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Abstract 
The hospital environment in Japan has changed drastically lately. Its unpre-
dictability has increased the need for hospitals to select management strategies 
to clarify their course. However, research on Japanese hospitals’ management 
strategies has only recently begun with too few studies in this area. Hence, this 
study clarifies the management strategies of Japanese private hospitals. It ex-
plores the hospital characteristics that affect strategy selection. A question-
naire was mailed to 5682 private medical institutions in 2013, and 459 res-
ponses with no missing data were used for analysis. Factor analysis yielded 
four factors: “bed conversion and downsizing (Factor 1),” “diversification of 
medical and nursing care (Factor 2),” “expansion in business scale (Factor 3),” 
and “expansion of income from non-insured medical care (Factor 4)”. Logis-
tic regression analysis revealed that Year Founded (before 1965), Hospital 
Location (municipalities with populations smaller than 100,000), Hospital 
Type (psychiatric hospitals and mixed-care hospital), and Hospital Income 
and Expenditure (deficit) had significant positive impacts on the choice of 
Factor 1. For Factor 2, Hospital Type (sanatorium ward and mixed-care hos-
pitals) and Hospital Income and Expenditure (constant surplus) had positive 
impacts. For Factor 3, Hospital Type (general hospital) and Bed Counts (more 
than 200) had positive impacts. For Factor4, Hospital Type (general hospital) 
had positive impacts. In other words, older hospitals, hospitals in rural areas, 
psychiatric hospitals, mixed-care hospitals, and hospitals with deficits tended 
to choose bed conversion and downsizing. Sanatorium ward hospitals, 
mixed-care hospitals, and hospitals with a constant surplus tended to choose 
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diversification of medical and nursing care. General hospitals and large hos-
pitals tended to choose expansion in scale, and general hospitals tended to 
choose expansion into non-insured medical care. The planning of mid- to 
long-term management strategies suitable for each hospital and their steady 
execution are required. 
 

Keywords 
Hospital Management Strategies, Healthcare Management Planning, Hospital 
Diversification 

 

1. Introduction 

Japanese hospitals are classified into public hospitals established by the public 
organizations authorized by the Japanese Ministry of Health, Labor and Welfare 
and private hospitals established by nongovernment medical corporations. The 
5721 private hospitals established by medical corporations constitute 67.4% of all 
hospitals in Japan [1]. A review of the financial conditions of these hospitals in-
dicates a serious situation with 37.6% of private hospitals operating at a deficit 
[2]. The deficits of public hospitals are covered by public financing; therefore, 
most Japanese public hospitals do not face significant danger of insolvency. 

However, private hospitals have no such coverage or sources of funding; con-
tinuous losses imply a high probability of excessive debt and, ultimately, bankrupt-
cy. One hundred and thirteen private hospitals went bankrupt in Japan between 
2000 and 2014 [3]. Private hospitals, like their public counterparts, play an impor-
tant role in Japan’s healthcare system. Hence, their bankruptcy impacts a large pa-
tient community. For example, hospital bankruptcy forces patients to interrupt 
necessary treatments. Thus, administrators of all hospitals, particularly private 
hospitals, need to “check” their management styles to avoid financial failure. 

There is some accumulation of literature on hospital management, and much 
of it incorporates cost analysis. Blake and Healthcare Financial Management 
Association advocated drastic cost reductions by restructuring hospital processes 
and businesses [4] [5]. Additionally, Neriz [6] reported a meal cost reduction 
trial using activity-based costing, which calculated costs by allocating them to 
the associated service activities. In Japan, Shimomura and Kubo [7] analyzed the 
cost structure of hospital management and found differences in costs such as 
insurance assessment, salary expense, materials, medical materials, equipment, 
and depreciation expense between hospitals with a surplus and hospitals with a 
deficit. The authors provided practical and useful suggestions for hospital finan-
cial management and contributed to the stable management of hospitals. 

On the other hand, the Japanese hospital environment has changed signifi-
cantly. For example, aging has rapidly progressed, and the national medical-care 
system has undergone drastic reforms. With the current uncertainty, it is im-
portant for hospitals to select management strategies to clarify the direction in 
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which they should proceed. There are some remarkable works concerning hos-
pital management strategy. 

