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Aims of the talk 

• Assess the need for “systems” for financing 
long-term care services for older people 
 

• Examine the range of objectives that might be 
achieved with such systems 
 

• To explore international care financing 
arrangements and how they perform 



Projected lifetime care costs at 65 in 
England 

A minority 
will not 

need care 

Small minority 
faces catastrophic 

costs 



Do we need “collective” systems for 
financing aged care 

• Some form of risk-pooling appears advisable 
to reduce the risk of catastrophic care 
expenditures 

• Many collective financing arrangements pool 
financial risks across participants 
– Private mechanisms for risk pooling (private long 

term care insurance) 
– State-sponsored financing systems 



Is voluntary private insurance (VPI) an 
option? 

• Significant interest internationally but… 
 … not the main financing mechanism anywhere 

 
• Limitations of VPI 

– Demand side: miss-information about state 
support; care need myopia; high cost 

– Supply side: difficulties in estimation of risk; 
changes in unit costs; adverse selection; 
uncertainty about future state policies 



Limited take-up of VPI internationally 

• UK  
– Market has practically disappeared 
– Only Immediate Needs Annuities (INAs) at present, but expensive 

products for the wealthy 
• US 

– 7 to 8 million policy holders (2008)  
– Market is reducing 

• France 
– Relative success (5m policies) but special circumstances 
– Limited support from the state 
– Prevalence of group (employer) schemes 
– Tradition of insurance for health  
– Use of state assessment tool to dovetail PVI benefits to state offer 



A role for the state? 

• State can step in to address market failures 
– Provide risk pooling against financial risk 

• Equity considerations 
– Raising and distributing resources collectively allows 

the system to target support on those in greatest need 

• Risk of moral hazard? 
– More risky attitudes to health 
– Less prudent financial behaviour 
– Probably limited risk 



Two sets of financing policy levers 

Revenue raising arrangements 
National insurance 
General taxation 
User charges at point of use 

Arrangements for distributing financial support 
to individuals 
Need algorithm vs. care manager judgement 
Carer blind or carer aware 
Entitlements vs. cash constrained processes 
Cash vs. kind 



Three broad approaches to care financing 
 Safety net systems: e.g. UK and US 
 Support for low income/ high needs people 
 Usually tax funded 
 Lower public expenditure 
 Potential perverse incentive to deplete assets 
 Risk of stigma and unmet need 

Universal coverage: e.g. Japan; Germany; Nordic 
European Countries 
Maximises population coverage but also costs 
 Tax-funded universal systems (cash constrained, pay as you 

go) 
 Social-insurance systems (needs-led, entitlement based; 

ring-fenced) 
 



Three broad approaches to care financing 
(cont.) 

• Progressive universalist systems 
– Reduction in costs by targeting state support on 

poorest, but some universal coverage 
– Greater public support than safety-net systems, 

but more expensive too 
– Examples: France, UK? 
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Assessing performance of funding 
arrangements 

Fairness 
 Arrangements based on need and ability to pay 
Maintaining dignity (including financial) 
 Encouraging informal caring in a fair way 

Economic efficiency 
Manages excess demand? 
 Incentivises the ‘right’ supply of services? 
 Does it pool financial risks?  

“Process” outcomes 
 Promotes choice? 
 Ensures sustainability? (public support and financially) 



Key aspects of implementation 

• Flexibility versus transparency/clarity 
 

• Treatment of informal caregivers 
 

• Cash vs. services in kind 
 

• Interfaces with other related public systems 
 



Implementation: flexibility vs. 
transparency 

 A the individual level: matching resources to needs 
 Entitlement based on algorithms vs. individual judgement 
 Greater transparency but risk of lack of flexibility 
 Care-managed system allows human judgement but can lead 

to perceptions of inequities in allocation process 
 

 At the local level: local flexibility vs. national consistency 
 The case for local flexibility  

 Local supply circumstances vary at local level: e.g. unit costs of care 
in rural areas lower than in cities 

 Local preferences can vary: preferences over types of services or 
client groups  

 But big geographic disparities can undermine national 
cohesiveness  



Implementation: flexibility vs. 
transparency (cont.) 

 
A the national level, entitlements 
Reduce government’s control over expenditures 
Guarantee a level of state commitment 
E.g. German freezing of national insurance payment 

levels in nominal terms 



Implementation: a carer blind system? 

 Cost implications  
 Majority of care provided by informal carers 

 Wider economic implications  
 Labour force implications 
 Retirement income of carers 

 Link between choice of system and carer blindness 
 Entitlements more likely to be carer blind 
 Care-managed systems of allocation  

 
 Differences between German and Japanese approaches 



Other key implementation aspects 
What should be the coverage of the system? 
 Accommodation vs. housework vs. care 
 Demand increases exponentially as coverage increases 

 Service in cash or kind 
 Cash benefits can increase demand 
 Can impact on the unit cost of support 
 Demand-led market  pressures 

 Interactions with other related systems 
 Incentives effects on health care and pension system 

 Incentives to deplete assets 
 Inequities in treatment 
 Interrelationship of performance (e.g. delayed hospital 

discharges) 



Trends in recent times 

• During 1990s and 00s process of convergence 
towards universalisation 
– Reforms in Japan, France, Germany, Spain, Scotland… 
– Reductions in scope of state support in some 

Scandinavian countries 
• Recently, need for cost-containment and 

development of  “partnerships” between 
individuals and the state 
– Strategies to incentivise private insurance take-up 
– Equity release/reverse mortgages/deferred payments 
– Focus on limiting catastrophic risks (e.g. Dilnot 

Commission) 



Conclusions 

There is no ‘One Solution’ to the financing 
question 

Local solutions need to reflect national 
preferences and some of the existing structures 

Possible areas of further policy discussion 
 Residential care bond (interaction with pensions; 

lack of transparency about costs)  
 Supply constraints on care services (distortionary 

effects)  
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