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addition is encountering a host of relatively

new problems due to changes in the hasic

BY JANET PURDY-LEVAUX
guick survey of Japanese hospitals,

physical fitness centers, or doctors’
offices usually reveal the presence

of foreign-made equipment, tech-
nology and medicine. In a popular private
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and weights are everywhere, And who s
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lenges involve physi-
cal as well as financial strains for Japanese
society. As for foreign firms in the health

care industry, there are plenty of opportuni-

is  ties for expansion if the right corporate posi-
tioning takes place
Young and old alike, the Japanese are

increasingly turning o gyms to help thent stay
in shape and work off fat and stress. For some
weneratons, exercise he

ps to counter the
while for others working out &5 a wav to

improve the condition of their cardiovascu
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effects of their new diets and office Tifestyles,
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“The most important change in Japan’s health
Aar

Overall, Japan’s population is  going

systen, bones, and muscles as they get older.
through an intense aging process and in

care industry s the aging or growing Silver-
Age population.” explained Life Technologies'
Timothy E. Pierce. who has chaired the ACCT's

high technology committer and biotechnology

subcommittee. Statistics support this,

There are 23.3 million Japanese 60 vears

of age or older out of a total population of
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1244 million, according 1o the Management

and Coordination Agenev, The percentage
of people age 65 or over now stands at 13%
of Japan's population, but this number
should exceed 20% by the vear 2025,

Coping with this demographic change
will not be easy, Large numbers of this
population—ulse known as the “New
Elderly”™—may be bedridden, afflicted by
senility, or both, and their numbers uare
expected 1o triple by 20250 What mukes
Japan's situation unique is not the percent-
age of the population which will be
elderly, but rather the rapid pace at which
its population is aging.

As the size of Tapan's elderly populaton
increases and its birthrate
finances needed 0 support this age group

stahilizes,  the

skyrockets. Ministrv of Health and Welfare
(MHW) documents covering medical treat-
ment of elderly persons show that expendi-
tures reached YOU9.000 per capita in 90,
with a total budget of over ¥0.2 trillion in
O1 borne by the insurance system for the
elderly. This represents 28.3% of the nation's
medical treatment expenditure,

Pressures on Japan's health care system

also stem from a variety of additional prob-
lems. In 50, the leading cause of deuath was
tuberculosis, and in 73, 0t was cerebrovascu-
lar discase tstrokes), Today, cancer and
heart disease are the nation's top killers.
“The classic case of hyvpertension Jead
ing 1o stroke is related to aging and a diet
low in high in sodium,”
explained  physician and  Kansai Medical

protein - and

University researcher Tatsularu Kobayash,
“Today, we call it karoshi tdeath from over-
work, but the majority of these faralities are

caused by coronary heart disease which we

didn't have much of two or three decades
ago.” he added. is theory is that because
eating hubits have been drasticallv changed
and Westernized as a result of the countrv's
economic development, Japan’s high con
sumption of meat and fatre toods has cre
ated a new tpe of hvpertension that starts

at an early age. causing coronary atheroscle-

rosis associated with ohesite, diabetes, and
hvperlipidernmia.

Although the MHW does not plan to
implement strict dhetary regulations in the
near future, it does intend o control health

care costs more stringently, limiting coverage
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for certain services. “The principal goal of
health care reform is to decrease costs,” com-
mented one industry analysi. MHW is con-
sidering a fixed-rate system for reimburse-
ment of some products and ways to pass on
the costs to patients, such as charging ¥800
for regular hospital meals.

SUPPLYING THE RIGHT CURES
With experience and expertise to offer, for-
eign firms bring to Japzn the pills, products,
and health care packages to deal with these
health care developments. Firms such as
Baxter International (80% of the home dialy-
sis busitiess), Ciba Corning (60% of the blood
gas analyzer markel), General Electric work-
ing with its Japanese partner Yokogawa
Electric (over 30% of the CT scanner market),
and Medtronic (40% of the pacemaker mar-
ket) have developed a strong presence in the
Japanese market, noted the Forbes issue
dated December 20, 1993

Non-Japanese pharmaceutical firms  sell
about 40% of all drugs consumed in Japan.
Recent statistics compiled by the Japan
Pharmaceutical Manufacturers” Association indi-
cated that the country had the world’s largest
trade deficit in medicines in "92—¥246.8 hillion
yen. During this pericd, imports rose 4.3% to
¥430 billion with Germany topping the list of

importers (¥106 hillion in sales). The United
States ranked second with ¥80 billien, fol-
lowed by the United Kinpdom, Switzerland,
and Sweden, respectively.