Pioneering work was conducted by Ginn et al. [8] [9], who classified hospital 
management strategies into four types proposed by Miles et al. [10]. For exam-
ple, Ginn and Young [8] surveyed the relationship between business strategy and 
the organizational and environmental characteristics of acute care hospitals. The 
authors found that small, independently operated hospitals were less likely to 
adopt a proactive strategy. Additionally, Ginn et al. [9] investigated the rela-
tionship between strategy and the financial structure of American hospitals and 
reported that hospitals with high liquidity and low leverage tended to select a 
defender strategy while hospitals with low liquidity and high leverage tended to 
select a prospector strategy. Moreover, Helmig et al. [11] surveyed the relation 
between German hospital characteristics and the typology. The authors stated 
that large-sized hospitals and teaching hospitals tended to select a prospector 
strategy while ownership and location were not related to strategy selection. 

Other types of study include those that focus on the external hospital envi-
ronment. Ahmad [12] investigated the relation between the external environ-
ment (government, economy, society, and technology) and the service strategies 
(establishing hospital brand, introducing new services, and offering various ser-
vices) of Saudi Arabian hospitals. The results showed that the stability and 
transparency of government, increased buying power, rising health conscious-
ness, and the introduction of new technology in diagnosis and treatment had 
positive effects on strategy adoption. 

Many studies on hospitals’ management strategies have been undertaken in 
various countries. In contrast, research on Japanese hospitals’ management 
strategies has only recently begun, and a sufficient number of studies on this 
topic has not yet accumulated. This study, therefore, conducted a questionnaire 
survey among private hospitals operated by medical corporations to identify 
their management strategies. Moreover, the study examined the factors that in-
fluence hospitals’ management strategy choices. 

2. Methods 
2.1. Survey Subjects and Methods 

A self-administered questionnaire was mailed to 5682 medical institutions oper-
ated by medical corporations throughout Japan in March 2013. The question-
naire clarified the specific purpose of the study, the voluntary nature of the sur-
vey, the anonymization of hospital and personal data, and the limitations of 
these data regarding this study. Subjects were deemed to consent to the survey 
by returning the questionnaire. There were 535 (9.4% response rate) respon-
dents, and data analysis was performed on 459 hospitals with no missing data. 

2.2. Basic Hospital Characteristics 

The five basic characteristics of hospitals used in the analysis are year founded, 
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hospital location, hospital type, bed count, and hospital income and expenditure 
(Table 1). Data on the year of hospital establishment were sorted into four cate-
gories: before 1965, 1965 to 1984, 1985 to 1998, and after 1998. Hospital loca-
tions were categorized into four population-based categories: large metropolitan 
areas with a population greater than 1 million, regional core cities of between 
500,000 and 1 million, major regional cities of 100,000 to 500,000, and munici-
palities smaller than 100,000. Hospital types were categorized, according to prior 
research, into four categories: general hospitals, where general beds (beds mainly 
for acute patients) account for 80% or more of total beds; sanatorium-type hos-
pitals, where long-term care beds account for 80% or more of total beds; psy-
chiatric hospitals, where psychiatric beds account for 80% or more of total beds; 
and mixed-care hospitals that do not fit into the above categories. Four catego-
ries were used to classify bed capacity: less than 100, 100 to 199, 200 to 299, and 
300 or more. Hospital income and expenditures were assigned a binary value for 
profitable entities considered to have a “constant surplus” during the three-year 
period from 2009 to 2011, with all others considered to be operating at a loss. 

