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About this report

Social care in England is struggling to meet the needs of an increasingly
complex and ageing society. Successive cuts to local authority budgets have
resulted in fewer people being able to access care and an increasing reliance
on informal care to fill in the gaps in state provision. The knock-on impact

on the NHS has also been significant. A sustainable and equitable long-term
financing and delivery system - while widely acknowledged to be necessary -
remains elusive. The government has announced that the long-awaited green
paper on adult social care for older people will be published in the summer
of 2018.

Within this context, the Nuffield Trust recently undertook a visit to Japan to
study the country’s social care system. Japan introduced a long-term care
insurance system in 2000 which established new models of funding and
delivery, and endeavoured to create a positive vision of ageing. Part social
insurance, part taxation and part co-payment model, the Japanese system
aims to provide comprehensive and holistic care according to need. Over
time, the design of the system has successfully created a competitive provider
market and facilitated a wholesale shift in care responsibilities, although this
has not been without difficulties.

As our government embarks upon its next attempt to grapple with the issues
affecting the social care system, this report offers an overview of the Japanese
long-term care insurance system and highlights the pertinent points of
learning for England, in order to provoke debate and bring new ideas and
potential solutions to the green paper discussions.
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1 Executive summary

Following years of local authority budget cuts, the English social care system is
struggling to provide sufficient care for those who need it. Increasing numbers
are forced to self-fund, while others go without. The impact of the social care
crisis is also being felt in the NHS, with many people unable to leave hospital
as they wait for social care to be put in place. Projections suggest that by
2019/20, social care will be facing a funding shortfall of £2.5 billion (Nuffield
Trust and others, 2017). If migration is halted following Brexit, social care faces
a shortfall of 70,000 workers by 2025/26 (Dayan, 2017).

While pressures in social care are not a new problem, there is widespread
recognition that it is an increasingly pressing priority. A forthcoming green
paper is expected to lay the foundations for developing a new system of
funding and provision. It is in this context that the Nuffield Trust went to
Japan, to consider what lessons may be drawn from the introduction of its
comprehensive long-term care system.

Japan’s social care system

Japan introduced a long-term care insurance (LTCI) system in 2000 which
established new models of funding and delivery, and endeavoured to create
a positive vision of ageing. In the 1990s, as a country with a rapidly ageing
population, a stagnating economy and decreasing capacity for families to
take care of older relatives following high numbers of women joining the
workforce, it faced an uncertain future. Health care costs were rising sharply,
partly as a consequence of a shortage in affordable care provision.

Part social insurance, part taxation and part co-payment model, the new
system aims to provide comprehensive and holistic care according to need.
Over time, the design of the system successfully created a competitive provider
market and facilitated a wholesale shift in care responsibilities, from families
and individuals to society as a whole.

What can England learn from the long-term care system in Japan? 2
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Lessons for England

Although the specifics of the Japanese funding and delivery model may not
be suitable for the English context, there are a number of important lessons
England can learn from Japan'’s experience:

1 England has so far failed to gain public buy-in or sufficient cross-party
support to implement any previous proposals for reform. By making the
initial service offer generous, mandating financial contributions from
the age of 40 (when most people would see the benefits of the system
for their ageing parents), and embedding the principles of fairness and
transparency through national eligibility criteria, the Japanese government
was able to gain public support and buy-in. However, this did take time.
The government in England should be realistic about how much time
is likely to be required to ensure genuinely informed public debate is
possible. Implementation of any new system should be viewed as a
long-term process.

2 Intended as a 'living system', LTCI has a high degree of central control
with in-built mechanisms for controlling demand and shaping provision.
By reviewing the system at three-year intervals, the Japanese government
is able to adjust national levers in order to control expenditure and
incentivise (or discourage) certain types of provision. In exploring
new proposals, the government in England should consider building
in flexibility to ensure that the system is able to adapt to changing
circumstances and afford some control over expenditure.

3 Embedded at the heart of the LTCI system is the care manager, who
supports individuals to create care plans that fulfil their needs within an
assigned notional monthly budget. Although the roles of care and case
managers exist in health and social care in England, there is no single role
definition and they demonstrate variable levels of effectiveness. Creating
arole that is consistent across the country would help to offer support and
clarity about expectations to those navigating the system and to health and
care providers.

What can England learn from the long-term care system in Japan? 3
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4 As part of the implementation of LTCI, Japan has sought to embed a
positive vision of ageing, where older people are supported by wider
communities to remain independent and active in society. By investing
in prevention and in community resources, Japan is creating supportive
communities that seek to maintain wellness and reduce social isolation
in order to prevent or delay the need for state-funded services. Although
these services have not yet been independently evaluated, the approach
contrasts with the English situation where, despite rhetoric regarding the
value of prevention in the 2014 Care Act, financial realities have seen local
authorities increasingly make cuts to preventative services in order to
direct scarce resources to those most in need.

Learning from Japan’s challenges

Although there are many lessons for us to take away from the Japanese system,
there are also cautionary tales. Despite impressive successes in implementing
comprehensive long-term care services for 6 million eligible people, the
Japanese system is now under significant pressure as a result of its ageing
population and shrinking workforce. So far, it has managed to sustain the
system by increasing insurance premiums and user co-payments, but it is not
clear whether this approach will be sustainable in the long term.

Its depression of provider fees has kept wages low and, as is the case in
England, many care workers have left the sector to enter other more lucrative
industries. With no history of immigration, Japan has struggled to address
this looming crisis. In designing a future system for England, there needs

to be a realistic assessment of likely need and the corresponding workforce
requirements. In the wake of Brexit, a workable strategy for filling rising
numbers of vacancies will be of particular importance. It is crucial that
workforce issues are not addressed in isolation and that any reform of social
care funding is undertaken in conjunction with a review of workforce.

