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Healthcare Reforms in France: 

the challenge of regulating a peculiar system

- Monika STEFFEN1)

  

(Preliminary draft, not to be quoted)

○ Introduction: Lessons to be learned from France
The French healthcare system is particularly large, in terms of the population covered, the amounts 

of money spent and the quality of the care delivered
2)

 . It is the second biggest healthcare system in 

Europe, after Germany’s. Yet, the French system is not publicized much, and is often misunderstood. The 

international literature provides few analyses of the French system, being authored mostly by Anglo-Saxon 

comparatists rather than by French scholars specialized on the subject. This paradox reflects the general 

problem of international policy transfer and learning: the international diffusion of ideas is a matter of 

language.

3rd

1)  Senior Research Fellow (CNRS), PACTE - Institute of Political Studies, Grenoble University /France. Contact:  monika.steffen@iep-grenoble.fr
2)  In 2000, the World Health Organization (WHO) ranked the French healthcare system first, as the world’s finest and most efficient one. This first attempts 

at a worldwide comparative assessment of the overall efficiency of health systems, taking into account multiple data, such as waiting lists, out-of-pocket 
payments, the progress in medical cover and in general life expectancy, the numbers of years of life in good health, etc., was extensively critiqued, mainly 
because of the criteria used and the surprising results: the USA ranking 37th and Canada 30th out of 191 countries, Oman being within the top 10 (because 
of its huge progress in medical cover and life expectancy), and the Italian system ranking 2nd although much critiqued by the Italian users (but it ranked 
well on progress factors).  Criticisms on the ambitious project and the methodology did not however put forward precise arguments against a top position 
for the French system. A recent ranking from the European Health Consumer Index (2008), established on criteria adapted to high-income countries, ranked 
the French system 10th out of the 31 countries analyzed (add reference).
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There are several good reasons to study the French healthcare system, its organization, functioning 

and financing. Two of them are of particularly important for policy analysis, from a theoretical as well as 

practical perspective. 

The first reason is that the theoretical models used in the comparison of healthcare systems are not 

helpful for understanding the French case, which is based on a specific public-private combination, with 

generous benefits and weak regulation (Catrice-Lorey & Steffen, 2006). In terms of the well-known 

classification, drawn from the study of welfare states, distinguishing Bismarckian, Beveridgian and liberal 

healthcare systems (Giaimo, 2001),  – re-termed Social Insurance Systems (SIS), National Health Service 

systems (NHS) and private health insurance systems –the French healthcare system can only be described 

as a model “half-way between Bismarck and Beveridge” (Palier), or as a mixture of “the Dutch, the USA and 

the British system” (Kervasdoué, Okma, Marmor 2003). Such conceptualizations call into question either 

the validity of the theoretical models or the analysis of the case.

The French healthcare system does indeed combine elements of different theoretical models, at all 

levels: service delivery, regulation, and insurance coverage. The main characteristic is its particular public-

private combination, grounded in a unique national history rather than resulting from international 

policy transfer that might have introduced competition or privatization into a previously public system. 

The recent French reforms confirm and deepen the specific national characteristics. Today, it is admitted 

that healthcare systems with a coherent public-private mix may prove to be the most sustainable. The 

particular French model may therefore be of growing interest to international analysts and observers.

The second reason is that the French healthcare system combines what theory and comparative 

literature establish as contradictory, and therefore incompatible: universalism and choice. Yet, the 

French system covers the entire population and it offers a wide range of choice to patients. This unusual 

combination has been conceptualized as “liberal universalism” (Steffen, 2010a). Patients can use public 

or private services in often similar financial conditions. They can choose their doctor and their hospital, 

and doctors are free to prescribe as they see fit. The French medical profession has been able to defend its 

professional independence from the State as well as from the health insurance system, despite the general 

context of cost-containment. This opens new perspectives for the comparative assessment of health 

systems organization and, consequently, for policy-making in countries that undertake to upgrade their 

medical cover.

To sum up: universalism, choice and professional independence remain important in French health 

policy. This combination puts limits on the implementation of cost containment. Yet French health 

spending per capita remains reasonable by international standards. In 2009, it ranked 9th among the 

30 OECD countries, with US$ 3,696 PPP against an OECD average of US$ 3,060. Finally, as the French 

healthcare system offers a positive balance of social costs and benefits, there is a lot to be learnt from it. 

The aim of this paper is to explain these evolutions and identify the logic of the often misunderstood 

French system. The first part will provide the basic economic data. The second will retrace the most 

important reforms since 1996 in order to assess their successes and failures. The third will analyze the 

most recent and crucial reform passed in 2009. The conclusion will highlight the new challenges arising 

from this reform. 

1. Health expenditure: a question of economic growth and national solidarity
France has a long tradition of social policy and of redistribution, organized in its present institutional 

form after World War II. Although social policy has been revised during the last twenty years (activation, 

evaluation, means testing, etc), the political and social consensus for national solidarity remains strong. 

The redistribution of national wealth amounts to 30 % (Table 1).

Table 1: Social Protection in France (in %)

Source: INSEE Comptes nationaux annuels, DRESS Comptes de la Protection Sociale (Etudes et Resultats, n° 755, February 2011)

Out of the total expenditure on social protection (€ 597.5bn in 2009, equivalent to nearly €10,000 per 

capita and per year), the healthcare sector benefits from more than a third (Table 2).

Table 2:  Distribution by sector of Social Protection (2009)

Source: INSEE Comptes nationaux annuels, DRESS Comptes de la Protection Sociale (Etudes et Resultats, n° 755,February 2011)

1990 2000 2009

Total amount of social benefits as % of GDP
(Taux de redistribution sociale) 25.8 27.7 31.3

Part of social benefits in the income of households
(Taux de socialisation des revenus) 25.1 27.1 28.9

Total of compulsory social contributions or social taxes 
(Taux de prèlèvement sociaux) 27.6 29.6 31.8

Total in billion € Part in %

Healthcare 208.8 35.0

Retirement, old age 272.2 45.5

Family, maternity 53.6 9.0

Employment 36.4 6.1

Housing 16.0 2.6

Social exclusion, poverty 10.5 1.8

Total 597.5 100
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The health sector is also a major economic sector. Direct employment is estimated at nearly 10 % of the 

entire work force, 13 % when adding indirect jobs. 

France counts some 219,000 practicing doctors (3.37 per 1,000 inhabitants in 2007), of whom 57 % are 

private practitioners. 

The total number of nurses is 515,700 (7.9 per 1,000 inhabitants). Their employment status is a valid 

indicator of the circulation of patients within the system: 70.5 % work in hospitals,  14.8 % in ambulatory 

care as independent professionals,  8.5 % in long term care structures for handicapped or old people, and  

6.2 % in other public or private administrations and institutions, mainly for prevention. Within the bulk 

of the nurses working in the “hospitals”, 75.8 % are employed in public hospitals and an additional 5.9 % 

in (private) hospitals “participating in the public service”. The private hospitals outside the public-service 

obligations account for only 11.1 %
3)

 . 

The French healthcare system is extremely expensive in terms % of the GDP, ranking second worldwide, 

after the USA, and first among the welfare states. This negative picture changes when consider the 

expenditure per capita, a more realistic criteria for assessing the financial performance of mature 

healthcare systems. The difference between the two rankings (Table 3) reveals the main problem of the 

French healthcare system: the health bill is expensive because the country’s GDP per capita is low.

Table 3: Comparative health expenditure, 2009 OECD/France

Source: IRDES
 

Per capita 
in US $ PPP

Per capita 
In % of GDP

USA 7,538 16.0

Norway 5,003 8.5

Switzerland 4,627 10.7

Canada 4,079 10.4

Netherlands 4,063 9.9

Austria 3,970 10.5

Ireland 3,793 8.7

Germany 3,737 10.5

France 3,696 11.2

OECD average 3,060 9.0

3)  Source of figures: ADELI data bank of the Health Ministry, Repertory of healthcare professionals in Metropolitan France.

The source and structure of the financing show a high level of stability (Table 4). The share of the 

compulsory health insurance has decreased by only 1.6 %, despite repeated reform efforts to reduce this 

charge ascribed directly to the cost of labor. The contribution from the state and local authorities has 

increased slightly (+0.2 %), due to a law passed in 2000 creating specific support in order to keep poor 

populations fully health insured (CMU – couverture médicale universelle: universal medical coverage). 

The share of the three types of so-called "complementary" health insurance, put together, has increased 

from 12.2% to 13.8%, while out-of-pocket payments have decreased by O.2%. In 2009, as in 1995 and 

before that, the individual/household share corresponds to the goods and services that have always been 

reimbursed very little (optical and dental care, hearing aids), to the private practitioners who charge over 

the statutory fee, and to the delisting of "medically inadequate drugs". Table 3 reveals two important facts. 

First, the shift from public insurance and finance to private complementary insurance and out-of-pocket 

payments remains very limited, only 1.4 %. Second, the market for commercial health insurance in France 

is small: its share amount to a maximum of 6.1 % (in 2009, and probably for the next future), when taking 

the abstract hypothesis that all employers opt, and would continue to opt for commercial companies and 

none for mutual benefit funds.

Table 4: Financing of current expenditures on medical care and goods, in %

Source: DRESS, Ministère de la Santé, Comptes de la Santé (base 2000), 
Comptes Nationaux de la Santé en 2009. Etudes et Resultats, n° 736, Sept 2010

Since 1997, the annual growth of health expenditure is fixed, and therefore limited by a vote in 

Parliament, each year in december. However, the official target (ONDAM: Objectif National des Dépenses 

de l’Assurance Maladie: National target for health insurance expenditure) has never been respected, 

except the year it was introduced, and in 2009, which was also a reform year. Cost containment measures 

clash with an endogenous dynamic in which doctors, administrative agents and patients counteract 

the reduction of certain rates of reimbursement. The possibilities allowing for full reimbursement are 

increasingly used, especially via the ALD (affections longue durée), that is, “chronic diseases”, category. The 

authorizing list of ALD has grown to over thirty pathologies now, and over seven million patients benefit 

today from full reimbursement for ALD. 

1995 2000 2005 2009

Social security 77.1 77.1 77.0 75.5

State and local authorities 1.1 1.2 1.3 1.3

Complementary private insurance: 12,2 12.8 13.2 13.8

-  Mutual benefit funds 7.3 7.7 7.7 7.7

- Commercial  insurance companies 3.3 2.7 3.1 3.6

- Employer-sponsored schemes 1.6 2.4 2.5 2.5

Households 9.6 9.0 8.4 9.4

TOTAL 100.0 100.0 100.0 100
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Table 5: Growth rate for health expenditure (in %)

Source: IRDES 2010

Tables 5 and 6 demonstrate complex trends. On the one hand, there is a strong political will to limit 

health expenditure, but implementation does not follow, or only slowly (table 5). On the other hand, there 

has been real progress in recent years (Table 6), especially for pharmaceuticals. Table 6 also shows a more 

efficient control over growth rates in public hospitals compared to private hospitals.

Table 6: Structure of expenditure, 2009

Source: INSEE Comptes nationaux annuels, DRESS Comptes de la Protection Sociale (Etudes et Resultats, n° 755, February 2011)

This slowly developing, because highly contested, but finally now engaged cost-control, had to pass by 

three major structural reforms: 1996, 2004 and 2009, and an additional reform of hospital financing.

Targeted growth rate (ONDAM) Real growth rate 

1997 1.7 1.5

1998 2.5 4.0

1999 1.1 2.6

2000 3.0 5.6

2001 2.5 5.6

2002 3.2 7.1

2003 5.8 6.4

2004 4.4 4.9

2005 3.8 4.0

2006 1.8 3.1

2007 1.3 4.2

2008 2.5 3.4

2009 ? 3.5

2010 2.9 2.9   (expected)

Part in % In billon €
Growth rate: 

annual average
2000-05

Growth rate: 2009

Hospital care 44.4 78 5.1 3.8

 Public 34.2 60 5.1 3.7

Private 1O.2 18 5.0 4.4

Ambulatory services: GPs, specialists, dentists, 
nurses, physiotherapists, medical tests 27.5 48.3 5.6 3.0

Transport 2.1 3.6 8.4 6.8

Pharmaceuticals 20.2 34.4 5.9 2.5

Other medical goods 5.8 10.5 8.1 2.8

Total: Consumption of medical care and goods 
(CSBM) 100 175.7 5.6 3.3

2. Who should regulate the healthcare system? The 1996 and 2004 reforms

French reform politics have a common background: the question of governance.

