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The recently enacted Japanese long-term care (LTC) system was implemented to reduce the
so-called ‘‘social hospitalization’’ or warehousing of the elderly in expensive medical
facilities. This paper seeks to evaluate recent patterns in Japanese LTC use and examine the
factors associated with LTC utilization patterns. We show that the use of LTC in Japan –
particularly home care – is growing rapidly, as the elderly consumers find subsidized LTC
care preferable to and more available than hospitalization. At the same time, regional
disparities in terms of entitlement and care use persist and are likely to grow.
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Introduction

Japan is one of the fastest ageing nations on earth: about one-fifth of the population is
currently aged 65þ , roughly twice the U.S. ratio, and this will more than double by
2050. Not surprisingly, the Japanese healthcare system has come under increasing
stress as a result of rising numbers of long-lived older persons demanding higher
medical care and increases in the rate of long-term care (LTC) usage. Healthcare costs
of persons 65þ averaged five times those of younger persons in Japan in 2000, and the
fraction of the elderly needing nursing home care is projected to rise dramatically over
the next two decades.1 Some 90 per cent of the growth in healthcare costs in recent
years has been attributed to population ageing.2 As a result, Japanese policymakers
are deeply concerned about forecasts of high levels of hospitalization and expensive
medical care for older persons in the years to come. At the same time, regional
discrepancy has expanded, which has put pressure on the current LTC insurance
scheme whose framework is centralized.3

1 Ikegami and Yamada (1996).
2 Yashiro et al. (2006).
3 Mitchell et al. (2006).
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In response to these forecasts, the national health authority has over the last several
years instituted a number of changes in the Japanese LTC delivery model. This paper
first briefly describes the Japanese LTC system, drawing on existing studies and
providing updates on recent policy developments. Next we use prefectural-level data to
study the empirical factors associated with entitlement and utilization to disentangle
some of the recent utilization trends. An interesting feature of the Japanese approach
to LTC is that, while the framework and price and benefit parameters are centralized,
it relies heavily on local or decentralized decision-making regarding service use. We
present our estimates and offer an interpretation of findings. Last we discuss possible
policy implications.

A brief overview of Japan’s old-age care system
4

The Japanese healthcare system relies on mandated universal medical coverage tied to
participants’ jobs or regions of residence. For employees, municipalities and firms
must offer mandatory healthcare coverage financed by premiums levied on household
heads (in the case of the community-based plans), or shared half by employers and half
by employees (for company-based plans). The self-employed pay half the premium and
the remaining half is compensated by tax revenue. The special position of retired
persons5 is summarized by Mitchell et al.6 and others.7 In the main, medical services
for the older population are provided via a national mandatory plan known as the
National Health Insurance programme that provides hospitalization and medical
services to the elderly.8

The Japanese healthcare system has experienced several reforms over the years, and
a timeline of key policy changes appears in Table 1. Many authorities have praised
Japan’s relatively low healthcare expenditures, compared to international developed
nation standards, said to result from strict government control over medical services
and pharmaceuticals, fixed reimbursement for hospital services, and a low ‘‘intensity’’
level of care per patient.9 At the same time, under the free hospitalization programme
beginning in 1973, the number of ‘‘social hospitalized’’ elderly who did not need
intensive medical care expanded rapidly. The government’s ‘‘Gold Plan,’’ initiated in
1990 and revised in 1994, responded to this by seeking to increase the number of
nursing home beds, adult daycare and home health aid providers.10

In addition, Japanese over the age of 40 are included in a national LTC insurance
(LTCI) programme recently mandated by the national government. Before the
introduction of the public system, LTC services were provided through the ‘‘distribution

4 This section draws on and extends Mitchell et al. (2006).
5 As noted in ibid., Japanese firms are being required to gradually move up the mandatory retirement age

to 65 by FY2014.
6 Ibid.
7 cf. Ikegami and Campbell (1999).
8 Those services for people aged 75þ are provided through an independent insurance scheme from April

2008.
9 Yashiro et al. (2006).

