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CEO Brief

CEO Brief is a report highlighting key current issues the insurance industry faces.

I The Supply of Residential Facilities for Older Adults in
Japan and Its Implications

ABSTRACT

The current status and development trajectory of elderly housing in Japan
provides the following implications. First, to rapidly expand housing facilities
for the older population, targeting the middle class, government support is
crucial in incentivizing private—sector participation. Second, implementing
robust safety measures is imperative to protect tenants and investors in
leasing elderly housing and utilizing REITs. Third, since the choice by elderly
individuals to transition from general housing to specialized elderly housing
is frequently motivated by current or anticipated long—term care needs,
operators should meticulously plan the delivery of care services.

In July 2024, the number of people aged 65 and over in Korea exceeded 10 million.
Despite the desire of older individuals to remain in their homes and the emphasis on
home care policies, the increasing numbers of elderly single or couple households
over 75 and dementia patients will increase demand for service—oriented residential
facilities. However, the supply of facilities accommodating middle—class older
individuals who are self-reliant or in a mild stage of care remains inadequate in
Korea. Elderly residential facilities include welfare facilities — such as nursing homes,
communal living homes for older persons, and elderly welfare housing - and
long—term care facilities. These facilities, though, are primarily for low-income or
high—income self-reliant individuals or older individuals requiring intensive care.

Japan, which transitioned into a super—aged society in 2005, offers a wide range of
residential facilities for the older population, varying in usage fees and levels of
required care. In addition to general housing, older adults in Japan can reside in
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Special Nursing Homes for the Elderly (Tokuyou), Long-term Care Health Facilities
(Rouken), Sanatorium Medical Facilities for the Elderly Requiring Long-term Care,
Fee-based Homes for the Elderly, Serviced Housing for the Elderly, and Group
Homes for the Elderly with Dementia. As of 2021, the total capacity of these
residential facilities was 2.26 million. Over 50% of these facilities are Fee—based
Homes for the Elderly, Serviced Housing for the Elderly, and Group Homes for the
Elderly with Dementia, which for—profit corporations can operate.

We can find notable points from the current status and development trajectory of
elderly housing in Japan. First, private—sector participation was actively encouraged
to expand residential facilities for middle—class older adults in the short term. To
promote the supply of these facilities, the Japanese government provided
construction subsidies, reductions in inheritance, income and corporate taxes, and
loan benefits. Additionally, the government created an environment to facilitate
using REITs as a financing tool for private businesses.

Second, most residents of elderly residential facilities in Japan are qualified for
long—term care or support needs, and these facilities operate based on the National
Long-term Care Insurance system. High—income elderly homes could expand their
services to the middle class with the National Long-term Care Insurance system.
Also, when Special Nursing Homes for the Elderly tightened their admission
requirements (care need level 3 or higher) in 2015, individuals with care need levels
1 or 2 and those on waiting lists for Special Nursing Homes for the Elderly moved
into private elderly residential facilities. Nursing care—type Fee—based Homes for the
Elderly tend to secure stable revenue by providing nursing care services directly to
residents with long—term care needs. On the other hand, housing—type Fee—based
Homes for the Elderly or Serviced Housing for the Elderly often outsource nursing
care services to affiliated visiting care providers and offer services up to the
allowable limit under the National Long-term Care Insurance system.

Third, the ability to lease land and buildings allowed operators to enter the market
with low initial costs. The proportion of land ownership among operators is 25.9%
for nursing care-type Fee—-based Homes for the Elderly, 44.4% for housing—type
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Fee—based Homes for the Elderly, and 40.6% for Serviced Housing for the Elderly.
It means more than half of all facility types operate under lease agreements.
Furthermore, government policies, such as adopting various support measures for
developers when introducing Serviced Housing for the Elderly in 2011 and creating
an environment for utilizing healthcare REITs in 2015, are based on the separation
of ownership and operation of residential facilities for older adults.

Fourth, while allowing the separation of ownership and operation of elderly
residential facilities and the use of healthcare REITs, the Japanese government
established robust institutional mechanisms to protect tenants and investors. In
case Fee—-based Homes for the Elderly operate on leased land or buildings, the
regulations mandate that the contracts should meet specific requirements ensuring
residence stability. Additionally, real estate development projects can generate high
returns but involve risks such as delays, cost overruns, and market volatility. For
this reason, Japanese healthcare REITs refrained from participating in development
projects that involved acquiring land and constructing new buildings for risk
management, financial stability, and investor protection.

The implications of the Japanese case are as follows. First, to rapidly expand
residential facilities for middle—class older adults, government support is crucial in
incentivizing private—sector participation. Second, to promote the supply of elderly
residential facilities, leasing and the use of REITs could be considered. However, in
that case, implementing robust safety measures will be imperative to protect
tenants and investors. Third, since the choice by elderly individuals to transition
from general housing to specialized elderly housing is frequently motivated by
current or anticipated long—term care needs, operators should meticulously plan the
delivery of care services. While it may be advantageous for operators to limit their
services to self-reliant older adults or those requiring intensive care, this model
may pose limitations in terms of scalability.
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