A long-standing struggle has opposed the social partners (trade unions and employers’ unions) and 

the government over the health insurance system. The system was created after the Second World War 

and then left to the trade unions, for political reasons. When a reform brought the employers back in 

(1967), the trade unions refused to collaborate with their class enemy. The mission of national health 

insurance shrank to a bureaucratic function of reimbursement. No management capacity was built up (this 

constitutes the main difference compared to the German system). Furthermore, private doctors, who have 

an official monopoly on the ambulatory care sector and enjoy professional independence, which is granted 

by law, have continuously refused regulation and cost containment.

Consequently, for years government action concentrated on the public hospitals, which developed 

considerably, including technical and scientific development. When cost-containment became unavoidable, 

it was also first focused on the public hospitals, and then extended to the private hospitals “participating in 

the public service”, which is a particular legal status. Cost containment developed only in the hospital care 

sector, and even there only slowly because of medical and public resistance.

The contradictory evolution deepened the traditional division in the health policy field and actor 

networks, between the ambulatory care sector, e.g. the traditional private practitioner (“médecine 

libérale” in French terminology), on the one hand, and the public hospital care sector, on the other. An 

overall regulation of the care system and expenditure therefore proved extremely difficult, because of 

a lack of competency, coordination and legitimacy. Still today, private doctors negotiate with the health 

insurance, and only their tariffs, whilst the ministry governs the hospitals, directly and in detail (including 

employment, staff careers, and salaries). Private hospitals have gradually gone from the hands of health 

insurance (as part of ”medicine libérale”) to the new ministry-led agencies (as part of “hospital care”). 

For two decades, cost containment was reduced to the marginal adjustment of reimbursement rates for 

ambulatory care and to global budgets for hospitals.

The 1996 reform, introduced by a conservative government (Lee), was designed to respond to all these 

problems. The ambitious project can be summarized under three headings: financing, governance, and 

management.
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On the financing front, the previously salary-based contribution from employees was replaced by a 

“general” social contribution payable on all income. Since 1997, only the employers’ share has remained 

based on the Bismarckian social contribution, that is, exclusively on work-generated income. The 

affiliates now pay a tax-like contribution, the level of which has been increased several times since 1997. 

Furthermore, the reform introduced a new contribution, also applicable to all income: the “Reimbursement 

of the social debts”. Originally limited in time (12 years), it has been extended to an “undefined date”, and 

the rates have also been raised. 

The reform introduced a limited health budget, for the first time in history, via the annual vote in 

Parliament on the allowed growth rate of health expenditure. Parliament also votes on the allocation of 

the budget to the main sectors (hospitals, ambulatory care, care for the elderly and handicapped, etc.). 

Although the official growth rates have not been adhered to (Table 5), the vote in parliament has provided 

legitimacy to the highly contested idea of cost containment.

 

On the governance front, the reform took a middle way, between the modernization the health insurance 

system and a state-dependent governance via new agencies. The middle way option reflected a political 

compromise and the composition of the supporting alliance, which included one of the two major 

trade unions, the employers’ union, and the mutual benefit funds for complementary health insurance. 

Concerning health insurance, the reform organized a redistribution of power within the governing boards 

of the funds. It also created a specific “surveillance board” in each of the three national health insurance 

funds. The directors of the funds, at local, regional and national level, previously elected by the respective 

funds’ boards (a highly trade union-dependent procedure) were henceforth nominated by the hierarchy of 

fund directors, after approval of each candidate by the minister. An agreement was negotiated and signed 

between the health insurance and the government concerning joint competency. The subject has however 

remained a source of permanent conflict. 

The main achievement of the reforms was the creation of 24 Regional Agencies for Hospital Planning and 

Management (Agences Régional d’Hopitalisation, ARH), charged with the reorganization, redistribution 

and reduction of hospital capacities. The directors of the Regional Agencies had to establish “Regional 

Schemes” for hospitals and other (inpatient) infrastructure, which was a first attempt to integrate short- 

and long-term care capacities in a common planning proceedure. Care networks for chronic illness were 

to be organized in collaboration with the hospitals and the professionals from the ambulatory care sector 

(a vague French adaptation of HMO). Last but not least, regional as well as a national yearly “Health 

Conferences” had to be set up, in order foster social support and dialogue. The most productive innovation, 

in terms of tools for cost containment and regulation, was the introduction of contracting: each hospital 

has to negotiate its budget with the Regional Agency, according to a precise plan for activity and strategic 

development. All hospitals and inpatient structures, public as well as private, are now obliged to develop 

their “management” capacity.

On the front of the so-called médecine libérale, e.g. the ambulatory care sector, the reform aimed at 

reinforcing the position the health insurance system. It provided competency and tools for economic 

control and for a more coherent organization of services, especially through gate keeping. The medical 

guidelines were made compulsory, with penalties to be applied to doctors in case of non-compliance.  

A public agency for the evaluation of treatment was set up, replacing the previous exclusively medical 

system, with the task to draw up and multiply the compulsory medical guidelines. The high level of 

pharmaceutical expenditure constituted a reform priority
4)

 . A list of generics to be prescribed was set 

up, and chemists were given the competency (and financial incentives) to replace prescribed original 

medicines by generics. A gatekeeper scheme was set up, but only on a voluntary basis and mainly targeted 

at patients with chronic diseases. Doctors were urged to organize networks for specific chronic patients. 

Many other points featured on the reform agenda, such as obliging doctors in private practice to retire at 

a certain age, to attend further their medical education, and to computerize their office. The latter reform 

intention aimed at developing the use of electronic cards for the patients’ reimbursement, which would 

improve the statistical computing at the health insurance funds, on patients’ circuits within the care 

system and patterns of consumption, and allow to trace (criminal) abuse. The introduction of the first 

electronic patient cards was strongly resisted by medical organizations as well as the political left, the 

media and public opinion, as a threat to privacy and a risk of discrimination, among other things. 

The outcome of the ambitious 1996-reform is coherent with the power structure of the policy field. In 

practical terms, failure predominates. The main success of reform has been to have paved the way for 

future change
5)

 .

- Cost containment failed (Table 5), but it became a legitimate priority on the policy agenda. The 

financial part of the reform was successful only in so far as contributions were increased, and a door 

was opened for private complementary insurances to participate in future policy debates.

- The regional hospital agencies did not succeed in restructuring the hospital capacities, but the 

henceforth systematic use of the regional development schemes (SROSS) and of contracting with 

individual hospitals tested the policy tools, which are today in full operational use.

4)  France has an extremely high level of pharmaceutical consumption, and relatively low prices (negotiated by government and industry), which have been 
compensated by large volumes.

5)  In this sense, it can be termed as a “strategic non-reform” (PH: « une non-réforme stratégique » PH)the French system 10th out of the 31 countries analyzed 
(add reference).
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- Failure was total in the ambulatory care sector, on all items of the reform. Costs have increased, as 

has overcharging, which has led to access problems for poor people.

- It  took over ten years for action on pharmaceutical expenditures to produce its first effects (cf. Table 

6). The evaluation of all reimbursed medicines, as to their “level of medical usefulness” took five years, 

and the delisting of some 800 useless products (out of approx. 4,000) has only been achieved recently, 

in the late 2000’s. The use of generics improved only after the reform in 2004, and remains, by EU 

standards, low even today
6)

 . 

The failure lead to the following reform plans, during the early 2000s, which reflected the changing 

political context. In 2002, a reinforced conservative majority won the presidential and following 

parliament election. The employers threatened since 2000 that they would leave the governance system of 

the health insurance if costs could not be controlled, which they did in 2002.

• Securing access: the universal medical cover (2000).   
As long term unemployment grew and shifted people from the health insurance towards a locally 

administrated medical assistance scheme with geographically variable benefits, a law was passed, in 

2000, with a wide political consensus, to unify the medical cover for people with low or irregular income. 

Henceforth, all beneficiaries of social assistance programs have been affiliated or re-affiliated to the 

normal health insurance, on the criteria of residence in France and means testing
7)

 . This scheme, the CMU 

(Couverture Médicale Universelle: universal medical coverage) is not limited to basic coverage only, it 

includes a complementary health insurance comparable to that to which most of the population subscribes. 

This measure is co-financed by the state, the statutory health insurance, and the various "complementary" 

health insurance organizations (mutual benefit funds, employer-sponsored health benefit schemes, and 

private health insurance companies). Beneficiaries are free to choose the organization to which they want 

to be affiliated and can obtain medical care from private practitioners or public institutions, like everyone 

else. For CMU patients, insurance as well as care is entirely free-of-charge: no patient's contribution, no 

fixed daily charge for hospitalization and no need to advance costs
8)

 .  

The specific achievement of the CMU was not so much to provide care for poor people, which already 

existed before, but to have normalized the rights and benefits of 5 million people, by integrating them into 

the mainstream health insurance. In 2004, this was reinforced by the introduction of tax credits for people 

6)  In 2007, generics accounted for 10 % of the total sale of medicines, compared to 20 % in Germany, the Netherlands and GB. Source: Etudes et Resultats, n° 
634, mai 2008.

7) The monthly threshold for a single person is approximately 600 Euros. This amount is increased for a couple and for each child.
8)  In 2007, generics accounted for 10 % of the total sale of medicines, compared to 20 % in Germany, the Netherlands and GB. Source: Etudes et Resultats, n° 

634, mai 2008.

whose income is just above the CMU-threshold, up to 20%, to help them pay a private complementary 

health insurance. These tax credit is currently paid out to 2 million people. Public money is thus provided 

to pay the complementary private health insurance for a total of 7 million affiliates and family members, 

which represents close to 11 % of the population. 

• The 2004 reform concerned the health insurance. 
It shifted power from inside the institution towards more government control, and introduced new 

financial charges for the patients, or their respective complementary health insurance. The main changes 

can be summarized in three points.

 

First, the boards of the health insurance funds (conseil d’administration), at national, regional and local 

levels, lost their decision making power. They have been transformed into advisory councils, whilst a new 

and powerful position has been created, that of the Director General of the Health Insurance. The latter 

holds competency over the three national funds, which are each heading a specific branch of the statutory 

health insurance
9)

 . Nominated directly by the health minister, the national Director General nominates all 

directors of the local funds. Direct incentives have been introduced in the carrier and the remuneration 

system of the local directors to motivate for working, at the level of their fund, towards effective cost 

containment and compliance with the national priorities.

Second, several new national agencies have been created to foster coordination between the three 

branches of the health insurance on the one hand, and between the statutory health insurance and the 

complementary private insurances. The evaluation agency created during the 1996 reform has thus been 

renewed to become the “High Authority for Health”, charged with the elaboration of a restrictive basket 

of reimbursable care and of compulsory medical recommendations. This mission, which concerns the 

ambulatory care sector, e.g. the private doctors, has failed so far. 

Third, a gatekeeper mechanism has been installed, for the first time in France, in order to discourage 

patients from the direct free access to specialists. Patients can still consult freely as many doctors as they 

want, but reimbursement rates are lowered if they do not have a transfer from the doctor they officially 

choose as their “treating doctor” (médecin traitant). Gate keeping thus remains a rather loose obligation.

As doctors refused to participate in regulation and cost containment, the 2004 reform put the burden 

on the users of medical services. The fixed daily copayment rate during hospital stay has regularly been 

9)  The three branches for respectively: employees, independent professions, and farmers.
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increased. Today it amounts to 18 € per day. The 2004 reform introduced new and non-reimbursable fixed 

user fees: 1 € for each consultation, 0,50 € for each package of medicines, 0,50 € for each medical service 

(injections, laboratory analyses, sessions of physiotherapy, etc), and 2 € for each transportation (ambulance 

or taxi). To prevent heavy charges for very ill people, the total of these non reimbursable copayments has 

been limited, per person and per day, to a maximum of 4 € for transport and 2 € for paramedical services. 

The maximum per year and person is 50 €. Only people under the age of 18, CMU beneficiaries, and 

pregnant women are freed from these payments.

