to make the reform work better, we need to understand the power relationships among these actors and how they compete behind the scenes.
[bookmark: OLE_LINK70]2. Methodology
[bookmark: OLE_LINK132]This essay draws on Lukes’ Three Dimensional of Power and Walt and Gilson’s Policy Triangle Framework to analyze China’s DRG payment reform. 
At the macro level, Lukes’ Three Dimensional of Power can help us understand how power operates at different levels during the reform process. Some power is out in the open. For example, when someone directly decides to proceed with this matter in this way, it is referred to as visible decision-making power. There is also power that is relatively hidden such as determining which topic can be discussed or which one cannot. This is known as hidden agenda-setting power. There is also a deeper form called latent ideological power, which comes from habits and shared beliefs. This kind of power makes people naturally accept certain ways of doing things without questioning them. In China’s DRG reform, all the power interact, guiding the reform in a particular direction.
[bookmark: OLE_LINK148][bookmark: OLE_LINK3]However, Lukes' theory cannot explain how policies are designed, how reforms are promoted, or how stakeholders interact with each other at different stages. Therefore, I further apply Walt and Gilson’s Policy Triangle Framework to explore the actual operation of China’s DRG reform. I will analyze from four interrelated dimensions: context, content, process, and actors (Walt and Gilson, 1994). The context involves China's political system, economic situation, and cultural concepts. The content is about measures of the policy and what changes are hoped to be made. Process includes phases such as policy design, approval, implementation, and evaluation. Political resistance is often reflected in this section, because each step may affect the interests of different stakeholders. Actors refer to individuals or organizations who have power, advantage, and influence in this policy, such as government departments, hospital executives, doctors and nurses, and patient representatives. Different actors have different interests and resources, and their interactions can affect the outcome of policies. Using these two frameworks together can help to understand both the power relations behind the DRG reform and the practical dynamics of how the policy is carried out.
[bookmark: OLE_LINK1]3. Findings
[bookmark: OLE_LINK14][bookmark: OLE_LINK30][bookmark: OLE_LINK42][bookmark: OLE_LINK27][bookmark: OLE_LINK17][bookmark: OLE_LINK33]Lukes’ Three Dimensions of Power can be well applied to China’s DRG reform. At the first dimension, the visible decision-making power is mainly led by central institutions with the NHSA as the core. It has the legal authority to formulate policies, and can determine the technical path and allocation logic of DRG reform directly. According to Lukes (1974), visible power is exercised when one actor prevails in observable conflicts over decision-making. In 2019, the NHSA, together with several government departments, issued the Technical Specifications for Diagnosis-Related Group (DRG) Grouping and Payment. In this document, it was emphasized that hospitals are required to adopt the designated medical record grouping rules and payment models. It also determined the grouping weights and rates based on the principle that similarity in clinical characteristics indicates and resource consumption. This top-down institutional arrangement showed the leading role of central government in policy agenda and implementation. Empirical studies have further confirmed the outcomes of this centralized power structure. Both per capita and overall hospitalization costs had decreased, while hospital efficiency had improved after the implementation of the DRG reform (Luo et al., 2025; Liu et al., 2024; Mo et al., 2024). These pieces of evidence can show that NHSA has not only led the policy agenda but also achieved measurable results in the reform outcomes through the visible decision-making power.
[bookmark: OLE_LINK35][bookmark: OLE_LINK34]The second dimension is hidden agenda-setting power, which means the ability to decide which issues are included or excluded in discussions. They can influence the agenda, remove potential conflict issues and keep certain interests out of the discussion. In China’s DRG reform, although the NHSA sets policies and standards, the implementation is always influenced by local government departments and experts. Local healthcare security administrations made cost control and efficiency improvement the key issues in the DRG reform. However, issues such as the adaptation to the characteristics of traditional Chinese medicine were pushed to the margins. In this way, traditional Chinese medicine hospitals had to give up their own features to fit the rules (Wang et al., 2025). This shows that the results of the DRG reform depend not only on who wins the decision-making, but also on who can influence agenda design and the implementation.
