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<Abstract>

Objectives : The aim of this study was to investigate the effect of various Republic of Korea
policies, including the medicine cost rationalization policy implemented By investigating the
management strategy/performance changes of the industry caused by such policies. Methods :
Pharmaceutical companies listed on the national stock exchange and the KOSDAQ were examined for
10 years from 2004 to 2013. Their financial statements were collected and market changes before and
after drug price policy implementations were compared. Results : From the result of this research,
among the medicine related policies, the drug price rationalization policy was found to have a
significant effect on business management strategies in terms of safety, profitability and growth
potential after its implementation. After the drug pricing transparency policy was implemented,
management strategies were affected significantly in terms of safety and profitability. Conclusions : As
a result, all of the medicine related policies were found to have regulatory effects. Based on these

findings, implications, research limitations and future study plans are presented.
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<Figure 1> Research Model
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<Table 1> The mean and standard deviation of the main items
(unit: 1000won)
Min. Max. Mean S.D
Total assets 2,378,230 1,425,754,278 205,041,349 227,687,652
Floating debt 297,370 388,983,931 50,937,187 59,487,164
Non-current liabilities 42,852 290,507,932 23,227,993 38,019,047
Total liabilities 1,792,504 679,491,864 75,552,506 90,499,254
Sales 870,573 931,612,328 152,483,381 168,367,640
Cost of sales 879,354 648,169,526 78,655,613 96,075,942
Gross profits 248,675 504,228,071 73,221,424 80,551,145
Entertainment expenses 9,647 8,796,087 1,186,301 1,462,428
Advertising expenses 114 47,817,666 5,651,948 8,120,314
Education expenses 516 26,862,659 988,611 2,741,727
R&D expenses 0 82,661,032 7,258,390 13,770,148
Sales promotion expenses 0 1,084,022,899 8,272,390 53,327,996
Operating profits —23,690,051 155,989,388 14,360,495 20,322,176
Income before income taxes -61,841,060 150,071,246 14,107,198 23,721,779
Net Income -65,658,822 401,497,109 10,825,288 25,578,545
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<Table 2> Year-specific variables change in management strategy (unit: 1000won)

‘ - . Sales
. Entertainment  Advertising  Education R&D ; Growth
Year Policy promotion Total e
expenses expenses expenses expenses eXpEnSes (%)
2004 Before 1,088,080 4,816,232 606,877 3,594,915 4,266,233 2,874,467
2005 1,224,999 5,156,942 741,322 4,702,265 5,523,712 3,469,848 20.71
2006 1,229,999 4,840,727 970,373 4,962,311 6,421,681 3,685,018 6.20
2007 1,319,233 5,348,933 1,047,842 5,077,248 6,286,814 3,816,014 3.55
2008 Drug price 1,408,893 5,407,971 1,164,695 5,924,391 7,987,961 4,378,782 14.75
2009  Rationalization 1,336,037 5,868,449 1,110,343 6,990,114 31,295,739 9,320,136 112.85
2010 1,166,757 5,968,250 1,143,880 8,557,309 6,196,503 4,606,540 -50.57
2011 Drug pricing 1,004,191 7,113,361 1,098,785 10,753,395 4,719,301 4,937,807 7.19
2012  Transparency 984,396 6,126,577 973,156 10,223,896 3,601,342 4,381,873 -11.26
Pharmaceutical
2013 Industry 1,023,495 5,655,503 962,723 10,513,800 3,544,967 4,340,098 -0.95
Advancement
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<Table 3><Table 4><Table 5>¢ ZAIE nlgo W AAE AEe Ao, AR A &
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<Table 3> The Effect of the Drug price Rationalization Policy
Concept SE Beta t P Tolerance
(Constants) 6.712 1.417 .000
Entertainment expenses 1.073 129 1.645 102 .899
Stability Advertising expenses .490 =323 -4.102 Kk K .899
Education expenses 1.905 -.050 -.657 512 .950
R&D expenses .461 .080 1.019 310 .899
Sales promotion expenses .020 -.074 -.985 .326 .998
(Constants) 12.770 .665 507
Entertainment expenses 2.041 -.034 =414 .680 .900
Growth Advertising expenses .934 -.062 —-.748 .455 .903
Education expenses 3.640 -135 -1.658 .099 944
R&D expenses .898 .220 2.637 *k .900
Sales promotion expenses .039 .018 232 817 .998
(Constants) 1.271 8.724 .000
Entertainment expenses .203 -175  -2.095 *k .899
_— Advertising expenses .093 011 126 .900 .899
Profitability Education expenses 361 036 446 656 950
R&D expenses .087 -130 -1.559 A21 .899
Sales promotion expenses .004 115 1.454 148 .998
**x*p<0.01,**p<0.05
<Table 4> The Effect of the Drug pricing Transparency Policy
Concept SE Beta t P Tolerance
(Constants) 66.907 -3.509 .001
Entertainment expenses 11.385 .265 2.023 *k 792
Stability Advertising expenses 3.366 319 2.501 *x .836
Education expenses 21.007 254 1.955 .056 .804
R&D expenses 2.695 .293 2.160 *x 737
Sales promotion expenses 4126 321 2.477 *x .806
(Constants) 25.634 -.482 632
Entertainment expenses 4.362 130 .894 375 792
Growth Advertising expenses 1.290 224 1.582 119 .836
Education expenses 8.048 -.029 -.202 .841 .804
R&D expenses 1.033 197 1.308 196 737
Sales promotion expenses 1.581 .090 627 533 .806
(Constants) 4.571 3.695 .001
Entertainment expenses 778 =150 -1.122 .267 7192
N Advertising expenses .230 -.307 -2.355 *x .836
Profitabilty Education expenses 1.435 100 51456 804
R&D expenses 184 -.167 -1.203 234 737
Sales promotion expenses 282 -.333 -2.511 *x .806