The outcome of the 2004 is mitigated.  It shifted the burden of cost containment to the patients, but –

by limiting the amounts- it also preserved the principle of solidarity. The reform put an end the to the 

“Bismarckian illusion” (Catrice-Lorey & Steffen, 2008) and installed the central government at the head 

of the health insurance. Yet, it did not obtain the collaboration of any intermediate body to actually 

implement the national policy in the ambulatory care sector. Timid progress however exists. Under the 

reorganized directorship, the health insurance funds have finally launched, in the late 2000s, an “active 

health insurance policy”. It started with fighting obvious and criminal abuse, in collaboration with the 

police for the first time in history. It includes a program of socialization targeted primarily towards doctors 

with atypical prescription profiles, but also more generally towards GPs. It employs specifically trained 

medical visitors, who organize discussion rounds (Entretiens confraternel) with the aim is to explain to 

the practitioners what is expected from them in terms of economic awareness, the orientation of patients, 

prevention and public health. Another priority of the “active policy” is to engage doctors in individual 

contracting (CAPI program) with the health on such aims, with a priority on the organization of medical 

availability including during week-ends, holidays and at night. 

In fact, although the government is taking over, it relies on the health insurance because the latter alone 

possesses the necessary data and the computing capacity necessary for the control and the regulation of 

the ambulatory care sector, which comprises all prescriptions other than indoor-hospital care.

3. The 2009 law: Regionalization as the final step
Lasting failure in cost containment, the 2002-03 financial crisis, and two Presidential elections (2002, 

2007) with conservative victory, favored a follow-up of the 1996 options and made the 2009 reform 

possible. This overarching law, embracing almost all aspects of health administration, including care, 

prevention and public participation, is in fact centered on two core elements: regionalization and hospital 

management. The latter discipline is weak in France
10)

, despite the important infrastructure of public 

hospitals. Hospitals were administrated, not managed. The ongoing change is considerable for all actors.

Earlier programs prepared the law of the 21 July 2009, entitled “Hospital, Patient, Health, Territory”. 

The law status attests its importance. The previous reforms had only a status of programs, regulations or 

decrees. The succession of texts illustrates the lengthy learning, political acceptance, and developments of 

tools. 

In 2002, a five years plan for reforming the hospital was announced by the Prime Minister (Raffarin), 

also known as the “Hospital 2007 Plan”. It traced two main directions: the already existing Regional 

Agencies for Hospital Planning were to organize the cooperation between hospitals, including public and 

private partnership; and the financing of hospitals was to move from the global budget, dating from 1983, 

to financing according to activity (T2A). The latter project needed the revision of the various categories 

on which tariffs footed, especially the construction and tarification of the homogenous groups of patients. 

Priority was given to investment in information technology and medical computing inside the hospitals. 

The work needed direct collaboration between the ministry of health and the individual hospitals.

The Regulation of 2nd May 2005 (Ordonnace) completed the earlier provisions for the “Hospital 2007 

Plan”. It reinforced the competency of the Regional Agencies for Hospital Planning, and focused on an 

internal reorganization of the hospitals. Henceforth, the regional agency could ask a hospital to submit a 

plan to absorb or lower its deficit (plan de redressement), and could place a hospital under tutelage of the 

local public administration.  The internal organization of hospitals was to be based on large ”Poles”, much 

bigger than the previously existing medical departments. These poles were to become management units. 

An “Executive Council” (Conseil Exécutif) was to be installed, equally staffed by representatives of the 

doctors and of the administrators and placed under the presidency of the Director General of the hospital. 

The mission of Board (CA) was reorganized in order to concentrate on the control and evaluation of the 

Executive Council’s work, and on the strategic development of the hospital.

The 2009 Law confirms these lines and promotes the regional level to the center of health governance. 

The competency of the regional agencies has been enlarged, they are renamed “Regional Health Agencies”. 

These renewed agencies integrate under their authority the regional level of the health insurance, the 

entire previously existing public health administration and surveillance systems, the long term care sector, 

the future regulation of the ambulatory care sector, and of course the entire hospital sector. Health is no 

longer under the authority of the ordinary administration and the regional prefect, but under the direct 

authority of the Director of the Regional Health Agency. The nomination of the agencies’ directors is the 

exclusive competency of the Cabinet (Conseil de Ministres). Each nomination is done by a government 

10)  Health economists constitute a growing community, since the late 1990s, with presence in various commission and think tank like forums, but compared 
to other European countries, it is still a weak community (Bemouzing). Although management has developed as a major discipline in France during the last 
two decades, health management is a very marginal discipline, with only very few university teachers and researchers.  
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decree, and published in the Official Journal (Journal Official). The employment is contractual, not a 

public service position, which constitutes a major change in the French tradition of high-level public 

responsibility. The specific position of the directors of the health agencies attests to the role of the state, 

which has now taken over the entire health sector. 

The content of the law concentrates on three main issues, with potential for success:

❶ Territorial planning and coordination for investment, activities and care capacities. The specific tools 

to foster coordination are the “territorialized hospital communities” (Communautés hospitalières de 

territoire) for the collaboration of several hospitals, and the joint ventures for sanitary cooperation 

(Groupement de coopération sanitaire). The latter can operate for sharing the use for equipment or 

to organize common activities. Both these tools can be used for public-private partnerships, or for 

exclusively public or private partnerships.

❷ Contracting. The latter is now compulsory on two levels. Each care institution has to sign a pluri-

annual
11)

 contract (contrat d’établissement) with the regional health agency covering its planned 

activities and development strategy. In a similar way, each hospital “Pole” has to sign a contract with 

the hospital, covering the activities, projects and development strategy of the each single pole. The 

latter is then responsible for its budget and enjoys the right to manage itself (délégation de gestion).

❸ Internal reorganization of the hospitals: The organization introduced in 2005, based on a board, 

an executive council and the Director General, has been modified by the 2009 reform, with the aim 

of reinforcing the power of the General Director. The board was abolished, replaced by council of 

surveillance; a Directory assists the Director, who is now the “boss” of the hospital. A doctor, assisted 

by a care manager, however heads the Poles.

Last but not least, the regional agencies have access to any data  “needed to fulfill its missions” and 

contained in the data systems of the health insurance funds, the hospitals, and the long term care 

institutions and funds (Devreese, 2011, p 108).

The 2009 reform can be summarized in few words: the central state holds now unshared power over 

the health sector. The regional agencies and the directors of the hospitals are the main instruments of the 

new governance. Contracting is the main tool for territorial coordination and planning, and for the internal 

management of the hospital. The projects for the ambulatory care sector remain still vague and constitute 

the most uncertain issue of the reform.

11)  The maximum duration is 5 years (p.110, Devreese)

○ Conclusion 
The concluding arguments can be summarized in the form of future perspectives and new challenges.

Despite the structural reforms, the future perspectives seem to follow the same path as previous national 

tends: The level of health expenditure, compared to the country’s modest economic growth, will remain 

relatively high, because the solidarity is fully maintained. Cost containment has shifted a growing but 

legally limited part of expenditure towards private financing, and a public scheme has been introduced to 

protect the economically weak part of the population. People with high and medium incomes pay more, 

and heavy healthcare consumers see their personal out-of-pocket expenses increase. The basic values of 

universalism and choice seem to be preserved. Access does not seem to be becoming the major problem 

in the France, at least not for economic and social reasons. The current problem of access results from the 

growing geographical disequilibrium of medical staff and infrastructure, with “medical deserts” appearing 

in rural areas. This issue is not a problem of universalism in itself, but of the still unaccepted regulation of 

ambulatory care (e.g. the total freedom of private practitioners to set up praxis where ever they like). 

The structural reforms carry new challenges. It is too early to assess the outcomes of the 2009 reform, 

as implementation is still underway, with continual adaptation and negotiation. However, two main 

challenges can already be identified:

– The first challenge concerns the internal governance of hospitals. Management has now been brought 

inside the care institutions. Training programs, catering for middle-management and part of the 

medical elite, accompany the change. However, the empirical content of the “management function”, 

to be carried out by the medical heads of the new and huge hospital departments (Pôles), still needs 

to be invented in practice – although it is mentioned in the official regulations. What profile of activity, 

competency and power (and what training) should these doctors have? At what levels is the new 

“hospital management” to be carried out: inside the Pôles or at the general directorate of the hospitals? 

– The second challenge concerns the future role of the health insurance system. Will the social health 

insurance funds, or the state-dependent regional health agencies, organize the regulation of the 

ambulatory care sector? So far, reform options have remained limited to lowering reimbursement and 

to a loose “territorial” regulation. In practice, this comes down to relegating care for the chronically 

ill and elderly to local authorities. The two main issues, control over prescriptions and over the 

geographical distribution of doctors, are still not solved, because politically difficult. The problem was 

clearly illustrated by the political debate in Parliament, in 2004, on the “role” of the High Authority on 

Health: quality or cost issues? A restrictive “basket” of reimbursable care, its initial mission, has been 
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put aside and replaced by quality and rights-of-patients issues. However, the newly appointed director 

(2011) announced that the HAH would “now turn to the cost dimension” (Paris Conference, mai 2011).

The evolution over two decades corresponds to the Jacobin reframing of a Bismarckian illusion. Trade 

unions and employers have been driven out of the governance of the health sector, for lack of management, 

after a 50-year struggle with the state authorities. The central state has taken over, by imposing 

“territorialization” as the main tool of regulation, via agencies under its direct control. The problem is 

that this government-based governance exposes the unpopular policy of cost containment directly and 

regularly to electoral politics. Perhaps the health interests of a nation are, after all, best protected by the 

competition for political power.
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Japan’s health care financing 

and cost-containment

- Etsuji Okamoto

(National Institute of Public Health)

I. A brief history
Japan’s Health Insurance Act was enacted in 1922 to cover the manual workers of large factories, being 

much inspired by the Bismarck-model German social insurance system.   Unfortunately, its implementation 

was postponed to 1927 due to the big earthquake devastating Tokyo in 1923.   The Health Insurance Act, 

covered only employed workers of large factories and the non-employed population such as farmers and 

fishermen were left uncovered.   The other insurance system, the National Health Insurance (NHI) Act was 

enacted in 1938 to expand the coverage to the non-employed population.   The new act, however, was not 

a product of the popular demand.   Rather, it was created by a top-down order from the army together with 

the establishment of Ministry of Health & Welfare (MHW), the National Mobilization Act, both of which 

were enacted at the same time (NIPH was also established at the same time).   The National Mobilization 

Act was abolished but the two laws; Health Insurance Act and NHI Act serve as two distinct pillars of 

Japan’s health insurance system.

The NHI system failed to achieve universal coverage when it was enacted in 1938 because the NHI 

program was operated by voluntary societies (NHI societies) and not all municipalities had such voluntary 

societies.   In the post-war era, the NHI Act was further amended to make municipal governments (cities, 

towns and villages) responsible for operating the NHI programs for their residents.   Gradually more and 

more municipal governments started the NHI programs and in 1961 the universal coverage was eventually 

Internat ional  Seminar  on Health  Care  Financing and Cost-containment

건 강 보 험 재 정 과  비 용 절 감 방 안 에  대 한  국 제  세 미 나

4th



4th  ●  Japan’s health care financing and cost-containment  (Etsuji Okamoto)    69     68     「건강보험재정과 비용절감방안에 대한 국제 세미나」

achieved.   Many NHI societies disbanded after all municipal governments started the NHI programs 

but some NHI societies, many of which enroll relatively affluent professionals such as doctors, lawyers 

and construction workers, remained till today (there are 167 NHI societies enrolling some three million 

people).

Financing the elderly care has been an Achilles heel of Japan’s fragmented health insurance system 

because the rates of the elderly enrollment vary considerably among insurers.   Employees’ health 

insurance has the lowest elderly enrollment while municipal NHI has the highest elderly enrollment (% of 

the elderly population over 70 years old was 11.4% of the population in 2006 but 22.9% for NHI and 2.1% 

for corporate-based health insurance societies).   How to balance this inequality of elderly enrollment to 

sustain NHI has always been at the center of health policy debate.   A total unification of all insurers is an 

obvious and ultimate solution, as Korea achieved in 2000, but has not been feasible.

In January 1973, the Elderly Welfare Act was amended to subsidize copayment of health insurance for the 

elderly >=70 yo.   At that time, the “free” care was simply viewed as a symbol of welfare state.   Although, 

post-war Japan has been governed by conservative parties, many local governments were dominated by 

left-winged parties, which emphasized social welfare.   The year 1973 was later called “the first year of 

welfare state” but the timing was bad.   The “oil shock” in October of the year plunged the entire economy 

into recession while the health care cost for the elderly skyrocketed with no copayment.   The increase of 

the elderly health care cost strained NHI most.   A call for some form of financial redistribution mechanism 

balancing the inequality of elderly enrollment became louder and louder.

