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Introduction

Japan's health care system has been relatively suc-
cessful.  Gross hedth indicators are the best in the
world: the infant mortality rate is 0.46 per cent of live

births and the life expectancy is 75.9 years for maes
and 81.8 yearsfor females (World Bank, 1998).

There is universal coverage with virtually unlimited
accessto dl health carefacilities. Asaratio of national
income in Japan, national medical costs were 7.28 per
cent in 1993. This figure is a little more than half of
the same ratio in the United States. However, in 1997,
national medical costs exceeded 28 trillion yen (about
230 billion US dollars) and continue to rise by at least
onetrillion yen every year.

There are at least three factors in this expenditure
growth. The first factor is the ageing population. The
rate at which the Japanese population is ageing is much
faster than in other industrial nations. Thisis expected
to contribute to a continued rise in medical care costs.

The second factor isthe high utilisation of hospitals.
In Japan, there is little functional differentiation be-
tween clinics and hospitals, and their boundary is fur-
ther blurred because a third of the clinics have a small
number of beds (the distinction is primarily legal in that
facilities with more than 20 beds are designated as hos-
pitals, whereas those having fewer than 20 are caled
clinics). Neither is there much differentiation between
acute and long-term care (Ikegami,1992). The price of
all providers (hospitals and clinics) is uniform, assum-
ing that their quality isthe same. However, patients are
increasingly turning away from clinics in favour of
hospitals because of their perceived higher quality. As
aresult, there are long queues for outpatients visits and
waiting lists for admissions to hospital. This situation
is difficult to reverse because "freedom of choice" is
regarded as the cardind principle in the delivery of
hedlth carein Japan.

The third factor is the high per capita costs for
medications. Most physicians in clinics do their own
dispensing and hospital-based doctors dispense from
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the indtitution's pharmacy. The government sets no
limits on the quantity of medications dispensed. Mar-
ket prices are surveyed periodically by the government
and reimbursement prices are accordingly adjusted.
However, providers continue to make profits because
competition leads to a new round of price-cutting.
They maintain that they need this margin to offset the
relatively low reimbursement rates for the medical pro-
cedures they provide. Therefore, doctors have an in-
centive to over-prescribe.  Patients' medical insurance
covers medication costs, giving them a price incentive
to favour prescribed products.

The health care reform plan proposesto increase the
coinsurance rate for relatively minor illnesses aswell as
for prescribed medications for these minor illnesses.
Minor illnesses are illnesses such as common cold and
diarrhoea, which are curable by standard treatment with
reasonable cost. Their treatment has a few options be-
sides medical services provided by hospital or clinic.
Therefore, the anticipated effect of an increase in the
coinsurance rate on national medical costs is not clear.
If patients are not sensitive to a price change, an in-
crease in the coinsurance rate may not have an appre-
ciable effect on national costs. On the other hand, if
patients are sensitive to a price increase, they may
choose other options and decide to seek medical serv-
ices less frequently. An increase in the coinsurance
rate will then decrease the national medical costs.

When patients suffer from minor illnesses, they face
three optionsin this research: they can consult a doctor,
purchase over-the-counter (OTC) medications or do
nothing. The price sensitivity, therefore, may be rela-
tively high, but this has to be tested empiricaly (1).

The demand for OTC medications has been ana-
lysed since the 1960s (Knapp, 1971; Greenlick and
Darsky, 1968). However, it was not until the 1990s
that researchers emphasised the savings that govern-
ments may make by switching to OTC drugs (Johnson,
1991; McNamee, 1994). In the late 1980s, the British
government supported the OTC medicine market by
reclassifying certain prescription medicines to alow
OTC sdes in pharmacies. Eleven medicines were re-
classified between 1983 and 1992, and from 1992 to
early 1996, 40 more medicines were reclassified (Blen-
kinsopp and Bradley, 1996).

McNamee (1994) pointed out that in France, if ar-
nual OTC sdles were to increase by 10 per cent, the
saving would be about FF 3-4 billion. In the Nether-
lands, if 10-15 million visits to the doctor could be
avoided, the savings to the state from self-medication
would amount to DG 450-750 million. However, these
figures are estimates by medical doctors and pharma-
cists, and are not based on economic analyses.