10 Mitchell et al. (2006).
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system,’’ and the users were limited to low-income households.11 In this new
scheme, the central authorities set the prices of nursing home beds, adult day-care or
short-stay centres and home-care services providers. They also play important roles in
setting eligibility standards and determining who is entitled for care. Specifically,
older persons needing benefits under the current Japanese LTC programme can avail
themselves of either in-home services (at-home care) or services at institutions

Table 1 Historical developments in Japan’s healthcare system

Year Policy or programme development

1961 Universal coverage of medical services established

1973 Free medical care services provided to those aged 70 and over

1981 Contribution to the cost sharing of medical expenses increased;

Policy of fee exemption for high-cost medical services introduced

1983 Free medical services for those aged 70 and over abolished, and elderly patients required to

make monthly contributions of 400 yen (equivalent to US$2 based on the 1983 exchange

rate) per month for outpatient care and 300 yen per day for inpatient care;

Law on Health Service System for the Elderly (those aged 70 and over) established

1984 10 per cent co-insurance for non-elderly introduced

1986 Elderly contributions increased:

For outpatients, from 400 to 800 yen per month

For inpatients, from 300 to 400 yen per day

1987 Law on the Health Services Facilities of the Elderly enforced

1990 10-year Gold Plan implemented

1993 Elderly contributions increased:

For outpatients, from 900 to 1,000 yen per month

For inpatients, from 600 to 700 yen per day

1995 Elderly outpatients’ contributions increased from 1,000 yen to 1,010 yen per month

1996 Elderly contributions increased:

For outpatients, from 1,010 to 1,020 yen per month

For inpatients, from 700 to 710 yen per day

1997 Co-insurance for non-elderly raised from 10 to 20 per cent

Elderly contributions increased:

For outpatients, from 1,020 yen per month to 500 yen per visit

For inpatients, from 710 to 1,000 yen per day

1998 Elderly inpatients’ contributions increased to 1,100 yen per day

1999 Elderly contributions increased:

For outpatients, from 500 to 530 yen per visit

For inpatients, from 1,100 to 1,200 yen per day

2000 Long-term Care Insurance made effective;

Contributions for the elderly abolished and payment limits set (3,000 yen per month for

outpatients, 37,200 yen per month for inpatients)

2002 10 per cent coinsurance required of elderly patients; 20 per cent coinsurance required of

those with higher income

2003 Co-insurance for non-elderly increased from 20 to 30 per cent

Diagnosis Procedure Combination introduced at 82 specially designated hospitals

2006 Co-insurance for elderly increased from 10 to 20 per cent

Source: Derived from Ogawa et al. (2007).

11 Campbell and Ikegami (1998); Yashiro et al. (1996).
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(institutional care).12 Eligibility for care is set based on a local-level committee’s lengthy
assessment of all applicants’ medical and physical status.13 This committee categorizes
applicants into one of seven (as of FY 2006) levels of LTC needs, and then benefits are
attached to that grouping.14 Applicants are assigned a case manager who provides a care
plan; the applicant’s status is then re-evaluated every 6 months. Medical care is not
included in the LTC menu; rather it is delivered separately by the applicant’s doctor.

Financing of the Japanese LTC system is pay-as-you-go, relying on social insurance
premiums, general tax revenue and user fees. About half of the LTC system is financed
by earmarked premiums from workers aged 40þ and retirees; the remainder is split
between the central government and local government entities.15 Worker and retiree
premiums vary geographically, and the payments also depend on income (those with
low incomes pay relatively less). Users of the LTC system also bear out-of-pocket costs
via a 10 per cent co-insurance on each service used, up to a cap which can vary with
income; since October 2005 they also must pay a meal charge while living in an
institution, ‘‘hotel’’ costs which include living costs (water, electricity, and gas), and a
portion of food/cooking costs.16

An interesting feature of the Japanese approach to LTC is its relatively high degree
of reliance on local or decentralized decision-making regarding service use. Although
the central government sets prices and types for LTC services and determines the
number of units of care per pre-set level of ‘‘care need,’’ each municipality or alliance
of municipalities establishes insurance premiums, and ‘‘care managers’’ are assigned to
determine what types of care a certified person is eligible for. In addition, there is room
for each municipality to control how many people to serve with LTC via a unified
certification process; local governments also must approve providers of LTC insurance
(only non-profits can provide institutional care). The idea is that providers will
compete locally for patients along several dimensions including quality of care, but not
prices; this is more likely for non-hospital entities including home-care providers that