What can England learn from the long-term care system in Japan? 4
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Conclusion

England, like Japan, faces a very challenging future as both countries grapple
with the growing needs of a rapidly expanding older population. It could be
argued that England is currently in the situation Japan was in in the mid-
1990s, where there was growing consensus that radical reform was necessary.
The 2018 green paper represents an opportunity to grasp the thorny issue of
social care and to design a viable solution that has so far proved elusive. It will
be important that all avenues are explored in arriving at a solution and that,
importantly, the debate is taken out of the febrile political environment to
allow for informed and genuine public discourse. It will also be essential that
the green paper doesn’t look at funding options in isolation but that it also
considers the wider delivery system and how it interacts with the NHS, and
that it has a particular focus on workforce.

As our government embarks upon its next attempt to grapple with the issues
within our own system, it will be of utmost importance that we continue

to study the experiences and lessons of those countries that are a few steps
ahead. Japan is one of a number of countries that have demonstrated that

it is possible to achieve fundamental reform. It is our hope that, through
consultation and engagement, the green paper will be a significant step on the
journey to a solution that is clear, appropriate, equitable and sustainable.

What can England learn from the long-term care system in Japan? 5
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2 Introduction

Social care in England

Social care in England is struggling to meet the needs of an increasingly
complex and ageing society. Between 2010 and 2016, successive cuts to local
authority budgets resulted in fewer people being able to access care despite

a rising older population (Humphries and others, 2016). A 1% real-terms
increase in budgets in 2016/17 (NHS Digital, 2017) is unlikely to have reversed
this trend. The effects of these cuts are wide-ranging, with people increasingly
relying on informal care to fill in the gaps in state provision. The knock-on
impact on the NHS has also been significant, with many people being unable
to leave hospital as they wait for appropriate social care packages to be put in
place (Edwards, 2017).

Despite numerous reviews of social care funding, a sustainable and equitable
long-term financing and delivery system remains elusive. Previous attempts
to enact reform have become highly political and have failed to gain the
cross-party traction, and public support, required. For instance, the 2014 Care
Act set out the most radical reforms for

“The need to find a way to many years, making commitments to
fund social care for the long- introduce a lifetime cap on care costs,
term has now become urgent”.  butthese were at first delayed and then
House of Commons abandoned. However, there now appears
Communities and Local to be a broad consensus that the system

Government Committee (2017) as currently configured is unfit for
purpose, inequitable and unsustainable.

In autumn 2017, the government announced that a long-awaited green

paper on adult social care for older people - originally due to be published

in summer 2017 - would be published in the summer of 2018. Although, at
the time of writing, the precise details of this paper are not yet known, in
March 2018 the Secretary of State for Health and Social Care articulated seven

What can England learn from the long-term care system in Japan? 6
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principles (see Box 1) that the government is considering. These principles

suggest that the green paper will cover more ground than just the funding

model and will consider the provider market and workforce.

Box 1: Seven key principles to consider for social care reform outlined
by Secretary of State for Health and Social Care, March 2018

1.

Quality and safety of service provision

Whole-person integrated care with the NHS and social care systems
operating as one

The highest possible control given to those receiving support

A valued workforce — an NHS and social care 10-year workforce strategy
will be published separately later this year

Better practical support for families and carers

A sustainable funding model for social care supported by a diverse,
vibrant and stable market

Greater security for all, including risk-pooling, to ensure greater equity

Source: Department of Health and Social Care (2018)

It was against this backdrop that the Nuffield Trust undertook a visit to Japan

in November 2017 to study the country’s long-term care insurance (LTCI)

system. This report identifies what England may be able to learn from Japan
and what we could and should take into account as the next set of reforms
develop. It also updates a 2013 report by the Nuffield Trust on the Japanese

health and care system (Curry and others, 2013).

What can England learn from the long-term care system in Japan? 7
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Why Japan?

Geographically and culturally, Japan is very different from England. However,
the country’s demographic, economic and social trends make it a source of
valuable policy learning, providing the opportunity to examine in detail the
design and implementation of a long-term social care system in the context
of macro-level pressures. The Japanese system therefore represents a valuable
case for informing policy-makers’ thinking about potential reform to the
English social care system.

Demography

Japan is a country with stark demographic projections. In 2015, average life
expectancy was 84, compared to 81 in the UK (OECD, 2017a). By 2040, the
number of people aged 65 or over in Japan is projected to increase to over one
third of the total population, compared to nearly one quarter of the population
in the UK (UN, 2017). The population aged 80 or older in Japan has also risen
sharply, from 0.9% in 1970 to 8.2% in 2016 - nearly twice the proportion in

the UK (OECD 2017a) and outstripping the OECD average of 4.1% in 2011
(OECD, 2016).

At the same time (and as with most other developed nations), Japan’s
population is shrinking, as the birth rate continues to fall. The overall
population is estimated to decrease from 127.4 million in 2016 to 124.3 million
in 2025 (UN, 2017). As a result, recent projections have estimated that the
number of older people (aged 65 or older) per 100 people of working age (aged
20-64) will increase from 46.2 in 2015 to 54.4 in 2025 (OECD, 2017b). In the
UK, the increase has been less marked, from 31.0 in 2015 to 35.9 in 2025 (ibid).
Wider social changes have also created greater need for care. In 1980, among
the population aged 65 or older, 4.3% of men and 11.2% of women lived alone
(Cabinet Office, Government of Japan, 2011); by 2015, this had increased

to 12.5% and 20% respectively (Census 2015, cited in Yoshida, 2016). This is
largely comparable to the current situation in the UK - where in 2016, 32% of
the total population aged 65 or older lived alone (Age UK, 2018) - but signals a
significant shift in Japanese society (Tamiya and others, 2011).

What can England learn from the long-term care system in Japan? 8
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Economy

Japan’s economy has experienced a prolonged period of stagnation. Japan
suffered a severe economic setback with the crash of the Tokyo Stock
Exchange in 1991. After decades of rapid economic expansion, growth during
the 1990s was slow compared with other developed economies and the
economy remains sluggish today. Japan’s total debt now amounts to over 200%
of its GDP, compared to a debt of over 100% of GDP in the UK. It is important
to note that the implementation of LTCI was carried out within a context of
economic difficulty.