**+*p<0.01,**p<0.05
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<Table 5> The Effect of the Pharmaceutical Industry Advancement Policy

Concept SE Beta t P Tolerance
(Constants) 78.717 -1.784 .086
Entertainment expenses 15.711 215 .903 375 579
Stability Advertising expenses 5.532 .309 1.431 165 706
Education expenses 38.531 372 1.384 179 456
R&D expenses 2.639 -.073 —.268 791 447
Sales promotion expenses 5.040 .200 921 .366 .698
(Constants) 20.883 -.676 505
Entertainment expenses 4.168 115 472 641 579
Growth Advertising expenses 1.468 351 1.581 27 706
Education expenses 10.222 244 .885 .385 .456
R&D expenses .700 -.339 -1.217 235 447
Sales promotion expenses 1.337 103 .462 .648 .698
(Constants) 5.518 4.005 .000
Entertainment expenses 1.101 -276  -1.565 130 579
S Advertising expenses .388 =179  -1.122 273 706
Profitability & cation expenses 2.701 169 848 405 456
R&D expenses 185 -.603 -3.002 *k 447
Sales promotion expenses 353 -.500 =3.110 *k .698

**+*p<0.01,**p<0.05
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<Table 7> Profitability of the Drug price Rationalization Policy using moderating effects analysis

Step 1 Step 2 Step 3
B P B p B P

(Constants) .000 .000 .000
Management Strategies .029 595 .023 .666 -.030 531
Drug Price Rationalization .094 .079 -.402 .000
Interactions 691 .000
Re .001 .010 .235
Modified R2 -.002 .004 .229
Re variation .001 .009 .226
F variation .595 .079 .000

<Table 8> Growth of the Drug price Rationalization Policy using moderating effects analysis

Step 1 Step 2 Step 3
B P B P B P

(Constants) .079 .040 .037
Management Strategies .001 .989 .004 1939 .000 .993
Drug Price Rationalization —-.059 271 -.076 158
Interactions 149 .005
Re .000 .004 .026
Modified Re -.003 -.002 .017
Re variation .000 .004 .022
F variation .989 271 .005
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<Table 9> Stability of the Drug pricing Transparency Policy using moderating effects analysis

Step 1 Step 2 Step 3
B P B P B P
(Constants) .000 .000 .000
Management Strategies .000 993 -.003 954 -.017 626
Drug Price Transparency =131 .015 -.250 .000
Interactions 769 .000
Re .000 017 595
Modified R2 -.003 .011 591
Re variation .000 .017 578
F variation .993 .015 .000

<Table 10> Profitability of the Drug pricing Transparency Policy using moderating effects analysis

Step 1 Step 2 Step 3
B P B p B P

(Constants) .000 .000 .000
Management Strategies .029 595 .025 632 .032 484
Drug Price Transparency -.157 .003 -.367 .000
Interactions .558 .000
Re .001 .025 292
Modified Re -.002 .020 .286
Re variation .001 .025 .267
F variation 595 .003 .000

<Table 11> Profitability of the Pharmaceutical industry advancement Policy using moderating effects analysis

Step 1 Step 2 Step 3
B P B P B P
(Constants) .000 .000 .000
Management Strategies .029 595 027 .606 .043 .362
Pharmaceutical Inldustry ~150 005 — 266 000
Advancement Policy

