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1. Introduction

There is widespread concern about how long term care services
for the elderly are funded. The current system is perceived to be
unfair, complicated and punitive towards those with savings. Costs
are rising, while an ageing population will place further strain on the
system — by 2051 the number of people aged over 85 will have
almost quadrupled.t

At the heart of the long term care debate is the question of how
funding should be split between public and private expenditure.
Policymakers need to balance the competing demands of various
groups — the different generations; those who end up needing long
term care and those who do not; and those of different wealth
levels.

The 2006 Wanless review, an independent study commissioned
by the King’s Fund, has established the current parameters of this
debate.? It examined the likely need for long term care over the
coming years, and looked at a variety of policy options, focusing in
detail on the three most promising:

Reforming the means tests for personal care and residential
and nursing home fees, including limiting the liability faced
by individuals.

Introducing free personal care.

Implementing a ‘partnership’ arrangement, whereby the
government provides a basic level of care and then matches
the contributions made by individuals above that level.

The review tentatively favoured the partnership arrangement.

This paper provides a response to the Wanless review. It seeks to
answer four key questions: How does the current funding system work?
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Is it effective? What are the options for the future funding of long
term care? Which of these options provides the best solution?

Sgd o~ odq needqr onkibx B~ jdgr s\vvn nosinmr- Sgd sqrs hr sgd 0~ gsmdgrgho
approach favoured by Wanless which would do much to remove the
anomalies and inequities of the current system. Under this system,
the state would provide a basic level of care for all, with responsibil-
fisx eng sm™mbim¥ “mx “cchisinm™k rdquibdr e kmF sn imchuhctkr- Sgnrd
who choose to ‘top up’ the basic state minimum would be eligible
for matching funds from the government. However, such a system is
not cheap. Its introduction would increase government expenditure
by £3.5 billion annually. It is not clear that the political support for
this exists, given the many other pressing spending priorities.

The paper therefore offers a second, revenue neutral option, similar
to the funding systems which currently operate in various states in
the US. Here the means test remains, but the means test threshold
(above which individuals must pay their own costs) is raised, on
a pound-for-pound basis, for those who purchase insurance. This
reform costs the government nothing and keeps state support target-
ed at the most needy. While more modest in scope than the Wanless
partnership, this system would also overcome two of the biggest
problems with the current system — that it punishes (and therefore
deters) saving, and fails to pool risk. It would also give individuals
greater choice over whether — and how much — to contribute to their
own care and greater control over the type and extent of the services
they receive.
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2. The long term care funding
system

Long term care refers to assistance provided when a person becomes
unable to live safely or healthily without support and with the
expectation that this will remain the case over the long term. This
assistance includes a range of services offered in a variety of settings:
individuals’ homes, nursing or residential homes, day centres, and
hospitals.

Long term care expenditure includes healthcare services provided by
the NHS — care provided by registered nurses or doctors, whether
in an individual’s home or a nursing home. It also includes spend-
imf nm rnbh”k rdquibdr+ chutcdc adswddm odgrnm™k b~qd ‘cdsmdc “r
non-healthcare assistance such as help with bathing, clothing, or
preparing meals) and hotel costs (board and lodging for those in
residential or nursing homes).

The British long term care system has evolved incrementally and has
been pulled in a variety of directions by different political forces and
fashions. Consequently, who ends up footing the bill for long term
care is less a coherent package of policies than a “complex laby-
rinth.”® Universal entitlements, a variety of means testing schemes,
and several areas where individuals meet costs privately interact
bnmetrimfix wisg nmd ~“mnsgdgt bn Bontmcdc ax rifmisb™ms fdnfg™ ogh-
b~k ugh shnmr- @r sftgd O rgnwvr+ ne sgd gntfgkx ¢02 afkkinm rodms
on long term care in 2000, around two thirds was public spending,
split between the NHS and Social Services. The remaining third was
private expenditure.* Since then, there have been no attempts to
quantify the amount spent on long term care within a single year.
The estimates used by the Wanless review draw data from a variety
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ne xd gr+ ats ~qd agn”ckx im kmd wisg sgd “anud sftgdr+ drsh B “simf
that £3 billion was spent by the NHS, and £6.3 billion by Social
Services, alongside £3.9 billion of private expenditure. In so far as
V" mkdrrg sTtqdr cheedq eqn B sgnrd im sftqd O+ sgd cheedgdmbd rdgudr
nmkx sn bnmsg B sgd bnmshmt~sinm ne ~ sqgdmc ogdrdms eng nudg 27 xd~qr
D sg~s sgd gd ksg rdquhbd hr chudrsimf hsrdke ne sm™mbh™k gdronmrhafkisx
for long term care, while the burden on local authority Social Services
departments continues to grow.®

NHS:

£3.5 bn
Social Services:
£5.3 bn

Private expenditure:
£4.2 bn

Source: Joseph Rowntree Foundation (JRF), 2004

NHS:

* Regardless of setting, in England the NHS makes a
payment towards the cost of an individual’s care which is
provided by a registered nurse. The payment is up to £139
per week, depending on the level of the individual’s nursing
mddc- Hm Rbnsk™mc “mc Vkdr+ sgd o~ x B dms ir swdc s ¢54
and £114.90 per week respectively.

* The NHS also funds ‘continuing care’ for those who have
high healthcare needs but do not need to be in hospital.
The government has indicated it will establish national rules
for continuing care.® Currently, however, individual health
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authorities draw up their own (generally stringent) criteria for
ptihsb shnm D tm 1//4.5 sgdqd vdqd itrs 1/+/// bnmsimthmf
care places in England.

Social Services:

« Anyone in a residential or nursing home must pay some
of their residential or nursing home fees if they have income
‘imbktchmf admdssr “mc odmrinm(+ b~ofs™k ‘tmbktchmf gntr-
ing), or savings between £13,000 and £21,500 (England),
£12,500 and £20,750 (Scotland), or £17,250 and £22,000
(Wales). Above the higher level, they must pay all of their
fees. However, individuals must, at a minimum, be left with
a ‘personal expenses allowance’ of £20.45 per week.

e In England and Wales, local authorities have discretion
over the services offered to individuals in their own homes.
While some offer some free services, most apply a means
test and impose charges on those above a certain thresh-
old. In Scotland, personal care costs at home are met with
D nesbh kx D mn toodg ki Bhst “ksgntfg mchuhct kr ~qd bg gfdc
for certain services not recognised as personal care, such
as help with cleaning or shopping. In Scotland the personal
care component of residential home fees is paid by the state
at a rate of £145 per week.