Care provision

Japan has struggled with meeting the care needs of its ageing population, in
terms of both provision and financing. Before the turn of this century, Japan’s
social care system suffered from high levels of local variation, had little by way
of choice for service users and was becoming increasingly expensive (Tamiya
and others, 2011). State-funded provision was limited to those with very low
means and high needs, and most people relied heavily upon informal care by
families (Umegaki and others, 2014).

There were attempts to drive up the number of care homes in the 1970s,

and further reforms (the Gold Plan) were introduced in 1989 to increase the
number of home-helpers and adult day care centres and to further increase
the number of care homes. Despite this, provision remained inadequate and
increasingly unaffordable (Hayashi, 2011; Traphagan and Nagasawa, 2008;
Ikegami, 2007). To address these issues, in 2000 the government implemented
the LTCI system (see next chapter for details).

What can England learn from the long-term care system in Japan? 9
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Figure 1: Key comparisons between Japan and the UK

Total population

Japan 1 274 million UK 661 million

UN 2017 UN 2017

Life expectancy at birth in 2015

Japan 83.9 years UK 81 .0 years

OECD 2018a OECD 2018a

Population aged 65 and older
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OECD 2017a OECD 2017a
UN 2017 UN 2017

Population aged 80 and older
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Number of dependent older people (over 65) for every 10 working-age adults
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OECD 2017b

General government debt

Japan 2340 % UK 1121 %

OECD 2018b OECD 2018b

Note: although this report focuses on the social care system in England, UK figures are presented here as
the best available comparable data.
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This report and our approach

This report seeks to offer a brief overview of the Japanese LTCI system and

to highlight the pertinent points of learning for England. We are mindful of
the complexities of international comparisons and the perils of transferring
ideas from one context to another. With that in mind, we have not attempted
to make direct comparisons between England and Japan. Instead, we have
tried to draw out the elements of the Japanese system that we feel could be
incorporated into our thinking or that offer cautionary tales. Our intention is
to provoke debate and to bring new ideas and potential solutions to the green
paper discussions.

Our approach

This report builds on the learning we published from a previous visit to Japan
in 2013 that looked more widely across health and social care (Curry and
others, 2013). In preparation for our visit in 2017, we undertook an extensive
literature search using a range of databases. We also searched grey literature
for updated information about the LTCI system and the Japanese context

in general.

There is limited published literature in English about the technicalities of
the Japanese system, so we engaged with a number of academics and other
experts over email and Skype to establish a good understanding of the system.

During our visit to Japan we visited two Tokyo municipalities, five separate
care delivery services and the Ministry of Health, Labour and Welfare. We
also received a range of background documents from the Ministry of Health,
Labour and Welfare and from social care providers. We interviewed the
following people:

o three Senior Policy Officers for Elderly Welfare Affairs and Social Security
Finance from the Ministry of Health, Labour and Welfare

o the Director General of Elderly Welfare in Setagaya Ward (municipality), Tokyo

o the General Manager of Health and Welfare Department in Musashino City
(municipality), Tokyo

o four staff who assess eligibility applications in one municipality

What can England learn from the long-term care system in Japan? 12
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e oOne care manager
o the managers of five care facilities which provide a group home for
people with dementia, a day service, outpatient day long-term care, a
multifunctional facility, short-term respite care and elderly living facilities
o three care workers
e aconsultant involved in advising the government about reforms to
the system.

Our write-up of the visit offers a high-level summary of our key observations. It
is not intended as a comprehensive analysis of the Japanese or English system.

What can England learn from the long-term care system in Japan? 13
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3 The long-term care
insurance system:
a brief guide

The introduction of LTCI

A number of factors and forces drove the development of LTCI during the
1990s. Demographic pressures, coupled with concern over the rising cost

of health care, played a central role. The comparatively lower cost of health
care, combined with a social stigma attached to the use of what limited social
care there was, resulted in high rates of what has become known as ‘social
hospitalisation’ (Hayashi, 2011). When families were unable to care for older
people, they were often admitted to hospital with little medical justification,
where meals and board were included in health insurance payments (Tamiya
and others, 2011; Ikegami, 2007). Many hospitals became de facto nursing
homes, although they were still designated as hospitals, so still had all the
associated staffing requirements (Ikegami, 2007). In 1990, the average length
of hospital stay for over-65s exceeded 50 days (OECD, 1990). A further driver of
the reforms was a recognition of the care burden on families, and particularly
on women who were unable to join the shrinking workforce (Ikegami, 2007).

In response to these pressures, the Japanese government set about designing
a system that would provide care to older people that was universal, equitable,
affordable and sustainable. By shifting caring responsibilities from individuals
and families to society, there was a hope that the impact of the system would
be felt widely across society and the economy. Its earlier 10-year reform

plan (the Gold Plan) implemented in 1989 was widely felt to be inadequate.
Although it successfully increased the provision of home helpers and day
centres, access was limited to those with few means and no family support and
it did little to alleviate pressures on the health service. Furthermore, provision
and access were highly variable, people had no choice over care and access
was tightly controlled by local government (Ikegami, 2007).

What can England learn from the long-term care system in Japan? 14
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An opportunity for reform emerged in 1994 when an attempt to raise VAT to

fund the existing system failed and brought the government down. At that point,
plans for LTCI began to develop (Ikegami, 2007). Legislation was passed in 1997
and the scheme was implemented in 2000. We describe its main features below.

Whatis LTCI?

LTCI in Japan provides universal, comprehensive care to people over the

age of 65 and those with a disability aged between 40 and 65. Based largely

on the principles of equality and fairness, this needs-based system provides
care to all, regardless of wealth or income (Campbell and others, 2016). It was
introduced with an intentionally wide remit that sought to promote wellness,
prevention and independence in older adults (Houde and others, 2007). LTCI
also includes a large proportion of nursing services. As such, it is markedly
different to England’s focus on providing personal care to those with very high
levels of need and low levels of income and wealth.