Interactions .488 .000
Re .001 .023 .248
Modified Re -.002 .018 242
Re variation .001 .023 .225
F variation 595 .005 .000

- 166 —

M oo ¥o o
2 of rir mu



Study on Medicine Related Policies for Management Strategies and Performances of the Pharmaceutical Industry

v. 2% AHAQ ZAo] 7hsd AFAHL WMFE o] &3}
Aot TAHCRE AFAREY] How, FaA
£ AFs A4udel Ao ooy g U mAEEN, DTN, NSNS
& WA AT AAz ey Aguge o) A TS sl A8t 94
AN A3 B, SKE AY % b 5 Ton ATARR FARE, e bl 99
w3l ol ol AWA, oHIAEAT 2 A o9, WEd FHEE }%OP%E} oeFFHd
obabe] M3 ol Zo HASo] A okaof AL 20049 o] % AYHAH 3742 FQ A<
AL 9P B ATeH, oopE B g BHEReHNIHAS ¢, ey A 2 o
2 o8 YA Walel AQM T W2 o THIE T3 ek, HEAE B Aok
ohim ol Fafol okE B AAol Ay A WIE UYL AfL. cF o)t
o] u)2 ke Stol Byl FATH 7k ookE #Hd Ao NYH T AYHFAST}
AZ7A 712¢] AR AGA o] 1= BT WA GFS dotEy] 93ty
9ol BF RS BYE WAAN agse) g A HAA EHL g
hoBe ATAM A9AFe nE pye gop  UUATS AT mEeRlst 46l doid
ARALAE N2 e AAAY A, dAAe] ¥ A5 7199 e 719 qtRel wet o)zt
239 wAY, A EZAAA ke AR %) AT6]L G B dAfdMe 719y TR
T AHze] @AY = gA s Qs 9) OE Apols FobE 4 (k. 2y oJofkEHY
o olgs gl kA AALole A AAT YR Aol AgE T AAo] HhgdthE oA e ¢
9A7] o8 BAA Aoz A7) o9 A 3 A BHATH20]. Ml ES FHAIZE 7149w =l
Wl A gy A2 A A e A o]_ &g Fre d7T A A TH6]. BE_"?_ ]QF
ATH19]. AGAHF o]duTt Y& onz 2 190l I7he] AAEEY A WIo=
H AEAoE AYsEe A}t e F4 AL P A AgArLy %lxlé}% A
oA HES AAH AL oJuBTH14] AY FHARL7]08][20)
e AGAT ATA ANl Fawiw o7lel B dFe gFHd o dig 714
o] A4HT Qo BAAoZ A Ao o AT T AYAF Wy ojyd W}
19170 AEAE dotE of7]A 12 HaFEo] A

+
=2
rr
v
N
rjg
a2
p
oX
i
o
)
o
N
=2
Mo
o
=
o & mL £

— A= 1x = = £ 14 = 2_,
A A O SO TSP - v At |

Holoh ZAWHel HaAAE AT ol
7 gt QAR 714 AGHTE 27
HARH A3 WARH A FRY 5 V. 2E
GO\, AR, AY, B0EY 5L AA
Q3o EAe Ao, THY 5 A, oJobF B Aol AW F AYAFAF}
B0z 2789 5 HARY Ane E BYATAS MAE e Yous] s
AmSo|rhs) EF A% YU S4B TEHARAL oo dougr)
HANE ARALE 5& 840 A4 9 AR, SFAN A P AR olF A

[21]. & 934, S, 4RUAN fAT 938
2 ATAE AER AREE AGABISE AL A0 vedt 2oy o AZoE

- 167 —



The Korean Journal of Health Service Management Vol.9 No.4 (December 2015)

uidt FFo] UG Hie dF ®gol glo]
Yol AL s AedHEr F Ahvl
o A Loy s FAHAA dFe s
lon, FuAddnzE =3 9] el
FAAA dFE depilen, d7spdRte] 4
B sAAd 9= UrE}LHE Ass HoF

AT7hEE A
Fo] T8¢ 2o 5E T ?'Q T At
ez

N2 XNoof
o [ =)
o it
i o ﬁ oX, rlo
8 2 re
of rr £ o
S v oF ox
ol BT =

o il 2
o o 2 =
Lo L o= 12
o M T oo o
LI g >
= ™ -
O o ox Jo
(o3
-, = =
N oox N o T
of2

e ot 2

=
o
2 r
it

N o2
> M
of o Hm &

ool 2
ol o rlr
ox

o £
b
fo
peed)
o
N
o, AL
©

o
2 5o
N rr -
19
r‘.?L —V‘—l‘ OHTT o~
2 MU o
o R
> 2

o =

o

Lo

>

o

o

o

=

rr

re

rr

=2

e O R o

o L 1 gu [o

JJr% EM‘:}.

