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Market Conceniration, Efficiency and Quality

in Japanese Home Help Industry
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In order to stimulate the supply and to improve the quality of nursing care services, a new

competition system has been introduced into Japan’s at-home nursing care market in April

2000. Although the supply of care services has expanded dramatically since the reform, the

changes of service quality and management efficiency are unknown. This analysis therefore

focuses on the home help business, and investigates whether market competition is good for

quality improvement and cost saving. As a result, we find that the impact of market

competition on the quality of care service, if any, is quite limited. We also show that

competition is associated with lower cost.

AFFE AR

Shortage of social nursing care services
along with a rapid aging process is one of
the most challenging problems facing
contemporary Japanese society. In order to
stimulate the supply and to improve the
quality of nursing care services, the
Ministry of Health, Labor and Welfare
(MHLW) introduced a new public nursing
care insurance system in April 2000. This
new system introduced a market-oriented
mechanism into the market through
charging social insurance premium on all
nationals aged 40 or over, and by permitting
for-profit private companies operating the
at-home nursing care service business.

According to the MHLW statistics, the

151

supply of at-home nursing care services has
expanded dramatically after starting the
system. However, the outcomes of service
quality and management efficiency along
with the market-oriented reform remain as
an open question. Knowing whether

nursing care providers in a highly
competitive market have a higher level of
quality and efficiency than those in a lowly
competitive market is important either for
evaluating the impact of market-oriented
reform on quality and efficiency, or for
determining the appropriate number and

scale of providers in each district.

B.HF R G
Being lack of the panel data to catch the




micro-level transition since the reform, this
paper will, however, try to investigate the
effect of market competition on the quality
and cost of home help service using
cross-section data. We choose to focus our
analysis on home help business, one of the
13 categories of at-home nursing care
business, because this market is reforming
most dramatically and the proportion of

for-profit providers is one of the highest

among the at-home nursing care businesses.

The number of home help service care
providers (henceforth referred to as care
providers) per thousand elderly, however,
will be employed as an index of market

competition.

C.HIE#R

We present our major empirical
findings as follows: (1) holding other
covariates constant, we find that only the
quality of information disclosure service
improves as market competition increases,
which suggests that the impact of market
competition on the quality of care service,
if any, is quite limited, (2) Contrary to the
e statistics of MHLW, this
that s

lower

descriptive

analysis shows comipetition

associated  with cost after
controlling the effects of other related
factors. (3) Other interesting findings
inciude evidence of that there exists a
tradeoff relationship between quality and
cost, and that new or non-profit care
providers incur higher costs than their

older or for-profit counterparts.
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D.E&

Turning to policy implications, although
we are hesitant to apply our findings from
the home help business to the entire
nursing care business, this paper points to
at least one policy prescription: there are
no foundations for concerns that quality
will be sacrificed in the name of cost

saving by market-oriented reforms.

E.#H

In order to stimulate the supply and to
improve the quality of nursing care services,
a new competition system has been
introduced inte Japan's at-home nursing
care market in Apri]l 2000. Although the
supply of care services has expanded
dramatically since the reform, the changes
of service quality and management
efficiency are unknown, This analysis
therefore focuses on the home help business,
and  investigates whether  market
competition is good for quality improvement
and cost saving. As a result, we find that
the impact of market competition on the
quality of care service, if any, is quite
limited. We also show that competition is

associated with lower cost.
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1. Introduction

Aging is one of the most challenging problems facing contemporary Japanese
society. According to the 2000 population census, the percentage of the aged generation
(aged 65 and over) reached 17.4% in 2000. This aging process is projected to accelerate
and reach 27.0% in 2017, meaning that the aged population will make up more than
one-quarter of the Japanese population'. Although aging increases demand for nursing
care services, until quite recently the family network has traditionally played a primary
role in providing care for the frail elderly. However, changes in the social structure such
as weakening community ties, nuclearization of the family and feminization of the
workforce, have made the financial and psychological burdens of family-based aged care
unbearably large.

As a response to the expanding elderly population and the increasing demand for
social nursing care services, Public Nursing Insurance Act (Kaigo Hoken Ho) was
formally enacted in September 1997. Following the new act, the Ministry of Health,
Labor and Welfare (MHLW) introduced a new public long-term-care insurance system in
April 2000. This new system aims to respond to society’s major concern about aging, and
to assure citizens that they will receive care, if necessary, and be supported by society as a
whole.?

