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ABSTRACT

Effects of Price Discount on the Demand and Revenue of
Oriental Medical Clinic

We have seen a sharp increase in the utilization rate of medical services since the launch of
Nation Health Insurance system in 1983. However, the market share of oriental medicine in the
Korean health sector has been gradually diminished mainly due to low insurance coverage and high
price. Especially high price as an entry barrier to oriental medical services has played a major role
in decreasing market share.

This paper investigated the effects of price discount on the financial condition and market share
of oriental medical institutions. Microeconomic theory and multiple regression analycis were used as
a methodology in testing the alternative hypothesis' price discount of enveloped herb drug will
result in increases in both the revenue and market share of oriental medical institutions. Data was
collected from the statistical yearbook and sample survey.

The price elasticity of demand for enveloped herb drug was estimated at 58 during 1987-1995
period, which means that a 1% decrease in price will bring about a 58% increase in the utilization
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of oriental medical services. The empirical result shows that a drastic price discount for the
enveloped herb drug will eventually improve the financial status of the oriental medical institutions
and enlarge the market share of oriental medicine in the Korean health care sector.
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Table 1. Estimates of Demand Equation

variable coefficient estimate t-value
Ln(P) bl -5.83276 ~2.814*
Ln(Pm) b2 -1.42319 -0.371
Ln(Pg) b3 -0.31720 ~2.368
Ln(Y) b4 5.68046 3.430**

F-value = 95.0523, Prob>F 0.001,
R-square = 0.8991, D.W. = 2.205,
Max Condition Number = 102.6387,
Prob>Chisq 0.001, N = 36

Note: * 5% significance level,

cance level.

Sources : Federation . of Health Insurance,
Statistical -Yearbook, - 1987-1995. The
Bank of Korea, Statistical Yearbook,
1987-1995.
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Table 2. Effects of Price Decrease on Revenue

Price Increase in Utilization
Price Decrease in {Revenue Ratio)
Elasticity | Percent perfect elastic | 50% increase
(p) supply in_supply
2096 80% (1.44) 50% (1.20)
-4 30% 120% (1.54) 50% (1.05)
€ 40% - 160% (156) 50% (0.90)
50% 200% (1.50) 50% (0.75)
20% 100% (1.60) 50% (1.20)
-5 30% 150% (1.75) 50% (1.05)
€ 40% 2009 (1.80)  50% (0.90)
50% 250% (1.75) 50% (0.75)
20% 120% (1.76) 50% (1.20)
-6 30% 180% (1.96) 50% (1.05)
€ 40% 240% (2.04)  50% (0.90)
50% 30026 (2.00) 50% (0.75)
Note! Revenue Ratio( 7 )=Revenue after . price

decrease/Revenue before price decrease
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Table 3. Maximum Discountable Rate of Price

(unit: %)
Price P.nce Increase in  Increase in
. Discount e .
Elasticity Utilization Revenue
Rate

e=6 333 200 100

e=5 30.0 150 75

e=4 25.0 100 50
Note : The above figures are estimates, assuming

that profit rate is 0.5.
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Table 4. Determinants of Profit and Provider's

Power
Determinants of . Provider’s
. Variable

Profit Power
price elasticity (e) market variable no
price discount rate (p) provider’'s variable high
utilization rate (q) market variable low
cost rate (r) provider's variable - high
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