Services that fall under LTCI are listed in Table 1. In addition to these services,
3% of the LTCI budget is spent on prevention services, such as exercise classes
and community centres. These are available to all over-65s, regardless of their
level of need.

Table 1: Summary of services offered under LTCI

Type of service Description

Care delivered in a ¢ Includes home visits for nursing, bathing and
user’s home rehabilitation

Day-care and short-stay e Includes day service for dementia and multi-service
services packages that combine day care and home help
o Respite services

Care delivered in a o Nursing home for severely dependent elderly
facility ¢ Institutional rehabilitation

e Group homes for people with dementia

o Elderly living facilities

What can England learn from the long-term care system in Japan? 15
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How is it funded?

The LTCI system is administered at municipality level and funded through

a combination of social insurance contributions, general taxation and user
contributions (known as co-payments). Every member of the population
must pay into the system from the age of 40. As the system has matured,
contributions and benefits have been adapted. Further discussion about these
changes can be found in the chapter ‘What can England learn from Japan?’.1

The funding model: premiums and tax

Half of LTCI funding comes from general taxation, collection of which is
divided between the three levels of the Japanese state (municipalities,
prefectures and national government). The other half of funding is raised
through social insurance premiums. People who pay premiums are split into
two groups: those known as the ‘primary insured’ are over the age of 65 and
their contributions are withheld from their pension payments and collected at
municipality level (see Figure 2).

The ‘secondary insured’ are those between 40 and 64 years of age. Their
premiums are paid via social insurance funds that were already in place for
health insurance prior to LTCI implementation. For those in employment,
individuals’ contributions are shared with employers. These premiums are
determined and collected nationally and redistributed to municipalities.
When redistributing, the municipality’s ratio of the 65-74 and 75+ age groups
to the working-age population is taken into consideration to ensure that
allocations reflect need.

1 The Japanese state is made up of 1,719 municipalities, 47 prefectures and national
government. Municipalities are local public authorities with a strong and direct
relationship with local residents. Municipalities have responsibility for most of health
and welfare services; prefectures oversee public health (see www.soumu.go.jp/main_
content/000295099.pdf). Municipalities are roughly equivalent to local authorities
in England.

What can England learn from the long-term care system in Japan? 16
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Figure 2: The basic LTCI funding model

Tax Municipalities, Prefectures, State, 25%
12.5% 12.5%

Premiums Primary insured (65+), 22% Secondary insured (40-64), 28%

The proportions paid in premiums between the ‘primary’ and ‘secondary’ groups varies
according to changes in demographics; these figures relate to 2016/17.

Box 2: A note on the Japanese health system

Japan has operated a social insurance system for health care since 1961

that is similar to LTCI in structure. Social health insurance premiums are
based on ability to pay rather than risk of iliness (lkegami and others, 2011).
It is compulsory to belong to one of 3,500 insurance plans, most of which
are administered by employers. Plans offer the same benefits package,
which is determined by national government. On accessing care, individuals
are required to pay co-payments, which are typically 30% of the cost of
treatment up to a pre-determined monthly cap. Older people, children and
those on low incomes pay lower co-payments and annual payment ceilings
apply for all. (Matsuda, n.d.).

Table 2: How much (approximately) does LTCI cost the average citizen?

2000 2016

National average £2,000 £2,400
monthly income

National average £17 £37
monthly premium

Percentage of average 0.85% 1.5%
monthly income

Income data taken from OECD average wages indicator (https://data.oecd.org/earnwage/
average-wages.htm); premium data taken from materials provided by Ministry of Health,
Labour and Welfare; contemporaneous exchange rates used.

What can England learn from the long-term care system in Japan? 17
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The funding model: user co-payments

In addition to paying premiums, service users must pay a co-payment
(financial contribution) when accessing services, although those on very low
incomes are exempt. When the service was first introduced, this was 10% of
the total cost of care, rising to up to 30% for some in more recent years (see
‘Controlling demand’ for more on this). Co-payments are paid up to a ceiling.
If individuals want to access care beyond their entitlement, they must pay
100% of their costs out of pocket (Rhee and others, 2015). In reality, because
provision is relatively generous, only a very small proportion of service

users self-fund at all. It is estimated that eligible people take up only around
half of the service amount they are entitled to because of concerns over the
co-payment (Campbell and others, 2016).

Since 2005, people using services have been required to pay ‘hotel costs’ (for
residential care) and a contribution to meals. These contributions are means-
tested and capped for people on low incomes (Rhee and others, 2015). Further
explanation of changes to the payment model is provided in the next chapter,
‘What can England learn from Japan?’.

How do people access care?

LTCI services are provided when people aged 65 or over require care or
support. It is also accessible to people aged 40-64 who require care or
support as a result of developing age-related diseases, such as terminal
cancer or osteoarthritis. The decision to set these parameters of eligibility was
not without controversy, as any care needs resulting from an accident, for
example, are not covered under LTCI (Ikegami, 2007).

There is a national process, managed by municipalities, through which all
individuals wishing to access care are assessed for eligibility. A standard
computerised form, consisting of 74 criteria, is administered by a municipality
assessor who assigns a level according to seven eligibility levels. The result is
submitted, along with a doctor’s opinion, to the LTCI certification committee.
The committee alters the level calculated by the algorithm in around a fifth

of cases, usually to a more severe level (Ikegami, 2007). The assigned level

of need determines the monthly notional budget individuals have available

What can England learn from the long-term care system in Japan? 18
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to them and the services they can access. Income levels and the amount

of informal care/family support available are not taken into consideration
when making these needs-based assessments. Importantly, there are no cash
benefits. This was decided in order to help shift the burden of caring from
families - in contrast to other countries (e.g. Germany and England) where
cash benefits are available to facilitate family members caring for people
with needs (Campbell and others, 2016). People who do not qualify for any
care are able to access community support programmes and some long-
term care prevention projects (see ‘Mobilising community assets: focusing
on prevention’).

How is care delivered?