2.3. Hospital Management Strategy Factors 

Based on previous works [13] [14], 15 questions were developed to identify hos-
pital management strategy orientation (Table 2). Each question had four possible 

 
Table 1. Basic hospital characteristic frequency distributions gathered by this survey (n = 459). 

  
n % 

Year Founded Before 1965 144 31.4 

 
1965-1984 171 37.3 

 
1985-1998 89 19.4 

 
After 1998 55 12.0 

Hospital Location Municipalities with populations smaller than 100,000 165 35.9 

 
Regional major cities with populations 100,000 - 500,000 149 32.5 

 
Metropolitan areas with populations 500,000 or more 145 31.6 

Hospital Type General hospital 142 30.9 

 
Sanatorium ward hospital 92 20.0 

 
Psychiatric hospital 79 17.2 

 
Mixed-care hospital 146 31.8 

Bed Count Less than 100 185 40.3 

 
100 - 199 167 36.4 

 
200 - 299 63 13.7 

 
300+ 44 9.6 

Hospital Income and Expenditure 
Constant surplus 350 76.3 

Deficit 109 23.7 
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Table 2. Strategic orientation of hospitals (sorted by average, n = 459). 

 
Definitely 
Applies 

Somewhat 
Applies 

Does Not 
Really Apply 

Absolutely Does 
Not Apply 

Mean ± S.D. 

 
n % n % n % n % 

 

(1) Closer partnerships with other medical institutions, 
nursing care facilities 

122 26.6 222 48.4 75 16.3 40 8.7 2.93 ± 0.88 

(2) Better support function for in-home care 89 19.4 182 39.7 100 21.8 88 19.2 2.59 ± 1.01 

(3) Promotion of combined management of medical and 
nursing care 

68 14.8 194 42.3 90 19.6 107 23.3 2.49 ± 1.01 

(4) Specialization in a certain area of medical care 110 24.0 98 21.4 151 32.9 100 21.8 2.47 ± 1.08 

(5) Better preventive medical care through medical checkups, 
screenings, and brain checkups 

52 11.3 135 29.4 120 26.1 152 33.1 2.19 ± 1.02 

(6) Enhanced emergency care 51 11.1 102 22.2 133 29.0 173 37.7 2.07 ± 1.02 

(7) Additional clinical departments and improvement of 
comprehensive clinical functions through extension or 
reconstruction of building 

26 5.7 99 21.6 151 32.9 183 39.9 1.93 ± 0.92 

(8) Expansion of revenues through specific medical expenses 
and non-insured services such as private practices 

13 2.8 76 16.6 191 41.6 179 39.0 1.83 ± 0.80 

(9) Expansion through new construction 16 3.5 51 11.1 133 29.0 259 56.4 1.62 ± 0.82 

(10) Getting rid of unprofitable clinical departments 5 1.1 48 10.5 158 34.4 248 54.0 1.59 ± 0.72 

(11) Reduction in surplus beds 4 0.9 37 8.1 140 30.5 278 60.6 1.49 ± 0.68 

(12) Shifting businesses to fee-based homes for the elderly, 
service-added housing for the elderly 

6 1.3 38 8.3 115 25.1 300 65.4 1.46 ± 0.70 

(13) Expansion through acquisition 6 1.3 35 7.6 113 24.6 305 66.4 1.44 ± 0.69 

(14) Conversion of beds to elder care facilities 1 0.2 36 7.8 117 25.5 305 66.4 1.42 ± 0.64 

(15) Sale of businesses or closing of hospitals 0 0.0 12 2.6 56 12.2 391 85.2 1.17 ± 0.44 

Averages and standard deviations were calculated using the following values: definitely—4 points, somewhat—3 points, not really—2 points, and absolutely 
not—1 point. 

 

responses: “definitely applies,”“somewhat applies,” “does not really apply,” and 
“absolutely does not apply.” Each response was given a point value between 4 
and 1. 

2.4. Statistical Analysis 

The characteristics of the basic attributes of hospitals and questionnaire items 
are shown using mean and standard deviation (mean ± SD) for continuous va-
riables and proportion for discrete variables. 

Factor analysis with principal factor analysis and a varimax rotation was used 
to extract factors determining internal structures in the questionnaire items re-
lating to hospital management strategy. After factors had been extracted, the 
scores of factor items were summed by individual subject, and the total scores of 
all subjects were divided into two groups of high and low median scores. 
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Through this process, the factors were converted into dichotomous variables, 
which were also referred to as “hospital management strategy factors.”Finally, a 
multiple logistic regression analysis with the management strategy as the depen-
dent variable and the basic characteristics of hospitals as independent variables 
was performed to identify the significant variables affecting hospital manage-
ment determination. The Hosmer-Lemeshow test evaluated the goodness-of-fit 
of the model. The statistical analysis was performed using IBM® SPSS® 19.0 soft-
ware. The level of statistical significance was set to 0.05. 