12 This discussion draws on Mitchell et al. (2006); JMHLW (2002, 2003); and Campbell and Ikegami

(2000). An at-home care user is defined as one who uses home-visit/day services (home-visit long-term

care, home-visit bathing, home-visit rehabilitation, day rehabilitation (day care), home-visit nursing care,

day services, welfare devices leasing), short-stay services/short-stay care, in-home medical care

management counselling, care for the elderly with dementia, elderly care provided in for-profit private

homes, allowances for purchase of welfare devices, or allowances for home renovation (handrails,

removal of level differences, etc.). An institutional care user is defined as one who inhabits a long-term

care welfare institution for the elderly (special nursing home), long-term care health institution for the

elderly, or a long-term care medical institution for the elderly. A person living in an institution other than

those three types and receiving long-term care services is counted as an at-home care user. This means

that the definition of institutional care is limited in Japan.
13 Ikegami (2003).
14 These groups range from the least demanding ‘‘Support Required’’ (the consumer can live independently

but requires assistance for Instrumental Activities of Daily Livings (IADLs) to five increasingly disabled

levels of ‘‘Care Required’’ for help in basic Activities of Daily Living (ADLs).
15 JMHLW (2002).
16 The co-payments are complicated and depend on one’s income and tax status. For instance an old-age

welfare pension recipient faces an out-of-pocket limit of f15,000/month; someone exempt from

municipal tax faces a limit of f24,600/month; and a regular taxpayer has a limit of f37,200/month.
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include for-profit and not-for-profit firms, as well as local government service
organizations.

There is substantial geographic diversity across Japan in terms of where older
persons are located. Figure 1 depicts the number of people aged 65þ as a percentage
of the population in 2001 and again in 2006, the most recent year for which data are
available. Remarkably, in just 5 years, the older population grew 10 per cent, with
some regions experiencing a rise in the fraction of people over 65 by up to 25 per cent.
The difference in the figure between the highest and the lowest prefectures exceeded 10
per cent. The figure is relatively low in the Kanto and Kinki areas including large cities
and in Okinawa, but it exceeds 20 per cent in most other prefectures.

Both the geographic differentials and the large changes over what is a rather short
period are again apparent in Figure 2, which depicts the entitlement rate for LTC by
geographic region. The entitlement rate may be defined as the number of people aged
65þ that have been deemed to be eligible for LTC, as a percentage of the population
of that age. In the earlier year, 2001, the average entitlement rate was 13 per cent, but
only 5 years later this had risen by more than one-third, to 17.4 per cent; further, the
figure indicates that some prefectures have more than 20 per cent of the older
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Figure 1. Population over 65 by region in Japan: 2001 (thin line) and 2006 (darker line with triangles)

(population 65þ /total population). Source: Authors’ calculations using data in 2001 and 2006 provided by

Statistics Bureau of Japan. The figure indicates the share of the population aged 65þ to total population by

geographic region (bottom axis). Regions indicated are as follows: the ‘‘Hokkaido & Tohoku’’ region

consists of seven prefectures (Hokkaido, Aomori, Iwate, Miyagi, Akita, Yamagata, and Fukushima); the

‘‘Kanto’’ region consists of nine prefectures (Ibaragi, Tochigi, Gumma, Saitama, Chiba, Tokyo, Kanagawa,

Yamanashi, and Nagano); the ‘‘Hokuriku’’ region includes four prefectures (Niigata, Toyama, Ishikawa,

and Fukui); the ‘‘Tokai’’ region includes four prefectures (Gifu, Shizuoka, Aichi, and Mie); the ‘‘Kinki’’

region consists of six prefectures (Shiga, Kyoto, Osaka, Hyogo, Nara, and Wakayama); the ‘‘Chugoku’’

region consists of five prefectures (Tottori, Shimane, Okayama, Hiroshima, and Yamaguchi); the ‘‘Shikoku’’

region includes four prefectures (Tokushima, Kagawa, Ehime, and Kochi); the ‘‘Kyushu & Okinawa’’ region

includes eight prefectures (Fukuoka, Saga, Nagasaki, Kumamoto, Oita, Miyazaki, Kagoshima, and

Okinawa). See Data Appendix for details.
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population entitled. At the same time, the gap between the highest and the lowest
prefectures increased from 7.2 per cent in 2001 to 8.5 per cent in 2006.

A breakdown of the overall data into utilization patterns of institutional vs. in-home
care is useful, as it soon becomes clear that the summary picture conceals substantial
changes in patterns of care over time. Figure 3 tracks regional patterns in the number
of persons aged 65þ using institutional care, that is, residents in the institutions, and
here we see that overall, the percentage change was small in the order of 5 per cent
over 5 years. We observe a large decline in the figure in Okinawa that has tight control
over institutional care capacity. By contrast, the home-healthcare utilization rate grew
by almost half (46 per cent). Such patterns no doubt played a key role in the reform
enacted in spring 2006 under which home-care benefits from the LTCI system were
reduced so as to slow the national rate of growth of costs.17 Although not indicated in
the figure, the mix of capacity is changing over time: in just 5 years, the number of
hospital beds per thousand persons aged 65þ fell by 17 per cent on average, whereas
the beds dedicated to LTC rose by almost 4 per cent.18 This marks a substantial
change in the way care institution capacity is being allocated to the elderly in Japan.
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Figure 2. LTC entitlement rates by region in Japan: 2001 (thin line) and 2006 (darker line with triangles)