According to the MHLW statistics, the supply of care services has expanded after

1 Source: medium variant projection of National Institute of Population and Social Security Research
(January, 2003).
2 See Abe(2003) for a detailed description of the nursing care system.
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starting the system.’ However, the outcomes of service quality and efficiency along with
the market-oriented reform are unknown. In other words, we cannot yet to answer the
question: will introduction of competition by expanding the number of providers in an
area simultaneously improve the quality of service and management efficiency?

Being lack of the panel data to catch the micro-level transition since the reform, this
paper will try to investigate the effect of market concentration on the quality and cost of
home help service® using cross-section data. We choose to focus our analysis on home
help services because this market is reforming most dramatically and the proportion of
for-profit providers’ is one of the highest among the at-home nursing care businesses.
The number of home help service providers (henceforth referred to as care providers) per
thousand elderly, however, will be employed as an index of market concentration.
Knowing whether care providers in a low concentration market, or in other words, a
highly competitive market, have a higher level of quality and efficiency than those in a
highly concentrated market is important information for evaluating the impact of
market-oriented reform on service quality and efficiency, and for determining the
appropriate number and scale of care providers for each district.

No academic studies have been made of the relationship between market
concentration and quality of service or management efficiency of home help providers in
Japan®. According to the Survey’ of Nursing Care Management (Kaigo Jigyo Keei Jita
Chosa) 2002 by MHLW, the higher the market concentration, or in other words, the
smaller the number of users per care facility, the higher the cost incurred because the unit
cost per care plan is more expensive. That is to say, competition among care providers
may lead to higher management costs. This situation reminds us of the ‘medical arms race

hypothesis’ in hospital industry research.

? For example, providers registered in WAM-NET have increased from 9,185 in April 2000 to 18,389
(100% percent up) in February 2002.

4 Home help service is one of the most important categories of al-home nursing care service. See
Appendix A for an introduction to the institutional setting of the at-home nursing care business.

% According to the Survey of Nursing Care Facilities 2000 by MHLW, 30.3% of the home help
providers were for-profit companies in December 20G0.

6 Shimizutani and Suzuki (2002), however, investigated the impact of ownership and operation length
on cost and quality using a similar dataset with us.

7 According to the survey results, cost per care plan varies with the number of users per facility. The
average cost per care plan in facilities with less than 20 users amounted to 12,955 yen, while those in
facility with more than 200 users is only 7,606 ven, which is 41% cheaper than the former,
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This paper proves that the above finding about the home help industry is misleading
after we control for the effect of other related factors, such as quality of service in an
appropriate econometric framework.

The paper proceeds in the following way. Section 2 provides a theoretical
background and reviews previous empirical research on quality and efficiency issues.
Section 3 describes the survey data used in this study. Section 4 develops the econometric
method for estimating the quality and cost function. Section 5 contains empirical resuits.
Specifically, after proposing a set of indexes to measure the quality of services, it probes
the relationship between market concentration and the quality of services. Section 5 also
evaluates the effect of market concentration on management after adjusting for quality of
services and other related factors. Section 6 contains the conclusion. Appendix A outlines
a set of original indexes for measuring quality of care services. Appendix B presents a

concise description of the institutional setting of the at-home nursing industry in Japan.

2, Preceding Work

Theoretically, market concentration in a perfect competitive market is generally
understood to weaken competition and lead to undesirable effects on service quality and
management efficiency.

However, it is also frequently argued that consumers do not necessarily benefit from
competition among service providers. The medical care industry is one relevant example.
It differs from traditional industries in three aspects; the widespread regulatory insurance
system, the heavy weight of not-for profit hospitals, and the agency role of physicians and
care staff. Consequently, hospitals tend to compete with each other in non-price aspects.
This wasteful competition is colloquially referred to as the “medical arms race (MAR).”®
According to the MAR hypothesis, hospitals compete by providing too many
high-technology medical services and hiring surplus staff. At the same time, unnecessary
duplication of services may cause the quality of care to fall as providers fail to take

advantage of the scale of learning effect’ (Robinson and Luft, 1985; Robinson, 1988;
Hersch, 1984; Luft et al., 1986). Zwanziger and Melnick (1988) draw conclusions that

8 For a more comprehensive review, see Dranove and White (1999).
% "The scale of learning effect" mean saving cost by investing less in learning the business know-how.
Hence, market with only one supplier maximizes the scale of learning effect.
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concur with the MAR hypothesis and infer that as a result, hospitals have to compete on
quality instead of service price.

