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Do formal care subsidies replace family care?
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Previous digests showed that Europe faces a growing care gap as populations age, and that
increasing labour force participation is unlikely to substantially reduce the supply of informal
care. This raises the next policy question: how will families respond if governments expand
access to formal long-term care? Will additional public support increase the overall use of formal
care, replace informal care, or change the balance between home care and nursing homes? The
answer is crucial for designing sustainable long-term care systems. Ignoring these behavioural
responses risks underestimating both the cost and the impact of policy reforms.

Key takeaways for policymakers:

e Families respond to financial incentives, but less strongly than prices alone would
suggest because care decisions are also shaped by family preferences and social norms.

o Reducing the cost of formal care has the largest effect in Southern and Eastern Europe,
where more families are likely to substitute between informal and formal care.

e In countries with already generous formal-care systems, lower costs mainly change the
type of formal care used, with a shift towards nursing-home care that may increase public
spending.

e AsEuropeans have fewer children, demand for formal care will continue to rise regardless
of changes in labour market participation, reinforcing the need to expand formal long-
term care systems.

How families choose care

Families caring for an older relative face several options: relying on informal care provided by
children, purchasing formal home care, moving to a nursing home, or combining formal and
informal care. These decisions depend not only on the financial cost of formal care, but also on
the opportunity cost of family caregiving, travel distance, and family preferences. While some
families strongly prefer to provide care themselves, others are more willing to rely on formal
services.

To study these decisions, we developed an economic model of care choices for older people
living alone. The model accounts for differences in children's wages, travel time, and preferences
for care arrangements. These differences turn out to be essential for understanding how families
respond to financial incentives. We estimate the model using SHARE data and distinguish
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between countries with high-, middle-, and low-generosity long-term care (LTC) systems.
Generosity reflects both affordability (lower out-of-pocket costs) and availability of formal-care
options.

How responsive is formal care to lower prices?

Economists summarize behavioural responses using price elasticities, which measure the
percentage change in an outcome from a 1% price increase. In our case, the formal-care
elasticity measures how formal care use responds to changes in its out-of-pocket price. We
simulate a policy scenario where the cost of formal care is reduced by 20%. Across Europe,
formal care use would increase by 4.0%, corresponding to a price elasticity of -0.20. This
relatively modest response reflects the importance of family preferences: care decisions are
driven not only by financial incentives but also by attitudes towards family care. Importantly,
models that ignore these differences in family preferences predict roughly twice as much
behavioural change. Accounting for these preferences is therefore essential for estimating the
true cost and impact of long-term care reforms.

The overall elasticity masks large differences between countries, see Table 1.

Country group Increase in formal care Elasticity
High generosity 1.5% -0.08
Middle generosity 2.9% -0.15
Low generosity 8.8% -0.44
All Europe 4.0% -0.20

Table 1: Estimated increase in formal care use following a 20% reduction in out-of-pocket costs.
Source: Authors’ own calculations based on SHARE data.

Countries with less generous LTC systems (i.e. Southern and Eastern Europe) respond more
strongly to lower formal care prices. In these countries, lower formal-care costs are more likely
to persuade families to replace some informal care with formal care. We see that behaviour
changes relatively little in countries where formal care is already widely available.

Lower prices affect not only the overall use of formal care but also the type of care families
choose. Table 2 shows how the use of different types of formal care changes following a 20%
reduction of formal care costs in each generosity group.

Status quo A Nursing-home A Formal home A Mixed
Country group formal care care care care
High generosity 71.8% +2.6 pp \ -1.2pp -0.8 pp
Middle generosity | 52.3% +0.7 pp +0.8 pp 0.0 pp
Low generosity 29.9% +1.4 pp \ +1.2 pp +0.3 pp

Table 2: Projected changes in care arrangements after a 20% reduction in the out-of-pocket costs.
Note: A indicates change in percentage points (pp). Mixed care is a combination of informal and formal
care. Source: Authors’ own calculations.

In high-generosity countries, where formal care is already common, lower prices mainly shift care
within the formal care system, from formal home care to nursing-home care. Since nursing-home
care is generally more expensive, this shift may increase public spending. In middle- and low-
generosity countries, lower prices mainly encourage families to substitute formal care for
informal care, increasing the use of all forms of formal care.
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Europein 2050

Looking ahead, demographic change will further increase reliance on formal care. By 2050,
declining family size alone substantially raises the share of formal care in all country groups,
particularly in countries with less generous LTC systems. By comparison, higher female labour
force participation and greater geographical distance between parents and children have only
modest additional effects. The implication is clear: declining family size will be an important
driver of future demand for formal LTC. Governments therefore need to strengthen formal care
systems to prepare for the demographic changes ahead.

Lowering the cost of formal care is one way to support families, but it may not be the only one.
Next week's digest examines whether subsidies targeted at informal caregivers can be a more
effective way to support families facing intensive care needs.
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