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The Complementarity Of Public
And Private Long-Term Care

Coverage

ABSTRACT Discussions about long-term care financing often get mired in
the false dichotomy that long-term care should be primarily either a
public or a private responsibility. Our starting premise is that public and
private long-term care coverage can best serve complementary roles.
Therefore, public policy should focus on supporting both mechanisms to
achieve efficient and equitable outcomes. The current state of the private
long-term care insurance market, and the possible reasons for its modest
size, provide a starting point for exploring how public policy might
interface more productively with it, in the context of both existing and
potential programs, such as the proposed Community Living Assistance

Services and Supports (CLASS) Act.

iscussions about how best to fi-
nance long-term services and
supports can become conten-
tious, especially when the role
of private long-term care insur-
ance is considered. Proponents and critics alike
point to the current modest role of private insur-
ance in financing long-term care. They argue,
respectively, that public policies impede devel-
opment of a more robust private market, and
that private policies are unaffordable to most
Americans and are thus unlikely to play a sub-
stantial role in providing risk protection to in-
dividuals and their families.

Often characterizing these debates is the false
dichotomy thatlong-term care should be primar-
ily either a public or a private responsibility and,
by extension, that public policies should prior-
itize either development of the private insurance
market or expanded public coverage for long-
term services and supports. Insufficient discus-
sion is focused on strategies to improve a com-
bined approach where both public and private
coverage play sizable roles.

We begin from the premise that public and
private coverage for long-term care can serve
complementary roles. This makes the key public

policy question not which approach to make cen-
tral, but instead how to align incentives across
public and private financing sources to create a
rational, more sustainable system. Characteriz-
ing the current long-term care insurance market,
and exploring the potential reasons for its mod-
est size, can help inform discussion of how pub-
lic policy might interface with this market more
productively—especially in the context of Medic-
aid and other public programs.

Why Insurance?
A good starting point in discussing how to fi-
nance long-term care needs in the United States
is to emphasize the insurability of appropriate
services and supports. Most of us will need sup-
portive services as we age. However, there will be
tremendous variation across individuals in how
extensive these needs will be, and in how much
will be spent for them. Upon turning age sixty-
five, for instance, 42 percent of Americans can
expect to spend nothing on long-term care dur-
ing theirlifetimes, while 16 percent can expect to
spend more than $100,000.!

Although this distribution of financial risk im-
plies an appropriate role for insurance as an
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efficient mechanism to spread risk, insurance
currently plays a minor role in financing long-
term care. Most of the almost ten million people
who need supportive services get by at home,
with unpaid help from family and friends. The
vast majority of those who require paid suppor-
tive services lack coverage. Neither Medicare nor
private health insurance covers long-term care,
and only a modest portion of older people carry
long-term care insurance. Family caregiving,
out-of-pocket payments, and the means-tested
Medicaid program collectively support the bulk
of long-term care provided in this country.

By all accounts, the current approach does not
work well. In particular, the system does a poor
job in spreading financial risk, in supporting
access to high-quality care in the settings where
people prefer to live, and in fairly sharing finan-
cial responsibility for care across individuals and
their families.

The State Of The Long-Term Care
Insurance Market

Today, there are around eight million private
long-term care insurance policies in force.
Around one in six people age sixty-five and older,
with an annual income greater than $20,000,
have such coverage.” The market’s size and its
complexion have not lived up to projections of a
decade ago. The market grew by roughly 18 per-
cent annually during 1987-2001, but sales
growth has slowed considerably since then. Spe-
cifically, although the group market grew at an
annual rate of about 15 percent during 2000-
2005, sales in the individual market (which ac-

EXHIBIT 1

counts for around two-thirds of the overall mar-
ket) declined by 9 percent per year over the same
time period.’

Although market penetration has remained
relatively flat in recent years, the attributes of
policies sold have changed substantially (Exhi-
bit 1). Policies sold now include expanded cover-
age for home and community-based care, and
parity in daily benefits for facility-based and
home care. A growing number include inflation
protection.

The characteristics of the typical long-term
care insurance buyer have changed as well. To-
day’s buyers are younger, wealthier, and more
educated than their predecessors. Since 1990,
purchasers have come increasingly from the
highestincome and asset categories (Exhibit 2).*
These demographic trends are driven in part
by substantial—and, one could argue, appropri-
ate—declines in policies purchased by people
with fewer financial assets to protect. More trou-
bling is the erosion of sales among middle-
income people, who ostensibly represent the
market that companies and policymakers would
most like to tap.