[bookmark: OLE_LINK38][bookmark: OLE_LINK51]When it comes to the third dimension, latent intellectual power is usually reflected in culture, beliefs and professional norms. When doctors' income or fairness is threatened by DRG reform, they may resist it through unintended behaviors rather than open confrontation. After the DRG reform, physicians may show some unintended behaviors, such as shifting cases to higher-weighted DRG groups, readmitting patients after important diagnostics, and reducing services (Chang et al., 2023).
[bookmark: OLE_LINK36][bookmark: OLE_LINK23]Walt and Gilson’s Policy Triangle Framework provides a comprehensive perspective for studying policies by analyzing four elements: context, content, process, and actors. Applying this framework to China's DRG reform can help reveal the complexity of policy formulation and implementation.

[bookmark: OLE_LINK26]Before China introduced the DRG payment reform, the healthcare system mainly relied on the fee-for-service (FFS) system. Under this system, the more treatments or medications doctors provided, the more money they earned. As a result, healthcare costs kept rising and the national healthcare insurance fund was under increasing financial pressure. The government realized that if they didn’t change the payment, the sustainability of China’s healthcare system would be in crisis. Besides, setting appropriate prices for different DRG groups requires a large amount of historical data and the use of complex algorithms (Wu et al., 2025). The development of digital health information systems provided the necessary foundation for this process. However, there are large differences in economic development, medical resources, and administrative capacity across regions in China. These have created obstacles to promote the reform in a uniform way across the country.
[bookmark: OLE_LINK4][bookmark: OLE_LINK52]In terms of content, the main purpose of the DRG reform is to control unnecessary healthcare cost growth while improving the efficiency and quality of hospital services. At the technical level, DRG groups cases based on their clinical characteristics and cost patterns, and sets a fixed payment standard for each group. It has changed the structure of hospital income. The revenue is no longer related to the volume of services, but to the types of cases and the resources they consume. This compels hospitals and doctors to control costs during diagnosis and treatment. They need to consider how to allocate funds to more essential treatments. In this way, there would be less unnecessary treatment and medicine. The healthcare cost can also decline.
[bookmark: OLE_LINK56][bookmark: OLE_LINK53]However, the DRG reform involves redistribution of benefits, so there are different political games in every stage. At first, it proceeded smoothly when designing the policy. Because the government wanted to control healthcare insurance expenditures, and this policy can help them achieve it. So it gained strong support from the central government. When it comes to approval, conflicts started to appear. As the payer, NHSA advocated using the "cost consumption index" as one of the key indicators to ensure hospitals better control costs. In contrast, NHC thought doctors may reduce patient safety when controlling costs, so they emphasized the compliance rate of clinical pathways to keep service quality and safety. The different responsibilities and goals led to conflicts. The conflicts has become more serious when the reform implemented. Although the NHSA applied a gradual pilot approach at the initial stages to minimize the resistance, hospitals and doctors began to oppose the policy when they found their interests were affected (He, 2023). They may take some actions to protect their benefits. However, unfortunately, these actions may influence patient outcomes. At this stage, conflicts are not only between the government and hospitals, but also involve doctors and patients. When it comes to evaluation stage, there are new challenges. Some hospitals use false data to gain more benefits. For example, they may put some cases in the groups with higher fees. This kind of behaviors may make it difficult to check the effectiveness objectively, and may further affect the improvement of the policy.
