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Asia-Pacific Review Volume 20, 2013 146 - 156
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Private Health Insurance over the Life Cycle - Implications for the
Health Care System in an Aging Society

1. Aim of the Project

This project aims to study Private Health Insurance (PHI) markets in systems with Universal Health
Insurance (UHI), focusing on individuals’ demand for PHI over the life-cycle and the welfare implications
for government policies. The project includes 3 parts: (1) an empirical study on life-cycle PHI demand in
the presence of UHI using household survey data; (2) development of a theoretical model (a dynamic
stochastic general equilibrium life-cycle model with heterogeneous agents) to explain the insurance
demand over the life-cycle; (3) policy experiments to investigate implications of several government
policies and regulations of PHI markets and social insurance, e.g. subsidies for PHI (including employer
provided PHI), regulation related to discrimination based on health status and interaction between PHI and
UHI. In an aging society (like Japan and European countries), benefits provided by a government
sponsored UHI are likely to be reduced over time because of higher demand of medical care and fewer tax
payers. Supplemental insurance in private markets will play a more crucial role in insuring residual health
risk. In particular, the out-of-pocket medical expenditures still can be a big burden for elderly people even
now when the UHI covers 70% of the medical cost because the elderly’s (65+) medical expenditures are
4-6 times higher than the young’s and the top 10% can be higher than 6 million yen in a year. It will be a
more serious issue in a more aged society happening soon. Therefore, the development of well-functioning
PHI markets is important that may largely help individuals to insure themselves against health risk over the
life cycle (and rely less on public assistance, which will be problematic financially).

This project will help to understand what PHI policy and how it can effectively help to reduce individuals’
medical expenditure risk in an aging society.

2. Member of the Project
Leader Minchung Hsu Associate Professor GRIPS

Gary Hansen Professor UCLA
Elena Capatina, Research Fellow CEPAR, University of New South Wales, Australia

3. Summary of the research results

We have learned the literature and data related to long-term care in HRS and PSID. We focused on the

long-term care issue for elderly people and investigated why private long-term care insurance is not

popular although it is important in an aging society. Long-term care is likely to be needed when people

getting older and it expensive to have a quality care. Empirical studies have found the market of long-term

care is very small in the US. Brown and Finkelstein (2008 AER), the Interaction of Public and Private

Insurance:

Medicaid and the Long-Term Care Insurance Market, provides a simple theoretical analysis on the

crowding-out effect of Medicaid (a means-tested public health insurance program, which covers a basic

level of long-term care for eligible individuals) and has rich information of data and calibration. Some

points worth noting:

(1) Individuals have a lower expected cost on long-term care because of Medicaid, but insurance
company's expected cost of long-term care is higher. Individuals would feel the private insurance of
long-term care is overpriced.



(2) Rich people, who have less chance to qualify Medicaid, tend to buy more private insurance of
long-term care. Brown Finkelstein 2007 (JPubE ) provides some empirical evidence.
We have done a lot of data analysis by using US datasets, e.g. PSID and HRS, to see the relationships

between long-term care usage and individual status.

We also have built up a theoretical model for numerical exercises and policy experiments of lowering
down Medicaid benefits to see corresponding crowding out and welfare effects. The results are useful for

all aging economies.

4. Accomplishments

(1) Article (= peer-reviewed)

Author Title Publisher Vol/No Date.Of . page
Publications
1 Gary Hansen, Health Insurance Reform Journal of Economic Dynamics 45 2014 315 - 329
Minchung Hsu, - The Impact of a Medicare Buy-in and Control, Elsevier
Junsang Lee
2 Minchung Hsu, Financing National Health Insurance: Taiwan Economic Review forthcoming 2014
Pei-Ju Liao Challenge of Fast Population Aging
(2) Verbal Report
Name Title Name of the workshop Report Venue
Date
1 Minchung Hsu  Health Insurance Reform Econometric Society Asian Meeting ~ 2014/6/21  Academia Sinica, Taipei,
— The Impact of a Medicare Buy-in
2 Minchung Hsu  Health Insurance Reform Conference of Rapid Aging and 2014/5/5  Shanghai University of
— The Impact of a Medicare Buy-in  Chinese Pension Reform Finance and Economics
3 Minchung Hsu  Health Insurance Reform Applied Macro Seminar, 2014/4/25  Kyoto University

— The Impact of a Medicare Buy-in



Household decision-making in South Africa: a pilot project

1. Aim of the Project

The goal was to produce an initial plan and pilot experiment that can be used as a basis for a larger grant
applications.