3. Results 
3.1. Distribution of the Basic Characteristics 

Table 1 shows the distributions of factors used in the survey. For year founded, 
the highest number of hospitals was recorded between the years 1965 to 1984 at 
37.3% followed by the period before the year 1965 at 31.4%. For hospital loca-
tion, 35.9% of hospitals were in municipalities with populations smaller than 
100,000 followed by hospitals in regional major city locations with populations 
between 100,000 and 500,000 at 32.5%. Next, was hospitals in metropolitan area 
locations with populations greater than 500,000 at 31.6%. 

Regarding hospital types, mixed-care and general hospitals accounted for 
31.8% and 30.9% of the sample, respectively. The descriptive statistics showed 
that hospitals with fewer than 100 beds outnumbered all other hospital types and 
accounted for 40.3% of all hospitals. The proportion of hospitals that operated at 
a “constant surplus” (three consecutive years of profit) was 76.3%. 

3.2. Overall Trends in Hospital Management Strategy 

Table 2 shows that among the 15 questionnaire items, “(1) closer partnerships 
with other medical institutions, nursing care facilities” had the highest mean 
value at 2.93 ± 0.88 (mean ± SD) followed by “(2) better support function for 
in-home care” at 2.59 ± 1.01, “(3) promotion of the combined management of 
medical and nursing care” at 2.49 ± 1.01, and “(4) specialization in a certain area 
of medical care” at 2.47 ± 1.08. 

3.3. Characteristics Affecting Management Strategy Decisions 

Categorization of management strategies: Factor analysis with 15 questionnaire 
items was performed to explore potential factors related to hospital management 
strategies (see Table 3). Among the results, five items (items 1, 4, 6, 7, and 10 in 
Table 2) had less than 0.4 factor load and were excluded from the interpretation 
of this factor analysis. Finally, four factors were generated based on 10 items. 
Cronbach’s α coefficients for four factors; that is, Factor i (i = 1, 2, 3, 4) was es-
timated at 0.643, 0.696, 0.711, and 0.623, respectively. 

Factor 1 included the four items: “(14) conversion of beds to elder care facili-
ties,” “(12) shifting businesses to fee-based homes for the elderly, service-added 
housing for the elderly,” “(11) reduction in surplus beds,” and “(15) sales of  
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Table 3. Result of factor analysis of management strategy (n = 459). 

 
Factor 1 Factor 2 Factor 3 Factor 4 

Commonality 

 

Bedconversion 
and 

downsizing 

Diversification 
of medical and 

nursing care 

Expansion 
in business 

scale 

Expansion of income 
from non-insured 

medical care 

(14) Conversion of beds to elder care facilities 0.701 0.225 0.028 −0.012 0.543 

(12) Shifting businesses to fee-based homes for 
the elderly, service-added housing for the elderly 

0.604 0.295 0.033 0.000 0.452 

(11) Reduction in surplus beds 0.464 −0.020 0.116 0.019 0.229 

(15) Sale of businesses or closing of hospitals 0.461 −0.079 0.072 0.055 0.227 

(3) Promotion of combined management of 
medical and nursing care 

0.131 0.845 0.151 0.154 0.778 

(2) Better support function for in-home care 0.048 0.572 0.055 0.175 0.363 

(13) Expansion through acquisition 0.168 0.069 0.793 0.131 0.678 

(9) Expansion through new construction 0.078 0.116 0.652 0.152 0.468 

(8) Expansion of revenues through specific 
medical expenses and non-insured services 
such as private practices 

0.092 0.092 0.195 0.717 0.569 

(5) Better preventive medical care through 
medical checkups, screenings, and brain 
checkups 

−0.029 0.224 0.089 0.597 0.415 

Cronbach’s α 0.643 0.696 0.711 0.623 
 

Factor contribution 1.347 1.263 1.146 0.968 
 

Aggregate contribution rate (%) 13.465 26.094 37.550 47.233 
 

Factor loads were obtained by the principal factor method with varimax rotation. Bold values represent the highest loadings. 