Once an individual is deemed eligible for LTCI services, they are assigned a
care manager who is then responsible for working with the individual to agree
a package of care that meets their needs, within the budget available. The
allocated budget for long-term care can only be used to purchase services and
is not available as a cash allowance. Service users are able to ‘top up’ their care
and buy services beyond those provided under the scheme, although few do.

The care manager, in partnership with the individual, is responsible for
designing, monitoring and overseeing care plans. Care managers were
introduced as part of the LTCI reforms to empower individuals to make
choices and decisions about their own care - this had previously been done
by bureaucrats (Tamiya and others, 2011). The care management fee is paid by
the LTCI system and users are not required to contribute.

Care managers typically have a caseload of around 30 individuals. The
majority of care managers are employed by providers of services, although
they are obliged to ensure they do not purchase care solely from their
employer. If a care manager is found to have purchased more than a pre-
specified proportion of care from a single provider (usually 80%), the fee paid
to the care manager is reduced. Individual recipients can opt to change care
managers at any time. To qualify to be a care manager, five years of prior care
work is required. This could be as a nurse, a carer, a social worker or associated
profession. A further qualification is then required to become a care manager.

What can England learn from the long-term care system in Japan? 19
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Who provides care?

The introduction of LTCI has resulted in a very active competitive market,
comprising thousands of mostly small providers which are a mix of for-profit
and not-for-profit companies, social enterprises and charities. The small

size of the providers is in line with Japanese convention, wherein over 99%
of businesses are classed as ‘small or medium-sized entities’ (Ministry of
Economy, Trade and Industry, 2016). Within five years of its inception, the
number of home care providers had more than doubled (Ministry of Health,
Labour and Welfare, 2011). In order to entice new providers in to the market,
they were allowed to make profit (something that had not been allowed under
the previous system). However, new providers were not allowed to provide
institutional care as the government wanted to incentivise community and
home-based provision (Ikegami, 2007).

Providers compete on the basis of perceived quality, convenience and
reputation. The market is very lightly regulated, with minimal national
standards that focus on staffing ratios and floor size of residential
accommodation. There is an inspection regime, but it largely seeks to maintain
minimum levels of quality rather than to drive quality improvement (Hiraoka,
2014; Campbell and Saito, 2014). It is not possible, therefore, to compare
quality and safety in Japan with other countries.

What can England learn from the long-term care system in Japan? 20



-
0J010] - 10J010

4 What can England learn
from Japan?

The social care green paper is likely to set out various options for reforming the
funding and delivery of the social care sector, in line with the seven principles
articulated by the Secretary of State. It may consider some of the proposals
previously put forward in the reviews and commissions that have come
before, such as a lifetime cap on care costs (Jarrett, 2018). What is evident is
that any reform will need to go beyond simply increasing budgets and instead
introduce a new, sustainable and equitable funding mechanism for providing
sufficient care in the long term for our increasingly ageing and complex
population. It is also important that any new system of funding and provision
works alongside the NHS in order to maximise the efficient use of resources
and to ensure that people do not fall between the gaps of care provision.
Furthermore, it is crucial that proposals include considerations of workforce
requirements across health and social care.

With these considerations in mind, we now draw out what we think are the
most pertinent elements of the Japanese system for England, regardless of the
funding model it adopts.

1 Getting public buy-in

Despite limited provision and widespread social stigma attached to the use of
state-funded social care, Japan managed to implement an entirely new system
involving additional financial contributions and take the public along. The
government officials we spoke to described the need for social care becoming
the ‘number one public issue’ in the 1990s. During this period, there was a
growing acceptance that demographic pressures were such that radical reform
was required. There was also widespread support for the burden on families to
be shifted to the three levels of the Japanese state.
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Several factors made the introduction of the system more palatable to the
public. First, careful consideration was given to the age at which people
should begin to contribute to the system. It was felt that, at the age of 40, most
people would know someone who required care, so would see the benefit of
the system firsthand and therefore be more willing to contribute. Subsequent
attempts to lower the age of contributions (to 20 in 2005) were met with
opposition, largely from employers who argued they would be adversely
affected (Ikegami, 2007).

To help with the process of public acceptance, the system was made
deliberately generous at launch so that contributors felt they were getting
value for money. This was also to ensure that those who were already receiving
long-term care under the previously variable system did not have any benefits
removed (Ikegami, 2007). By designing a universal system with a wide remit
that had relatively low thresholds for eligibility, it ensured that a large number
of people would benefit from the outset. When compared to Germany (which
operates a social insurance system), it is estimated that twice the amount of
community-based services are used by those with the same level of need.
Because of this low threshold for accessing services, 17% of the 65+ population
are eligible for services in Japan compared with just 10% in Germany (Tamiya
and others, 2011). This was a deliberate move by the government, which felt

it would be more acceptable to reduce the offer at a later date rather than
introduce a more limited offer initially (Ikegami, 2007). By ensuring large
numbers could be beneficiaries, the reforms engineered a shift in social
attitudes that took the shame out of utilising state-run care services.

Second, the system was designed in a progressive way, with those on higher
incomes contributing more. To ease the transition to the new system,
premiums and co-payments - though adjusted in more recent years (see
‘Raising co-payments’ for more information) - were set at low levels at
implementation and were designed to ensure that the largest burden in terms
of contributions and co-payments fell on those most able to pay. The monthly
co-payment cap was lowered for those on low incomes during the first three
years of the system to encourage them to use the system (Ikegami, 2007).
However, co-payments are not without their downsides, and it is noted in the
literature that recipients typically only take up around half of the services to
which they are entitled (Campbell and others, 2016).
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Third, the government has sought to be responsive to public concerns.
Initially, LTCI was intended to target services only at those with high levels
of need. This was seen to potentially disadvantage poorer older people who
needed low-level support with activities of daily living. In response to their
concerns, LTCI was re-written during the 1990s to emphasise services to
support the prevention of decline (Ikegami, 2007). In 2005, reforms that
restricted entitlements to those with families and introduced hotel and meal
charges for some services caused a public outcry and there was concern that
the biggest impact was felt by poorer service users who were discouraged
from using services (Hayashi, 2015). The government managed to quell the
discontent to some extent by easing some of the restrictions and introducing
subsidies for those most affected (Hayashi, 2015).