(number entitled/population 65þ ). Source: Authors’ calculations using data in 2001 and 2006 provided by

All Japan National Health Insurance Organization and Statistics Bureau of Japan. The figure depicts the

ratio of people entitled to LTC services relative to the population aged 65þ by region. See Figure 1 and

Data Appendix for details.

17 Ogawa et al. (2007).
18 The number of LTC beds is defined as the sum of those of long-term care welfare institutions for the

elderly, long-term care health institutions for the elderly and long-term care medical institutions for the

elderly. The number of non-LTC beds is defined as total number of beds in medical institutions

subtracting beds for LTC.
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Figure 3. Utilization rates of institutional and home care by region in Japan: 2001 (thin line) and 2006

(darker line with triangles) (number using care/population 65þ ). (a) Institutional care utilization rates: 2001

and 2006. Source: Authors’ calculations using data in 2001 and 2006 provided by All Japan National Health

Insurance Organization and Statistics Bureau of Japan. The figure indicates the ratio of people using

institutional care divided by the population age 65þ by region. See Figure 1 and Data Appendix for details.

(b) Home care utilization rates: 2001 and 2006. Source: Authors’ calculations using data in 2001 and 2006

provided by All Japan National Health Insurance Organization and Statistics Bureau of Japan. The figure

indicates the ratio of people using at-home care services to the population age 65þ by region. See Figure 1

and Data Appendix for details.
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Empirical specification

In a prior study on the Japanese LTC system, we analysed 2 years of data (2001–2002) to
illuminate the association between the elderly entitlement rates and utilization rates of
LTC beds, on the one hand, and demographic as well as economic variables on the
other.19 The present study offers a more robust analysis as it extends the data set by 4
additional years of data at the prefectural (municipality) level. Thus, the sample is now
282 (47 prefectures for 6 years) instead of the 94 observations used in our earlier work.
Summary statistics on both the explanatory and dependent variables appear in Table 2.

Our approach relates several key factors to the observed LTC entitlement rates as
well as institutional-care and home-care utilization rates by the elderly. Table 3 offers
three multivariable regressions for each dependent variable. Specification 1 includes as
regressors the area’s population density, the per cent of the population over the age of
75, average household earnings, and healthcare sector pay. Population density proxies
for urbanity; in cities, older people are hypothesized to be less likely to have offspring
readily accessible to care for them. The fraction 75þ is included to test whether LTC
entitlement and utilization rates are responsive to demographic concentrations of older
persons. We include healthcare sector pay to indicate whether utilization is responsive to
salary levels of caregivers as input costs, and average household earnings controls on
ability to pay which varies both cross-sectionally and in the time series. The household

Table 2 Sample statistics for empirical analysis of LTC entitlement rates, institutional utilization rates and

home care utilization rates for the 65+ in Japan

Mean Median S.D. Min Max

Dependent variables

# Entitled/(population 65+� 1,000) (%) 15.80 15.94 2.52 9.47 21.92

# Home care users/(population 65+� 1,000) (%) 9.23 9.31 1.71 4.96 13.23

# Institutional care users/(population 65+� 1,000) (%) 3.26 3.36 0.59 2.04 4.89

Independent variable

Population density (1,000 persons/km2) 0.66 0.28 1.14 0.07 6.02

Population 75+/total population (%) 9.66 9.77 1.95 5.09 14.79

Health care sector pay (million yen/year) 4.36 4.40 0.38 3.38 5.22

Average household earnings (million yen/year) 4.42 4.39 0.56 3.28 6.19

# LTC beds/1,000 persons aged 65 and over 33.62 34.21 6.03 20.87 51.07

# Hospital (non-LTC) beds/1,000 persons aged 66 and over 53.87 52.87 8.31 37.04 81.79

Source: N observations=282. Data sources appear in the Data Appendix.

Note: The dependent variables refer to the share of those eligible for LTC (entitlement rate), the share

entitled to home care users (home care utilization rate), and the share of institutional care users (institutional

care utilization rate) of those aged 65+ in each prefecture. The independent variables include the population

per kilometer-squared (population density), the share of those age 75+ in the population (per cent 75+),

annual average pay levels including bonuses for staff and assistant nurses (in 2005 real levels) (health care

sector pay), annual household earnings in 2005 levels (Average HH earnings), the number of LTC beds

available, and the number of non-LTC hospital beds available.