Private expenditure on long term care totalled £4.2 billion in 2000.
This sum was primarily spent on hotel costs and personal care for
those with assets above the means test threshold.

U~ gintr sm™mbh™k rdquibdr ognctbsr “qd “u ki akd sn gdko hmchuhct kr
meet these costs, although the total market size is small. These
include insurance packages, which pay out either when the individual
needs care (‘immediate care plans’) or after an individual has been
in care for a set period of time (‘deferred care plans’, for individuals
vgn g~ ud rtesbidms Bnmdx sn etmc knmf sdql b~ qd eng ~ ki Bhsdc odghnc
ne shild(- Sgdrd wdgd sqrs cdudknodc fm sgd d gkx 088/r+ ats tos” jd
consistently fell below expectations. Most products are no longer on
the market.

Equity release products are more popular: over 25,000 lifetime mort-
gages were purchased in 2003, with buyers having an average age
of 72. These schemes involve individuals releasing money from their
home, either by taking out a loan secured against the house or by
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selling their house (or a stake in it) to a reversion company which
recoups the money upon the sale of the house. However, equity
release products are generally used for more aspirational ends than
the purchase of care, such as holidays, home improvements, or to
support family members.”

Britain’s total spending on long term care is not abnormal in an
international context. The UK ranks alongside Australia, the US,
Germany, and the Netherlands in spending between 1 and 1.5 per
cent of GDP (2000). However, a stronger emphasis is placed on
private expenditure than in most comparable countries. Only in the
United States are individuals expected to bear higher costs.® Private
care expenditure in the UK accounts for around a third of total costs
and a greater percentage of GDP — 0.48 per cent — than any other
European country surveyed by the OECD.
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Due to the emphasis on means testing, private expenditure is not
evenly divided among those needing care. Around 30 per cent of
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those in care homes (125,000 individuals) must meet all of their
costs privately while others may have some or all of their costs met
eng sgd B ax sgd rs”sd- Sgd rdudgd sm™mbi~k bnmrdptdmbdr eng sgnrd
who fully fund their own care home places are underlined by an
examination of current fee levels. The average cost per week is £570
for a private nursing home and £398 for a private residential home,
Visg ogibdr girimf ghfigdg sg™m ims ™~ shnm- @m imchuhct ™k vgn qdpthgdr ~
period of domiciliary care followed by a year in a residential home
(not an atypical situation) could incur costs well over £25,000. Many
face higher costs still.

10
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3. Evaluating the current system

This section evaluates the current system in terms of its fairness;
fisr o~ bs nm adg~uhntg: hsr ~eengc ™ afkisx: hsr desbhidmbx: sgd dwsdms sn
which it encourages risk pooling; and its political sustainability.

Any system of public provision, however generous, should allocate
resources fairly. Fairness is a problematic and contestable concept,
but will be taken to encompass a) horizontal equity — that individu-
als in similar circumstances should be treated in a similar way; b)
intergenerational equity — that one generation should not be favoured
at the expense of another; and c) distributional equity — that public
rxrsd B r rgntkc needq sgd Bnrs sm mbh™k rtoongs sn sgnrd whsg sgd
least money.

The current long term care funding system fails to treat individuals
with very similar needs and resources in a similar way. For example,
a distinction is often drawn between sufferers of cancer and demen-
tia.® Individuals who suffer from these illnesses may require similar
levels of support. However, while the care needed by the dementia
sufferer is deemed ‘personal care’ and is therefore means tested,
the treatments required by a cancer sufferer are generally described
as ‘health care’ and are available free on the NHS. This is despite
the onset of dementia being as much a ‘disease process’ as that of
cancer.® Similarly, as the Joseph Rowntree Foundation (JRF) has
pointed out: “Someone requiring high level nursing care might have
all their fees paid by the NHS if they are judged to need ‘continuing
care’, but another person with a similar condition might...have to pay
the great bulk of the fees from their own pocket.”**

The radically different charging schemes used by local authorities
mean that individuals living in different areas end up paying very
different amounts for equivalent services, while care providers receive
different levels of payment from local authorities. One study found
that the same woman could pay anything from nothing to £103 per

1



Looking ahead CENTRE:

week for domiciliary services, depending on where she lived.*> Some
Primary Care Trusts record over 160 times more people receiving
NHS funded continuing care as a proportion of their population than
others.®

Variation between local authorities is not necessarily a problem.
imcddct s bntkc rilokx gdbdbs Fdnfg ogib~k cheedqgdmbdr hm kdudkr ne
need. However, the disparities in the current system are too large to
be explained away on this basis — a fact that fuels resentment and a
widespread sense of injustice.

The system is also vulnerable to accusations of intergenerational
inequity. This is because today’s workers are required to pay, not
for their own generation’s care in the future, but for their parents’
or grandparents’ generation today (an approach known as ‘pay as
you go’). They do so in the expectation that future generations will
ensure that they too are properly looked after in their old age. Any
change to the system can radically alter this implicit deal between
the generations. Some claim this process has already begun. For
example, while it is true that those long term care services provided
by the NHS have always been free, and those provided by social
services have always been means tested, the balance between the
two has changed substantially over time.'* Previous generations
received a higher proportion of their care on the NHS — paid for by
those who are now receiving less generous state provision. Those
currently receiving care therefore have reason to feel that intergen-
erational fairness demands increased state generosity. However, any
move to make state provision more generous at this stage would
primarily favour the large and relatively wealthy baby boom genera-
tion, at the expense of the much smaller, younger cohort whose
taxes will pay for this increased expenditure over the next 30 years.
It is therefore not clear that intergenerational fairness is best served
by substantially increasing expenditure on long term care. When the
claims of the different generations are weighed, the maintenance of
the status quo probably represents the best trade-off between the
demands of the various generations.