Fourth, the government was at pains to ensure there was clarity around
benefits and contributions and that the system could be easily understood
by the public (Campbell and others, 2016). Establishing computerised
national criteria for eligibility means that, although the type and range of
providers varies between municipalities, the processes of applying and
assessing eligibility are consistent across the country. Establishing the system
as a partial social insurance system also means there has been a degree of
transparency about how much is spent on it. The public were more willing

to pay a new premium for LTCI than they were to fund the new system via a
higher consumption tax, because the latter is perceived to lack transparency
(Ikegami, 2007). Already having a health system based on social insurance
meant that the population was familiar with the concept and the mechanisms
were already in place.

Finally, the process of public engagement did not happen overnight. Planning
for LTCI began in 1994 and negotiations and consultations with different
interests groups and the public took place over the subsequent three years. It
wasn'’t until 1997 that legislation was passed to introduce the new universal
system. By the point of implementation, there was widespread acceptance
(Ikegami, 2007). There is little published work on public perceptions of the
system but one poll that was conducted suggested that the system quickly
gained popularity: in 2000, 44% of the public gave a ‘high’ to ‘moderate’
approval rating of the LTCI system compared with 61% in 2005 (Hayashi, 2013,
cited in Hayashi, 2015).
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Learning for England

Despite a Royal Commission and multiple independent reviews, green papers
and white papers about social care over the last two decades, England has
singularly failed to bring about any substantial change to the funding or
delivery system. A large part of why it has not happened has been the failure
to gain cross-party support for proposals, which have become hugely political.
The most recent example of this was the handling and subsequent abandoning
of the social care reform proposals (dubbed ‘dementia tax’ in the media) set
out in the incumbent government’s election manifesto (Conservative Party,
2017). In the 2010 election, the Labour Party had a similar experience with

its proposals being branded a ‘death tax’ in the media. The political climate
and negative media coverage of the issues have made it difficult for the public
to engage in an informed debate. Research suggests that the public has a
limited understanding of the complexities of the social care system and many
people do not appreciate that their care costs will not be met by the state
(Gregory, 2014).

Although details on the future funding model were unknown at the time of
writing this report, the green paper is likely to raise for debate the potential
options for means-testing; the level and design of a cap on care costs (Jarrett,
2018); and the appropriateness of risk-pooling and the potential costs

of this (Department of Health and Social Care, 2018). As such, the green
paper is likely to question whether more of the cost should be met through
public expenditure. As outlined in the Barker Commission, increasing costs
cannot be avoided, but the question is whether those costs should fall on

the individual or on society as a whole (Barker and others, 2014). There have
already been a number of calls for a change from our current system where
the burden falls almost entirely on individuals and families (see, for example,
Ahmad and others, 2018; Dilnot, 2010). There has been some recognition

of this by the government, who have suggested that “there has to be a
partnership between the state and individuals” and have raised the possibility
that the best long-term solution may require different arrangements for
different age cohorts (Department of Health and Social Care, 2018).

To ensure the smooth implementation of a new system or (in particular)

areform to funding, it will be imperative that the public are supportive of
intended changes and fully understand their individual liabilities under both
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the existing system and whatever is being proposed for the future. In order for
that to happen, there needs to be genuine cross-party consensus and a healthy
and informed public and political debate - something that has been severely
lacking in this area. However, any process of meaningful public engagement is
likely to take time, and this will pose a significant challenge in addressing this
urgent issue.

To help make reform more palatable, careful consideration should be given to
who should pay in, who will benefit and - crucially - how those benefits and
responsibilities will be communicated to the public. Ensuring transparency
over contribution and benefit will be important. Japan made sure that the
benefits were highly visible by making the offer relatively generous at the
outset. England may wish to take a more cautious approach to entitlements,
as reducing an initially generous offer may be less acceptable to the public
here. It will be important to ensure that the public understand what they
might be entitled to under the current system and how it would compare to

a different approach. At present there is limited understanding among the
public that social care costs fall upon the individual, so any proposed changes
could easily be perceived as services being removed or access being limited
(Gregory, 2014).

Part of the challenge with the English system at present is its opaqueness,
and the sense of injustice that stems from the complexity of means testing
and from national variation in access to services (Wenzel and others, 2018).
In particular, the demarcation between social care and NHS continuing care
is an ongoing source of confusion. The 2014 Care Act has gone some way

to addressing variation in eligibility thresholds, but service provision still
varies and the amount spent on care is determined locally (Humphries and
others, 2016; Wenzel and others, 2018). Social insurance was selected as the
main funding mechanism in Japan because of the clarity it offers for those
contributing and because it built upon mechanisms already established

for health care. Unlike Japan, England has no precedent of national health
insurance, so it may not be perceived to be an appropriate mechanism.
Any system involving extra contribution from the public would need to be
communicated clearly, be seen to be transparent and, ideally, build upon
existing mechanismes.
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2 Controlling demand:
embedding flexibility

Following the implementation of LTCI, demand for services increased sharply
- leading to annual expenditure that was roughly 20% higher than originally
forecast (Tamiya and others, 2011). The rise in expenditure was mainly because
more people were eligible for services than originally anticipated. It was
originally expected that 12% of the 65-and-over population would eventually
be eligible, but by 2005, 16% were eligible. In absolute terms, the number
certified had nearly doubled by 2005 (Ikegami, 2007). In those early years,

the fastest rate of growth was among those with low levels of assessed need -
this group increased by 138% by 2005, while those with higher levels of need
increased by 60% over the same period (Hayashi, 2015). Between 2000 (the
year of implementation) and 2017, the number of people in receipt of services
increased by approximately 3.3 times (Ministry of Health, Labour and Welfare,
2017). What's more, the cost of the system increased from 3.6 trillion yen to
10.7 trillion yen (see Figure 3). Using contemporaneous exchange rates, the
approximate cost of the system was £21 billion in 2000 and £71 billion in 2017.