The aim was to build an initial research collaboration with a respected research team in South Africa, by
running an experiment and survey with some South African households.

2. Member of the Project

Leader Alistair Munro Professor GRIPS
Frederik Booysen  Professor University of the Free State, South Africa
Bereket Kebede Dr. University of East Anglia, UK

3. Summary of the research results

First Alistair Munro and Professor Booysen worked on some ideas for joint experiments on family
decisions in South Africa. Professor Booysen visited GRIPS for one week in February 2015 to learn more
about experimental economics and experiment design. A pilot experiment was conducted in the Free State,
South Africa in February and March 2015. However, the major goal of the project was to initiate
collaboration between researchers in GRIPS and a major South African university. In this regard, the
project was also very successful. On the basis of the collaboration, Professor Booysen was able to obtain
funding from the European Union for an ongoing project and also to get a research grant from the South
African National Research Foundation for "The Lesika Family Field Laboratory" project. As part of this
project, Alistair Munro and Bereket Kebede will visit South Africa in September 2015 for a workshop. A
field experiment and survey is planned for 2015/2016. Subject to funding, a GRIPS PhD student may also
visit South Africa to participate in the research there.

4. Accomplishments

(1) Article
. . Date of
Author Title Publisher VoUNo 5 plications  P29¢
1 A Munro Hide and Seek: A Theory of Efficient National Graduate Institute for Policy Studies. 14-17 2014 1-39
Income Hiding within the Household Discussion Paper
(20 Verbal Report
Name Title Name of the workshop Report Date  Venue
1 Booysen, F. leR.,, “Show me the Money”: Incentivizing the Paper presented at the Economic Society 2015 Cape Town,
Campher, C., Social Discounting Task of South Africa annual conference 2015 SA
Moloi, T . &
Munro, A
2 Booysen, F. le R., Social Discounting and the Family: Paper presented at the Economic Society 2015 Cape Town,
Campher, C., Evidence from a Laboratory Experiment of South Africa annual conference 2015 SA
Moloi, T . &

Munro, A
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Bringing the Central Bank into the Study of Currency
Internationalization

1. Aim of the Project

The outbreak of the global financial crisis of 2008-2009 reignited vibrant debate over the future of the
global monetary system. One particularly important issue is the question of whether the Chinese renminbi
will evolve into a consequential international currency, competing with or even replacing the US dollar as
the dominant international currency. The answer to that question ultimately relies on understanding which
factors affect currency internationalization. Economists have long addressed this issue by presenting a list
of determinants of currency internationalization. Meanwhile, political economy research on the subject has
been growing since the crisis, although it is still at an early stage.

However, the literature—including both economics and political economy—on currency internationalization
neglects the role of the central bank in the process of currency internationalization. This is a crucial
problem, given that the central bank is one of the core stakeholders in currency internationalization in its
role as the issuer of currency. Moreover, the role of the central bank regarding currency internationalization
is rather unclear inasmuch as theory and actual practice are at odds. From a theoretical viewpoint, one of
the major costs of currency internationalization for the issuing state is constraints on domestic monetary
policy, which implies that the central bank is likely to be opposed to or reluctant about the
internationalization of its currency. In contrast to such a theoretical expectation, however, history reveals
quite the opposite: the People’s Bank of China (China’s central bank) has been one of the most enthusiastic
advocates for renminbi internationalization. In addition, the Federal Reserve (the US central bank) played
crucial roles in dollar internationalization during the early 20th century when the dollar began to emerge as
an international currency, and today the Fed remains very positive about the role of the dollar as the
dominant international currency.

In this context, this research aims to provide an innovative political economy analysis of the preference for
or against implementing currency internationalization and the subsequent role of the central bank therein,
thus bringing the central bank into the study of currency internationalization.