Although most of the non-price competition literature falls into the above categories,
there are some exceptions. After taking into consideration local population structure and
market structure, the model of Dranove et al. (1992) casts doubt on claims that hospital
mergers increase efficiency by reducing competition. In addition, Shortell and Hughes
(1988) employ in-hospital mortality of patients as an index of quality of service and find
no significant association between quality of service and market concentration. Kessler
and McClellan (1999) even find a negative relationship between heart attack mortality
and the Herfindah! index in United States since 1990, suggesting that competition led
both to substantially lower costs and to significantly lower rates of adverse outcomes.

Literature on the effect of market concentration on the cost of nursing home care is
quite limited. Assuming the presence of endogenous and unobserved quality, Gertler and
Waldman (1992) investigate the effect of cost-saving public policies on the quality of
nursing homes using the survey data of New York State. They find that the increases in
competitton are associated with higher levels of both quality and cost, and
one-standard-deviation reduction in competition will reduce cost by about 20% but
reduce quality by only 2.5%. Nyman (1994), on the contrary, finds that policies designed
to control government expenditure by limiting the number of nursing home beds in an
area may result in excess demand and discourage the effort of nursing homes to improve
management efficiency. Because higher prices may cause private patients to exhaust their
financial resources and become Medicaid patients sooner than they otherwise would,
competition regulation policies may have had indirect cost-increasing consequences.

Few empirical studies have examined the effect of new “deregulation” policies on
the quality and cost of Japan’s home help providers. However, because the service price is
almost fixed in Japan, it should be emphasized that its home help market is far from being
a perfect competitive market.'® Because care providers are unable to win customers
through cheaper prices, competition for customer acquisition is going to center on
advertising, or kickbacks to administrative organizations, leading to higher cost without

commensurate benefit such as improvement of service quality (Nanbu, 2000). Thus, in

10 Prices of nursing care service are settled in detail by the MWHL. The standard prices differ with the
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the case of Japan’s home help industry, although we can predict a positive effect of
market competition on service quality, we can hardly predict whether market competition
will drive up costs or not. Hence, it is extremely important and interesting to distinguish

their relationship.

3. Data

The sample is draw from the Survey of Environment Surrounding Home Help
Providers , conducted by the Bank of Japan and Suzuki in August 2000. First, 1,200
providers in Kanto district are selected by the method of population weighted stratified
random sampling''. Then questionnaire were sent to each of 1,200 selected providers,
and 445 valid responses (37.1%) were collected.  Although some of providers are
running subsidiary businesses such as at-home bathing and day service, the survey
enquired management costs and output on the basis of home help business.

Ownership of the 445 samples are classified and summarized in Table 1. The
ownership composition of our data is very similar to that of the distribution of census data,
although our data consists of relatively more for-profit providers and nonprofit providers
such as co-op, agriculture cooperative, and NPO. Besides, the share of social welfare
association and medical corporations 1s somewhat lower than the national level.

Our data include detailed information about subsidiary business, scale, balance sheet,
employee composition, operation length and running cost of each home help providers.
In particular, three indexes have been employed to measure of the output of home help
services; total hours'? of physical nursing service, total hours of housework assistance
service, and total hours of multiple service. On the other hand, we use a systematic index
to catch the quality of services of each home help provider. Table 2 presents the basic

statistics about the variables we are going to use in the analysis.

4. Models

service contents, time length, utilization time zone, qualification of home helper, and municipality.
" The distribution of samples by prefectures is as follows:

Ibaragi ; 80 ; Gunma: 61; Tochii: 62; Chiba:174; Saitama:201; Tokyo 372, Kanagawa 250
"2 Total hours=(number of users per month) X (monthly frequencies of utilization per users) X (hours
per use).
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