In terms of distributional fairness, the current system is well targeted.
Sgd vngrs nee admdss ~ fgd™s cdk eqn B hs9 Imchuhct™kr vgn wvntkc
never be able to afford care without government assistance can
access services. However, Wanless shows that in terms of health
outcome gains, those just above the means test threshold (who can
hardly be considered well off and may be extremely vulnerable) do
extremely badly. This results from the low level at which the means
test threshold is set. Individuals whose assets place them just above

12
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this threshold currently under invest in care services for which they
may have a genuine need because they know they will have to pay
for them. The results, unsurprisingly, are poor health outcomes
for these individuals. While the current system is unquestionably
progressive, it nonetheless fails to help many vulnerable people of
modest means.

The current system penalises those who have saved for retire-
ment. The inclusion of housing equity as part of the means test
is particularly resented. The government is perceived to encourage
home ownership as a worthy goal, only to force individuals to give
up or run down the value of their homes before assisting in paying
for long term care. The system also reduces individuals’ capacity to
leave assets to their children after death. While it is possible to argue
sg”s rtbg “m ~oogn~bg hmbgd rdr dpt kisx+ sgdgd “qd B ngd desbhdms
ways of achieving this goal than indirectly through the long term
care system. Lastly, the system encourages people to ‘run down’
their savings or to divest themselves of their assets prior to needing
care. By doing so, they can gain enjoyment from their money and
leave the state to foot the bill for their long term care costs. The
system therefore discourages individuals from helping themselves
— a betrayal of Beveridge’s original intention that the welfare system
should actively encourage individuals to provide more than that
offered by the state.

Other perverse incentives also exist. Because nursing care is available
free, while personal care is not, nurses often become the gatekeep-
dgr sn eqdd b~qd- He sgdx ognuhcd sgd b~qd+ hs hr bk rrisdc “r dmtgrimf
b qdg “mc hr “uThkCakd nm sgd MGR- e sgdx cn mnst hs fr bk rrisdc
as personal care, and is means tested. Nurses therefore face pres-
sure from patients to provide care which could be provided more
desbhdmskx ax nsgdqr-

It is often declared that Britain’s ageing population will place an
increasing strain on public resources, and that the rising demand for
long term care as the large post-war baby boom generation reaches
old age will be a particular burden.

The future costs of long term care are uncertain (see below), but are
likely to be high.

13
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The Personal Social Services Research Unit (PSSRU) projected
future long term care costs until 2051 under three different
scenarios relating to the factors most linked to long term care
expenditure — life expectancy, disability, and unit costs.” All
three use plausible assumptions and should not be taken as
representing extreme possibilities. Indeed, other factors were
not taken into account which could raise expenditure further,
including rising expectations of quality; the increasing use
of expensive technologies; the dramatic predicted rises in
the incidence of dementia; and the reduction in informal care
resulting from demographic changes.

—&— High O~ Central O Low

% of GDP
w
I

1 1 1 1 1 1
2002 2012 2022 2031 2041 2051

Source: PSSRU/CARESIM model estimates, 2006

According to the central scenario, long term care costs will
rise in real terms by a factor of six, from £15.7 billion in 2002
to over £94 billion in 2051; a rise from 1.5 to 3.1 per cent of
GDP. In the absence of policy change, private contributions
will rise by a greater percentage than public expenditure.
Private contributions are projected to rise by 0.57 per cent of
GDP compared to an increase in public contributions by 0.99
per cent of GDP. However, because of the lower starting
point of private contributions, this represents a rise relative
to national income of 229 per cent of private contributions,

14
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compared to a 203 per cent rise in public contributions. On
the high cost scenario, private expenditure would rise by 338
per cent relative to national income: from 0.52 to 1.76 per
cent of GDP. This is particularly worrying given the failure
of the private sector to provide popular risk sharing prod-
ucts. Contrary to the conventional wisdom that demographic
bg ™mfd onrdr sgd fgd sdrs sggd~s sn otakb sm mbdr+ fs B~ x
ad sgd sm mbdr ne ogusd mchulct kr sg”s ad™q sgd agtms ne
spiralling costs.

= Public Expenditure O~ Private Expenditure
20
1.5
|

5 10 =
o o
-
° |
(=}
® osf B -

o O 1 1 1 1 1 1

2002 2012 2022 2031 2041 2051

Source: PSSRU/CARESIM model estimates, central case

Policy changes could, of course, push spending levels up further.
The existing means testing system is the cheapest of the options
Wanless considered — it is costed at £12.4 billion, of which £6.2
billion is public money.*® In addition, the means test can be tight-
ened or charges raised to keep costs under control. This is already
happening as tighter budgets are leading to reduced services and
higher costs: older people face an average 29 per cent increase in
domiciliary care fees during 2007, with eight councils increasing fees
by 100 per cent or more.®

15
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Sgd btggdms rxrsd B gdogdrdmsr “m imdesbhdms trd ne otakb Bnmdx-
Wanless’ analysis shows that the current system leads to less than
sgd dbnmn Bhb~kkx itrsisdc dadmbg B ~qjg kdudk ne b~qd adimf bnmrt B dc-
For the same reason, he argues increased expenditure on long term
b qd wvntic ad itrsisdc ax sgd Bognud Bdmsr tim gd~ksg ntsbnBdr
which would result.

The Wanless review developed two concepts — the ‘bench-
mark’ and the ‘ADLAY’ — in order to establish the optimal
level of long term care expenditure. An ADLAY is the gain for
an individual of one year of life being able to perform the core
activities of daily living (such as washing or dressing oneself)
— and has strong parallels with the Quality Adjusted Life Year
(QALY) used in health care research. The Wanless review
sought to establish the amount it was worth spending per
ADLAY, given that that each additional pound spent could
be spent on other health services, with potentially greater
positive impact.