[bookmark: OLE_LINK40][bookmark: OLE_LINK59]The DRG reform requires different people and organizations to participate together. These actors compete with each other and influence the result of the policy. They can be divided into four types. As for government agencies, NHSA acts as the general commander with administrative authority and financial resources. But the support of NHC is also important, who is responsible for the quality and safety of medical services. Local Healthcare Security Administrations are more likely a communication bridge between the central government and hospitals. This multi-level collaboration plays an essential role in the policy's successful implementation. Hospitals and healthcare workers are the implementers of policies. Hospital leaders have to find a balance between meeting cost controlling goals and letting doctors do their work. Doctors have professional autonomy, and they may respond to policies and protect their interests by adjusting the diagnosed diseases. In contrast, nurses and administrative staff are often excluded from policy discussions. But extra workload brought from the reform, such as filling out more forms and handling more complex accounting, are always borne by them. This imbalance of power and responsibility makes the reform process very complex. Apart from that, non-governmental actors like medical associations and healthcare companies, can also influence the agenda by offering suggestions and technical support. Finally it comes to patients, the recipient of the policy. On the one hand, increased transparency helps them avoid unnecessary expense. On the other hand, they are facing the risk of reduced services quality and lack of personalized treatment. 
4. Discussion and Conclusion
[bookmark: OLE_LINK37][bookmark: OLE_LINK60]China’s DRG reform represents a complex and progressive change in the healthcare payment system. It has already brought several benefits. For example, the healthcare costs have dropped, hospitals can manage their expenses better and the burden on patients has also been reduced. But it is also facing some deeper challenges. The effectiveness is unstable in different regions, hospitals, and diseases. And due to the reallocation of interests, some stakeholders may take opposite actions to resist the policy. This makes it difficult to implement the reform stably. 
[bookmark: OLE_LINK82][bookmark: OLE_LINK81][bookmark: OLE_LINK83][bookmark: OLE_LINK84][bookmark: OLE_LINK86][bookmark: OLE_LINK89]Healthcare leaders can learn three types of political skills from this case. First, they can build cross-departmental alliance. It is effective to cooperate with key stakeholders, such as primary hospitals, physician associations and patient representatives. Besides, it is important to adopt different strategies for different audiences when communicating with them. Healthcare leaders need to focus on other parties’ interests, and emphasize the benefits they can gain from the reform. For example, when dealing with primary hospitals, healthcare leaders should combine the technical training for the reform with the financial incentives of the hospitals. In addition, policies should be promoted and expanded at an appropriate time. China’s DRE reform was piloted in specific cities and hospitals before being promoted to other regions. Pilot data can be used to prove the effectiveness of the reform and can also be used as evidence to persuade relevant stakeholders.
[bookmark: OLE_LINK92][bookmark: OLE_LINK8][bookmark: OLE_LINK29][bookmark: OLE_LINK10]In order to achieve higher fairness and sustainability, I have several suggestions for the DRG reform. First and foremost, the risk adjustment mechanism should be improved. Currently, the DRG payment is still insufficient for complex cases and patients with rare diseases. Therefore, the model should be adjusted to set special payment clauses for critically ill patients. Additionally, communication about interests should be strengthened when designing the policies. Multiple stakeholders should be involved in the early phases of the policy agenda to reduce resistance in implementation. Last but not the least, drawing on the research of Tang et al. (2023), it would be a good way to set differentiated implementation paths for hospitals in different regions or with distinct characteristics. Due to the uneven development across different regions in China, there are large gaps of factors in different hospitals, such as equipment, funding, and skills of physicians. Differentiated implementation paths can lead to a better way to respond to these situations, and make the policy more effective.
[bookmark: OLE_LINK24][bookmark: OLE_LINK41][bookmark: OLE_LINK44][bookmark: OLE_LINK45][bookmark: OLE_LINK47]However, there are also some limitations in this study. This study focuses on political and institutional perspectives. It primarily relies on published literature, with the lack of first-hand interview data from patients and physicians. Besides, it provides limited discussion on micro-level behaviors, such as internal financial operations of hospitals. What’s more, the study only focuses on the DRG payment reform, and does not conduct a combined analysis with the reforms during the same period, such as health insurance reform and centralized procurement of pharmaceuticals. Therefore, it may be difficult to fully explain the complex causes of the behaviors of hospitals and physicians. In the future, studies can adopt a mixed-method approach to reveal the mechanism of power operation in China's DRG reform, combining on-site interviews with physicians and patients as well as data analysis.
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