19 Mitchell et al. (2006).
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Table 3 Multiple regression analysis of factors associated with LTC entitlement and utilization rates

Variables Entitlement rate Home care utilization rate Institutional care utilization rate

Specification 1 Specification 2 Specification 3 Specification 1 Specification 2 Specification 3 Specification 1 Specification 2 Specification 3

Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err. Coef. Std. Err.

FY2001–FY2002

Population density 0.0067 0.0015*** 0.0057 0.0013*** 0.0039 0.0010*** 0.0040 0.0010*** 0.0011 0.0004** 0.0005 0.0001***

Per cent 75+ 0.5282 0.1364*** 0.3020 0.1255** 0.3348 0.0855*** 0.2237 0.0965** 0.1407 0.0383*** 0.0530 0.0073***

Health care sector pay �0.0149 0.0063** �0.0094 0.0051* �0.0073 0.0039* �0.0064 0.0039 �0.0022 0.0018 0.0004 0.0003

Average HH earnings �0.0118 0.0060* 0.0011 0.0050 �0.0051 0.0037 �0.0018 0.0038 �0.0058 0.0017*** 0.0000 0.0003

LTC bed availability 0.0023 0.0004*** 0.0009 0.0003*** 0.0009 0.0000***

Hospital bed availability 0.0000 0.0002 �0.0002 0.0002 0.0000 0.0000*

Constant 0.2059 0.0347*** 0.0723 0.0362** 0.1004 0.0217*** 0.0735 0.0279*** 0.0544 0.0097*** �0.0071 0.0021***

R2 0.4236 0.6469 0.3452 0.3963 0.5694 0.9886

FY2001–FY2006

Population density 0.0076 0.0010*** 0.0084 0.0009*** 0.0045 0.0007*** 0.0046 0.0007*** 0.0057 0.0007*** 0.0029 0.0005*** 0.0006 0.0002*** 0.0004 0.0000*** 0.0005 0.0000***

Per cent 75+ 0.8126 0.0790*** 0.4435 0.0853*** 0.3513 0.0617*** 0.5659 0.0548*** 0.3264 0.0628*** 0.2599 0.0464*** 0.1208 0.0151*** 0.0486 0.0040*** 0.0529 0.0038***

Health care sector pay �0.0203 0.0048*** �0.0167 0.0044*** �0.0095 0.0031*** �0.0131 0.0033*** �0.0144 0.0032*** �0.0091 0.0023*** �0.0028 0.0009*** 0.0004 0.0002** 0.0003 0.0002*

Average HH earnings �0.0052 0.0040 0.0024 0.0037 0.0046 0.0026* 0.0003 0.0028 0.0013 0.0027 0.0028 0.0020 �0.0040 0.0008*** 0.0002 0.0002 0.0002 0.0002

LTC bed availability 0.0029 0.0003*** 0.0017 0.0002*** 0.0014 0.0002*** 0.0006 0.0002*** 0.0009 0.0000*** 0.0009 0.0000***

Hospital bed availability �0.0005 0.0001*** 0.0007 0.0001*** �0.0006 0.0001*** 0.0003 0.0001*** 0.0001 0.0000*** 0.0000 0.0000***

FY 2002 dummy 0.0157 0.0024*** 0.0112 0.0018*** 0.0000 0.0001

FY 2003 dummy 0.0296 0.0026*** 0.0206 0.0020*** 0.0001 0.0002

FY 2004 dummy 0.0380 0.0027*** 0.0272 0.0021*** �0.0001 0.0002

FY 2005 dummy 0.0418 0.0029*** 0.0309 0.0022*** �0.0008 0.0002***

FY 2006 dummy 0.0429 0.0030*** 0.0302 0.0022*** �0.0006 0.0002***

Constant 0.1882 0.0236*** 0.1048 0.0286*** 0.0177 0.0209 0.0917 0.0164*** 0.0995 0.0211*** 0.0369 0.0157** 0.0499 0.0045*** �0.0089 0.0013*** �0.0082 0.0013***

R2 0.4732 0.5933 0.6547 0.4236 0.4983 0.7401 0.6228 0.9827 0.9849

Source: Authors’ computations. The estimation uses weighted least squared (WLS) method (where the weights depend on population size).