The Wanless review used the techniques employed by the
National Institute for Health and Clinical Excellence (NICE) to
establish which healthcare techniques and treatments repre-
sent good value for money, and work out how much should
be spent to achieve particular outcomes. Using these tech-
mhptdr+ sgd V" mkdrr gduhdv bnmbktcdc sg~s sgd sm™mbh ™k uktd
of each ADLAY was £20,000 — not dissimilar to the value
NICE put on a QALY of between £20,000 and £30,000.8
This is the ‘benchmark’ level of care, representing the point at
which the outcomes justify the expenditure. Spending more
sg™m sghir hlokdr gdrntgbdr bntkc ~bghdud fqd sdq admdssr fe
spent elsewhere. If less is being spent, greater expenditure
bntkc ad itrshisdc fiudm sgd admdssr sg™s vntkc qdriks-

In terms of reducing the burden borne by those individuals who need
care, the ideal long term care funding system would pool the risk
of needing care across the whole population and spread the costs
across each individual’s working life. The current system pools risk
to the extent that it is funded by taxation. Beyond this, however,

16
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it does little: individuals with assets above the means test thresh-
old bear almost all of the costs of long term care should they need
it, while those who do not need care pay little towards the costs
incurred by those who do.

The private insurance market is also failing to spread the risk of need-
ing care. In many ways, long term care is similar to other liabilities for
which individuals pool risk and spread costs, such as by purchasing
travel or house insurance. As with these liabilities, the risk of need-
ing long term care is reasonably easy to calculate, relatively evenly
spread through society, and the potential costs are substantial. The
long term care insurance market has, however, remained small. The
failure of private products has been blamed on their complexity and
poor value for money, alongside the high levels of risk involved (that
25 per cent of people over the age of 85 will need to claim). Until
2004, the Financial Services Authority (FSA) did not regulate the
market, raising fears over the risks involved — this is particularly
rifmhisb™ms Fudm sg™s bk™hl “msr “qd kjdkx sn ad ~ Enmf sgd Bnrs
vulnerable in society. The private insurance market has also been
undermined by uncertainty over what the state will provide in the
future. It is irrational to spend large amounts of money on an insur-
ance policy which may not be needed if the government decides to
fund increased provision of long term care. People are choosing, as
the JRF puts it, “to wait and see and to hope for the best.”*°

The two most obvious ways to pool risk and spread costs compre-
hensively would be a system of social insurance or a system of
compulsory private insurance. Neither of these seem plausible in the
present political context. A further mandatory claim on individuals’
s jd,gnld o™ x vntkc khjdix Bdds wvhsg rifmhsb™ms gdrirs mbd- Sgnrd
features which might make such a claim more palatable — such as
moving to a fully funded social insurance system where each indi-
vidual’s contributions are protected and invested for their own use
— are prohibitively expensive.

Voters are increasingly aware of the problems with the existing
system. It is perceived to be “inequitable...confusing... and unsus-
tainable, [while] hard work and thrift are perceived to be penalised.”?°
This resentment provides a political opportunity: there is evidence
that people are willing to contemplate, and could welcome, fairly
radical reform.?! This is echoed by the experiences of Japan and
Germany, both of which launched wholesale and comprehensive
reforms to unpopular long term care systems during the 1990s.

17
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In 1995, Germany brought long term care within its social insurance
system, while in 2000 Japan introduced a system in which 90 per
cent of costs for all care homes and domiciliary care are paid through
taxation, with a co-payment system for the remaining 10 per cent.

Sgd B ing admdssr ne sgd btggdms rxrsd B ~qd hsr ~eengcafkisx ~mc fsr
effective targeting of resources on the most needy. Nor does it fare
badly in terms of intergenerational and distributional fairness. Given
the many competing demands on scarce government resources,
sgdrd “gqd mns mrifmisb™ms onfimsr im sgd rxrsd Bgr e untg- Mnmdsgd-
less, the system has major shortcomings, which have led to great
resentment. First, the means test punishes those who have saved
and discourages others from doing so. Second, the different ways
in which the system treats similar people in similar circumstances
— both depending on condition and on geographical location — appear
worryingly arbitrary. Third, there is a need to improve the extent to
which the current system pools risk and spreads costs. Any reform
should seek to address these three shortcomings.

18
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4. Options for reform

The Wanless review comprehensively evaluated many of the options
for long term care funding. While offering tentative support for the
partnership model, Wanless acknowledged that “no single system
eng etmetm® rnbh™k b~qd rsnnc nts rifmsb mskx “anud sgd qdrs€+ “mc
that “the relative importance of these strengths and weaknesses (of
the different options) depends on the particular set of values used to

make the assessment”.

Would simply reforming the way the means test works offer the best
way forward?

The main option considered by Wanless for reforming the means
test is not a major improvement on the current system. It involves
‘limited liability’ — whereby the means test remains, but individuals
with assets above the means test are liable to pay for a maximum
of three years of care, after which the state steps in. However, the
extra expenditure this would require is extremely poorly targeted.
fis admdssr nmkx sgnrd vgnrd “rrdsr vntkc mns ad gtm cnwvm sn sgd
means test level after three years of receiving care — the wealthiest.
s vntkc “krn admdss sgdhq bgfkcgdmt wvgnrd “mshbho~sdc hmgdghs~mbd
would be protected by the increased tax contributions of those on
low as well as high earnings. In failing to discuss it fully during the
smk bg~osdqr ne ghr gdongst V "mkdrr rdd B r h B okibhskx sn ~bjmnwidcfd
that limited liability does not represent a major improvement on the
current system.

The introduction of free personal care was recommended for the
UK by the 1999 Royal Commission “A new partnership for care in
old age”. This was introduced in Scotland by the Labour—Liberal
Democrat coalition government in 2002. Opinion polling suggests

sg~s Rbnsr rdd sgd rxrsd@ “r ~ rifmhsb™ms hBognud Bdms nm vg™s
went before.??

19
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Introducing free personal care would overcome several problems
associated with the current system. It would be fairer — individuals
in similar circumstances would bear the same level of costs. Because
personal care is free for all, it does not penalise those who have
prepared and saved for retirement. It also abolishes the distinction
between personal and nursing care which creates perverse incentives
for nurses, care workers and consumers. The system also pools risk
to a greater degree: those who need long term care pay through taxa-
tion as do those who avoid it. Lastly, its simplicity means it would be
far better understood by the public than the current system.