WHY DON'T MORE MIDDLE-CLASS AMERICANS PUR-
CHASE LONG-TERM CARE INSURANCE? Some argue
that the product is simply not “affordable” to a
broad cross-section of Americans. Indeed, in a
study of people who chose not to purchase long-
term care insurance, 53 percent cited cost as the
most important reason.* This finding is echoed
in other analyses.® Still, the concept of afford-
ability alone is not particularly useful because it
implies that there is some definable level of cost
relative to income that makes a product “afford-

Individual Long-Term Care Insurance Policy Designs, By Purchase Year, Selected Years 1990-2005

Policy attribute
Policy type®
Comprehensive (nursing home and home care)
Nursing home only
Policy duration
2 years
3 years
4 years
5-8 years
Lifetime
Nursing home daily benefit
Home care daily benefit
Inflation protection®
Average annual premium

1990 1995 2000 2005
37% 61% 77% 90%
63 33 14 3
23% 24% 17% 11%
12 20 23 22
15 18 14 17

17 8 16 27
33 30 30 23
s72 $85 $109 s142
$36 $78 $106 3135
40% 33% 41% 76%
$1,071 $1,505 $1677 $1918

SOURCE Authors’ calculations based on data from America’s Health Insurance Plans. °A small portion of policies cover home care only.
®Note that 6 percent of new policyholders had a guaranteed purchase option for benefit upgrades. This 6 percent is not included in the

total percentage of people who purchased inflation protection.
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EXHIBIT 2

Income And Asset Profile Of Individual Long-Term Care Insurance Buyers, Selected Years 1990-2005

Sociodemographic characteristics of buyers
Income status

Average income
Less than $20,000
$20,000-524,999
$25,000-$34,999
$35,000-549,999
$50,000+

Total liquid assets

Average assets
Less than $20,000
$20,000-$29,999
$30,000-349,999
$50,000-$74,999
$75,000 and over

1990 1995 2000 2005
$36,250 $36,600 $49,700 $62,825
29% 21% 9% 3%
13 16 8 4
20 24 19 9
17 18 22 13
21 20 42 71
$72,125 $68,750 $91,425 $95,475
16% 18% 6% 4%

8 10 5 3
11 13 7 6
12 10 5 6
53 49 77 81

SOURCE Authors' calculations based on data from America's Health Insurance Plans.

able” to an individual. In fact, whether someone
exercises a preference for a product is a function
of the cost relative to its perceived value. Clearly,
long-term care insurance is not viewed by the
majority of consumers as providing sufficient
value in light of its cost.

VALUE GAP There are a number of potential
reasons why this perceived “value gap” exists
in the long-term care insurance market. On
the supply side, research has identified impor-
tant market failures (for example, information
asymmetries between buyers and sellers can lead
to adverse selection and moral hazard) that can
affect premium pricing and the comprehensive-
ness of policies offered in the marketplace. Anal-
yses by Jeffrey Brown and Amy Finkelstein
(2007), for instance, found that the pricing of
long-term care insurance premiums has rela-
tively high loads compared to other types of in-
surance—thatis, a lower portion of the premium
dollar translates into benefits.® Yet these supply-
side factors cannot entirely explain the limited
size of the market, which suggests that demand-
side market failures are also at play. For instance,
although premiums are a relatively poor deal
actuarially for men relative to women, this dis-
crepancy has not translated into substantial dif-
ferences in coverage rates by sex.

On the demand side, research has shown that
people who do not buy policies generally under-
estimate their risk. Roughly 70 percent of those
who turn age sixty-five will have long-term care
needs at some point in their lives (a slightly
smaller portion will require paid services). A
sizable minority will face substantial financial
liabilities or will place large burdens on their
families for informal care.' Yet only slightly more

than half of nonbuyers consider themselves to be
at risk for needing significant long-term care
services, and most believe that they will not be
liable for the costs of care (that is, the govern-
ment or other health insurance would pay).*
At the same time, nonbuyers generally overesti-
mate premium costs and underestimate long-
term care costs, reinforcing barriers to purchase.