 
businesses or closing of hospitals,” which were interpreted as “bed conversion 
and downsizing.” Factor 2 consisted of two items: “(3) promotion of the com-
bined management of medical and nursing care” and “(2) better support func-
tion for in-home care.” These were interpreted as “diversification of medical and 
nursing care.” Factor 3 was generated by “(9) expansion through new construc-
tion” and “(13) expansion through acquisition,” and was labeled “expansion in 
business scale.” Factor 4 included items “(8) expansion of revenues through spe-
cific medical expenses and non-insured services such as private practices” and 
“(5) better preventive medical care through medical checkups, screenings, and 
brain checkups,” which was interpreted as “expansion of income from non- 
insured medical care.” 

We defined these factors as management strategy factors, which we relater 
used as dependent variables in the regression analyses. 

Results of a multiple logistic regression analysis: Multiple logistic regression 
analysis was conducted with basic characteristics as independent variables and 
each management strategy factor as a dependent variable. Table 4 shows the re-
sults of multivariate analysis. 
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Table 4. Result of multiple logistic regression analysis with management strategy factors as dependent variables (n = 459). 

  
Factor 1 Factor 2 Factor 3 Factor 4 

  
Bed conversion 
and downsizing 

Diversification 
of medical and 

nursing care 

Expansion in 
business scale 

Expansion of income 
from non-insured 

medical care 

Variables Category 
Odds 
Ratio 

95%CI p-value Odds Ratio 95%CI p-value 
Odds 
Ratio 

95%CI p-value 
Odds 
Ratio 

95%CI p-value 

Year 
Founded    

0.041 
  

0.055 
  

0.066 
  

0.243 

 
Before 1965* 1 

  
1 

  
1 

  
1 

  

 
1965-1984 0.755 

0.472 - 
1.206 

0.239 1.885 
1.168 - 
3.041 

0.009 0.912 
0.569 - 
1.459 

0.700 1.473 
0.905 - 
2.396 

0.119 

 
1985-1998 0.508 

0.286 - 
0.902 

0.021 1.263 
0.708 - 
2.254 

0.429 1.346 
0.758 - 
2.391 

0.311 1.071 
0.597 - 
1.922 

0.819 

 
After 1998 0.452 

0.232 - 
0.878 

0.019 1.074 
0.549 - 
2.098 

0.836 2.095 
1.066 - 
4.119 

0.032 0.816 
0.415 - 
1.604 

0.555 

Hospital 
Location    

0.038 
  

0.061 
  

0.089 
  

0.697 

 

Municipalities 
with populations 

smaller than 100,000* 
1 

  
1 

  
1 

  
1 

  

 

Regional major 
cities with populations 

100,000 to 500,000 
0.582 

0.362 - 
0.934 

0.025 0.612 
0.380 - 
0.984 

0.043 1.101 
0.686 - 
1.765 

0.691 0.865 
0.531 - 
1.408 

0.559 

 

Metropolitan areas 
with populations 
500,000 or more 

0.581 
0.353 - 
0.956 

0.032 0.596 
0.361 - 
0.983 

0.043 1.702 
1.033 - 
2.804 

0.037 0.806 
0.481 - 
1.351 

0.413 

Hospital 
Type    

0.018 
  

0.001 
  

0.001 
  

0.001 

 
General hospital* 1 

  
1 

  
1 

  
1 

  

 
Sanatorium 

ward hospital 
1.586 

0.888 - 
2.834 

0.119 2.497 
1.387 - 
4.497 

0.002 0.459 
0.253 - 
0.832 

0.010 0.241 
0.132 - 
0.438 

0.001 

 
Psychiatric hospital 2.884 

1.466 - 
5.677 

0.002 1.068 
0.541 - 
2.109 

0.849 0.400 
0.203 - 
0.787 

0.008 0.099 
0.046 - 
0.212 

0.001 

 
Mixed-care 

hospital 
1.794 

1.059 - 
3.037 

0.030 2.476 
1.448 - 
4.234 

0.001 1.241 
0.731 - 
2.105 

0.423 0.671 
0.392 - 
1.149 

0.001 

Bed 
Count    

0.638 
  

0.204 
  

0.011 
  

0.849 

 
Less than 100* 1 

  
1 

  
1 

  
1 

  