398l e YA okE

AAo] zAZLE FJPEANE LolB A
AER T HAE o] FALHLR

S ARAA ekE AW AHL: A4

7 %

N lo
m 12
RN
ot
g
ol
B
o,
onl
rlr of
20
)
i
ox
of
ox,
KT
=2
%9,
2
=

re

re
ot

lo
o g

o yo 2 2 s
ot
-
r-h:
:Jd
N
i)
fole
-L
5
}.
O
>
>
ot
2

°
ol

o AFAE HolE g o] &ty
:r%}?&‘:}. 283 ]WE 4L @xgg}yl g,]»;;}

")
>~

o2 M
o
o
o
2

REFERENCES

1. YJ. Kwon(2009), A study on pharmaceutical
item distribution and its improvement in Korean
market. Master’s thesis of Korea University,
pp-13-26.

2. SM.  Kwon(1999),
drug-related policy and institutional changes, J.
of Hospital management, Vol.1999(1);40-60.

3. KJ. Cho(2011), Policy challenges and the impact
of price cuts in the domestic pharmaceutical
industry, KDB Monthly Bulletin, Vol.717,52-67.

4. GY. Oh(2010), Pharmaceuticals welfare changes
over the FTA negotiations IPR, Jipmoon,
pp-57-58.

5. KM. Lee(2007), A study on interrelationship

among company competence, business strategy,

Strategy ~ hospital ~ for

and performance : the case of Korean
pharmaceutical companies, Doctoral dissertations
of Soongsil University, pp.49-51, 96-99.

6. JH. Heo(2011), Reimbursement price Regulation

and firm behavior in  the pharmaceutical

- 168 —



Study on Medicine Related Policies for Management Strategies and Performances of the Pharmaceutical Industry

Market, J. of Korean Association of Health
Economics and Policy, Vol.17(3);101-126.

7. Department of Health and Human Services
Press,  Health
rationalization measures implemented, 2006. 12.
27.

8. Department of Health and Human Services

Insurance  drug  price

Press, The actual transaction type drug market
enforcement, 2010. 09. 30.

9. Department of Health and Human Services
Press, Rebate SsangbeolJae enforcement, 2010. 11.
26.

10. Department of Health and Human Services
Press, The new administration announced price
cuts notice, 2011. 10. 31.

11. Department of Health and Human Services
Press, 2012, Industry
Competitiveness Plan, 2012. 01. 06.

12. SH. Lee(2014), A study on feasibility of
pharmaceutical rebate dual punishment : forcus
on the allegations for constitutionality, Master’s

Pharmaceutical

thesis of Yonsei University, pp.6-22.

13. HW. Yang(2012), A Critical Review on the
rebate ssangbeol, Doctoral dissertations of Korea
University, pp.61-74, 5-18.

14. DY. Cho(2012), The Study on the Effect of
Factors on Management Performance in General
Hospital, J. of Health Service Management,
Vol.6(4);111-120.

15. IS, Kang(2002), A study on the structural

relationship analysis of management
environment, strategy, firm structure and
performance in  hotel industry, Doctoral

dissertations of Kyonggi University, pp.61-74.

16. DW. Lee(2012), A Study on the Effect of
Company Growth before and after the Rebate
Regulations in the Pharmaceutical Industry,
Doctoral dissertations of Kyongil University,

pp4-32.

17. HY. Ju(2015), Study on impact of ‘Drug Price
Reform and Plan for
Pharmaceutical industry” Policy : A Case Study
of Major Pharmaceutical Companies, Master’s
thesis of Seoul University, pp.11-14, 62-64.

18. HW. Choi(2012), Study on Measures to

Industry,
Master’s thesis of Wonkwang University, pp.4-7,
25-35.

19. ME. Porter(1980),
Techniques  for

Advancement  of

Fostering of the Pharmaceutical

Competitive ~ Strategy:

Analyzing  Industries and
Competitors, New York: Free Press, pp.126-151.
20. SW. Pyeon(2012), The effects of pharmaceutical
policies and  influential factors for
pharmaceutical industry, Doctoral dissertations
of Kyonghi University, pp.15-60.

21. YH. Kim(1999), Analysis of Factors Affecting
Profitability of General Hospital in Kyung - in
Region, J. of Korean Society of Hospital

Management, Vol.4(1);41-65.

- 169 —