In other areas of health care such as the
over-the-counter (OTC) market, Procter &
Gamble Health Care ranked fifteenth in '92
sales, foliowed by SmithKline Beecham
Consumer Products which ranked twentieth,
Foreign Insurance firms have made good
inroads into the “third sector” of products

not clearly defined as “life” or “non-life”;
Financial World reported that American
Family Life Assurance Company of Columbus
(Aflac) eatned 79% of its almost §4 billion in
92 revenues in Japan, through sales of its
cancer insurance policies.

FOREIGN ATTITUDES

What are foreign’ companies attitudes towards
the changing Japanese health care market?
One chief concern continues to be the system
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of reimbursement (revised in April '92),:

which affects domestic producers as ‘well.
“Sometimes manufacturers of innovative
devices complain that they are not reim-
bursed quickly enough, a problem we hope
will be solved . . . through increased trans-
parency, which U.S. industry is discussing
with MHW,” commented a 1.8, official.

In addition to MHW regulation of highly
advanced medical technology (HAMTS),
some businesses complain that there needs
to be much more transparency in the proce-
dures for gaining approval for new devices
as well as new drugs. Then there is the mat-
ter of MHW funding of medical device
development. Research conducted by
Forbes found that the Japanese government
is funding research to develop pacemakers
and magnetic source imaging (MSD) technol-
ogy in an attempt to challenge U.S. superi-
ority in medical devices and equipment.

Also complicating the business of for-
eign (and Japanese) firms in the Japanese
health care system is the pricing system.
MHW grants a new product an initial price,
then reduces that price on a routine basis—
every two years for drugs. All drugs, med-
ical devices, and diagnostics are subject to
this system in theory, although the prices of
all products are not actually reduced.

SOCIAL SECURITY EXPENDITURES

“Pacemakers and special treatment materials
had escaped until recently, but are now
treated like all other products,” said Pierce,
Since the system has been in place for a
long time, it does not specifically represent
a barrier to foreign firms, he believes.
However, there are instances of unfair
treatment, An update to the ACG] White

Paper prepared by the subcommitee on
medical equipment and supplies noted, “In
the past three years, MHW has targeted five
product categories for significant reimburse-
ment price decreases. All five are known as
Special Treatment Materials (STMs), and all
five are supplied almost exclusively by U.S.
manufacrurers.”
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Kyle Murphy, managing director of KMG
Japan Inc. (a consulting firm specializing in
regulation and biotechnology), does not feel
the Japanese government is out to get the
United States. He explained, “What the min-
istry wants ultimately is a rationalized sys-
tem. To get results it is bringing products
under its control. This is not purely a budget
issue, but rather an issue of financial reallo-
cation.” His conclusion: the MHW's efforts to
reshape the health care system are going to
produce winners and losers.

FUTURE PROSPECTS

FOR HEALTHY GROWTH

Foreign officials and executives are generally
convinced that non-Japanese firms making
medical products will continue to do well in
Japan. “New opportunities exist and are
growing in the care of the Silver-Age people.
More hospital stays, the beginning of long-
term care facilities and nursing homes, and
home care will contribute to opportunities
for instruments, devices, and consumables
used in these types of care,” stated Pierce.

Another factor working in favor of foreign
producers is the changing attitudes of
patients. “They are unsatisfied with existing
conditions and options, and are thus becom-
ing more and more demanding,” explained
Jean-Pierre Millon, president and general
manager of Eli Lilly Japan. The combination
of new demands, the aging population, and
budget pressures will create more possibilities
for growth rather than problems for the indus-
try. “You must have appropriate products and
direct R&D at this,” Millon emphasized. His
firm has chosen to specialize in treatment for
illnesses of the central nervous system (CNS),
cancer, and diabetes, for instance.

Where demand is rising most and appears
most profitable, foreign firms have resources
which give them a competitive edge. “New,
hard-to-get products will be priced higher,
and therefore firms are moving into areas of
R&D which could lead to such products,” said
Schering-Plough marketing director James
Attley. This means that companies are devot-
ing less to antibiotics (an area Japanese firms
have specialized in) and more to heart disease

and cancer (areas US. firms are particularly
strong in). Attley believes that Japanese phar-
maceutical firms may also be at a disadvan-
tage in terms of their international networks.
They are trying to develop their global busi-
ness infrastructure and improve profits from
foreign sales at a time when they are vulnera-
ble due to price reductions and limited
increases in sales in their home markets.

GE Medical Systems-Asia president Goran
Malm insists: “The Japanese market has a huge
potential for premium technology,” which is
especially good news for foreign producers
who possess the know-how to supply it. As
the market for medical equipment matures and
patterns of demand becomes similar to those in
the United States, the use of sophisticated tech-
nology should be much more widespread.

