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Foreword

sian societies face several financing challenges.

In the next few years two will have to be con-

fronted: providing security for rapidly aging pop-
ulations and restructuring health care systems stressed by
longer lifespans and weaker family care systems.

In November 1997 the World Bank and Singapore’s
Institute of Policy Studies sponsored a conference, Financing
Health Care and Old Age Security, to assess and identify
potential solutions to these concerns. Speakers from the
World Bank, Singapore, and the International Labour
Organization examined policy issues affecting the devel-
opment of health care and social security systems in aging
societies, providing valuable lessons for Singapore and other
countries. The conference was attended by about 150 pat-
ticipants drawn from government, the private sector, acad-
emia, and the social services.

Several conclusions were reached. First, the world’s
rapidly aging population will cause the ratio of working
taxpayers to elderly retirees to fall dramatically, requir-
ing policymakers to manage resources in a way that pre-
serves the financial viability of old age security systems.
Singapore, with one of the world’s fastest-aging popula-
tions, is studying how to finance long-term care for the
elderly and what incentives to use to encourage family
members and communities to provide such care. The
country’s past experience—combining provident funds
with medical savings accounts—shows that acting early
pays off.

Second, there is no single best model of resource man-
agement—but there are clearly bad models. In pensions
the bad model uses defined benefits financed on a pay as
you go basis from taxes. In health care the bad model
combines a comprehensive benefit guarantee with fee-
for-service payments. Because the model selected depends
on a society’s values and expectations, public education on
costs and benefits is extremely important.

Finally, financing of both pensions and health care should
establish a close link between contributions paid and ben-
efits received, as well as promote individual responsibility.
Financing reform in aging societies should focus on defined
contribution funding for pensions, and defined contribu-
tions with targeted subsidies for health care.

The conference contributed to our understanding of
financing issues facing governments everywhere. We hope
that the papers presented in this volume further contribute
to the public discussion and debate on these important issues.

Jean-Michel Severino

Vice President

East Asta and the Pacific Region
World Bank

Lee Tsao Yuan

Director

Institute of Policy Studies
Singapore



Abstract

his volume contains the keynote address (delivered

by Singapore’s minister for health and for the envi-

ronment), six papers, and four comments prepared
for the Institute of Policy Studies, Singapore—World Bank
conference on Financing Health Care and Old Age Security,
held in Singapore on 8 November 1997. Conference par-
ticipants addressed a looming problem for nearly every coun-
try, developing and industrial: how to deal with the
implications rapidly aging populations have for the financ-
ing of medical care and income security for the elderly. The
issues identified and the solutions proposed can provide
insight and guidance for policymakers, researchers, and oth-
ers interested in addressing these challenges now, when they
are manageable—rather than later, when they have the

potential to create increasingly serious financial, social, polit-
ical, and cultural problems. .

Of special interest are the contributors’ analyses of
Singapore’s unique, integrated approach to managing social
risk, which is based on mandatory individual savings
accounts. Singapore’s pioneering model unifies medical sav-
ings accounts for acute medical care in old age with a prov-
ident fund for retirement income. While the lessons of
Singapore’s experience are of worldwide interest given
current efforts to reform social security systems, the min-
ister’s keynote address highlights the continuing need for
innovations to refine the basic model—calling for the devel-
opment of a new approach to financing the growing prob-
lem of long-term medical care for the elderly.

vi
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Keynote Address
Yeo Cheow Tong

Studies—World Bank conference on Financing Health
Care and Old Age Security. The topic of this confer-

ence is relevant not only to Singapore but to many other

I am pleased to welcome you to the Institute of Policy

countries as well. Health care is consuming an increasing
share of the national wealth in many countries. In indus-
trial countries health care expenditures range from 6.9
percent of GDP in the United Kingdom to 14.5 percent in
the United States. In Singapore, with our relatively young
population, health care expenditures are still modest—about
3 percent of GDP over the past few years. But this spend-
ing should increase as our population ages.

An aging population brings many challenges, and even
more when the number of elderly is increasing rapidly.
Singapore has one of the world’s fastest-aging populations.
By 2030 the portion of our population age 65 and above
will nearly triple, from the current 7 percent to 18 percent.

In absolute terms the number of elderly will jump from
210,000 today to nearly 310,000 by 2010, then to 530,000
by 2020 and 800,000 by 2030. By 2030 the elderly depen-
dency ratio will hit 1 in 3, from 1 in 10 today. The implica-
tions of such dramatic changes, particularly in terms of old
age security and health care financing, are tremendous.