The most obvious downside to introducing free personal care is
its expense. Wanless costs the proposal at £14.9 billion, of which
£11.6 billion is public money — a rise in public expenditure of £5.4
aflkinm- Rnld g~ ud “gftdc sg”s sgd dpthsx admdssr ne eqdd odgqrnm™k
care justify this expenditure.?® The JRF shows that free personal care
could add around 0.3 per cent of GDP to the public cost of long term
b qd ax 1740 D " rifmisb ™ ms ~ B ntmst ats nmd sg~s bntkc ad ~arngadc
if the political will existed.

However, even if the extra cost is regarded as acceptable, there
are further problems with introducing free personal care. First, as
sTtgd 4 rgnwvrt s br dwsqd Bdkx onngkx s™gfdsde- #s cndr mns admdss
the poorest at all, since they already receive free personal care, nor
rifmisb " mskx gdko sgnrd ne Bhcckd wdksg- Hs ogh B ~ghkx admdssr sgnrd
who currently pay all their costs throughout their time in care — the
very richest. Second, it represents a huge transfer of costs from
imchuhct™kr sn FnudgmBdms D ~ rhifmisb™ms dwo mrinm ne sgd wdke qd
state but, as seen, a badly targeted one. Third, Wanless projects
that introducing free personal care would lead to substantially more
sg™m sgd dbnmnBhb~kx itrshsdc dadmbg B “qjo kdudkr ne b~ qd adimf
consumed, because of the increased demand for care that would
likely result from its reduced cost. This implies public money would
ad Bngd desbhdmskx rodms dkrdwvgdgd- Entgsg+ hsr imsgnctbsinm mnw
would worsen the intergenerational equity of the system — placing a
rifmisb™ms ~cchshnm™k atgcdm nm etstqd fdmdg shnmr sn sgd hll Bdch™sd
admdss ne sgd k™ qfd+ qdk” shudkx wd ksgx a~ax ann I fdmdq ™ shnm-
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; Additional spending
. Current policy with free personal care

% of residential care costs
met by the state

1 - J

Low Middle High
Income group

Source: JRF, 2004

The third option considered by Wanless involves a ‘partnership’
between the state and the individual, whereby the state provides a
certain level of provision above which it encourages individuals to
purchase care for themselves. This can be done in various ways,
but the version examined in detail by Wanless is that proposed by
former government advisor and academic Julian Le Grand, under
which the state provides a basic level of long term care for all citi-
zens, and encourages individuals to purchase care above this level,
by matching their contributions.?* Wanless costs the proposal on
the basis that the state would fund a place at a care home (two
thirds of the ‘benchmark’ level). Above this level, any contributions
made by the individual are matched by the government, up to the
dadmbg B ~qjo kdudk- Sgdrd rodbhsbr b™m ad svd™ jdc sn “ksdq sgd chrsgh-
atsinm™k ng srb”k hl o~ bs ne sgd onkibx- Eng dw™ B okd+ s bntkc ad B ~cd
more progressive (providing higher matching rates to those on lower
tmbn B dr( ng srb™kx eqtf k "bnmsghatsimf kdrr eng d bg ontmc o~ hc ax
private individuals or providing a more basic safety net).

Sgir rxrsdB onrrdrrdr B mx ne sgd admdssr ne fimsgnctbimf eqdd
personal care, but at a cheaper cost to the state — £9.7 billion,
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compared with £11.6 billion, per annum. It is fairer than the current
system in so far as it provides everyone with a certain level of care
based on need. It replaces the disincentive for individuals to provide
for themselves with a positive incentive to do so. It also expands
choice. Individuals can decide whether or not to contribute to their
own care and have a greater say over the level and type of care that
they receive. It is also simpler than the current system.

Wanless argues that the partnership proposal would represent
“m desbhdms trd ne otalb gdrntgbdr+ gdrtisim® tm sgd bnmrt B osinm
ne bknrd sn sgd dbnmn Bhb~kx itrsisdc dadmbg B “qjg kdudkr ne b~qd-
However, this is something of a sleight of hand. Wanless costs his
proposals based on a particular arrangement of the partnership which
he knows will lead to the consumption of benchmark levels of care.
There is nothing inherent in the partnership framework itself that
ensures this will happen.

A further appeal of the partnership model lies in is its similarity to
Beveridge’s contention that a welfare state should, “in establishing
a national minimum...leave room and encouragement for voluntary
action by each individual to provide more than that minimum for
himself and his family.”2®> The partnership model does exactly this,
and furthermore, as Le Grand argues, turns the current adversarial
relationship between the individual and the state into a co-opera-
tive one. That the state should empower people to make their own
choices while rewarding those who choose wisely is laudable and
inherently a liberal objective: the partnership would achieve this to a
greater extent than either the current system or free personal care.

Mnmdsgdkdrr+ sgdqd ~qd chesbtksidr whsg sgd o gsmdqrgho ognonr k- Sgd
sqrs hr sg~s sgd onngdrs BdBadgr ne rnbidsx ~qd kdes whsg nmkx sgd
basic level of care. This is below the level to which they are entitled
under the current means tested system. Le Grand proposes an inno-
vative, but probably unworkable solution to this — that individuals
Vvisg knv tmbnBdr bntkc B~ jd mnm,sm mbh~k bnmsghatsinmr+ odgg or
through community service. As Wanless argues: “Fixing a tariff rate
for such arrangements would be very subjective.”?® In addition, it is
“k@nrshBonrrhakd sn rdd odnokd B~ jimF sgdrd mnm,sm™mbh™k bnmsghat-
tions in advance of needing care, and unlikely that individuals would
be healthy enough to make such contributions when they come to
need care.