Another important reform in 1973 was the introduction of “copayment cap”, beyond which the excess 

copayment would be refunded from insurers upon request.   This was good news for chronic disease 

patients who incur high copayment, namely dialysis, a new technology which became available in late 

1960s.   Thanks to copayment cap, renal failure patients were able to sustain their lives without fear of 

financial catastrophes, as had often seen before.   Now Japan is known with the highest number of dialysis 

patients per population (300,000 or over every 427 people).

In 1983, the Elderly Care Act was enacted to create the Elderly Care System (ECS) as a financial 

redistribution mechanism.   The ECS alleviated financial burden of NHI considerably (though not entirely).   

After the ECS, concerns grew over the quality of the elderly care.   Boosted by the ECS, many hospitals 

were constructed to fill the shortage of nursing homes, which was financed by the Elderly Welfare Act 

and had always been restricted by budgetary limitations.   Since health insurance reimburse on a fee-for-

service (FFS) basis, the elderly patients were subject to excessive and medically unnecessary treatment 

(for example, fed by transfusion even if patients can eat).   Also, some of geriatric hospitals did not have 

rehabilitation services and many elderly disabled patients might have missed the opportunities for 

recovery.   In 1990, as a radical departure from the traditional FFS, the first per-diem reimbursement was 

introduced to geriatric hospitals paving a way to the present LTCI reimbursement system.

Welfare services and LTCI

As the population grew older, concerns shifted from health care to long-term care or other social 

services.   While economic burden for health care was much alleviated for the elderly, non-medical services 

such as nursing homes or domestic help were out of coverage of health insurance.   In 1988, the Skilled 

Nursing Facilities (SNF) was created as intermediate facilities between hospitals and nursing homes which 

were reimbursed from the ECS.   The SNFs were required to have enough rehabilitation facilities to ensure 

recovery of the disabled elderly.   At the same time, visiting nursing services were included in the ECS 

benefit, and later in 199, independent visiting nursing stations were introduced.   For the very first time, 

nurses were allowed to practice on their own though under supervision and prescription of doctors.

In 1990s, interests grew over how LTC should be financed.   There was much debate over whether LTC 

should be financed from tax (Nordic model) or by social insurance (German model).   The introduction of 

LTCI by Germany in 1995 influenced Japan to follow the social insurance model and the LTCI took effect in 

April 2000.   Japan’s LTCI is in many respect different system from health insurance and some of geriatric 

care covered by ECF (SNFs, visiting nursing services and part of geriatric beds) was transferred from 

health insurance system.

After the new LTCI firmly in place, health policy turned to the elderly care again.   In April 2008, as part 

of the “Health Care Structural Reform”, the ECS was transformed to the new Health Care System for the 

Old-old (HCSO).   The crucial difference was the eligibility age: the ECS covered the elderly >=70 while the 

new HCSO covered those >=75.   Another difference was that while the ECS was a financial redistribution 

mechanism among existing insurers (i.e., the elderly continued to be enrolled to the same insurers with 

their family members); the HCSO is a totally separate independent insurers.   The new HCSO turned out 

to be very unpopular because the elderly had to pay premiums withheld from their pension (before, 

premiums were collected from an entire household).   The term “old-old” sounded derogative to the 

elderly.   The Democratic Party, in the general election in August 2009, promised the abolishment of the 

HCSO in their manifest.   After the change of administration, a debate going on what the next new system 

should be.   The debate appears to go nowhere, the future of the present HCSO is quite uncertain.

As for welfare services, the Poor Law was enacted in 1929 to help the indigent population after the 

world recession but the benefit was limited.   In the post-war era, the Poor Law was revised to become 

the Livelihood Protection Act urged by the American occupation army.   The Livelihood Protection Act is 

a means-tested welfare services and financed exclusively by tax.   The benefits include medical assistance 

(LTC assistance was added in 2000 simultaneously with the introduction of the LTCI).   The number of 

beneficiaries of the Livelihood Protection declined in and around 1990 when Japan’s economy was in a 

good shape but increased since then thanks to the long economic slump.   Currently approximately two 

million (1.56%) of the population are beneficiaries, of whom 80% are receiving medical assistance.   The 

medical assistance is gaining importance in terms of the national finance.
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2. Current status
Japan’s health insurance is fragmented but universal and compulsory.   The distribution of coverage 

by categories of insurers of the population (128 million) is shown below.   Municipal NHI is operated by 

1,788 cities; towns and villages, corporate-based Health Insurance Societies consist of 1,497 societies and 

Mutual Aid Associations (MAA) consist of 77 societies in March 2009.

For employed workers, their employers will enroll them automatically upon employment and collect 

premiums by withholding from their pay checks.   The premium rate for employees of small-medium 

corporations insured by Japan Health Insurance Association (JHIA, transferred from the Social Insurance 

Agency in 2008 as part of the reform) is currently 9.5% (for beneficiaries >=40 yo, 1.5% premium for LTCI 

will be added.   Up to maximum annual income of 20 million yen).   In addition to health insurance, the 

premium for pension will also be applied (16%.   Up to the maximum of 10 million yen).   The combined 

rate of health, LTC and pension will be 27% to be shared equally between employers and employees, i.e., 

the workers will receive paycheck deducted by 13.5%.   Tax (national and local) will also be deducted.   

Roughly speaking, workers will receive paychecks at least 20% less than pro-forma basis.

For those who are not employed (self-employed, elderly retirees, unemployed, farmers and fishermen, 

etc.) will be AUTOMATICALLY (without any procedures) enrolled to municipal NHI where he or she 

resides.   Enrollment is compulsory and if he or she fails to take procedures for enrollment, premiums may 

be levied retrospectively for up to two years (some foreign residents are exempt from the compulsory 

enrollment, namely the U.S., France, the Netherland and Belgium citizens who reside in Japan for less than 

five years pursuant to the mutual treaties.   Japan also has treaties with Korea and Germany but they apply 

only to pension).   Part-time workers whose working hours are less than 3/4 (<30 hours/week) of full 

time workers are currently exempt from employees’ health insurance but the exemption is planned to be 

reduced to half (<20 hours/week) to expand 

the coverage of employees’ health insurance.

Premium schedule of municipal NHI is 

complicated and vary widely among cities, 

towns and villages.   The premium is levied 

on household based on the combined annual 

income and the number of  household 

members.   In case of Tokyo 23 wards, annual 

premium in FY2011 will be 8% of annual 

income plus 40000 yen/member with a cap 

of 650,000 yen/year/household.

Welfare
1.1%

JHIA 25.6% HCSO 
9.2%

municipal NHI
33.0%

MAA
6.6%

corporate-based HIS
21.7%

employment-
based
54%

residence-
based
45%

LPMA
1.1%

Distribution of coverage
(as of April 2008)

NHI societies
2.7%

Health insurance should be financed primarily from premium contributions.   However, NHI and JHIA 

cannot finance themselves by premium contribution alone and is sustained by ample subsidies from 

the government.   JHIA receives 16.4%, NHI and HCSO receive on average half and LPMA receives 100% 

of their health care benefit as subsidies from the government.   Such subsidies to health insurance and 

livelihood protection amounted to 9 trillion yen or approximately 10% of the total governmental budget of 

92 trillion yen in FY2010.

   Viewed from the national health care cost, subsidies from the government constitute 1/4 of the national 

health care cost (36 trillion yen in 2010).   When subsidies from both the central and local governments 

combined, it accounts for 1/3 of the national health care cost (premium contribution accounts for half and 

the rest (approximately 16%) are patients’ copayment).

3. Claims processing and reimbursement
Providers (hospitals, clinics and pharmacies) collect copayments (10-30%) from patients every time the 

patients visit them (or upon discharge for hospitalization).   Providers submit claims for every calendar 

month by 10th of next month to claims review & reimbursement organizations (CRROs) in the prefecture.   

CRROs have the “Claims Review Committee” authorized to review claims and deny (or increase as the case 

may be) part of the claims.   After claims are reviewed CRROs will reimburse the rest of the claims (70-90%) 

to providers by around 20th of the second month after the claiming month.   CRROs collect “deposits” from 

insurers by around 10th of every month, i.e., CRROs keep the deposit in their bank account for 10 days.   

Given the sheer amount of money, such a short term deposit will bring in handsome interest revenue to 

CRROs even under the low interest rate.

There are two kinds of CRROs: the Social Insurance Payment Fund (SIPF) and the Prefectural Federation 

of NHI.   The SIPF is a national public corporation with prefectural branches in all 47 prefectures.   It was 

established in 1948 pursuant to the SIPF Act.   Before the establishment of SIPF, the health insurance was 

unpopular among doctors and with good reasons: 1) the price was regulated intentionally lower than 

private patients, 2) the doctors bore administrative burden of mailing out many claims to multiple insurers 

and, above all, 3) the reimbursement tend to be late and sometimes defaulted.

A solution to 2) and 3) was to establish a fund which collects deposits from insurers to facilitate timely 

reimbursement and also serve as a “clearing house” of claims processing.   With SIPF, doctors have only 

to submit all the claims to a single SIPF branch in the prefecture and the claimed fee is guaranteed to be 

reimbursed by the specified time.

○ Claims review
 Also, the SIPF was endowed with another important function: claims review.   By law, the “Claims 
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Review Committee” is established in each prefectural branch and authorized to review all claims and 

deny part of the claims.   The number of reviewers is in the multiple of three, representing three parties: 

provider association such as medical and dental associations, insurers and public interest.   Officially, 

no qualification is required for reviewers but practically all are doctors, dentists and a small number of 

pharmacists.

Although the three party equal representations may appear reasonable, the selection of reviewers is not 

much based on their merits but more influenced by provider associations.   Therefore, one might assume 

that claims review is a form of “peer review” and function as a tool for self-governance of medical and 

dental associations.

The claims review is a form of corporatism between the often-conflicting providers and insurers.   The 

transaction fee (approximately 110 yen per claim) is paid wholly by insurers and economically reviewers 

appointed by provider associations will work in the interest of insurers (they are expected to deny the 

claims rather than increasing them).

SIPF handles all claims EXCEPT those for NHI.   Claims for NHI are handled by another CRRO: the 

Prefectural Federation of NHI (PFNHI) established in each of 47 prefectures pursuant to the NHI Act.   The 

PHNHIs essentially function in a similar manner to SIPF: they maintain deposit and reimbursement and 

also have the “Claims Review Committee” with the same authority with SIPF.

Currently, SIPF have 5,250 full time staff and PHNHIs have a total of 5,500 full time staff, a total of 

10,750 full time staff are engaged in claims processing and review.   In addition to these administrative 

staff, SIPF have Claims Review Committees with a total 4,479 reviewers (3,719 doctors, 760 dentists and 

56 pharmacists) and PFNHIs a total of 3,615 reviewers (2,969, 542 and 104 respectively), many of whom 

are part-time but some are full-time employees.   Both CRROs are public corporations but their staff as 

well as claims reviewers are NOT civil servants, i.e., they are immune to legal restrictions (such as anti-

bribery, corruption rules) on civil servants.   Claims reviewers carry criminal penalty against violation of 

confidentiality but such legal responsibility was not imposed on administrative staff until the revision of 

the SIPF Act in 2008.

SIPF handles 583 million medical and dental claims and 247 million pharmacy claims (a total of 830 

million claims in FY 2008) in the amount of 12.6 trillion yen.   Through claims review, approximately 0.2% 

of claims were denied payment or approximately 23.2 billion yen.   In November 2009, shortly after the 

overwhelming victory of the Democratic Party in the general election, the new Democratic administration 

appraised the cost-effectiveness of many existing policies and the claims review by SPIF was targeted.   

The appraisers questioned if this amount of denial is cost-effective given the transaction cost incurred, 

86.8 billion yen (denial rate of PFNHIs was even lower: 0.1%).

Argument against the cost-effectiveness analysis would be that “Claims review is to assure the 

appropriateness of the claimed charges and its effectiveness should not be evaluated by the cost-denial 

rate alone”.   Two standards by which the appropriateness is reviewed are: 1) the practicing rules of health 

insurance and 2) the fee schedule dictated by the Minister.   The important aspect of the claims review 

is that it is NOT intended to evaluate the quality of care nor is it intended to improve it.   This is a crucial 

difference from Korean HIRA, which is endowed with quality assessment of providers by law.

○ Oversight and regulation against fraud and abuse
Monetary matters involve fraud and abuse (F&A).   Fraud and abuse in health insurance practices 

will lead to disciplinary actions in minor cases (abuse) and to criminal prosecution in malicious cases 

(fraud).   Almost all providers (approximately 170,000 hospitals, clinics and pharmacies) have contractual 

agreement with the MHLW and hence under the oversight and regulation by the MHLW.   MHLW has eight 

regional branches authorized for oversight and regulation for health insurance.