ROLE OF MEDICAID Another demand-side theory
for why people do not purchase long-term care
policies is that Medicaid “crowds out” its pur-
chase. Medicaid’s share of total long-term care
costs has remained relatively stable over the past
few decades at around 50 percent. Although
Medicaid is not an insurance product, because
it offers little explicit financial protection for
long-term care costs, some have argued that
Medicaid in fact does provide a degree of protec-
tion for those who are well schooled in Medicaid
eligibility policy.”

Using simulation models, Brown and Finkel-
stein estimated that the implicit tax imposed by
Medicaid (that part of the long-term care insur-
ance premium that pays for benefits Medicaid
would have provided in the absence of insur-
ance) could explain why people representing
more than 60 percent of the wealth distribution
do not buy long-term care insurance.® Impor-
tantly, Brown and Finkelstein note that reducing
the implicit tax of Medicaid on long-term care
insurance would likely be an insufficient mech-
anism to expand the market, in part because of
the consumer misperceptions and supply-side
failures described above.’

After the Deficit Reduction Act of 2005 re-
sulted in reforms in this area, many states have
implemented Long-Term Care Partnership pro-
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grams to address this conundrum. People who
purchase and receive benefits under a “partner-
ship qualified” policy may be entitled to dollar-
for-dollar asset “spend-down” protection under
Medicaid if they use their benefits and subse-
quently apply for Medicaid. For example, if a
person uses $50,000 of insurance coverage,
the same amount of assets (up to the policy maxi-
mum) would be disregarded if that person ap-
plies for Medicaid. Although not a direct subsidy
of premiums, partnership programs give pur-
chasers incentives to buy “shorter and fatter”
policies that are more closely aligned with their
individual financial risk (that is, the amount of
net worth they wish to protect).

As of July 2009, thirty-six states had adopted a
partnership program, and more than 100,000
new partnership-qualified policies were in
force.”’ At this stage, it is too early to evaluate
the impact of these programs on market pene-
tration or on Medicaid program costs.

CONSUMER CONFIDENCE An important area
where demand- and supply-factors intersect is
consumer confidence—namely, whether consu-
mers trust that insurers will pay benefits when
care is needed and that premiums will remain
relatively stable over time. Data from claims de-
nial reporting and independent research show
low claims denial rates (more than 95 percent of
claims are approved) and high rates of claimant
satisfaction (94 percent of claimants report
being satisfied with their experience claiming
benefits)." However, there have been serious al-
legations that the claims practices of certain
companies are suspect and designed to make it
difficult for people to obtain benefits."

Consumers’ concerns about rate increases also
could affect demand. Some policyholders have
faced rate increases of 15-50 percent, and new
policies are typically priced 10-15 percent higher
than comparable products were priced just a few
years ago. These rate increases primarily reflect
inaccurate assumptions about interest rates and
about lapse rates among policyholders, and
some carriers have failed to use adequate risk
management strategies to assure a stable risk
pool. The challenge of keeping premiums stable
has led both companies and regulators to imple-
ment more-stringent actuarial standards around
pricing policies. Moreover, carriers now have a
broader experience base from which to draw,
and there is greater agreement about the value
of prudent underwriting and claims manage-
ment to ensure rate stability. It is not yet clear
whether these changes will achieve premium sta-
bility over the long term, but they are steps in the
right direction.

JANUARY 2010 29:1

The Interaction Of Public Policy And
Private Insurance

Public policy affects the long-term care in-
surance market in both direct and indirect
ways. Directly, public policy can exert influence
through such mechanisms as tax policy and reg-
ulatory oversight. Indirectly, public policy can
affect the market through publicly financed pro-
grams like Medicaid, and through supplemental
financing mechanisms like public disability in-
surance (similar to what would be provided un-
der the Community Living Assistance Services
and Supports [CLASS] Act included in the health
reform proposals of 2009). We focus on the lat-
ter, reflecting its centrality in creating an im-
proved public and private financing partnership.

MEDICAID CROWD-0UT The private long-term
care insurance market has developed alongside
publicly financed options, such as Medicaid-
financed long-term care. As described above, this
arrangement has substantial limitations, with
some observers pointing to Medicaid as being
the primary reason for the long-term care insur-
ance market’s modest size. We generally accept
the notion that Medicaid crowds out (depresses
the purchase of) long-term care insurance to
some extent. However, we also posit that it is
difficult to estimate the true magnitude of the
phenomenon with simulation analyses alone. In
our view, however, a precise estimate of Medic-
aid crowd-out is not required to determine a
feasible way forward for policy.