 
100 - 199 1.085 

0.682 - 
1.727 

0.731 0.965 
0.601 - 
1.549 

0.882 1.518 
0.949 - 
2.428 

0.082 1.150 
0.712 - 
1.856 

0.568 

 
200 - 299 1.259 

0.655 - 
2.418 

0.490 1.460 
0.745 - 
2.861 

0.270 2.917 
1.478 - 
5.760 

0.002 0.998 
0.505 - 
1.972 

0.994 

 
300+ 1.640 

0.755 - 
3.562 

0.211 2.063 
0.938 - 
4.539 

0.072 2.493 
1.152 - 
5.395 

0.020 1.357 
0.603 - 
3.054 

0.460 

Hospital 
income and 
expenditure 

Deficit* 1 
  

1 
  

1 
  

1 
  

Constant surplus 0.624 
0.393 - 
0.990 

0.045 2.013 
1.258 - 
3.223 

0.004 0.895 
0.565 - 
1.418 

0.637 0.980 
0.610 - 
1.576 

0.935 

Hosmer-Lemeshow Test P = 0.150 P = 0.876 P = 0.705 P = 0.397 

*Reference Category. 
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For Factor 1, “bed conversion and downsizing,” several characteristics were 
found to have statistically significant impacts including Year Founded (p = 
0.041), Hospital Location (p = 0.038), Hospital Type (p = 0.018), and Hospital 
Income and Expenditure (p = 0.045). For Factor 2, “diversification of medical 
and nursing care,” Hospital Type (p = 0.001) and Hospital Income and Expend-
iture (p = 0.004) were selected as significant influencing characteristics. The lo-
gistic regression analysis of Factor 3, “expansion in business scale,” showed that 
Hospital Type (p = 0.001) and Bed Count (p = 0.011) were significant. Addition-
ally, in the analysis of Factor 4, “expansion of income from non-insured medical 
care,” Hospital Type (p = 0.001) was selected as a significant influencing charac-
teristic. 

4. Discussion 

Factor analysis was performed on the 15 questionnaire items concerning hospit-
al management strategies and, consequently, four management strategy factors 
were obtained. Then, a multiple logistic regression analysis was conducted using 
these management strategy factors as dependent variables and the basic charac-
teristics of hospitals as independent variables. Based on the results, we discuss 
the relationship between hospital management strategies and basic hospital 
attributes. 

Factor 1, “bed conversion and downsizing”: Year Founded, Hospital Location, 
Hospital Type, and Hospital Income and Expenditure affected this factor. For 
Year Founded, older hospitals tended to choose conservative strategies, such as 
downsizing, selling or closing businesses, and the conversion of beds to elderly 
care facilities. This could be explained by the institution life cycle hypothesis, 
which states that hospitals transition between stages of boom and bust, diversi-
fication, divestiture, and conclude with closure or merger over time [15]; that is, 
older hospitals are at a declining stage of the life cycle and prefer conservative 
strategies such as downsizing or bed conversion. Another possible explanation is 
manager age. Managers of older hospitals tend to be older than managers of 
newer hospitals, and typically, older people tend to adopt conservative strategies. 
Serfling (2014) reported that older CEOs prefer less risky investment policies 
than younger CEOs [16]. 

For Hospital Location, hospitals located in municipalities with populations 
smaller than 100,000 were likely to select bed conversion and downsizing. The 
mean population growth rates by municipality size from 2005 to 2010 in Japan 
show that municipalities with populations smaller than 100,000 tended to be 
negative while those of municipalities with a population greater than 300,000 
tended to be positive [17]. 

Moreover, according to Ehara [18], there are minimum municipality popula-
tion sizes required for hospitals to operate their departments. For example, a 
population size of at least 100,000 is required for nephrology, psychosomatic 
medicine, thoracic surgery, cardiovascular surgery, plastic surgery, and gyne-
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cology departments; 200,000 is required for hematology, rheumatology, breast 
surgery, and colorectal surgery departments; 300,000 is required for cosmetic 
surgery, pediatric surgery, and obstetrics departments; and 500,000 is required 
for allergology departments. This implies that it is difficult for hospitals located 
in municipalities with populations smaller than 100,000 to run their businesses 
with the same size population as before because they are required to consider 
new management strategies including downsizing or bed conversion. 