With higher living standards and good preventive and
curative medicine, the elderly can expect to live even longer
in the future. This begs the question: How will the elderly
support themselves financially for the 20 to 25 years after
retirement? While a healthy lifestyle will delay the onset of
poor health, the elderly tend to have more health problems
than the young. The medical expenditures of the elderly

are closely linked to the type of health care available in a
country. For example, defensive medicine—in which patients
are subjected to a battery of hi-tech tests and treatments
each time they become ill, or are hospitalized longer than
is necessary—inevitably increases medical expenditures.
Over the next few years Singapore will need to address
these and other issues related to the elderly, so that we
have an appropriate system in place well before the num-
ber of elderly increases significantly. Here I outline some
of the challenges related to looking after the health care
needs of the elderly in Singapore, and the financial issues

that will have to be addressed.
Medical Care for the Elderly

All the types of care required by the elderly are already avail-
able in Singapore. These include acute hospitals, day hos-
pitals, day care and day rehab services, community hospitals
for those requiring further convalescence and rehabilita-
tion, nursing homes for those who cannot manage in their
own homes, and home medical, home nursing, and home
help services to help the sick elderly live in their own homes.
Voluntary welfare organizations, like the Home Nursing
Foundation, are making an increasingly important contri-
bution in this regard.

While the list of services is fairly complete, many ele-
ments in the care chain need to be further addressed. Only
acute care in acute hospitals provides the type of care that
is needed—and as a result, patients are staying in hospitals
longer than is necessary. More than 7 percent of the beds

Yeo Cheow Tong is Singapore’s minister for health and for the environment.



in acute hospitals are occupied by long-stay patients. Many
of these patients are healthy enough to be discharged to
their homes or to rehabilitative care settings.

The family members of these patients are often reluc-
tant to take them home because of lack of family support,
or because appropriate downstream health care facilities
and services—such as home medical or home help services—
may not be readily available. Such instances of “social hos-
pitalization” can also result from poor family relationships
or when the family is living alone. The need for downstream
health care facilities will increase even more rapidly in the
future. This is because more elderly will be from small fam-
ilies, and with more dual-income families, their family mem-
bers will likely be working and therefore unable to help
nurse them at home.

Thus over the next decade the health care system must
provide a continuum of services to suit older people with
different needs. The elderly who no longer need acute hos-
pital care but who still need some nursing care and reha-
bilitation should be able to recuperate in nursing homes
and community hospitals. They will then be discharged
home when they are capable of looking after themselves,
and be followed up by home nursing and other commu-
nity-based services. As they recover, the elderly will need
alower intensity of services. By using the appropriate level
of care, elderly patients will also benefit from more holis-
tic care and lower fees.

But while we strive to develop the various elements of
elderly care, we must not fall into the trap of relying only
on institutional care. The family setting is still the best
approach—it provides the elderly with the warmth and com-
panionship of family members and a level of emotional sup-
port that cannot be replicated elsewhere. The elderly are
also more comfortable in their own homes.

We also have to encourage more Singaporeans—espe-
cially healthy older people—to volunteer for community-
based services. With fewer working persons supporting
each elderly person, having the healthy elderly provide many
community-based services will impose less strain on the
economy and increase the availability of these services. In
the future the healthy elderly will be quite capable of not
only providing services, but also organizing and managing
them. We will need to change the mindset of the healthy

elderly in the coming years, so that they see such activities

not only as self-help, but also as something that enriches
their retirement.

Health Care Financing

Individual responsibility has been the cornerstone of
Singapore’s health care philosophy, and this approach has
served us well. We believe that having a good, sustainable
health care system requires getting people to invest in their
own health and to pay, if not all, at least a fair share of their
medical costs. It was with this objective in mind that the
government established the Medisave scheme in the 1980s.
We subsequently introduced Medishield, a low-cost cata-
strophic illness insurance scheme, followed by Medifund,
an endowment fund designed to meet the health care needs
of the poor and indigent. Medifund ensures that no
Singaporean will be denied basic medical care because
they are unable to pay.

Medisave, Medishield, and Medifund have helped pro-
vide Singaporeans with the means to save and pay for
their health care. But the three schemes were designed
primarily to help Singaporeans and their families pay for
expensive acute hospital care—not for long-term care. As
the population ages, and with better acute care, expendi-
tures on long-term care will likely increase rapidly. Thus
we will need to determine how to fill the void left by
Medisave, Medishield, and Medifund. Otherwise the devel-
opment and use of medical services for the elderly will be
distorted.