In the United States, where extensive research on
health economics is undertaken, only a few studies fo-
cus on demand for medical services related to minor
illnesses or on the substitution between prescribed and
OTC medications (Stuart and James, 1995; Fillenbaum,
et al., 1995). Of these few studies, particular attention
is paid to the research of Leibowitz (1989) because of
its originality and, most of al, its research design. The
research was part of the study referred to as the Health
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Insurance Experiment (HIE) that Newhouse (1993) and
others at the RAND ingtitute initiated in 1971, and that
lasted for about 10 years. HIE is a longitudina study
that experimentally atered the medical care cost-
sharing faced by families. Between November 1974
and February 1977, HIE assigned families to insurance
plans that differed in the amount of cost-sharing. Ac-
cording to this study, under a free plan (defined as no
out-of-pocket cost to the family), compared to a 95 per
cent coinsurance plan (families paid 95 per cent of their
medical expenses), the demand for medica services
increased by about 20 per cent. The spending on medi-
cal services under the free plan was 50 per cent more
than that of the 95 per cent coinsurance plan. This
means the price elasticity of medical service was, on
average, 0.21.

Leibowitz (1989) focused on minor illnesses and
analysed the substitution between prescribed and OTC
medications. Her empirical results did not support the
expectation that people assigned less generous insur-
ance for prescription drugs substitute OTC for pre-
scriptions.  Although the price elasticity was not a&-
counted for in either study, Newhouse (1993) indicated
that, in the case of influenza, the price dasticity was
around unity. This suggests that for minor illnesses, the
demand for medical services is relatively sensitive to
price.

In Japan, there are only a few studies that estimate
the demand for medical services. Among these studies,
Y amada (1997) used hospital-based data to estimate the
demand for medical services. Without the use of a
household-based survey, he was not able to analyse
patients' preferences, decisions and behaviour regarding
medical services.

li and Ohkusa (1998) were the first to attempt an
estimation of the demand for medical services related
to minor illnesses. They modelled explicitly the inci-
dence of minor illnesses and, using micro household
data, measured the price elasticity of the demand for
medical care for minor illnesses in Japan. Their data,
from the Basic Survey on People's Life (BSPL), were
not experimentally or extensively collected like the data
in the HIE. However, the sample size in the BSPL -
about 600,000 - is much larger compared to that of the
HIE, which is about 2,000. BSPL includes household
and individua characteristics such as gender, age, in-
come and assets, and detailed health information. Their
results show that the price elasticity for medical serv-
ices was 0.208, which is comparable to that for the
United States, and that medical services and OTC
medications are substitutes.

li and Ohkusa (1998) used patients' health informa-
tion from the BSPL to define minor illnesses, and esti-
mated price elasticity for various minor illnesses. They
found that in the case of minor illnesses, the price elas-
ticity for medica services were between 0.144 and
0.149. The data set dso included detailed information
on 43 subjective symptoms. The authors estimated
price elasticity separately for medica services de-
manded for these 43 symptoms and found that, for d-
most half of the symptoms, the price easticity esti-
mated was less than unity.
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Medical Care lnsurancein Japan

-All the Japanese are covered by public insurance system

-Public insurance system consists of some different schemes

Medical Carelnsurancein Japan

Categories

o Enrollments
Entities -
(millions)

Employee's Health

Government-managed Health

National Government 37.6
Insurance Insurance
. Health Insurance Societies; 1,815
Society-managed Health
(each of them is established by a 32.5
Insurance
company or company group)
Seamen's Insurance National Government 0.3
Mutual Aid Associations; 27
National Government Employee's o —_
: . (each ministry, Agency and 4.1
Mutual Aid Associations
corporation)
Local Government Employee's Mutual Aid Associations; 54 6.8
Mutual Aid Associations (each local Authority) ’
Private School Teachers and h P
. o Mutual Aid Associations; 1 0.8
Employee's Mutual Aid Association
Community-based Health . Municipalities; 3,251
National Health Insurance _— 46.9
Insurance Associations; 166
Health and Medical Service
Municipalities Municipalities; 3,251 11.3

System for the Aged

Payment M echanism of Public Insurance System

-All the insurance schemes offers basically same set of comprehensive medical benefits

-- some difference in premium ratio, reimbursement ratio, and state subsidy --

-The fee-for-service system operates under a minutely defined price schedule set by the government.

Dependent

Page 28

Insured person 80%

Payment Mechanism of Public Insurance System

Social Insurance

70% Medical Fee Payment Fund

Insurers

Insured person 20%

Dependent

h Premium

4 Claims are accumulated

on paper or microfilm

30% Patients

Employers
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Changesin National Medical Care Expenses

- As aratio of Japanese national income, medical costs have held at around six to seven percent since 1979, which is little more

than half the ratio in the US

- National medical costs are continuing to rise by at least one trillion yen every year.