Oversight and regulation include 1) individualized guidance for potential inappropriate charges and 

practices, 2) disciplinary actions in the form of cancellation of contracts (de facto expulsion from medical 

practices) and 3) criminal prosecution against severe fraud cases.   In FY2008, a total of 3,410 providers 

received individualized guidance.   In such cases, providers may be acquitted by voluntarily returning 

inappropriate charges.   A total of 3.67 billion yen was voluntarily returned to insurers by the providers.   

If the same inappropriate charges are repeated despite individual guidance or the cases are found to be 

fraudulent, disciplinary actions will be taken.   In FY2008, a total of 69 providers were disciplined, in many 

cases leading to cancellation of contracts.

F&A may be detected through claims review or may be exposed by complaints from patients or whistle 

blowing from insiders.   Insurers are encouraged to send statements of processed claims to patients (the 

data included in the statements are limited to the number of visits, the name of the providers and the 

total amount of reimbursement and do not include medical information such as diagnoses or name of 

drugs).   Obvious frauds such as inflating the number of visits may be detected by complaints from patients 

receiving such statements.

To perform this task, a total of 123 medical (73) and dental (50) doctors are employed at the MHLW 

regional branches.   However, 32 out of 73 medical, and 3 out of 50 dental positions are vacant according 

to the report by MHLW.   Those medical and dental officers are called “Medical G-men” and are similar in 

status with other medical officers working for MHLW and public health centers.   The high rate of vacancy 

may reflect the unpopularity of the task among doctors and dentists.

There is no quantitative analysis how much cost containment effects these oversight and regulation have 

on the national health care expenditures.   It may have some effects because providers whose the average 

charges per claim are ranked within top 4% of each specialty will be subject to individualized guidance by 

G-men.
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○ Computerization of health insurance claims
Japan lagged behind in terms of computerization of health insurance claims.   Only 10% of medical 

and approximately half of pharmacy claims were submitted electronically in April 2005, when Korea 

had already achieved nearly 100% computerization.   The then Koizumi administration, much inspired 

by Korean success of computerization of health insurance claims and their use of the data for cost-

containment, declared a full computerization of health insurance claims within five years in its IT strategy 

published in January 2006.   The goal was achieved in April 2011 and the use of computerized claim is 

hoped to provide an effective tools for cost containment.

The immediate cost-containment effects of computerization are on the administrative cost.   When 

claims were in paper form, all claims were manually reviewed by claims reviewers and administrative 

staff who support them.   The combined number of administrative staff of SPIF and PFNHIs of 10,750 and 

claims reviewers of 7,976 is quite large when one compares it with 1,730 administrative staff and 630 

reviewers of Korean HIRA at the end of 2008 even after the population size taken into consideration.   Still, 

the number of staff in charge of claims processing of PFNHIs has declined considerably from 3,651 in 2004 

to 3,026 in 2010 reflecting the on-screen reviewing system.   SIPF also reduced the handling charges on a 

claim from the high of 119 yen in 2004 to 110 yen in 2009.

○ Use of electronic claims data by insurers
Claims reviewed and process by SIPF will be sent to individual insurers.   Then insurers will be able to 

analyze the data on their own.   Unfortunately not many insurers seem to be effectively using the data 

possibly because of lack of analytical skills to handle large and complicated dataset as health insurance 

claims. Still, some pioneering insurers effectively use the electronic claims data for not only cost-

containment but also for health promotion or disease management.

One of the examples is the Kure city in Hiroshima prefecture.   The Kure city, with the help from an IT 

company, used the claims data for the following purposes: 1) drug cost containment through promotion 

of generic drugs, 2) secondary and tertiary prevention of lifestyle-related diseases, 3) guidance against 

“doctor-shopping” and 4) detection of multiple/duplicate medication.   As for 1), the city analyzed 

pharmaceutical claims to detect patients receiving brand-products and inform them of the potential 

saving by switching to generic products.   Consequently, over 60% of those who received the notice 

switched to generic product thereby saving the balance for both patients and the city.   As for 3), the city 

listed up patients who visit multiple providers for the same diagnoses or visit doctors so many times and 

provided face-to-face interviews.   Consequently, a total of 23 patients were interviewed resulting in a 

total of 432,229 yen in one month (the maximum reduction per person was 89,220 yen).   Also, a total of 

80 patients were interviewed for excessive doctor visits resulting in the reduction of 80,550 yen/patient.   

As for 4), data mining of pharmaceutical claims revealed duplicate medication in 2.7% and adverse drug 

interaction in 6.4% and contraindication in 0.3%.

4. Policies for cost-containment

○ Cost containment under the Koizumi administration
The Koizumi administration (26 April 2001-26 September 2006) is remembered as the 3rd longest 

administration in the post-war Japan (5 years and 5 months) with strong leadership and popular support 

(the >80% support rate after its inauguration is unsurpassed).   It also left important footsteps in the field 

of social security.   It is also noteworthy that Japan’s administrative system underwent a radical reform 

shortly before Koizumi took office.   In January 2001, the government structure was reformed to enable 

Koizumi to exert his strong leadership.

As part of the reform, some ministries merged.   The Ministry of Health & Welfare merged with the 

Ministry of Labour to make the present Ministry of Health, Labour & Welfare (MHLW).  The central 

government reform did not stop there.   To support the cabinet, the Economic and Fiscal Advisory Council 

(EFAC) was set up.   EFAC is chaired by the prime minister but the members included four civilians 

who express their opinions from a free standing.   The civilian members consist of executives of major 

corporations as well as university professors of economics.   The EFAC under Koizumi administration 

was dominated by Neo-conservative economists who emphasize market economy and deregulation.   

The group of four occasionally collided with medical association by proposing radical reforms such as 

deregulation to allow for-profit corporations to manage hospitals.

○ Tug-of-war over the macro-management
On 15th February 2005, the group of four proposed “macro management of health care benefit” to 

control the growth of health care cost at the EFAC.   Their proposal was to contain the health care benefit 

(=total health care cost – patients copayment. patients copayment accounts for approximately 15% of the 

total health care cost on average) by pegging it at a certain % of GDP.   At that time, it was projected that 

the health care benefit would grow from 5.4% of GDP in 2006 to 6.4% in 2015 and 7.7% in 2025.   They 

proposed that the growth of health care cost should be contained at 5.7% in 2015 and 5.8% in 2025 after 

considering the population ageing.

To this, both MHLW and Japan Medical Association opposed claiming that “health care cost is not 

something to be limited by economic growth”.   For MHLW, the proposal from the “Koizumi economists” 

was a déjà-vu because MHLW itself once proposed a similar plan back in 2002 but had to be withdrawn 

due to strong opposition from medical community.   To counter the strong voice of EFAC backed by the 

cabinet, MHLW had to present an alternative.   The then vice-minister of MHLW was a great fun of fitness 
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and prevention and a strong believer in the long-term cost-containment effects of health promotion.   On 

19th February, at a public speech, the vice-minister emphasized the potential of cost containment through 

health promotion while criticizing the macro-management by the EFAC.

On 18th March, MHLW submitted a simulation at another meeting.   According to the simulation, the 

health care cost would be reduced by 1.6 trillion yen through health promotion and 1.7 trillion yen 

through reduction of length of stay by 2015, 2.8 trillion yen and 4.9 trillion yen by 2025 respectively.   

These simulations translated into the projected health care cost at 6.4% of GDP in 2015 and 7.7% in 

2025.   This simulation fell short of the proposal of macro-management but did suggest the potential of 

cost-containment through health promotion.   Eventually, the staunch Koizumi economists backed down 

without pursuing their cause further.

After the dismissal of the macro-management proposal, Japan’s health care reform began to center 

around the cost-containment through primary prevention of “lifestyle-related disease”.   Elsewhere, on 8th 

April, the assembly of the association of internal medicine was held in Osaka, which adopted the concept 

and definition of “metabolic syndrome” including the much publicized criteria of the waist size: 85 cm for 

men and 90 cm for women.   Although the adoption of metabolic syndrome had no official relationship 

with the policy debate, MHLW jumped over this popular, new and authoritative idea and introduced 

“metabolic syndrome” as a key concept of the subsequent reforms.

○ Computerization of claims and the national database
Shortly after the group of four proposed the macro-management, the IT Strategic Headquarter (ITSHQ) 

of the cabinet published an interim evaluation of IT development.   At the same time of the central 

government reform in 2001, the IT Promotion Act was enacted with an ambitious plan to make the country 

“the top-level IT country” and the ITSHQ was established to oversee all branches of the government.   The 

originally set goal in health care field was: 1) >50% of hospitals claims are electronically submitted by 

2004 and >70% by 2006, 2) >60% of hospitals with >=400 beds will have electronic health record (EHR) 

by 2006.   The interim evaluation was encouraging in some field but disappointing in others.   Particularly 

disappointing was in health care field.   Computerization of claims was far from the targeted goals and 

lagged behind neighboring countries.   Korean success in computerization of claims as well as development 

and effective use of the national database also provided motives.

The new IT Strategy published in January 2006 declared an explicit goal of full computerization of claims 

within five years (i.e. by March 2011) and, more importantly, proposed a national database.   It states 

“Streamline the administrative cost of health insurance through full computerization of claims by no later 

than early FY2011 and contain the national health cost through prevention and epidemiological use of the 

claims database.   The new national database must be instituted by FY2010”.   The timeline was set.

This decisive policy decision was also boosted by the overwhelming victory of the Koizumi 

administration in the general election in September 2005.   An official of the ITSHQ later confessed to a 

press interview that he had felt a “move” when PM Koizumi stated that “computerization of claims must 

be realized” at the ITSHQ meeting on 25th October.   Actually most of the important policy decisions 

were made in a short time around the end of 2005.   This fact amply evidences the importance of strong 

leadership and timeliness in any policy decisions.

○ Health Care Cost Containment Plan (HCCCP)
Development of a national database (NDB), cost-containment through prevention metabolic syndrome, 

and reduction of hospital length of stay....these agenda must be instituted as a form of law.   They were 

instituted as a form of revision of the Elderly Care Act to a new name: the Elderly Health Care Security Act.   

The new law includes provisions on Health Care Cost Containment Plan (HCCCP) as follows.

The last 3) constitutes the legal basis for the NDB.   Essentially, NDB was created for the purpose 

of “development, implementation and evaluation of HCCCP”.   It is noteworthy that “research use” or 

“improvement of quality of care” is not explicitly stated as the purpose of NDB.   Research use of NDB is 

based on the discretion of the MHLW leaving room for future revision of the law.

○ Reduction of hospital length of stay through conversion of geriatric 
hospital beds

Before discussing about HCCCP, one must understand a peculiar situation about geriatric hospitals beds.   

Japan has a total of 1.6 million hospital beds as of 1 October 2008 (there are also 146,568 beds in clinics 

with <20 beds in addition to hospitals) which are classified into three categories: general acute care beds 

(909,437 beds), psychiatric beds (349,321 beds) and geriatric beds (339,358 beds).

When the LTCI was introduced in April 2000, a peculiar arrangement was made about geriatric beds: 

hospital administrators chose to “separate” the geriatric wards into on reimbursed from health insurance 

and another from the LTCI.   Consequently some geriatric wards remain exclusively health insurance 

1) All 47 prefectures shall develop five-year HCCCPs starting in FY2008 (-FY2012).

2) The HCCCP shall include the following policies

     - Health checkups and guidance (HC&G) against metabolic syndrome

     - Reduction of hospital length of stay through conversion of geriatric hospital beds

     - Disease-oriented critical paths for diabetes, strokes, myocardial infarction and cancer

     - Interim and final evaluation (to be conducted in FY2010 and 2013 for the 1st plan 2008-12)

3) The MHLW shall collect anonymized data for the purpose of development, implementation and evaluation of HCCCP.
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wards, some converted into exclusively LTCI wards many chose to be a “mix” of the two (such wards came 

to be called “care mix” wards).   There is an institutional difference between the health insurance beds and 

the LTCI beds.   The health insurance beds, as with as other forms of beds, can admit patients of any age 

and of any diagnoses at the order of doctors.   The LTCI beds, on the other hand, can admit the elderly over 

65 and was assessed as in need of care by outside assessors.