For Hospital Type, psychiatric hospitals were 2.884 times more likely to 
choose “bed conversion and downsizing” than general hospitals; that is, many 
psychiatric hospitals were planning to improve their business by reducing spare 
bed capacity or transferring their spare beds to nursing care use. 

The strategy of these hospitals was affected by the overabundance of psychia-
tric beds. As of 2014, there were 2.66 beds in psychiatric hospitals for every 1,000 
people in Japan, ranking Japan first among the 28 OECD member nations [19]. 
Moreover, in 2004, the Japanese government presented “A Vision for Reforming 
Mental Health Care,” which has promoted a policy shift away from inpatient 
medical care toward local community care [20]. The anticipated impact of this 
policy is a further reduction in the number of hospital beds in psychiatric hos-
pitals and a shift to medical care provision in local communities. 

For Hospital Income and Expenditure, the odds ratio of hospitals having a 
constant surplus in their medical income and expenditures is 0.624, which im-
plies that many hospitals facing a deficit are considering “bed conversions and 
downsizing,” and apparently, many hospitals are planning to improve their bot-
tom lines through bed conversion or decreasing the number of beds. Previous 
work also reported that the lower the operating profit, the lower the level of ag-
gressiveness in hospital business diversification [21]. 

Factor 2, “diversification of medical and nursing care”: Hospital Type and 
Hospital Income and Expenditure influenced this factor. For Hospital Type, sa-
natorium and mixed-care hospitals were more likely to choose “diversification of 
medical and nursing care,” which is based on a business model wherein compa-
nies implement nursing facilities and at-home services in addition to hospitals 
and provide a combination of medical and nursing services. 

This finding could be explained as follows. Recently, the rapid progress of ag-
ing and advancing medical technology have increased the national medical ex-
penditure and the number of elderly who are hospitalized long term. The pro-
portion of the population aged 65 and over was 26% in 2014 and is forecasted to 
reach 39.9% in 2060 [22]. The national medical care expenditure reached 
40.8071 trillion yen in FY 2014 (an increase of 746.1 billion yen or 1.9% from the 
previous fiscal year) [23]. To suppress the expenditure, the Japanese government 
introduced incentives promoting early discharge and conversion from hospita-
lized care to at-home medical or at-facility nursing care [24]. This forced sanato-
rium and mixed-care hospital discharging of chronic elder patients affecting a 
considerable number of patients. However, there were insufficient facilities or 
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at-home services in Japan to accept the patients, and the hospitals diversified in-
to other businesses, such as at-home medical care, nursing care facilities, or 
at-home service offices, to realize early discharge. 

This diversified management has already been reported in the past and in 
other countries. For example, Niki [25] reported that hospitals diversified into 
elderly nursing care and formed trifectas of hospitals, geriatric health service fa-
cilities, and special nursing homes for the elderly in Japan. 

In the United States, facing economic pressures and demographic changes, 
acute care hospitals diversified their businesses into long-term care such as 
long-term care units or home health services [26]. Some hospitals opened as-
sisted living facilities for long-term care to alleviate troubles after discharge, such 
as when transitioning to nursing facilities [27]. Additionally, some Korean hos-
pitals transformed hospitalized medical care into at-home nursing care [28]. 

For Hospital Income and Expenditure, constant surplus hospitals were 2.013 
times more likely to choose “diversification of medical and nursing care” than 
deficit hospitals. This could be attributed to the financial abundance of constant 
surplus hospitals, which increased their intentions to enter new markets such as 
nursing care services or at-home medical care. A previous study also noted that 
operating profits provided firms with the means to diversify [15]. 

Factor 3, “expansion in business scale”: Hospital Type and Bed Count influ-
enced this factor. For Hospital Type, sanatorium and psychiatric hospitals were 
less likely to choose expansion. This could be explained with the same reasoning 
as Factor 2; that is, the Japanese government’s policy of reducing psychiatric and 
elderly beds affected hospital decisions. 