THE SILVER LINING

These developments in the health care sys-
tem promise new areas of business develop-
ment for foreign firms, if the ministry does
not stifle innovation in the process.
American firms, in particular, are poised to
offer many products that promise to save
lives as well as costs.

Non-prescription products like cold medi-
cine or pain relievers are cheaper than pre-
scriptions which involve the cost of doctors’
visits. “In the Japanese health care system,
prescription drugs have a low out-of-pocket
cost to patients, but the costs to society are
high,” pointed out Paul Schwamm, general
manager of the American Drug Corporation.
Many of the health problems commonly faced
by older people can also be effectively treated
via OTC products, and the Japanese govern-
ment supports increased self-medication as a
safe and cost-effective way to lower the coun-
try’s health care expenses, he explained.

“The aging of the population and the gov-
ernment’s support of self-medication present
viable market opportunities in the world’s sec-
ond-largest OTC market. But it is also the
wortld’s most competitive OTC market, and
the costs of entry are very high,” concluded
Scwhamm. According to its general manager,
American Drug Corporation (a subsidiary of
American Home Products Corporation) aims
to launch an OTC business in Japan this year.

Early diagnosis of illnesses through the
use of medical technology and periodic
health checks can make substantial contribu-
tions to cheaper and higher quality health
care, Malm explained that with the elderly, it
is common to diagnose problems with imag-
ing technology, and as the costs of this tech-
nology become cheaper over time, the
advantages and cost-effectiveness of the
technology will improve sharply.
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As the government tries to limit insur-
ance coverage, foreign insurance firms hope
to pick up business. CIGNA Insurance’s
Theresa Camey states that her firm sees
health care as a good growth arca in Japan.
“With the aging society and changes requir-
ing patients to pay more out of their own
pockets, there is a real area of need in cov-
crage,” she said. Hence, foreign insurance
firms can bring their experience in design-
ing and selling diverse supplementary med-
ical products to the Japanese market at a
time of deregulation in the insurance field.

MYOPIC PERSPECTIVES

The developments in Japan’s medical market
may make some foreign businesses healthier,
but others will be left with scars. In pharma-
ceuticals, reforms have produced a damaging
downward price spiral. This has occurred
through madifications n the reimbursement
price revision system and planned reductions
in the reasonable zone, the “R-zone,” which
represents the difference between the dis-
count price doctors and hospitals pay and the
reimbursement price they teceive from gov-
ernment and insurance companies. The gov-
ernment plans to decrease the R-zone from
15% in '92 to 10% by '98, leaving wholesalers
with smaller margins.

This i had news for business, according o
executives, Caught in this downward price spi-
ral, companies will be foreed to launch prod-
ucts with shorier life cycles at a much faster
pace, and indirectly there will fewer opportuni-
tics for business © recover profit margins—a
complaint cdlomestic producers are also voicing,

Decreases in B-zone rebates to medical
institutions will put greater financial pres-
sures on these firms as well. Under such
conditions, do patients stand to benefit in
the long-term from health care reform? If
regulation of medical devices is any indicu-
tor, the answer could he “no.”

Mark Throdahl, president of DBecton
Dickinson and chairman of the ACCFs medical
equipment subcommittee, claimed that MHW
is focusing on the cosis of devices and not
on the results of these products, ie., the quick
recovery of patienis and other cost-saving

products.
Lty

Sannomiya chuo Bldg.

Phone: (078} 242-9000

ELI LILLY JAPAN K.K.

President: Jean-Pierre Millon

4-2-20, Gokodori, Chuo-ku, Kobe 651, Japan.

A LEADER IN BIOTECHNOLOGY

Eli Lilly and Company is committed to
excellence in the life sciences and the
quality of life through the develop-
ment, manufacture, and marketing of
pharmaceuticals, medical devices and
diagnostic products, and animal health

considerations. “There is a myopia: the price of
the device is more important than the outcome
the product has on the patient,” he explained.

What makes the Japanese health care
refore different from that of the United States
and several Furopean countries is the absence
of easily accessible alternatives. "Since there's
no free market for health care here, people
cannot get access [l0 needed products] on
their own,” Throdahl argued. There may be
relatively few “free” health care markets in the
world loday due to the need for equitable
medical delivery systems. In Japan, the public
is living longer and no longer wants just a
“fair” system: it is calling for a higher quality
system at precisely the time when financtal
pressures are imposing spending limits,

This leaves Japanese patients at the
merey of burcaucrats who are looking only at
device costs when they should be examining
the situation more holistically. With patients’
increasing expectations for higher quality
health care and the aging of the population,
the situation promises to grow tougher and
tougher. Providers of health care products
and services face an uncertain future in 2
market with quite a “silver” lining.
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Janet Purdy-Levanx is a freelance wrifer,

editor, and instructor hased in Osaka.
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