The average LOS of 33.8 days in 2008, which is broken down into 18.8 days for general acute care beds, 

312.9 days for psychiatric beds and 176.6 days for health insurance geriatric beds and 292.3 days for LTCI 

geriatric beds.   These LOS are much longer than the international standard suggesting inefficiency.   Also, 

some research suggested that the case mix between two types of geriatric beds did not differ significantly 

despite a slight difference of LOS.

Geriatric beds were thus singled out as a target in HCCCP: abolishing the LTCI beds by March 2012 (the 

end of the 1st HCCCP) and reduction of the health insurance beds by then.   Such abolishing and reduction 

will be achieved by “conversion” into less-costly nursing homes, group homes, care houses or home care.   

There were approximately 380,000 geriatric beds in 2006, of which 250,000 were health insurance beds 

and 130,000 were LTCI beds.   Through the five years of HCCCP (FY2008-12), the former would be reduced 

to 150,000 and the latter would have gone.   A total of 230,000 geriatric beds would have to be converted.   

It was targeted that the average LOS in 2012 would be reduced to 29.8 days according the goal set by 

MHLW

Targeting geriatric beds alone may be contradictory when one sees that the by far the longest LOS is in 

psychiatric beds.   Actually, a committee reported back in 2004 that as many as 70,000 patients in 350,000 

psychiatric beds are stable enough to be discharged and called for “normalization” of psychiatric care.   

Unfortunately the recommendation in 2004 has not been realized so far and reduction of LOS had to be 

attempted by conversion of geriatric beds alone.

○ Prefectural HCCCPs and saving from conversion of geriatric beds
By April 2008, all prefectures except one (Niigata prefecture) developed HCCCPs.   Of 46 HCCCPs, 42 

included the projection of future health care cost as well as potential savings by HCCCPs (notably, Tokyo, 

the largest prefecture, did not made future projection because they did not plan reduction of geriatric 

beds).   The potential saving was estimated by the reduction of LOS due to conversion of geriatric hospital 

beds and did not include the saving from HC&G.   It was based on the MHLW direction that prefectures did 

not have to consider the cost saving effects of HC&G because it would take long before the HC&G would 

take effect.

The combined sum of 42 prefectures: 28.6 trillion yen in 2008 was projected to be 32.6 trillion yen in 

2012 (the last of five year period) but would be reduced to 31.9 trillion yen as a saving effect of HCCCPs 

or 0.7 trillion yen (2.2%) saving (author’s calculation).   The final evaluation for the period of 2008-12 

will be conducted in FY2013.   The interim evaluation by MHLW showed that the number of geriatric 

hospital beds had been considerably reduced from 352,000 beds in October 2006 to 320,000 in July 2009 

contributing the reduction of LOS of the entire hospitals beds from 32.2 days in 2006 to 31.3 days in 2009.

The fate of geriatric beds was twisted by the change of administration in 2009.   The Democratic Party 

declared that “geriatric beds need not be reduced” in their manifest in the general election in August 2009.   

Following this policy change, MHLW had to put a “hold” on HCCCPs.   The abolishment of LTCI beds will 

remain unchanged but the deadline will be postponed to 2018 from the current 2012.   Whether the goal 

of average LOS of 29.8 days will be achieved by 2012 now appears uncertain.

○ Cost-containment effect of HCCCPs
Are we achieving the goal?   To evaluate the cost-containment effects of HCCCP, one must first project the 

future health care cost without interventions.   Because we cannot conduct controlled trials as researchers 

do for evaluation of drugs, the accuracy and reliability of the future projection will largely determine the 

results.

The initial simulation MHLW submitted on 18th March 2005 quoted its projection from the projection 

made by MHLW in May 2004: national health care cost (31.4 trillion yen in FY2004) will be 49 trillion 

yen in 2015, 69 trillion yen in 2025.   It simulated that HC&G would save 1.6 trillion yen and reduction of 

hospital length of stay would save 1.7 trillion yen or a combined saving of 3.3 trillion yen in 2015 resulting 

in the total health care cost of 45.7 trillion yen in that year.

Later, MHLW altered the projection in October 2005: 46.5 trillion yen in 2015 and 65 trillion yen in 

2025 with a combined saving of 2.3 trillion yen in 2015 resulting in the total health care cost of 44.2 

trillion yen.   This projection preempted the MHLW May 2006 future projection and remains valid till 

today.   The revision of the future projection in only two years reflected the current economic situation.   

One is strongly cautioned that the future projections by government tend to err on the optimistic side.   

The projection made in October 2000 projected the National Income in 2010 as 490 trillion yen.   Two 

subsequent projections in 2002 and 2004 put it as 414 trillion yen and the 2006 projection put the NI in 

2011 at 433 trillion yen.   As it turned out: the NI in FY2010 was 345.5 trillion yen (the economic outlook 

decided by the Cabinet on 24th January 2011).   The overly optimistic future projection will exaggerate the 

cost-containment effects of any interventions.   A problem concerning the revision of future projection is 

that it had no explanation why the expected cost-containment of HCCCP had also been reduced from 3.3 

trillion to 2.3 trillion yen.
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Where does the latest situation stands?   The latest estimate put the health care cost in FY2010 at 37 

trillion yen (the data is available only up to December 2010 and the author estimated the annual cost up to 

March 2011 by applying the same growth rate in other months).   It appears that Japan’s health care cost is 

growing slower than the originally projected and, even if population ageing will advance further, one can 

be comfortably certain that the health care cost in 2015 is not likely to exceed the originally projected 46.5 

trillion yen.

This finding is remarkable when one considers the rapid population ageing as well as a sharp increase 

of LPMA recipients with ample evidence of fraud and abuse.   The cost-containment effect of LOS was 

projected at only 0.7 trillion yen in 2012, a minor contribution particularly after the conversion of geriatric 

beds was halted in the middle of the five year plan period.   Can one claim that HC&G is taking effect?   Not 

necessarily.

The MHLW itself acknowledges that HC&G will not bring any savings during the first HCCCP period 

(2008-12).   A systematic review by the author analyzing the results of controlled studies conducted on 31 

municipalities during 2002-6 failed to demonstrate any certain cost-containment effects at least during 

one year after interventions.   Rather, one should assume that the future projections were exaggerated.   If 

projected based on age-sex specific population alone, the health care cost in 2015 will be 48 trillion yen 

and 2025 will be 50 trillion yen, far smaller than previous official projections.   The original projection was 

exaggerated due to the overly optimistic economic growth (consumer prices, inflation, interest rate) while 

in fact Japan’s economy has undergone a serious deflation for last few years.

5. IT initiatives for cost-containment by the Livelihood Protection
The nation-wide attempt of cost containment has just been started for the Livelihood Protection Medical 

Assistance (LPMA) for the indigent population.   Due to the prolonged economic slump, the population 

receiving the means-tested Livelihood Protection has reached two million (1.5% of the population) 

recently, of whom 80% also receiving LPMA.   The Livelihood Protection is financed exclusively from tax 

(shared by the central government and local governments by 3:1) and the total disbursement in FY2011 is 

budgeted at 3.4 trillion yen, of which LPMA accounts for about half.   Unlike health insurance which usually 

requires 30% copayment, LPMA does not require any copayment and patients can receive medical care for 

free.

The LPMA has long been regarded as “sanctuary”.   In April 2008, the MHLW issued a notice requiring 

LPMA patients to be dispensed generic products whenever available for cost-containment.   A strong 

public outcry followed forcing the then minister Masuzoe to revoke the notice shortly.   Almost at the same 

time, the MHLW issued another notice restricting the transportation benefit for LPMA patients after a gang 

member in Hokkaido had received a sum of 2 million yen for taxi fare to visit clinics hundreds of miles 

away.   Again, minister Masuzoe was forced to revoke it in response to protests.

The only government effort was to encourage municipal governments to double-check the LPMA claims 

by “contracting out” to the commercial third party claims reviewers.   Theoretically, LPMA claims, as well 

as health insurance claims, are reviewed by the “Claims Review Committee” of the SIPF.   Still, many F&A 

go unchecked.   To fill the need, there are many commercial third party claims reviewers (some of them are 

publicly owned corporations) which contract with insurers for double checking.   If they find unchecked 

F&A, then the insurers can appeal to the SIPF for denials.   MHLW encourages municipal governments to 

double check through subsidy (this is a peculiar situation: the MHLW itself officially acknowledges that 

the claims review by SIPF is flawed).   In FY2007, a total of 1.83 billion yen subsidy was disbursed to 729 

municipal governments (out of 1804 municipal governments) resulting in the saving of 11.1 billion yen or 

six times the cost.

Such sanctity was altered late 2008, when the Lehman shock plunged many people into poverty.   The 

number of the recipients of the Livelihood Protection skyrocketed straining the national and local finances.   

In April 2010, another scandal was cracked down in Osaka, where >5% of the 2.5 million residents on the 

Livelihood Protection.   Many LPMA patients got prescribed psychotropic drugs from multiple clinics and 

pharmacies and sold them over the net.   The peddlers were arrested for violation of the Drug Control Act.

The MHLW conducted a sampling survey on LPMA claims to detect duplicate or multiple medication of 

psychiatric drugs.   They sampled claims from psychiatric hospitals or clinics identifying 2,555 patients.   

Of them, 1,797 or 70.3% were judged inappropriate medication.   Based on this evidence, the MHLW called 

for utilizing electronic claims data for detection of such drug abuse.

Osaka city quickly followed suit: they requested SPIF to provide LPMA claims data for detection of abuse, 
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the very first of such move among municipal governments.   The city identified 34 hospitals and clinics 

whose patients are exclusively (!) LPMA patients in addition to many clinics whose >90% of their patients 

are LPMA recipients.   Then the city conducted interviews and on-site inspections on 127 patients and 16 

providers.   It was found that many patients were living at residential facilities and affiliated doctors visit 

them as regular house calls.   According to the calculation by the city, the typical charge of office visits of 

diabetes patients four times a month would be 11,060 yen but it would be 50,000 yen if doctors make 

the same number of house calls.   For health insurance patients, 30% of the charge would be levied from 

patients but no such copayment is charged on LPMA patients.   A patient diagnosed as respiratory failure 

had rented a home oxygen therapy unit from a clinic which charged the city 65,000 yen/month.   When 

a city official visited the patient, the patient was in a stable condition and the unit had not been used for 

months.   The report stated that patients on health insurance would have returned the unit to avoid 30% 

copayment.

In FY2011, the MHLW sets an explicit policy to utilize electronic claims for cost containment of LPMA 

with the following agenda: 1) double-checking of electronic claims, 2) detection of duplicate or multiple 

medication of psychotropic drugs, 3) enhancement of generic products.   The last 3) on generic use is a 

notable policy change from the revoked directive just a few years ago.

6. What’s ahead?
Japan’s health care cost has been in good control despite its rapid population ageing.   At least, health 

care cost is not a financial menace to Japanese people yet.   However, the stagnant economic growth and 

resulting tardy growth of income is making the financial burden of health care cost heavier and heavier 

(Japan’s GDP has not grown much for last 20 years and has been passed by China in 2010).   Not because of 

the growth of numerator but the shrinking denominator, the % of health care cost in National Income has 

already passed 10%.

Then, what is the major concern about Japan’s health care cost in the near future?   It is not likely that 

the health care cost increases out of control.   What is more worried is the potential financial catastrophe.   

Japan’s national finance is deteriorating due to the accumulating debt (government bonds).   Already it is 

reaching to 200% of GDP, by far the highest in the world.   

Why is this a problem for health care cost?   As shown before, 1/4 of Japan’s health care cost is financed 

from the government subsidies (when local governments combined it will be 1/3).   If the government falls 

in default, as much as 1/4 or 1/3 of the health care cost will not be paid to providers.   This heavy reliance 

on government subsidy makes Japan’s health care vulnerable to the governmental financial conditions.

Of the government’s revenue of 92.3 trillion in FY2010, only 37.4 trillion yen was levied as tax and 44.3 

trillion yen was raised by selling bonds.   Paradoxically, the interest rate on 10 year bonds remains around 

1% (it went below 1% in 2010).   With this ridiculously low interest rate, the government is sustaining by 
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paying only (!) 10 trillion yen in interest (plus another 10 trillion yen for redemption).   Borrowing 44.3 

trillion yen while paying back 20 trillion yen: sounds good?   What will happen if interest rate goes up to 3% 

or higher?   It is alarming when one recalls that Japan’s interest rate was once 7-8%.