For Bed Count, large hospitals with more than 200 beds were more likely to 
adopt a business expansion strategy; that is, large hospitals tried to pursue 
“economies of scale” by owning and chaining multiple hospitals. Bed counts are 
regulated in Japan, and corporations cannot newly open hospitals or increase 
beds in an area with more beds than the standard bed count (excessive bed count 
area). Therefore, large hospitals pursue economies of scale through M & A to 
expand to other areas. The effect of economies of scale has been observed in 
other countries. For instance, using data on independent hospital mergers, Dra-
nove and Lindrooth [29] found that post-merger cost decreased by 14% indicat-
ing that economies of scale hold to some degree. 

Finally, although not significant, the p-value of Hospital Location was 0.089, 
and the odds ratio of metropolitan areas with populations of more than 500,000 
was 1.702. This implies that hospitals located in large metropolitan areas were 
more likely to choose business expansion. This could be explained by the predic-
tion that the numbers of patients would increase sharply in large metropolitan 
areas, such as Tokyo, Kanagawa, Nagoya, Osaka, and Hiroshima prefectures 
from 2011 to 2020 [30]. The research of Komatsu et al. [31] forecasting hospita-
lization demand also suggested that there will be an explosive increase in medi-
cal care demand in urban areas, particularly in the Tokyo metropolitan area, 
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which includes Tokyo, Saitama, Kanagawa, and Chiba prefectures. Moreover, 
Komatsu [31] noted that, if the supply of these medical services is not increased, 
there will be many elderly people unable to receive necessary medical care. 

Factor 4, “expansion of income from non-insured medical care”: Hospital 
Type was the only characteristic affecting this factor. The aggressive expansion 
of non-insured services, such as health checkups, complete physical examina-
tions, preventive care, and optional services, is more common among general 
hospitals (medical checkups and advanced services are not insured under the 
Japanese medical system). The reason could be that general hospitals have more 
physicians and advanced examination equipment than other hospitals and, thus, 
have an easier time providing non-insured services. 

Cancer screening rates in Japan are lower than those of other OECD coun-
tries. For instance, the breast cancer screening rate of Japan was only 41% com-
pared to 80.8%, 75.1%, and 75% for the United States, the United Kingdom, and 
France, respectively. The cervical cancer screening rate of Japan was 42.1% 
compared to 84.5%, 76.9%, and 75.4% for the aforementioned countries, respec-
tively [32]. The Japanese government set a target of raising screening rates to 
50% (40% for stomach, lung, and large bowel cancers for some time) within five 
years in the “Basic Plan to Promote Anti-Cancer Measures” [33]. General hos-
pitals should aggressively diversify into the expanding markets of health check-
ups and complete physical examinations in the environment where an increase 
in insured medical care income cannot be expected because of a huge national 
financial deficit and a shrinking population. 

The results of this study could contribute to hospital management in both 
practical and theoretical aspects. From a practical perspective, the study data are 
valuable for hospital administrators, managers, and policy makers in planning 
mid- to long-term strategies based on their hospital characteristics. From a 
theoretical perspective, the relationship between hospital characteristics and 
management strategy choice is clarified in Japan for the first time. 

However, this study does have limitations. We considered location, founding 
year, hospital type, bed count, and hospital income and expenditure in hospital 
management strategy selection, but a number of external factors (medical de-
mand in the hospital vicinity or competing hospitals) as well as internal factors 
(areas of specialty, facility equipment, or personnel) should also be considered. 

5. Conclusion 

In summary, this study clarifies that each Japanese private hospital chooses its 
strategy type according to its characteristics. Older hospitals, hospitals in rural 
areas, psychiatric hospitals, mixed-care hospitals, and hospitals with deficits 
tended to choose “bed conversion and downsizing.” Sanatorium ward hospitals, 
mixed-care hospitals, and hospitals with a constant surplus tended to choose 
“diversification of medical and nursing care.” General hospitals and large hos-
pitals tended to choose “expansion in scale,” and general hospitals tended to 
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choose “expansion into non-insured medical care.” 
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