- The aging of the population is the most important factor in expenditure growth.

Changes in National Medical Care Expenses
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Future Patient Projections

- The rate at which the Japanese population is aging is much faster than in any other industrial nations, and the figure is projected
to reach 17% of the population in 2000. This is expected to contribute to a continued rise in medical care costs.

- Over the period from 1995 to 2010, we expect an increase of about 1.04 times in the annual number of cases of cold and about

1.23 times in the annual number of cases of stomach ache.

Future Patient Projection
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Market Scale of Minor Illnessesin Japan

-Estimated market scale of minor illnesses are as follows. Rx market for minor illnesses is 1,430 billion yen (11.9 billion US$) in
total, while OTC market is 950 billion yen (7.92 billion USS$)

| Market Scale of Minor Illnesses 1995

total:
1,430billion yen
(119 bill us )
Anemia, Diabetes, Hypertension,
| | Arteriosclerosis, Hypotension,
Menstrual disease, etc.
4'/"
total:
950billion yen
(7.9 billion US §)
Tonics and Nutrients,
Vitamins and Minerals,
Medicinal alcoholic beverages, etc. —— 1,013 Gastritis,
Duodentis ? “STOMACHACHE”
- - Hemorrhoids,
Gastrointestinal drugs, Agents for nutrienfts 396 Periopontal
Purgatives,Intestinal and tonfcs disease, efc.
regulators,
Drugs for hemorrhoids, etc. ,\l_k
T
Cold remedies, Antipyretic analgesics, Agents for t 7//////////
Antitussives and Expectorants, Rhinitis digestive syst //// % Cold, Acute
remedies, etc. W bronchitis R
Agents for[therespiratory trhct //“/ AI‘Ie.rg.lc 7rcomMmMONcOLD
ye care drugs,etc.
Agents for the gdense organ sysle — Q 1,i|3
1_Dermal agent|s 133 [ P
Dermal agents, Analgesic antiinflammatory 127 Dermatitis, Eczema,
agents for external use, Drugs for athlete's Othgrs 36 Arthritis, Backache, etc.
foot, etc. 222 Minor llinesses (cost for Rx only)

Direction of Health Care Reform

-Most of the discussions are focused on medical service supplier side.

-Very little attention has been paid on consumers/patients side.

-The promotion of self-medication has never been a part of health care reform plan.

Direction of Health Care Reform in Japan towards 2000

1. Reform of National Health Insurance
Review the scope of medical care insurance benefits, andcopayment rates
Reconstitute the health and medical service system for the elderly to contain the
medical cost
Unifying National Health Insurance Service and Health Insurance

2. Reform of medical fee system
Introduction of DRG-PPS
Separation of doctors fee from hospital fee
Introduction of medical fee system according to provider function

3. Reform of drug price standard
Introduction of Japanese-style reference price system

4. Reform of medical service supply system
Functional specialization of medical facilities (acute disease or chronic disease)
Regulations on beds according to provider functions, and on advanced medical supplies
Introduction of profit organization, approval of financing from capital market
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Objects of This Research

Data

- To measure the effect of an increase in the coinsurance rate on national medical costs.
- To measure the substitutability between medical service and self-treatment with self-medication product.

-From the survey conducted from 1 November,1997 to 20 January, 1998
-In Metro Tokyo area and in Western Metro area
-Household and individual characteristics,their illness histories, treatments,and

progress.

-Of the total 600 questionnaires distributed, 548 were answered.
-A total of 250 individuals had caught colds during the survey period.

Main Results of the Resear ch

-The two approaches yielded almost the same results.
and increases the OTC demand by about 4 %.

Research Scheme and Results

Social Research Approach
All the respondents
N=1,322
responded to imaginary questions:
ex)which remedy will you choose when OTC cost
is** yen while Rx cost is ## yen?