For example, current public health subsidies provide sub-
stantial subvention for acute hospital care, through the heav-
ily subsidized class B2 and C wards in acute hospitals. The
destitute are also provided with long-term institutional care
through voluntary welfare organizations. Still, the health
care financing scheme does not cover long-term institutional
care for the bulk of the population. Thus we are examin-
ing the funding of long-term care for the elderly.

Another challenge is how to implement a funding mech-
anism that will encourage communities and families to
participate in the long-term care of the elderly. The current
funding arrangement provides no incentive for family mem-
bers to play a more active role. In fact, family members
may want to leave their elderly in acute hospitals because

the wards are heavily subsidized.

CHOICES IN FINANCING HEALTH CARE AND OLD AGE SECURITY
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Singapore is not alone in facing these challenges.
Populations are aging the world over, allowing us to review
the approaches taken by other countries. Japan, for instance,
has introduced a nursing care insurance bill for implemen-
tation in 2000. The scheme requires all persons over 40 to
make monthly contributions to a central fund. Insured indi-
viduals are then entitled to receive nursing care once they
reach 65, and are required to pay only 10 percent of the cost
incurred.

The United States has Medicare, a national health insur-
ance program for people 65 and older and for disabled indi-
viduals. Medicare covers both inpatient and outpatient care
and services. But the scheme, sometimes described as one
of the most successful social achievements in U.S. history,
is running into financial difficulties. Medicare trustees
recently reported that the Medicare trust fund may go bank-
rupt in 2001, as expenses continue to exceed revenues.

The experiences of the United States and other coun-
tries that rely on a largely tax-funded approach show that
such schemes are not sustainable over the long term. This
is because as the dependency ratio rises, the elderly have
fewer working persons to provide the tax dollars needed to
fund their medical care. What is needed is a multipronged
approach—one that incorporates alternative means of financ-
ing health care, ways of moderating health care consump-
tion, and mechanisms for lowering health care costs. Given
that the dependency ratio will be rising in Singapore in the

near future, we must learn from these experiences and avoid
the potholes that other countries have encountered.

Conclusion

The number of elderly in Singapore will increase rapidly
starting in 2010—just 12 years from now. Still, we have more
than enough time to review what is needed and implement
a new framework for elderly care. It is with this objective
in mind that the government has set up the Inter-Ministerial
Committee on Health Care for the Elderly. The commit-
tee includes several members of Parliament as well as rep-
resentatives of relevant ministries and professional,
grassroots, and voluntary welfare organizations. The com-
mittee has been meeting since August 1997, and is expected
to issue a report and recommendations in early 1998.

Though the issues related to an aging population are
complex, Singapore need not start from scratch in identi-
fying solutions. Many countries have gone further down the
road than us, and we should learn from their experiences.
But we need to assess carefully, and adapt effective elements
of their approaches to our local conditions. Thus confet-
ences like this are valuable, because they facilitate an
exchange of ideas and experiences. I hope that you will be
able to provide ideas that will help us prepare the health
care and financing system for the elderly in the years ahead.
I wish all of you an interesting and fruitful conference.

KEYNOTE ADDRESS
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Health Care for Aging Populations:

Issues and Options

Jacques van der Gaag and Alexander Preker

he world’s population is aging. Of the various indi-

cators used to show this, the most common is the

percentage of the population over 65. Globally,
this measure increased from 5.3 percent in 1965 to 6.6
percent in 1995. It is expected to increase by almost 1 per-
centage point between 1995 and 2010, and by more than
5 percentage points between 2010 and 2040, reaching 12.6
percent (table 1).!

Aging is proceeding more rapidly in East Asia and the
Pacific. In 1965 just 4.1 percent of the population was over
65. By 1995 this share had jumped to 5.8 percent, and by 2040
it will be 16.9 percent—more than four times the 1965 level.
Singapore’s demographic transition is projected to be even
more dramatic. The eldetly population in Singapore is pro-
jected to grow by about 3.8 percent a year between now and
2010. Between 2010 and 2025 this growth will exceed 5 per-
cent a year, compared with overall population growth of 0.5
percent. By 2040 the elderly will account for 23.6 percent of
Singapore’s population—more than 11 times the 1965 level.

While Singapore’s elderly population has been increas-
ing rapidly, the number of people of working age has also
increased, and now stands at a favorable 70 percent of the
total population. This proportion is expected to peak around
2010 at 72 percent, after which it is projected to decline
rapidly. Thus, while the increasing proportion of old peo-
ple has so far been accompanied by an increasing propor-
tion of working-age adults, after 2010 the effects of an aging
population will likely become more noticeable.