The Koizumi administration, with his neo-conservative economists and the overwhelming support in 

the previous general election, adopted a radical fiscal reform in 2006 to achieve positive primary balance 

by FY2011.   Thanks to controlling the social security budget including the largest price “cut” in the fee 

schedule in 2006, Japan’s financial conditions recovered temporarily as shown as a “dent” in the following 

graph of accumulating national debt.

Such neo-conservative policy was unpopular, and the Democratic Party won the overwhelming victory 

in the general election in August 2009 by promising the revocation of such stringent fiscal policy.   As soon 

as the Democratic government took office, “fiscal soundness” was put aside and the new social security 

policies were adopted, most notably the children allowances (13,000 yen/month for children under 15yo 

totaling two trillion yen).   As much as 44.3 trillion JGB was issued to supplement the pitiful 37 trillion 

tax revenue in FY2010, the trend which continued in FY2011 as well.   The administration was forced 

to promise at the G20 meeting held in Canada in June 2010 to decrease the deficit in primary balance 

by half by 2015 and achieve balance by 2020 (the target year agreed at the meeting was 2013 and 2016 
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respectively but Japan was treated as exception given the sheer size of governmental debt).   However, 

credit rating companies responded by downgrading Japanese Government Bond (JGB).

Belatedly, the present administration adopted a reform plan on 2nd June, calling for raising the 

consumption tax from current 5% to 10% by 2015, which will generate additional 10 trillion yen tax 

revenue.   To mitigate the rise of consumption tax, the plan included some cost-containment strategies, 

some of which are continuation of HCCCP and others are new initiatives.   The reduction of LOS is 

estimated to reduce the government subsidy (1/4 of health care cost) by 0.43 trillion yen in 2015 (it is 

remarkable that the targeted beds include psychiatric beds).

A new initiative was disease management which is expected to save 0.12 trillion yen in 2015 through 

effective use of ICT by insurers.   The IT initiatives by Kure city or in the LPMA are exemplified in the 

reform plan.   The reform plan encourages insurers to guide patients for “optimal” use of health care 

services making best use of the computerized claims data, something unheard when insurers were not 

supposed to intervene into patients behaviors.   Also it encourages active use of the National Claims 

Database for regional integration of health care.   Other initiatives include enhancement of generic use, 

prevention of disability to reduce the LTCI cost.

The reform plan was a remarkable about-face when one considers the original stance of the ruling 

party (there is much debate inside the ruling party itself).   The plan set a schedule that the law must be 

revised by the end of this FY2011.   However, given the present unstable political situation (the PM already 

expressed his resignation) as well as discordant majority between the Congress and the Senate.   Unless 

this ambitious reform sees the light of day, one must expect a day when Japan is placed under the IMF 

control.
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Health Care Financing and 

Cost-Containment in Taiwan

- Ming-chin Yang

(Institute of Health Policy and Management

National Taiwan University)

○ Abstract
Taiwan implemented the National Health Insurance Scheme (NHI) in March 1995. About 99% of the 

eligible citizens in Taiwan were enrolled in this mandatory health insurance system. The revenue comes 

primarily from premium contribution. Currently the premium rate is 5.17% of the salary or reported 

income. Basically the enrollees have to pay 30% - 60% of that premium. The remaining portion will be 

paid by enrollees’ employers or the government.

At the beginning few years, there were some surplus. However, as the growth rates of expenditure 

continued to exceed that of revenue, the financial status of the NHI turn to deficit in 2005. The annual 

growth rates of healthcare expenditure were about 7-10% during the first few years while the growth 

rates of revenue was 0 to 8.8%. 

The major reform of cost-containment was the implementation of the global budget payment system 

(GBPS). After the GBPS was fully implemented in July 2002, the annual growth rate of expenditure has 

been controlled at 3.7%-5.01%. 

The GBPS was phased-in over four years. In 1998, dental outpatient care was the first sector to 
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5th
implement the GBPS, followed by Chinese medicine outpatient care in 2000, western medicine clinics in 

2001, and finally hospital sector in 2002.

On the other hand, revenue side also had some reform. The most profound one was increasing the 

premium rate from 4.25% to 4.55% in 2005. Later in 2010, the rate was raised to 5.17%. The basis of 

income used to calculate the premium was also broaden over the years.

The Department of Health (DOH) and the Bureau of NHI also initiated a series of measures to control 

utilization. They included introducing co-payment for outpatient medications, for physical therapies, and 

raising the amount of co-payment of large hospitals outpatient care. However, the amount of utilization did 

not seem to reduce overtime.

In terms of the performance of those reform strategies, the most powerful one is the GBPS. However, it 

may delay or limit the introducing of new technology. The least powerful one was co-payment. The amount 

of outpatient visits did reduce to some extent when the co-payment amount was increased. But in six 

months, the outpatient visits returned to the original level.

In order to solve the inequity situation in premium collection, the Legislature amended the NHI Act in 

January 2011 (we call it the second generation NHI Act, 2G Act). In this 2G Act, the most challenging one 

is to broaden the base of income when calculating premium. Currently system may underestimate the real 

income. Therefore, in the 2G Act, the insured people in categories 1 to 4 (being hired or self-employed) 

need to pay a supplementary premium in addition to regular monthly premium. Supplementary premiums 

are 2% of those types of income other then reported salary or earnings. It is feared that people may 

find ways to avoid paying this supplementary premium. If this situation happens, then the revenue from 

regular premium will not be enough.

Another strategy in the 2G Act is to require health technology assessment (HTA) before new items are 

included in the benefit list or payment rate being set. Currently the detail of implementation is still under 

discussion.

In conclusion, Taiwan’s NHI is facing financial problems as well. Therefore, one of the most important 

issues of reforming the system is to keep the revenue and expenditure balanced. In order to have those 

reform strategies successful, it relies heavily on the collaboration of various ministries. However, as the 

fiscal condition of the government gets tighter and tighter, this task also tests the wisdom of the ruling 

party.

1. Introduction of Taiwan’s National Health Insurance
Taiwan implemented the National Health Insurance Scheme (NHI) in March 1995. It is a compulsory 

social insurance system. Before the implementation of NHI, there existed Labor Insurance, Civil Servant 

Insurance, Welfare Insurance and Farmers Insurance. All of these insurance provide medical benefit and 

cash benefit. But they covered only 55% of population and many of those who were not covered were 
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children and the aged. Therefore the government started to plan the NHI in 1988. At first, the target date 

was set at the year 2000. However, as political pressure built up, the government moved the date forward 

to 1995. 

Because there were already several types of social insurance providing medical care, the NHI program 

isolate out the part of medical care from each social insurance and integrated them into one system. 

When those who already enrolled in other social insurance were mandated to enroll in the NHI, the 45% 

population who were not covered were also enrolled in the NHI as well. Currently about 99% of the 

eligible citizens in Taiwan were enrolled in NHI.

The insured shall enroll in the NHI using one of the following six categories:

Table 1.1  Categories of NHI insured people

Categories Sub-categories

Category 1

(1) Civil servants or full-time and regularly paid personnel in governmental agencies and 
public  ̸  private schools;

(2) Employees of publicly or privately owned enterprises or institutions;
(3) Employees other than the insured prescribed in the preceding two subparagraphs but 

are otherwise employed by particular employers;
(4) Employers or self-employed owners of business;
(5) Independently practicing professionals and technicians.

Category 2

(1) Members of an occupational union who have no particular employers, or who are self-
employed;

(2) Seamen serving on foreign vessels, who are members of the National Seamen's Union 
or the Master Mariners' Association.

Category 3

(1) Members of the Farmers Association or the Irrigation Association, or workers aged over 
fifteen who are actually engaged in agricultural activities;

(2) Class A members of the Fishers Association who are either self-employed or have no 
particular employers, or workers aged over fifteen who are actually engaged in fishery 
activities.

Category 4

(1) Military servicemen whose compulsory service terms are over two months or who are 
summoned to serve in military for more than two months, military school students who 
receive grants from the government, military servicemen’s dependents who lost their 
support recognized by the Ministry of Defense, and military decedent’s families who 
are receiving pensions due to the death of their decedents.

(2) Men at the age for enlisting in the military, who are currently in military-substitute 
service.

Category 5 Members of a household of low-income families as defined by Social Support Law.

Category 6
(1) Veterans, household representatives of survivors of veterans;
(2) Representatives or heads of household other than the insured or their dependents 

prescribed in subparagraphs 1 to 5 and the preceding item of this subparagraph.

In terms of financing the NHI, the revenue comes from premium contribution. Currently the premium 

rate is 5.17% of the salary or reported income. Basically the enrollees have to pay 30% - 60% of that 

premium. The remaining portion will be paid by enrollees’ employers or the government. Those 

dependents who were not employed need to enroll the NHI with their spouses, parents or children. For 

each dependent, the insured people need to pay one share of premium. However, to prevent causing 

too heavy of a burden to those families having a large number of dependents, the maximum share of 

dependent premium is three.

To be more specific, the NHI premiums for individuals in categories 1, 2, and 3 are calculated based on 

the monthly incomes they report to the Bureau. The premiums of individuals in categories 4, 5, and 6 are 

based on the average premium paid by all those enrolled in the National Health Insurance system.

The formulas used to calculate premiums are as follows:

Table 1.2  Premium calculation formula

Notes:

1. Income Basis: Amount of income on which premiums are levied based on a payroll bracket table 

2. Insurance Premium Rate: 5.17% effective from April 1,2010

3. Contribution Ratio: Based on ratios set by National Health Insurance Act

4. Number of Dependents: Maximum of three even if the actual number of dependents is higher

5. Average Number of Dependents: 0.7 effective from jan.1,2007

6. Since October 2009, the average monthly premium for individuals in categories 4 and 5 has been 

NT$1,376, which is entirely subsidized by the government. For individuals in category 6, the average 

premium has been NT$1,249, with 60% paid by the individual (NT$749) and 40% by the government 

effective from April 1, 2010.

Insured Category Contributor Formula

Income Earners

The Insured Income Basis x Premium Rate x Contribution Ratio 
x (1 + Number of Dependents)

Insurance Registration 
Organization or Government

Income Basis x Premium Rate x Contribution Ratio 
x (1 + Average Number of Dependents)

Non-income Earning 
Individuals

The Insured Average Premium x Contribution Ratio x (1 + Number of Dependents)

Government Average Premium x Contribution Ratio x (1+Actual Number of Dependents)
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Table 1.3  NHI Premium Contribution Ratios

In terms of benefit package, the NHI provides medical care for injuries, illness, and delivery. It not only 

provides emergency care, outpatient care, inpatient hospitalization, but also home health care. The NHI 

also provides prescription medications. It used to provide preventive care, such as prenatal care, well 

baby care, Pap smear for cervical cancer, and basic physical check-ups. After the SARS outbreak in 2003, 

the Department of Health decided to simplify the responsibility of NHI to provide medical care. Thus, the 

budget of preventive care is now being prepared by the Bureau of Health Promotion.

Classification of the Insured
Contribution Ratio (%)

Insured Registration 
Organization Government

Category 1

Civil servants, 
volunteer 

servicemen, 
public office 

holders

Insured and dependents 30 70 0

Private school 
teachers Insured and dependents 30 35 35

Employees 
of publicly or 

privately owned 
enterprises or 

institutions

Insured and dependents 30 60 10

Employers
Self-employed
Independent 

professionals and
technical 

specialists

Insured and dependents 100 0 0

Category 2

Occupation 
union members

Foreign crew 
members

Insured and dependents 60 0 40

Category 3

Members 
of farmers’, 
fishermen’s 

and irrigation 
associations

Insured and dependents 30 0 70

Category 4

Military 
conscripts, 
alternative 

servicemen, 
military school 

students on 
scholarships, 

widows of 
deceased military 

personnel on 
pensions

Insured 0 0 100

Category 5 Low-income 
households Household members 0 0 100

Category 6
Veterans and 

their dependents
Insured 0 0 100

Dependents 30 0 70

Other individuals Insured and dependents 60 0 40

Each enrolled person will receive a piece of IC card (figure 1). One must present this card when seeking 

medical care from contracted institutions.

In order to reduce abuse of medical care, outpatients must 

pay an outpatient copayment. If a patient is hospitalized, 

then he or she will have to pay an inpatient copayment when 

discharged. 

Table 1.4  Amount of Co-payment for Outpatient services (NT$)

Table 1.5  Copayment Rates for Inpatient Care

2. Financial Status
At the beginning few years, there were some surplus. However, as the growth rates of expenditure 

continued to exceed that of revenue, the financial status of the NHI turn to deficit in 2005. The annual 

growth rates of healthcare expenditure were about 7-10% during the first few years while the growth 

rates of revenue was 0 to 8.8%. 