Part of our rationale is pragmatic. Even if one
accepts that Medicaid crowds out long-term care
insurance purchase for the majority of people
across the wealth spectrum, it seems neither fea-
sible nor desirable to reduce Medicaid eligibility
standards to eliminate this impediment to the
private market. For instance, empirical analyses
have shown that even if all states moved to the
most stringent eligibility standards allowed by
federal law, private long-term care insurance
purchase would rise by only 2.7 percentage
points.”® Moreover, because of Medicaid’s role
as a secondary payer (that is, Medicaid pays
for services only after private insurance or other
resources are exhausted), crowd-out would re-
main even in the context of more stringent stan-
dards than are currently allowed.

PUBLIC POLICY ISSUES More generally, based on
the experience of the private market to date,
several issues are important in developing public
policy. These center on better integrating the
long-term care insurance market with Medicaid
and on related proposals such as the disability
insurance model of the CLASS Act. These are as
follows.

»OVERALL RETIREMENT SECURITY STRAT-
EGY: Protecting against long-term care costs



Any voluntary public
program will have to
balance concerns
about adverse
selection against
broad goals pertaining
to covered
populations.

through some kind of insurance mechanism
should be considered part of an overall retire-
ment security strategy, not merely as an exten-
sion of health reform. Similar to how Social Se-
curity payments, pensions, and personal savings
combine to provide retirement income security
for people, long-term care needs can be met
through a combination of resources. Reframing
the challenge in this manner might help us move
forward in debates about the roles of public and
private resources, including insurance, and de-
vise more innovative approaches.

»PUBLIC EDUCATION: Public education is vi-
tal to ensuring that consumers and their families
understand the long-term care risks they face,
the importance of planning ahead for these
needs, and the planning options they have. An
important goal of educational efforts such as the
current federal-state Own Your Future Long-
Term Care Awareness Campaign is to ensure that
consumers have a clear understanding of where
public coverage begins and ends—something
that would be particularly important if a limited
public disability insurance benefit were estab-
lished. In other words, in the context of partial
public coverage (whether through Medicaid
alone or in combination with some supplemen-
tal benefit), people need to understand the limits
of that coverage and, in turn, the value of any
supplemental private coverage.

»LESSONS FROM THE PRIVATE MARKET: To
the extent that any public coverage expansion
relies on an insurance model, policymakers
should take note of lessons learned in the private

market. Any voluntary public program will have
to balance concerns about adverse selection
(that is, attracting only those at higher risk of
needing services) against broad goals pertaining
to covered populations. A related point is that
such a program must be structured so that pre-
miums are no more costly than those of similar
plans that can be purchased privately, yet suffi-
cient to ensure that the program is actuarially
sound. If not, additional selection issues could
threaten the solvency of the public program.

In addition, risk-management approaches at
the time of benefit need (such as verifying initial
and ongoing eligibility) will be required, to en-
sure premium stability. What’s more, a cash ben-
efit, although easier to administer, encourages
moral hazard, a fact reflected in substantially
higher private-market premiums for similar
policies. Finally, even with a cash benefit, there
is a need for assistance to help consumers navi-
gate a fragmented long-term care system.

» TARGETING SUBSIDIES: Although tax incen-
tives for the purchase of long-term care insur-
ance would be likely to have a modestly positive
impact on purchase rates, the cost of subsidizing
premiums sufficiently to overcome the supply-
and demand-side failures that challenge this
market would be substantial. In addition, effec-
tively targeting subsidies to people who would
otherwise qualify for Medicaid poses an admin-
istrative challenge that is difficult to overcome.
In the context of these challenges, policymakers
should focus efforts on more innovative strate-
gies that encourage people to purchase plans at
younger ages and that make plans less costly by
making them available through flexible spend-
ing accounts (for example, section 125 cafeteria
plans). Efforts also should support growth in
models that explicitly connect Medicaid and pri-
vate insurance coverage such as the Long-Term
Care Partnership plans.

Given the political and fiscal constraints on the
expansion of publicly financed programs as well
as the market factors that shape private insur-
ance pricing, neither a public nor private finan-
cing approach on its own can meet the long-term
care needs of all Americans. In all likelihood,
public and private coverage will continue to work
in tandem to mitigate the catastrophic risks of
long-term care. Public policy that supports a
coordinated public-private financing approach
holds the greatest promise for achieving efficient
and equitable outcomes for taxpayers and
consumers. m
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