These dramatic demographic changes have important
economic implications—for savings, labor supply, and pen-

sions, among other concerns. This paper focuses on the
implications of an aging population for the health care sec-
tor. Different health needs at different ages result in large
differences in health care expenditures by age. Thus demo-
graphic changes are expected to alter both the overall level
and the composition of health care expenditures.

Differences in health care expenditures among age groups
are far from stable. In the Unites States real per capita health
care expenditures for the elderly grew 7.5 percent a year
during 1965-70, compared with 5.6 percent a year for the
nonelderly (table 2). But during 1970-76 growth rates for
the two groups were about the same, only to accelerate again
for the elderly after 1976. Differences in per capita spend-
ing growth are even more pronounced when public and
private expenditures are separated. Public expenditures for
the elderly grew by an incredible 21.8 percent a year dur-
ing 1965-70, almost twice the rate for the nonelderly. Private
expenditures by the elderly actually declined during this
period.

These results illustrate that reliable projections of health
care expenditures cannot be obtained by simply applying
cross-sectional data on age-specific health care expendi-
tures to demographic projections. While long-term demo-
graphic projections are fairly reliable and stable, differences
in age-specific health expenditures vary widely over time.
Among the many causes of these changes, the most impor-
tant are the various aspects of health care policy—that is,
the way the health care system is organized and evolving.

The rapid growth in public health care expenditures for
the elderly in the United States during the late 1960s coin-

Jacques van der Gaag is chief economist and Alexander Preker is principal economist in the Human Development Network at the

World Bank.



TABLE |

Population by age group in the world, East Asia and the Pacific, and Singapore, 1965-2040

Location, age group 1965 1980 1995 2010 2025 2040
World
0-14 37.7 352 31.3 268 242 21.8
15-64 57.0 589 62.1 65.7 65.7 649
65+ 53 59 6.6 75 10.1 12,6
East Asia and the Pacific
0-14 40.1 359 284 232 209 19.7
15-64 55.8 594 658 69.7 68.1 63.5
65+ 4.1 47 5.8 7.1 1.0 169
Singapore
0-14 437 27.1 238 19.0 182 17.6
15-64 542 68.1 70.1 718 63.1 58.8
65+ 2.1 47 6.1 92 18.7 236
Source: World Bank data.
cided with the introduction of Medicare, the U.S. insur-  TABLE2

ance system for the aged. This development also explains
the corresponding decline in private expenditures.2 But
many other factors influence changes in age-specific health
expenditures, not all of which are well understood.

Determinants of Health Care Expenditures

Total health care expenditures are largely determined by
growth in expenditures over time, endogenous technolog-
ical change, and health expenditures by age group.

Growth in expenditures over time

Not until the first antibody—penicillin—was mass produced
after World War II did Western medicine begin to benefit
large portions of the population. Until then most people
went without medical attention, and the medical facilities
that existed provided more care than cure (van der Gaag
1995). Health expenditures were less than 1 percent of GDP.
Today the health care industry accounts for 4.1 percent of
GDP in low-income countries, 5.5 percent in middle-income
countries, and 6.8 percent in high-income countries (table
3). In OECD countries the range is from 7 percent in the
United Kingdom to 14 percent in the United States.
Some stylized facts about these data are worth keeping
in mind for the discussion that follows. First, the percent-
age of GDP devoted to health care increases with a coun-
try’s income. In an economic sense, health care is a luxury

Annual growth in real health care expenditures
per capita in the United States, 1965-81

(percent)

Sector, age group 1965-70 1970-76 1976-81
Total
<65 5.6 4.1 35
65+ 75 4.5 5.8
Public
<65 1.3 69 35
65+ 218 53 5.7
Private
<65 4.1 3.1 35
65+ —43 30 6.2

Source: Adapted from Fuchs 1984.

good with an income elasticity (estimated from cross-coun-
try data) of demand of about 1.1. Second, the public share
of total health expenditures also increases with income. With
the notable exception of the United States, when economies
grow, countries increasingly rely on public resources (such
as general revenues or mandated public health insurance)
for health care. Indeed, most OECD countries show a
public share of total expenditures in excess of 80 percent.?
Low-income countries, by contrast, may have a private share
as high as 80 percent (for example, India).

Finally, equity—in health care financing, access to health
care, and health outcomes—also increases with income
(Van Doorslaer, Wagstaff, and Rutten 1993). Equity is a
major issue in every debate about health care reform. For
financing, it refers to a political desire for progressivity (in
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