Overall, the partnership system is not as radically pro-poor as the
current system — those who currently have their full care fees paid
would lose out a little. However, as Wanless shows, the partnership
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I ncdk vntkc admdss B mx nm Encdrs Bd mr wvgn btggdmskx tmedg
invest in care because they know they will fail the means test and
have to pay for services. Consequently, when taken as a whole,
the poorest third of the population — a larger group than that which
pt ihsdr eng Bd mr sdrsdc rtoongs ~s ogdrdms D wntic admdss
rhfmisb ™ mskx-

A second problem concerns those who contribute to their own care,
receive matching funds and a higher quality of care than the state
minimum, but whose funds run out during their time in care. Must
sgdx gdudgs sn sgd a”rib rs*sd Bimh Bt B>\ "mkdrr reffdrsr sghr ches-
culty could be solved by making it a condition of the matched funds
that individuals buy an annuity which provides a guaranteed income
for life to cover the individual’s contributions. This would solve the
problem. However, it would force individuals to pay substantial
amounts of money up front in order to access the matching funds,
instead of making contributions when they wanted to ‘top up’ their
b~qd- Sghr vntkc qdcthd sgd ~eengc ™ afkisx ~mc Sdwhafkisx ne sgd rbgd I d-
For example, the partnership system would no longer be appropriate
for individuals who want to make contributions for a short period of
silld D odgg~or sn qdbnudg eqgn B ~ rodbhsb bnmchsinm- @ adssdq rnktsinm
might be to offer preferential matching rates to individuals whose
contributions come from an annuity. For example, the government
could provide £1.20 for every pound contributed by individuals who
buy an annuity, but £1 for every pound contributed by individuals
who do not. This would encourage but not compel individuals to buy
an annuity which would enable them to safeguard their quality of
care for as long as they need it.

Of the three options considered in greatest detail, Wanless correctly
hcdmshsdr sgd o~ gsmdgrgho Bncdk ~r sgd adrs- imsqgncthbim kh Bhsdc k™~ alk-
ity does not represent a major improvement on the current system
D nmkx admdssimf sgd udgx gibg- fmsgncthbimf eqdd odgrnm™k b~qd+ Bd m-
while, would be expensive, poorly targeted and would likely result
in the consumption of care services well above the economically
itrshsdc dadmbg B ~qjg kdudkr-

The principles behind the partnership model, in contrast, are laud-
able. It provides a certain level of state coverage, while encouraging
individuals to help themselves — a clear embodiment of Beveridge’s
original principles.

Nonetheless, the £3.5 billion cost of introducing the partnership
I ncdk B~ x ad ognghafshud- Sghr hr ~ rifmhsb™ms hmbgd ™ rd im dwodmchstqd
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for a policy area which lacks political salience. Even within healthcare
expenditure, an ICM poll found the funding of long term care to be
less of a public priority for increases in expenditure than mainstream
NHS services.?” The fact that the population views the current long
sdgll b qd rxrsdl “r cddokx £ wdc cndr mns mdbdrr gkx Bd m sgdqd
is the political support for major increases in its public funding.
Government may, therefore, need to consider alternative solutions.
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5. A revenue neutral partnership
model

There is an alternative partnership model which would cost the
government nothing and which more effectively rewards risk pooling
than the Wanless proposal. In this system the means test remains,
but the disincentive to save normally associated with means testing
is removed by the fact that the means test threshold is raised for
those who have bought long term care insurance — thus protecting
more individuals’ assets. The extent to which the means test thresh-
old is raised depends on the amount of insurance cover purchased.
Individuals with assets above the means test have an incentive to
buy some level of insurance: they will reduce their assets by the
amount the insurance costs but protect a greater part of their assets
from being run down on long term care.

The system was introduced successfully in four US states during the
1990s — Indiana, New York, Connecticut and California — and is likely
to be adopted much more widely across the US in the coming years.2®
The Conservative government of John Major was also interested in
the idea. A report recommending the policy was presented to parlia-
ment in March 1997.2° However, the incoming Labour government
had already committed to setting up a Royal Commission on long
term care and the proposal was never revisited.

Individual A is 60 and has £80,000 worth of assets. He
decides to buy £25,000 worth of long term care insurance,
at a cost of (say) £450 per year.%° This could be done on an
equity release basis, with the insurance company reclaiming
the money from the value of A’s house when it is sold after
his death. For A, the means test would then be raised by
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£25,000, to £46,500 (the means test in England currently
rs'mcr "s ¢10+4//(- He sgd tmchuhct™k mddcr b~qd+ sgd sqrs
£25,000 would be covered by the insurance policy. Following
this the individual would run down his assets (from £80,000)
until that time that the state steps in — at the raised means
test threshold of £46,500. Introducing this costs the govern-
ment nothing. For A, under the current system, the state
would step in once he has run down his £80,000 worth of
assets to below the means test threshold of £21,500 — after
£58,500 of expenditure. Under the new system, the govern-
ment steps in when A’s assets have been reduced to £46,500
— after £25,000 expenditure from the insurance company,
and £33,500 from A. The point at which the government
steps in is therefore the same as under the current system
— and the scheme is therefore revenue neutral.

Buying insurance is not cheap, but the partnership makes it
far better value than under the current system. For example,
a 55 year old in Connecticut can buy a policy providing
#62+/// ne bnudq fd ‘ognsdbsdc ~fF hmrs msshinm( eng hmrsh-
tutional care up to a value of $200 per day, and domiciliary
or community based care, also up to $200 per day, for a
premium of $1,500 per year. Under the terms of the partner-
ship, the purchase of the policy also means that the Medicaid
means test threshold is raised by $73,000.

Not only does this policy cost government nothing, but it can even
save small amounts of money, because people no longer have an
incentive to transfer or divest themselves of their assets in order to
qualify for means tested care. This is the experience in the four US
states where it has been introduced. In Indiana the policy has saved
$3.5 million, while in Connecticut the policy is believed “to have
saved Medicaid $4 million with the prospect for larger savings going
into the future.”?!

This form of partnership is fairer than the current system. Being
revenue neutral, it avoids the intergenerational inequities of massively
fimbgd”~ rim* otakb rodmcimf eng sgd admdss ne sgd rnnm,sn,qdshgd
babyboomers at the expense of the much smaller cohort of workers
behind them. The retention of the means test ensures that the system
remains well targeted, but it no longer penalises those who have
provided for their own retirement, instead offering them the chance to
protect their assets. It also empowers individuals, giving them greater
control and choice over the level and type of care they receive.
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This system does not remove all the perverse incentives and ineg-
uities of the current system. For example, the distinction between
personal and nursing care remains, leading to the difference between
the costs cancer and dementia sufferers are asked to bear, and the
perverse incentives faced by care workers. Nonetheless, it directly
addresses the disincentive to save and the incentive to run down
assets prior to needing care.