Note: *** significant at 1 percent level; **significant at 5 per cent level; * significant at 10 per cent level. The number of observations is 94 (47 prefectures times 2 years) for the regressions in the upper panel and 282

(47 prefectures times 5 years) for the lower panel. The dependent variable is the share of those eligible for LTC (entitlement rate), home care users (home care utilization rate), and institutional care users (institutional

care utilization rate) in the age 65+ population in each prefecture. Independent variables include the population per kilometer-squared (population density), the share of age 75+ in the population (per cent 75+),

annual pay including bonuses for staff and assistant nurses in 2005 levels (health care sector pay), annual household earnings in 2005 levels (Average HH Earnings), the number of LTC beds available, and the number

of non-LTC hospital beds available. In the lower panels, year dummy variables are also included.
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income level is a proxy not only for wealth levels but also for user costs since higher
income households must pay more for LTC.20 Specification 2 adds two capacity
variables, namely the number of LTC and hospital beds per older (65þ ) person, to
assess whether utilization responds to capacity. If there is no response, this may be
because beds are quantity-rationed. Specification 3 includes all the foregoing factors and
also adds year controls to assess robustness of results. In order to address the fact that
prefectures have different size populations, we employ weighted least squares regression.

Results are given in Table 3 where it can be seen that specification 1 is reasonable.
Nevertheless we learn that, in some cases, the effects are much larger than found in prior
analyses using the shorter time period. For instance, population density now is more
positively and statistically significantly associated with overall entitlement rates and home-
care utilization compared to our earlier study (the effect on institutional care is small and
not substantially different). This suggests a widening discrepancy in LTC usage between
urban and rural areas over the period. Similarly, the older the population (more people
aged 75þ ), the higher the LTC entitlement rates and utilization rates. Further-
more, the extended data set produces larger and more statistically robust coefficients
particularly for entitlement and home-care utilization rates. This is not the case for
institutional care use, for reasons we outline below. Moving on to the healthcare sector
pay, the coefficients are negative and significant mainly for entitlement patterns and home-
care use. This sensitivity of LTC patient usage, which holds after controlling for average
household earnings, is probably a result of the co-insurance structure of the LTC insurance
system, that is, higher income households must pay more for LTC. In contrast, average
household earnings in the region are not statistically significant in most specifications.

Specification 2 includes as explanatory variables measures of bed availability for
institutional and non-hospital care. It is interesting that bed availability for institutional
care enters the entitlement and utilization rate equations positively. Nevertheless the
coefficients are small, perhaps indicating excess demand from consumers, so that supply
determines usage patterns. This is especially true for institutional care utilization, where
availability accounts for most of the variation. Note that the coefficients on LTC bed
availability are also positive and significant for entitlement rate or home-care utilization
rate, suggesting some degree of supplier-induced demand for LTC. Specification 3 adds
year dummies to specification 2; it is clear that entitlement and home-care usage are
rising over time except home-care usage in FY 2006. This may be due to consumers
learning about the new system over time.

Overall, we believe that our most important finding is the strong positive estimated
coefficient on the proportion of the population 75þ . Evidently this group is obtaining
higher levels of LTC services over time even after controlling for other factors. It is
also worth noting that large regional disparities in age structure across the nation pose
challenges for the ‘‘centralized’’ approach to LTC under the Japanese system. Local
government reluctance to boost institutional care capacity is likely to instead direct
increasing numbers of newly entitled elderly to home-care use. Whether this will
ensure adequate treatment is unclear in the Japanese context; however, the U.S.

20 Ibid.
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literature on this topic indicates that home care is not a particularly effective substitute
for nursing home care.21

Discussion

Most developed and ageing nations are looking with interest at how Japan is coping with
a high and rising demand for LTC for its large and growing older population. The
Japanese approach to the LTC model is a complex tax-and-transfer scheme, supported
by mandatory but means-tested premiums levied on workers (pay-roll) by health insurers
or retirees (pension benefits) by local governments, along with general tax revenue from
central and local governments and out-of-pocket payments by beneficiaries. LTC
eligibility is determined by local boards appointed by municipalities, but fees for benefits
are set at the national level. As the Japanese system has been in place just a few years,
there is as yet little information available with which to study the determinants of
entitlement and utilization. Our goal has been to suggest what might be behind some
of the recent utilization patterns using the most up-to-date information.