The average annual increase of insurance revenues was 5.4% from the implementation of the NHI 

scheme; the average annual increase of insurance costs was 7.6%; the financial gap had been widening.

Institution Class Basic Copayments

Type of 
Institution

Western Medicine Outpatient Care Emergency Care Dental Care
Traditional 

Chinese 
Medicine

With referral Without referral

Medical Centers 210 360 450 50 50

Regional 
Hospitals 140 240 300 50 50

District Hospitals 50 80 150 50 50

Clinics 50 50 150 50 50

Type of Ward
Copayment Rates

5% 10% 20% 30%

Acute - 30 days or less 31-60 days 61 days or more

Chronic 30 days or less 31-90 days 91-180 days 181 days or more
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The NHI scheme operates under the principle of balanced revenues and expenditures. In other words, 

premium revenues need to be able to cover medical expenses. Short-term discrepancies are to be covered 

by the reserve fund and long-term financial balance is to be achieved by setting reasonable levels of 

premium rates based on actuarial valuation.

Premium rate was slightly adjusted from 4.25% to 4.55% in 2002; the rate had not been adjusted since 

then. Although premium revenues had increased a little due to the increase in salaries, the increase of 

premium revenues was far more than that of medical expenses. The widening financial gap had become a 

problem that both government and the public must face.

On the accrual basis, the insurance revenues in 2009 increased NT$716 million from the previous year 

and the average annual increase of insurance revenues was 5.4% from the implementation of the NHI 

scheme. The insurance cost increased by NT$19 billion from the previous year and the average annual 

increase of insurance costs was 7.6% from the implementation of the NHI scheme. The deficit was NT$32 

billion, which was made up using the reserve fund according to regulations; the accumulated deficit was 

-NT$58 billion, which should be made up using the reserve fund.

3. Recent Reforms 
1) Overview of reforms that have taken place recently in health care

The major reform of cost-containment was the implementation of the global budget payment system 

(GBPS). The GBPS was phased-in over four years. In 1998, dental outpatient care was the first sector to 

implement the GBPS. Followed by Chinese medicine outpatient care in 2000, western medicine clinics in 
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2001, and finally hospital sector in 2002.

After the GBPS was fully implemented in July 2002, the annual growth rate of expenditure has been 

controlled at 5.0% - 3.7%.

The Medical Expenditure Negotiation Committee (MENC) was established to negotiate and allocate 

medical payment. The MENC has 27 members consist of one-third each of the following personnel: 1). 

Representatives from medical care institutions; 2). Representatives from premium payers and specialists 

or scholars in the relevant fields; and 3). Representatives from relevant government agencies.

Each year, around April, the DOH needs to propose the lower and upper bounds of the total amount of 

medical expenditure for next year to the Executive Yuan for approval. After receiving approval, the MENC 

will negotiate and reach the agreement of the global budget for next year in September. The agreement 

will then be reported to the DOH for approval. The DOH shall make decision at its own discretion in case 

the MENC did not reach an agreement in time. Starting January of next year, the BNHI will operate the 

business on the approved budget.

Of course, this budget is just a cap of expenditure. The BNHI still needs to make every effort to enroll 

people and collect premium.

The ambulatory care and hospitalization expenditures may be allocated by 6 NHI regions. The global 

budget contains four sectors, namely the ambulatory care provided by physicians, Chinese medicine 

doctors and dentists, and services provided by hospitals. 

The contracted medical care institutions shall declare to the Insurer the points of the medical services 

rendered and expense of drugs, based on the Fee Schedule for Medical Services and the Reference List 

for Drugs. The Insurer shall calculate the value of each point based on the budget allocated and the total 

points of medical service retrospectively. The Insurer shall pay each contracted medical care institution 

according to the reviewed points. 

One thing worth emphasize is that the point value is a floating value. This is because the numerator, 

predetermined budget, is fixed when the denominator varies month by month. This creates the incentives 

for medical institutions in the same sector to collaborate to control the increase of service volume.

On the other hand, revenue side also had some reform. The most important one was increasing the 

premium rate from 4.25% to 4.55% in 2005. Later in 2010, the rate was raised to 5.17%. The basis of 

income used to calculate the premium was also enlarged over the years. By doing so, the financial status 

could be balance for four to five years.

The DOH and the BNHI also initiated a series of measures to control utilization. They included 

introducing co-payment for outpatient medications, for physical therapies, and raising the amount of co-

payment of large hospitals outpatient care. However, the amount of utilization did not seem to reduce 

overtime.

In order to solve the inequity situation in premium collection, the DOH strived very hard to get support 
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from the Legislature to amend the NHI Act in January 2011 (we call it the second generation NHI Act, 2G 

Act). 

In this 2G Act there are several reforms related to financial status. The most challenging one is to 

broaden the base of income when calculating premium. Currently we use only the reported salary or 

income to calculate premium. But this may underestimate the real income. It is possible that a person 

earn more from performance bonus than his/ her regular salary. Therefore, in the 2G Act, the insured 

people in categories 1 to 4 need to pay a supplementary premium in addition to regular monthly 

premium. Supplementary premiums are 2% of those types of income other then reported salary or 

earnings. Those types of income include annual bonus exceed 4 times of monthly salary, professional 

practice income, stock dividend, interests, and rentals.

There is a minimum and maximum threshold for collecting the supplementary premium. It is feared 

that people may find ways to avoid paying this supplementary premium. If this situation happens, then 

the revenue from regular premium will not be enough.

2) cost-containment performance

In terms of the performance of those reform strategies, the most powerful one is the GBPS. However, 

it may delay or limit the introducing of new technology. The lease powerful one was co-payment. The 

amount of outpatient visits did reduce to some extent when the co-payment amount was increased. But 

in six months, the outpatient visits returned to the original level.

To contain escalating medical care costs, HI implemented the Hospital Global Budget (HGB) in 2002. 

One of the purposes of this system: to provide financial incentives to Encourage health care providers to 

exercise self-regulation and to reduce the proportion of cases that can be treated primarily in the clinics.

We conducted a study to examine whether there was any change in the proportion of primary care 

patients before and after the HGB. It was a longitudinal data analysis. Data source came from health 

insurance claims data provided by the National Health Research Institute (NHRI). Dependent variable 

was proportion of outpatient visits that should be treated in primary care facilities.

Outpatient classification was based on the Clinical Classification Software (CCS) developed by Agency 

for Healthcare Research and Quality (AHRQ), diseases treated in outpatient were classified into A, B, or 

C type. Among them, type A diseases refer to those diseases should be treated at primary care facilities, 

i.e. clinics or on-teaching local hospitals. Type C diseases refer to those diseases should be treated at 

hospitals of district teaching or higher level. The remaining type B disease refer to diseases could be 

treated at any level of health care institutes.

There were three steps when conducting the study. 

Step 1: classifying each disease into one of the ABC categories. 

Step 2: using monthly claims data of each facility as the unit of analysis. 

Step 3: applying generalized estimation equation (GEE) model to test the hypotheses.

Table 3.2.1 shows the changes of number of visits, by types ABC diseases and health care institutions. We 

found that in Hospitals sector, the proportion for Type A disease decreased while Types B and C increased. 

On the other hand, in clinic sector, the proportion for Type A disease decreased while Types B and C 

increased.

Table 3.2.2 shows GEE results of monthly outpatient expenditures before and after HGB. After controlling 

for confounding factors, the overall outpatient visits of hospitals or clinics decreased slightly after the 

implementation of either primary care global budget payment system (PCGBPS) or HGBPS. As for the 

expenditure claimed, the change was -4.96% (Z=-14.90, p<.001) after implementing the PCGBPS, but it 

was not significant (Z=0.39, p>.05) after HGBPS. However, we didn’t observe more type A diseases shifted 

from hospitals to clinics as expected after the HGBPS in this study. 

Our conclusion was that hospitals did not reduce the proportion of type A cases significantly after the 

HGBPS. Future study should consider adopting more sensitive indicators or specific disease categories to 

examine whether patients shifted between clinics and hospitals after implementing the HGBPS. Although 

the proportion of Type A visits decreased after the HGB, monthly expenditure for Type A disease increased 

instead. Future study should consider adopting more sensitive indicators or specific disease categories to 

examine whether patients shifted between clinics and hospitals after implementing the HGB.

Table 3.2.1  The proportion of outpatient visits, 
by types of disease and health care institutions, 2001 - 2005

Years
Hospital Clinics

Type A Type B Type C Type A Type B Type C

Proportion 
of visits

2001 48.97 29.44 21.59 91.08 6.89 2.03

2002 48.33 29.26 22.41 90.63 7.2 2.17

2003 47.13 29.26 23.61 89.86 7.72 2.42

2004 46.48 29.57 23.95 89.14 8.32 2.54

2005 43.81 30.09 26.1 88.26 8.91 2.82

Change rate

2001-2002 -0.64 -0.18 0.82 -0.45 0.31 0.14 

2002-2003 -1.20 0.00 1.20 -0.77 0.52 0.25 

2003-2004 -0.65 0.31 0.34 -0.72 0.60 0.12 

2004-2005 -2.67 0.52 2.15 -0.88 0.59 0.28 
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Table 3.2.2  GEE results of monthly outpatient expenditures before and after HGB

Notes:

1. Independent variable is the log transformed (ln) value of the monthly outpatient visits by facilities

2. Other control variables such as time trend, month, Chinese New Year, BNHI branch, institution ownership, 

outpatient co-payments, and SARS outbreak period (from May to June 2003) were not shown in the table.

3. The formula of Change is (eβ-1)×100%, which means the percentage of difference.

4. ***p<.001

4. Profile of the financing of health care

1) Profile of financial resources

The revenue of NHI primarily comes from premium. The insured people, their employers/ group 

insurance applicants, and the government all have to share some percentage of the premium. In 2009, 

out of the a total of 365.28 Billion NT dollars, about 76% of the premium was contributed by the insured 

and group insurance applicants (basically the employers). The Central and local government paid the 

remaining 24%.

2) Financial burden

According to the table of salary scale the highest amount is NT$182,000/month. This means that 

anyone who earns more than this amount can still use this upper limit to calculate his/her premium. 

Therefore, the burden of NHI premium will be lower for people with high salary.

5. Different roles of the public and the private
The NHI system is a mandatory social health insurance providing comprehensive services. However, 

the insured people still need to pay out-of-pocket money for copayments or not covered items, there is 

a market for private commercial insurance. Most commonly seen benefits of private insurance are daily 

allowance. For example, if a insured people were admitted, he or she can receive NT$2,000 or NT$3,000 

Models
Variables 

Type A diseases Type B diseases Type C diseases

β Change β Change β Change 

Clinics -1.57*** -3.80*** -4.86*** 

Hospitals  

GB-hospital 0.10*** 10.18% -0.11*** -10.08% -0.09*** -8.49% 

GB-hospital* 
clinic -0.06*** -5.83% 0.09*** 9.82% 0.08*** 7.82% 

GB-hospital* 
hospital 

per day of hospitalization. This may reduce the cost awareness of those people who enrolled in private 

insurance. 

6. Sustainability of the reformed system
The 2G NHI Act, requires that the NHI Committee should review the premium rate one month after the 

global budget has been negotiated. If the current premium rate is too low to meet the demand for global 

budget for the next year, the rate will be raised. However, if the rate has reached the authorized ceiling 

(6%) and still cannot meet the demand, then the Committee should re-negotiate the global budget. This 

implies the possibility of reducing content of benefit package.

Another strategy in the 2G Act is to require health technology assessment (HTA) before new items 

are included in the benefit list or payment rate being set. The challenges are 1) to what extend should 

manufactures provide the report, and 2) do we have enough people and capacity to conduct or to review 

the HTA. Of course, manufactures are now very concern about the details of HTA. Currently the detail of 

implementation is still under discussion.

7. Conclusions
Similar to other countries implementing NHI, Taiwan’s NHI is facing financial problems as well. 

Therefore, one of the most important issues of reforming the system is to keep the revenue and 

expenditure balanced. This involves not just economic status but also political support. In order to 

have those reform strategies successful, it relies heavily on the collaboration of various ministries 

(eg. Department of Health, Ministry of Treasury, Ministry of Economic Affairs, Commission of Labor 

Affairs, etc. ) to design implementation detail and allocate budget for recruiting personnel and installing 

information systems. However, as the fiscal condition of the government gets tighter and tighter, this task 

also tests the wisdom of the ruling party.
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