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Problem with Financing Investments
in Private Hospitals[]
Fund Demand Estimate and Recommendation of
New Financing Method

Hiroyuki Kawaguchi*

Abstract

This paper discusses the investments of private hospitals, as they relate to
the performance effectiveness of the Japanese health insurance reform. In
response to the reformation, private hospitals need enough money to invest.
Moreover, these hospitals should be selected by the capital market due to their
economical efficiency.

Given the present circumstances, private hospitals have only one channel for
bank loans when financing a long term investment. And private hospitals have
less financing methods than other industries.

For supply-demand analysis, this paper roughly estimates the demand for
investing in hospital re-construction, considering that the private hospital's useful
life is 30 years and, after that, that all hospitals should re-construct. Result of
the estimation is that there is a supply-demand gap for the investment which
amounts to a maximum of 2,600 billion yen up to 1999, double the average
amount of hospital investment per year.

The principal cause of the demand gap is the information gap between private
hospital and private financial institutions. That is caused by poor communication
on both sides.

This paper suggests that to solve this problem of information gaps, one must
establish a Orating agency" and Ocredit assurance institution that works closely
with said rating agency™” for private hospitals. Furthermore, it is important to
adopt a new financing method that uses these credit insurance systems. This
paper promotes the operation of these credit enhancing instruments by private
sectors rather than by public sectors. Public sectors should pay attention to
place equal footing with other industries in diversifing private hospital financing
methods. Private sectors will try a variety of approaches to develop new financing
methods for private hospital investments.

Keyword Private hospital, Financing of investment, Information gap,
Rating agency, Credit assurance institution
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