Sgd gdudmtd mdtsq ko ~gsmdgrgho vntkc “krnfmbgd ™ rd sgd rxrsd B gr des-
ciency. Its introduction would lead to what economists call a ‘pareto
improvement’ — through voluntary exchanges individuals increase
their welfare without others being made worse off. It encourages
risk pooling and the spreading of costs, and would provide a major
boost to the private insurance market: sales of long term care insur-
“mbd fmbgd ™ rdc sggddenkc hm Hmch™m™ tm sgd sqrs xd™q “esdq sgd onkibx
was introduced. Because the means test threshold is raised to match
the insurance cover bought by the individual, the value for money
provided by private insurance is greatly increased, helping to address
the perception that insurance policies provide poor value for money.

The obvious problem with this policy is the potentially low level of
take up. By the end of 2006, 237,840 policies had been purchased
in the four states in which the partnerships were introduced, with
otgbg rdgr nm “udq”fd adimf tm sgdhq k™sd seshdr+ ats Mdwv Xngj “knmd
has an elderly population of around 3 million. These policies are still
fairly new and take up rates are likely to increase as more people see
sgdig og”bsib~k admdssr- Mnmdsgdkdrr+ odqrt™ cimf odnokd sn otgbg™rd
insurance is critical to the success of the policy. In particular, it is
crucial to attract those on modest incomes, since these are the people
for whom long term care costs are potentially most catastrophic.

Individuals are often reluctant to buy long term care insurance. They
tend to assume that: a) they will not need care; b) their family wiill
look after them if they do; and c) the state will look after them if
their family does not. Given that for many all three assumptions turn
out to be wrong, the need for clear and consistent public information
— from government in particular — is obvious. Research has shown
that good information is important in encouraging the purchase of
long term care insurance.*? Even those on low incomes should have
an incentive to buy some level of insurance in order to protect any
assets they have above the level of the means test. The more infor-
mation people have, the higher take up will be.

Similarly, government regulation is necessary to increase public
bnmscdmbd fm sghr rngs ne imrtq mbd ognctbs- Sgd e fktqd ne sgd ER@
to regulate long term care insurance products until 2004 is one of
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the reasons why the market has remained small. In particular, all the
states operating partnership programmes in the US have required
sg~s onkibidr fmbktcd fm&~shnm ognsdbsinm eng sgnrd adknv = bdgs™im
age. This is crucial given that policies are generally bought by those
in their 50s and 60s who may not need long term care for several
decades.

In addition to effective government communication and regulation,
various other steps could be taken to stimulate take up, particularly
among lower income groups. Examples would include:

L~ jhmF sgd otgbg rd ne imrtq mbd onkbhidr+ ng sgd sqrs 0~ gs
ne “mx fmrtg mbd otgbg rd ‘eng dw™ Bokd+ sgd sqrs ¢4+///,
£10,000), tax deductible. Restricting the subsidy to the
sqrs ¢4+///,¢0/+/// ne mrtqg mbd wntkc gqdctbd bnrsr+
while still ensuring that those with only modest savings are
supported.

Allowing individuals to fund the purchase of policies through
equity release. If individuals could use the value of their
house to purchase policies, they would not have to pay
any costs up front, which would increase the scheme’s
affordability. The insurance company would claim back the
cost of the premium from the sale of the individual’s house
after death. Since companies currently offer popular equity
release products for other purposes, there is no reason to
think the market would be unable to offer equity release
products to pay for long term care insurance.®3

Offering home based long term care insurance. This would
provide greater stimulus for lower and middle income groups
to purchase insurance. Here, the policy would cover domicili-
ary care and community based services, but not institutional
long term care in a nursing or residential home. Buying such
a policy would be a hedge — a lower cost, higher risk option.
Nonetheless, this would go with the grain of public policy
which — rightly — has sought to help people stay in their
homes as long as possible. The protection offered by such
a policy should not be underestimated — domiciliary care is
not cheap and is more commonly needed than institutional
care.

Raising the means test threshold by more than a pound for
each pound of insurance cover purchased. This would further
improve the ‘value for money’ of insurance for consumers,
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but implies a real cost to government. When the policy was
recommended to parliament in 1997 it was suggested that
government contribute £1.50 for every pound of insurance
cover purchased by individuals. Perhaps the most cost-
effective approach would be to target this subsidy at the
sqrs ¢4+///,¢0/+/// ne mrtq mbd bnudg antfgst wisg sgd
aim of encouraging take up among lower income groups.

Encouraging employers to offer long term care packages in
the same way as they offer pension packages.

Granting those individuals who buy a certain value of
insurance (for example, £60,000 worth of cover) total
asset protection. New York and Indiana have adopted
this approach. Data from the latter suggests that consum-
ers given the incentive of total asset protection are more
likely to purchase more insurance coverage.* However, this
ogh B ~ghkx admdssr sgd udgx gibg vgn b™m “eengc sn otgbg rd
high levels of insurance cover.

Generating political consensus. As seen, government cred-
ibility in this area is crucial. Individuals are unlikely to buy
knm¥ sdg B b~ qd hmrtg mbd he sgdx adkidud sgdqd hr ~ rhifmisb™ms
possibility that state provision of long term care will become
more generous in the future. If it proved possible, generat-
ing genuine political consensus around the revenue neutral
partnership would send a strong signal to the public that the
policy is credible in the long term. The various US states
have shown political consensus on this issue to be possible
— the partnerships have been politically popular and have
enjoyed bipartisan support.

It is right to attempt to increase take up in order to encourage indi-
viduals to pool the risk of long term care and to spread the costs
associated with that risk across their lives. However, if individuals
want to face the risks of long term care alone and are happy to meet
the potential costs of doing so, they should be allowed to make that
choice. Even if they miscalculate, they will always be able to fall
back on the commitment of the state to protect the most needy.
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6. Conclusion

Britain’s long term care funding system is far from satisfactory.
While it is well targeted and cheaper than most other options, the
rxrsd B g r rifmsb™ms rgngsbn BimFr- Efgrs+ hs chrbntq”™ fdr r~umf “mc
punishes those who have prepared for the possibility of needing care.
Second, the way in which the system treats similar people in similar
circumstances very differently is deeply arbitrary. Third, the system
is only partly successful at pooling risk and spreading costs.