\/

-Copayment: increased from 1,300 yen (10.8 US$)
t0 1,600 yen (13.3 US$), when OTC is 1,600 yen

-The study found that 10% increase in coinsurance rate decreases the medical service demand by about 2 %

Micro-Econometric Approach
22-59 years old, those who suffered from cold
N=225
recorded ilIness histories, treatments
(including costs), and progress

\/

-Copayment rate: increased by 10%

¥

v

2?Demand for medical service: decreased by 2.6%
?National medical care expenditure:

decreased by 31 billion yen (258 million US$)
?Demand for OTC: increased by 3.8%
?Expenditure on OTC:

increased by 8.3 billion yen (69.2 million US$)

2?Demand for medical service: decreased by 2.3%
2?National medical care expenditure:

decreased by 27 billion yen (225million Us$)
2?Demand for OTC: increased by 3.9%
?Expenditure on OTC:

increased by 8.8 billion yen (73.3US$)

cf. 1996 Total National Medical Care Expenditure, 28.5 trillion yen (238 billion US$)
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Information and National Medical Care Expenditure

- Knowledge about drugs can potentially promote self-medication.
- Information on drugs can help reduce the national medical care expenditure.

Research Scheme and Results

-In the survey: 3.5% answered they are knowledgeable about drug

\

-1f 35% become knowledgeabl e about drug

ex) --pharmacist provides with more information at pharmacy
--public health education provided at school and community
--advertisement provided by pharmaceutical companies

\

- Demand for medical service: decreased by 3.5%

- National medical care expenditure:decreased by 41.2 billion yen
(343millionUSs$)

- Expenditure on OTC: increased by 6.2 billion yen (51 million US$)

Conclusion

1. Self-medication and market mechanism

-- Self-medication and medical service can be substitute.

-- Price increase in medical service increases the demand for self-
medication.

-- (Policy implication) Promotion of self-medication can help reduce
national medical cost.

2. Importance of information
--Only 3.5% of respondents think they are knowledgeable about drugs.
--Those knowledgeable are more likely to medicate themselves.

--What is the information consumers really need?
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Conclusion

Using origina survey data, the authors examined
the choice of health care in Japan for patients suffering
from the common cold. Empirical results showed that
the price elasticity for the medical service is between
0.23-0.36. These estimates are dightly higher than the
estimates obtained by using the Basic Survey on Peo-
ple's Life but are comparable to each other. The results
suggest that for minor illnesses price easticity is
around 0.2 and 0.4.

The price elasticity estimated here suggest that if a
new medical insurance reform plan wereto increase the
co-insurance rate by 10 per cent both for insured and
dependent persons, national medical costs may be re-
duced by a most 43 billion yen (358 million US dol-
lars). The demand for OTC medications would in-
Icree;se by at most 8.8 hillion yen (73.3 million US dol-
ars).

Providing information on medication has a greater
effect on reducing national medical costs. For exam-
ple, by providing a tenfold increase in information on
medication, the national medical costs could be reduced
by 60 billion yen (500 million US dollars).

These results were obtained from a longitudina
household survey that included medical information as
well as detailed household and individual characteris
tics. For future research, the OTC medication price
elagticity and cross-price eadticity between medica
service and OTC should be investigated and the method
improved. Furthermore, research on other minor ill-
nesses such as stomach-ache, stiff shoulder, and minor
opt(ia(c:jal and ear-related illnesses should also be investi-
gated.

This research benefited from a research meeting,
'Research on Minor IlInesses and Self-Medication’, held
in cooperation with Taisho Pharmaceutical Co. The
authorswould like to acknowledge the comments of the
participants of the meeting, particularly Masahiro Tori-
yama and Maki Yashida of the Nomura Research In-
stitute.  The views expressed herein are the authors
own and do not reflect those of their ingtitutional d-
filiations. We would aso like to acknowledge the &
sistance provided by Kazuko Matsumoto.

Surprisingly, there is no documentation that de-
scribes the national medical costs spent on relatively
minor illnesses. One exception is a report on the medi-
cal costs for a common cold estimated by the Nomura
Research Institute (1998). According to their estimate,
in 1995, 500 hillion yen were spent on treating the
common cold. No estimates are available for other
minor illnesses because nation-wide surveys are un-
dertaken only on particular days. For example, the
Ministry of Health and Welfare conducts a patient sur-
vey on June 1 every year, and a hospital and clinic sur-
vey on October 1 of every year. These surveys, con-
ducted in summer or autumn, do not provide areliable
estimate of medical costs or resources used, for exam-
ple, for the common cold or influenza. An approximate
estimate shows that about half of the total medical costs
are spent on outpatients. Of these costs, no information
is given on the shares of the cost for minor illnesses or
for chronic diseases, including geriatric diseases. There
is a need for estimates of the medical costs for minor
illnesses that may be addressed in future research.
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