When the system was designed, there was an explicit acknowledgement that

it would have to adapt and evolve as the population changed, so a degree of
flexibility was embedded and change was anticipated. Every three years, the
system is reviewed and reforms are made. The health system undergoes a
similar process every two years which means that every six years, both systems
are reviewed in tandem. As a result, despite the significant demographic and
financial pressures, Japan has managed to sustain the health and care systems.
Given the challenging demographic projections, there are questions about
how sustainable the Japanese system is in the long term. However, significant
structural changes in 2005 (see below in ‘Adjusting eligibility’ and ‘Raising
co-payments’) appear to have helped to contain rising expenditure.

So far, reforms have focused on adjusting eligibility, raising co-payments and

changing insurance premiums. Below we look at each of them in turn, and
draw out learning for the social care system in England.
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Figure 3: The changing cost of the LTCI system in Japan

Operation period Benefits (Total cost, ¥) Insurance premiums
national average per month

2000 3.6 trillion

é 2001 4.6 trillion ¥2,911
2002 5.2 trillion

o 2003 5.7 trillion

j: 2004 6.2 trillion ¥3.293

2005 [6.4trillion

" 2006 6.4 trillion

E‘, 2007 6.7 trillion ¥4,090

. 2008 6.9 trillion

" 2009 7.4 trillion

8 2010 7.8 trillion ¥4.160

* 201 8.2 trillion

© 2012 8.8 trillion

;"’; 2013 9.2 trillion ¥4,972

“ 2014 9.6 trillion

© 2015 10.1 trillion

: 2016  10.4 trillion ¥5,514

[e}

2017 10.7 trillion

Source: Ministry of Health, Labour and Welfare (2017)

Adjusting eligibility

Strict eligibility criteria in Japan ensure that only those with genuine needs
are able to access services. Setting these criteria nationally has enabled the
government to alter funded provision relatively easily whenever the system

is over-stretched. The sharp rise in service users with low levels of need led

to the government redefining and reducing their level of entitlement in 2005
(Fernandez and Forder, 2012). Those eligible for the lowest two levels of

care were, from that point, limited to accessing preventative care only and
the entitlement of people with families who could care for them was further
restricted (Bernabei and others, 2009; Hayashi, 2015). As a result, 25% of those
in the lowest categories of need were put into preventative care programmes,
which meant that they were not pushed out of the system altogether but their
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cost to the system was reduced (Campbell and others, 2016) (see ‘Mobilising
community assets: focusing on prevention’ below). To reduce expenditure
among those with higher levels of needs, the government capped residential
care home places at 3% of the population over 65. The 2005 reforms succeeded
in reducing expenditure in 2006 and have since stabilised growth in costs
(Hayashi, 2015). However, public discontent about changes to entitlement for
those with families resulted in those restrictions being eased (Hayashi, 2015).

Raising co-payments

The co-payment acts as a mechanism in controlling demand by discouraging
individuals from overusing services. Co-payments for health services existed
prior to LTCI, so the public were accepting of them and the administrative
mechanisms for collecting them were already established. Once a person’s
monthly allowance is spent, they are liable to pay 100% of costs. Although
those on very low incomes are exempt from co-payments, there seems to be
an impact on uptake of services from this: it is estimated that Japanese people
only take up around half the services they are entitled to (Campbell and
others, 2016).

The government has made several changes to co-payments over time in order
to sustain the system. In 2014, those in the high-income bracket were required
to pay a 20% co-payment (as opposed to the blanket 10% required by others).
This group makes up around 10% of people receiving long-term care. A second
co-payments change was made as part of the 2017 reforms. Those with the
highest income (those receiving 3.4 million yen - around £22,500 - or more
from pension and other income sources) will now pay a 30% co-payment. This
applies to 3% of people receiving services (roughly 120,000 people) and will
take effect in August 2018.

In addition to co-payments, service users of residential care must pay a
means-tested room-and-board charge, which was introduced in 2005. The
introduction of these extra charges was unpopular with the public and there
was concern that they accentuated inequalities between service users, with
poorer residents only able to afford cheaper, multi-bed rooms (Hayashi, 2015).
Raising co-payments for those with greater wealth was, in part, an attempt to
try and rebalance that inequality.
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Changing premiums

Insurance premiums have been increased at every service review. Average
monthly contributions, taking into account taxation and insurance premiums,
doubled by 2006 (Ministry of Health, Labour and Welfare, 2017), although
average insurance contributions still remain below 2% of average income. To
keep pace with rising demand, premiums are expected to continue to rise in
future. In 2005, the government also attempted to reduce the age at which
people start paying premiums - although employers’ associations vehemently
opposed the change as much of the cost would fall on employers, and most
groups representing physically disabled people were also opposed, for fear of
losing their existing level of benefits. The move was subsequently abandoned
(Ikegami, 2007).

In addition to increases in the amount paid, changes have been made to the
structure of premiums in an attempt to make the system more equitable. For
example, in 2017, the government announced a move from fixed insurance
premiums for employers to premiums based on income for people aged
40-64 who are not receiving care. This was partly an attempt to rebalance the
burden among employers so that those companies making most profit - and
therefore able to pay higher wages - would shoulder more of the burden
than less profitable organisations. In 2020, when those changes take effect,
approximately 13 million people will be paying more and approximately 17
million people will be paying less, compared to 2017 rates - although it is
estimated that the total amount collected will be the same (Ministry of Health,
Labour and Welfare, 2017).

Learning for England

The social care system in England is means-tested and people are liable for
large sums of money - something that often comes as a shock to people when
they find they need care. At present, public funding is available only for those
with assets below £23,250. Those with assets below £14,250 are not required

to contribute to their care costs. Individuals face a low but meaningful risk of
incurring substantial costs: it is estimated that around 10% of people will incur
costs of £100,000 or more over their lifetime but it is difficult to predict who
will need care and when (Dilnot, 2011). Unlike other insurance risks, it is not
possible to buy insurance far in advance to protect against social care needs.
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One cautionary tale to take away from Japan'’s experience is its
underestimation of demand for services. In England, it is estimated that

1.2 million people have needs that are not currently being met - of them,
nearly 700,000 receive no help at all (Age UK, 2017). Establishing an accurate
measure of likely future demand should be high on the list of priorities for
policy-makers in England considering next steps if realistic projections are to
inform the design of a sustainable system.

