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First, we used linear regression models to examine factors explaining the LTC utilization
rate and LTC expenditures in each country.

More specifically, we estimated the following model for each country:
Yit = a + y;Predisposing;; + y,Enabling;; + ysNeed;;: + y,Supply;; + 8¢ + €1, (1)

where Y;; isthe outcome variable for region i and year t, and &, represents a set of year
fixed effects. In the model, Demand (Predisposing, Enabling, and Need factors) and
Supply are vector variables, as described in the previous section. We weighted the sample
by the proportion of the population in each region made up of older adults and estimated
the model using weighted least squares. To account for multiple observations per
region/prefecture over the years, sandwich estimation of standard errors clustered by
region/prefecture was used.

Next, we decomposed the outcome gap between Korea and Japan using the
decomposition technique proposed by Oaxaca®* and Blinder®® to determine whether a
between-country gap is caused by differences in the means of the covariates (E (X ,P) -
E(Xkxgr)) or by differences in the coefficients. The between-country gap can be

decomposed in the following way:
E(Y]P) — E(Yggr) = BA*,[E(X]P) - E(XKR)] + (ﬁ]P - B*)'E(X]P) + (8" -
Bkr)'E(Xkr), (2)

where the first term represents the portion of the difference explained by the means of the
covariates, reflecting the effect of between-country differences in the distributions of the
observed explanatory variables. The second and third terms together represent the portion
of the difference that is caused by the coefficients and indicate the difference not
explained by the observed variables, which presumably reflects the difference attributable
to unmeasured institutional differences between the two countries’ systems.

The portion of the difference caused by differences in the means of the covariates for each
variable was calculated as B*'[E(X;p) — E(Xxz)] . The coefficient f* has been
estimated in several ways in the literature. Following Neumark,*® we used the coefficients

for £* obtained by regressing Y on the covariates in the pooled sample, including a
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country indicator as a control variable. The portion of the difference caused by coefficient

differences for each variable was calculated as

(B]P - B*)'E(XJP) + (B — Pxr)'E(Xkg)-
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