2. Member of the Project
Leader Hyoung-kyu CHEY  Associate Professor ~ GRIPS
Yu Wai Vic LI Assistant Professor ~ The Hong Kong Institute of Education

3. Summary of the research results

We have conducted an analysis of the current level of the internationalization of the RMB as one of
the first steps of this research project. Although the internationalization of the RMB has made a
substantial progress in recent years, the use of the RMB in ordinary foreign economies is still very
marginal. These findings were presented as a conference paper (“The Renminbi in Ordinary
Economies: A Demand-Side Study of Currency Globalization™) at the 2015 International Studies
Association Annual Convention, New Orleans, February 18 to 21, 2015. A different version of the
paper (“The Renminbi in China’s Next-Door Neighbor") has been also accepted by the journal The
Review of Northeast Asian Studies to be published in May 2015.



We have extensively reviewed the economics, as well as political economy, literature on the impact of
currency internationalization on domestic monetary policy effectiveness. The conventional argument
is that the internationalization of a country's currency tends to reduce its monetary policy autonomy.
Our comprehensive literature survey has found, however, that the impact of the internationalization of
a country's currency on its monetary policy is not necessarily negative. The internationalization of a
currency may even strengthen the issuing country's monetary policy autonomy.

We have conducted an extensive survey on the literature on internationalization of the RMB, and
identified the major existing explanations for why China has actively promoted RMB
internationalization. The major explanations include: to reduce China's reliance on the US dollar, to
strengthen its international influence and status, to accelerate its domestic financial reform, and so on.

We have built the main hypotheses of this research: (1) the internationalization of a currency is likely
to strengthen the central bank's policy autonomy from both markets and the government; and (2) a
central bank with low policy autonomy is likely to pursue internationalization of its currency as a
means to strengthen its policy autonomy.

We have analyzed the independence of the People’s Bank of China (PBOC). The PBOCs
independence is still limited. However, it does have its own policy preferences, although it has to
struggle with other policy makers in order to reflect its preferences in actual policy outcomes. In fact,
the independence of the PBOC has increased substantially over the recent years.

We have undertaken investigation of the roles of the PBOC in internationalization of the RMB. The
PBOC has been enthusiastically pushing ahead with RMB internationalization, acting as its key
supporter.

We have begun examination of the preferences of other central banks, including the Bank of Japan
(BOJ) and the US Federal Reserve, regarding the internationalization of their currencies. The BOJ had
been reluctant in promoting the internationalization of the yen in the past, but has recently changed its
position to support it. The Fed has not been against the status of the US dollar as the key international
currency.

4. Accomplishments

Article

; . Date of
Author Title Publisher Publications
Hyoung-kyu Chey  The Renminbi in Ordinary Economies: The 2015 International Studies Association Annual 2015

A Demand-Side Study of Currency Globalization Convention, New Orleans, February 18 to 21
[ peer-reviewed academic conference paper ]
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2015 Hasegawa and Kiyota (2015)

Bradley, Dauchy and Hasegawa (2014)
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RIETI Discussion Paper 2015
2009-2011 Series 15-J-008
Makoto Hasegawa, The Effect of Moving to a Territorial Tax Systemon Profit epatriations: Working Paper 2015
Kozo Kiyota Evidence from Japan
Sebastien Bradley, Investor Valuations of Japan's Adoption of a Territorial Tax Regime: NES Working Paper 2014
Estelle Dauchy, Quantifying the Direct and Competitive Effects of International Tax Series No. 201
Makoto Hasegawa Reform

The Effect of Moving to a Territorial Tax System International Institute of Public ~ 2014/8/21  Universita della
on Profit Repatriations: Evidence from Japan Finance 70th Annual Congress Svizzera italiana (USI),
Lugano, Switzerland

The Effect of Moving to a Territorial Tax System 2014/10/4
on Profit Repatriations: Evidence from Japan

The Effect of Moving to a Territorial Tax System PEPPM Special Seminar 2014/12/2
on Profit Repatriations: Evidence from Japan

The Effect of Moving to a Territorial Tax System 53 CAPS 2015/2/19
on Profit Repatriations: Evidence from Japan
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2 Kaoru “The Sustainability Path in Asia: International Conference on Science and Technology 2014/7/18  Science Council of
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Sugihara  Development and Sustainability” Development: Challenges for Global Leaders’
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Future Earth Future Earth
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