One of the strengths of the Japanese system is the embedded mechanisms
that allow the government to respond to demand. It was recognised at the
outset that the system would most likely have to adapt to changing pressures
and, as such, it was set up as a dynamic system. Appropriate levers for
managing demand will be highly dependent on the design of the system and
those embedded in the Japanese system may not be suitable for England.
What the Japanese experience has shown is that building in an ability to
shape the system at a national level can be beneficial. For instance, its
nationally determined eligibility and entitlement framework offers a powerful
mechanism for controlling expenditure. While the 2014 Care Act has gone
some way to establishing some consistency in eligibility across England, these
criteria simply set a minimum threshold for eligibility and do not go as far as
the Japanese system, which clearly allocates set monthly budgets according
to different levels of need. Of course, a centralised approach such as that in
Japan would conflict with the autonomy that English local authorities have in
determining local priorities and spending, so may not be politically palatable.

Like England, Japan has reduced the service offer to people in order to contain
costs. However, rather than shifting people out of the system entirely, Japan
has tried to replace care services with preventative programmes. This has
reduced costs, but ensured that people were not left on their own, cut off from
the system. Prevention now plays a significant role in Japanese long-term care
(see ‘Mobilising community assets: focusing on prevention’).

3 Shaping provision

The LTCI system was designed to create a market for provision, with different
providers competing with each other on the grounds of quality (Campbell
and Ikegami, 2003). By offering choice to service users, the focus became the
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direct contract between eligible people and providers (Hayashi, 2015). The
government sought to entice providers into the market by allowing home

and community-based providers to make profit (something not previously
permitted for providers of social care and something that is still not permitted
for providers of institutional care except group homes) (Kubo, 2014).

Allowing free entry into a market has the potential to fuel supply-induced
demand and, therefore, expenditure (Kubo, 2014). So, in addition to the
demand-side levers that are discussed above, the system design included

a mechanism to control the supply side, in the form of a national fee
schedule. The schedule consists of seven unit-price levels which include an
adjustment for cost of living, set according to local civil servant salaries. By
tightly controlling what providers are paid for units of care, the government
has an ability to both shape the type of provision and to control overall
expenditure. For example, in order to stimulate the market in the early days
of implementation, the fees available to hospitals were lowered and those
available to long-term care providers were raised. This mechanism has been
used on a number of occasions to encourage a shift of care out of institutional
settings and into home-based services. The three-yearly reviews of the system
provide a regular opportunity to review the provider market in order to
identify any gaps or over-supply and to adjust the fee schedule accordingly.

While having a national fee schedule offers a degree of overall central control,
there are some complex implications. For instance, municipality leaders told
us there is sometimes tension between what the municipality and providers
want and what service users want. Municipalities want to be designated

as a high-level area to attract a higher schedule and therefore to make it
easier to attract providers, but that means that the service user co-payment
rises in proportion. Issues can also arise in terms of supply if neighbouring
municipalities are pegged at different levels, making the one on the higher
level more attractive to providers.

A further consequence of keeping the fee schedule low has been that social
care providers make relatively little profit (see also ‘Workforce’ below).
Average profits among long-term care providers are around 3.3%, compared to
4.7% across all businesses in Japan (Ministry of Economy, Trade and Industry,
2016). Profits among long-term care providers have fallen over the last two
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years, largely as a result of rising labour costs, which have not been sufficiently
reflected in the fee schedule. Ministers at the Ministry of Health, Labour and
Welfare told us that the number of provider bankruptcies is increasing but

has not yet reached a level that is concerning. When revising the LTCI fees,

the financial conditions of each type of provider are taken into consideration.
Types showing increased profits are likely to have their fees decreased, while
the reverse will occur for those showing a deficit.

Learning for England

Pressures on local authority budgets mean that social care providers are

often unable to provide services sustainably. Downward pressure on funding
has begun to affect the largely-private-sector provider market, with 65%

of councils reporting provider failure, as the result of financial unviability,

by June 2016 (House of Commons Communities and Local Government
Committee, 2017). In some areas (particularly rural ones), care home places
are very limited and individuals have little choice over providers - either due
to a lack of providers in the area, or lack of capacity in existing care homes.
One fifth of postcode districts in England have two or fewer different nursing
home providers within a 15-minute drive of the centre, and these are mostly
in rural areas (Competition and Markets Authority, 2017). Recent rulings on
the living wage and sleep-in fees are adding to the pressure that providers

are feeling (Care Quality Commission, 2016; 2017b). Because the fees paid to
providers by councils are often lower than the actual costs of providing care,
providers often cross-subsidise, charging self-funders more for the same level,
type and location of care in order to top up the funding they receive from local
authorities (Humphries and others, 2016). Not only is this inequitable, it also
has implications for the level of care that can be provided in deprived areas
with lower numbers of self-funders.

Unlike the health sector, which uses tariffs for some services, there is no
national unit price for social care provision in England, allowing local
authorities to set or negotiate prices with local providers. While this allows for
local shaping of the market, it runs the risk that the most cash-strapped local
authorities will attract fewer providers. Budget cuts to local authorities have
disproportionately affected providers in more deprived areas with fewer self-
funders. A combination of falling fees and pressures arising from the National
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Living Wage means that provider failure is of growing concern in the industry
(Care Quality Commission, 2016). The recent ruling on ‘sleep-in shift pay’ is
likely to have further consequences for providers (Department of Health and
Social Care, HM Revenue & Customs, and Department for Business, Energy
& Industrial Strategy 2017). In Japan, provider stability appears to be less of a
concern, perhaps because the provider fee can be