Of the three options considered in detail by Wanless, the partnership
~qq”m¥d B dms hr bnggdbskx hcdmshsdc ~r sgd B nrs ogn Bhrimf- fmsgncthbimT
= onkibx ne kh Bhsdc k™ ahkisx vntkc admdss nmkx sgd udgx gibg- fmsgncthbimT
eqdd odgrnm™k b™qd wntkc qdrtks hm ~ rifmhisb ms+ ats onngkx s gfdsdct
expansion of government expenditure. The partnership model, by
contrast, provides the best value for money, and removes most of
the inequities and perverse incentives of the current system. It is also
the most ‘liberal’ of the three options — maximising choice, providing
a safety net, but encouraging individuals to help themselves.

However, the partnership system is not cheap. It is not clear that the
political support for its introduction exists. There are many worthy
claims on public money and long term care is rarely listed as the
most pressing. Consequently, there is much merit in introducing a
revenue neutral partnership arrangement similar to that currently
operating in various states in the US. Here the means test remains,
but the means test threshold is raised for those who purchase insur-
ance. This would overcome two of the biggest problems with the
current system — that it punishes those who have savings, and that
is imrtesbhidmskx onnkr ghrj adswvddm tmchuhct™kr D wisgnts hmbgd™ rimf
government expenditure.
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Summary of policy options

Current system

Free personal care

sustainable?

as the means test is being made
harsher and services are reduced.

Is it fair? The boundary between personal @ankirgimf sgd sm mbh“k antmc™gx
and nursing care is arbitrary and between personal and nursing care
leads to people with similar needs removes much of the inequity of
paying very different amounts. It the current system, and providing
is well targeted, but arguably too free personal care to all removes
progressive: those who fall just regional variations. However, it is
above the means test threshold udgx onngkx s~ gfdsdc+ admdssimf
do worse than under the other most those who need it least
options. The system represents a and it diminishes the system’s
reasonable compromise between intergenerational equity.
the generations.

How does Saving is penalised; people are It does not penalise those who

it affect encouraged to run down their have prepared and saved for

behaviour? assets before needing care; the retirement. It removes the perverse
odgrnm”k.mtgrimf b~qd chrsimbsinm incentives which result from the
creates perverse incentives for odgrnm”k.mtgrimf b~qd chrsimbsinm-
workers.

How much £12.4 billion (public £6.2 billion, £14.9 billion (public £11.6 billion,

does it private £6.2 billion). This is the private £3.3 billion). This is the

cost? cheapest option, and costs can be most expensive option. It would
controlled through tightening the require tax increases, increased
means test and reducing services. borrowing or cuts to other
government budget lines.

Does it Less than the ‘benchmark’ level of It leads to consumption in excess

distribute care is consumed — spending more | of the ‘benchmark’ levels of

resources money would be economically care — spending less would be
desbhdmsix> itrsisdc- dbnmn Bhb~kkx itrshsdc-

Does it No — the private market for risk Yes — assuming it is funded

encourage sharing products is small and through general taxation. The

risk the public system does little to private market for risk sharing
pooling? encourage risk pooling. products would suffer.

What is its It restricts choice in the sense that | ks bntkc ad bnmsftgdc sn

impact on many people will not be able to generate greater personalisation

consumer afford options which free personal of services, but could also be

choice? care or a partnership arrangement highly centralised, geared towards
would enable them to use. providing certain key services and
offering little in the way of choice.

Is it easy to No — the system is very complex, Yes — a policy of free personal care

understand? | operates differently across the is extremely simple and easy to
country and changes frequently. understand.

Is it The current system is unpopular. Yes — the policy has proved

politically Popularity will decrease further popular in Scotland. However, if

introduced, the level or quality of
guaranteed free care might have to
be reduced if costs rise; this would
ad onkisib ™ kx chesbths-
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Partnership

Revenue neutral partnership

Individuals are treated equally and the

basic level of care is provided on the basis
ne mddc- f#s b m ad bnmsftgdc sn ad B~ cd
more or less well targeted depending on the
mechanism used. It arguably diminishes the
intergenerational equity of the system, but
not as much as free personal care.

The boundary between personal and nursing
care remains, which leads to inequities.

It is well targeted, but also brings in a
wider range of people than the current
system. It is intergenerationally fairer

than free personal care or the partnership
arrangement looked at by Wanless.

The disincentive to save is replaced with
a strong incentive to do so. Risk sharing
can be encouraged depending on how the
rxrsd I hr bnmsftgde-

The disincentive to save is removed and

risk pooling is encouraged. The perverse
imbdmshudr ~rrnbh~sdc whsg sgd odgrnmk.

nursing care distinction remain.

£13.7 billion (public £9.7 billion, private £4
billion). It is more expensive than the current
rxrsd B+ ats sgd rodbisbr ne sgd onkibx b™m
be altered to keep costs down.

Revenue neutral at worst, it has saved
money in the US states it has been
introduced in. However, additional
expenditure could be allocated to stimulate
take up.

This comes closest to consumption of
‘benchmark’ levels of care. The most
desbhidms ne sgd nosinmr \/~mkdrr bnmricdgr-

fis hr B ngd desbhdms sg™m sgd btggdms
system, though the change in the overall
consumption of care would depend on take
up.

Not fully — but more so than the current
rxrsd B- B m ad bnmsftgdc sn dmbntg™fd
this further.

Yes — it provides a strong incentive for
individuals to pool risk.

This system gives consumers the choice
over whether or not to contribute to their
care costs; the matched part of the funding
model increases choice over the levels and
types of care.

It increases choice. The system would
stimulate the private market for risk sharing
products, thus improving choice. If more
care is being paid for by insurance it is less
likely to be centralised and homogenous.

Yes — not as simple as free personal care,
ats = B7ing ri B olisb™shinm ne sgd btggdms
system.

More complex than free personal care or
the partnership, but more rational than the
current system.

Yes — people view this sort of arrangement
favourably; they believe the state should
play a role in funding long term care but also
that individuals should contribute.

Yes — it has been underpinned by bipartisan
support in several US states and many more
are planning to introduce the scheme. It
would be unlikely to place an additional
burden on the taxpayer.
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