Two main findings on recent developments in Japanese LTC emerged using our
time-series cross-section variations across prefectures. First, we find rapidly expanding
use of LTC services, and second, we have identified widening regional disparity. Only
a few years into the new programme, LTC entitlement rates in Japan have risen by as
much as one-third, from 13 to 17 per cent for the age 65þ population. Utilization
rates are also up, mainly in the at-home care sphere, where usage has risen almost 50
per cent (vs. only 5 per cent for institutional care use). One of the important
determinants of LTC use is the share of people aged 75þ , which is expected to
increase in the future as Japan becomes a more aged society resulting in larger LTC
use. Fukui and Iwamoto22 project that the current system will imply a 63 per cent
increase in future tax burdens to stay afloat; whether such an increase is feasible or
whether it will require more fundamental reforms is a policy discussion that will soon
require attention.

Our empirical results also suggest that future use of LTC in Japan will grow as the
elderly consumers find subsidized at-home care preferable to, and more available than,
conventional hospitalization. Noguchi and Shimizutani23 confirm that at-home care is
becoming increasingly attractive to older persons, particularly when an older person
has family members with whom he or she can live. This trend will be strengthened by
local government reluctance to boost institutional care capacity, and it is likely to
direct increasing numbers of newly entitled elderly to home-care use. In fact, the
number of hospital beds per thousand persons aged 65þ fell by 15 per cent on
average, which was, as intended, offset by a 4 per cent increase in beds dedicated to
LTC. In other words, it is clear that there has been a substantial change in the way care
institutional capacity is being allocated to the elderly in Japan.

21 Garber (1996).
22 Fukui and Iwamoto (2006).
23 Noguchi and Shimizutani (2002).
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At the same time, there remain sharp regional disparities in entitlement and
utilization patterns which expanded in a short period, suggesting that the scheme in
place that seeks to smooth these regional differences (using 5 per cent of total system
revenue) has not resolved regional inequalities in treatment. In fact, local governments
now confront tighter fiscal budgets into the future, so they are likely to have to clamp
down on both entitlement and LTC care utilization in years to come.24 Large regional
disparities in age-structure pose challenges for the ‘‘centralized’’ approach employed
by the Japanese LTC programme.

To slow the LTC growth rate, several reforms have recently been announced by the
government.25 Over the last year, for instance, the government has indicated that the
elderly will be charged user fees for room and board costs at LTC institutions, whereas
before the introduction of LTC insurance, these had been covered by the health
insurance scheme. This new policy raises revenue, but it may also increase equity
between institutionalized users vs. the at-home care patient population. Still, as
Noguchi and Shimizutani26 have noted, the price elasticity for institutional care is
negligible so the short-term impact of increasing costs for institutional care will not
likely influence utilization by much. And Yamada et al.27 examined behavioural choice
between the nursing home care and community-based formal/informal home care
among the elderly and showed that developing community-based formal/informal
home care would lead to economic gains.

The government has also recently announced the introduction of ‘‘preventive
services’’ for those elderly predicted to be at risk of needing care in future, hoping with
this policy to reduce the need for future LTC usage with an early intervention
programme. This drive is paired with local government health examinations on
persons aged 65þ to screen those who might benefit from home support services.
These services include exercise and nutritional guidance as well as home-visit services,
day services, and other preventive measures. While this effort may prove useful, so far
only 0.2 per cent has received such care, even though the Ministry of Health, Welfare
and labour estimated that the group at risk would comprise 5 per cent of the elderly. A
further, and fairly dramatic, reform that will be gradually implemented by 2012 is that
all hospital beds for LTC will be phased out. This is a decisive phase of the drive to
reduce ‘‘social hospitalization’’ and reduce medical care cost escalation.

It is too early to measure the full effect of these recent reforms, but there is speculation
that those policies may have only a small impact on future growth rates of LTC
usage. Other policies debated but yet not instituted include merging the LTC insurance
system with the national disability support programme, and lowering the age of the
workforce paying for the LTC system from 40 to 20 to finance future deficits in the
LTC programme. Compliance may well be an issue in implementation, however. Our
results suggest that when fiscal cost becomes an issue driving reform, it might be sensible
to give priority to policies that enhance the efficiency of existing LTC programmes.

24 Shimizutani and Inakura (2007).
25 JMHLW (no date).
26 Noguchi and Shimizutani (2002).
27 Yamada et al. (2006).
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Additional reforms could include mechanisms to strengthen the market for privately
provided LTC insurance, insofar as older persons can muster sufficient income/assets to
buy the coverage.

Given the steady demographic shift in Japan, responsibility for providing care to the
frail elderly is sure to grow ever more expensive. The public insurance scheme will face
tightening fiscal and capacity constraints, suggesting that there may be room for a
private LTC market in a complementary role to the public programme. It may also be
possible for reverse mortgages to be used in Japan as a means of financing services and
providing care for the nation’s growing elderly population.28 In these ways, it will be
possible to expand the range of products available for retirement security beyond the
public insurance programme.
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Data Appendix

Variables Description Unit Definition Source and Note

Entitlement rate Number of people entitled out of

population age 65+

% entl_tot/

(eld65� 1,000)

All-Japan Federation of National Health Insurance

Organization: http://www.kokuho.or.jp

Note: Monthly data.

Data in October in 2001–2006 was used.

Home care utilization

rate

Number of at-home care users in

population aged 65+

% uhm_tot/

(eld65� 1,000)

Ibid.

Institutional care

utilization rate

Number of institutional care users in

population aged 65+

% uinst_tot/

(eld65� 1,000)

Ibid.

entl_tot Number of people entitled for LTC Person Ibid.

uhm_tot Number of people using at-home care

services

Person Ibid.

uinst_tot Number of people using institutional

care

Person Ibid.

eld65 Population 65+ Thousand Japan Statistics Bureau: http://www.stat.go.jp/data/jinsui/

2.htm#01

Note: Annual data. Population projection for 2001–2004 and

2006

Census for 2005

Population density Number of people per square kilometer 1,000

person/km2

pop_tot/area2

pop_tot Total population Thousand Japan Statistics Bureau: http://www.stat.go.jp/data/jinsui/

2.htm#01

Note: Annual data.

Population projection for 2001–2004 and 2006

Census for 2005

area2 Area of prefectures Km2 Geographical Survey Institute: http://www.gsi.go.jp/

KOKUJYOHO/MENCHO/200510/ichiran.htm
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Continued

Variables Description Unit Definition Source and Note

Per cent 75+ Share of people aged 75 and over out of

total population

eld75/pop_tot

eld75 Population 75+ Thousand Japan Statistics Bureau: http://www.stat.go.jp/data/jinsui/

2.htm#01

Note: Annual data.

Population projection for 2001–2004 and 2006

Census for 2005

Health care

sector pay

Weighted annual total income of

workers in health care service (including

bonuses)

Million yen See the next column Basic survey on wage structure by

Japan’s Ministry of Health, Labour and Welfare:

http://wwwdbtk.mhlw.go.jp/toukei/kouhyo/indexkr

_4_8_4.html

Health care sector

pay=([(WGAS_RA� 12+WGAS_SP)�NUMAS+

(WGST_RA� 12+WGST_SP)�NUMST)]/(NUMAS+

NUMST))/1,000/(cpi/100)

Note: the workers in the sample are not necessarily those in LTC

institutions.

wgst_ra Monthly wage of staff nurse 1,000 yen

wgst_sp Bonus of staff nurse 1,000 yen

numstf Sample size of staff nurse 10 persons

wgas_ra Monthly wage of assistant nurse 1,000 yen

wgas_sp Bonus of assistant nurse 1,000 yen

numas Sample size of assistant nurse 10 persons

cpi Consumer price index FY2005=100 Japan’s Statistics Bureau http://www.stat.go.jp/data/cpi/

1.htm#hou

Annual household

earnings

Average annual total income of total

industries (include bonus)

Million yen See the next column Basic survey on wage structure by Japan’s Ministry of Health,

Labour and Welfare: http://wwwdbtk.mhlw.go.

jp/toukei/kouhyo/indexkr_4_8_4.html

Annual household earnings=(wgm_totr� 12+wgm_tott)/

1,000/(cpi/100)

wgm_totr Average monthly wage of total

industries

1,000 yen

wgm_tott Average bonus of total industries 1,000 yen

LTC bed availability LTC Bed Availability bdltc_tot/eld65 Survey on LTC institutions by Japan’s Ministry of Health,

Labour and Welfare: http://www.mhlw.go.jp/toukei/saikin/

bdltc_tot Total bed number in LTC institutions Bed number

Non-LTC bed

availability

Non-LTC hospital bed availability bdnet_hsp/eld65 Survey on Medical Institution by Japan’s Ministry of Health,

Labour and Welfare: http://www.mhlw.go.jp/toukei/saikin/hw/

iryosd/04/toukei.html

bdnet_hsp Bed number for non-LTC Bed number bd_hsptl – bd_hsltc

bd_hsptl Total bed number in medical

institutions

Bed number

bd_hsltc Bed number in medical institutions for

LTC

Bed number
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