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Choosing between formal and informal care becomes particularly difficult for older people with
substantial care needs. Although they represent around 40% of long-term care recipients, they
account for more than 80% of total care hours provided. Families often prepare for these care
needs years in advance through living arrangements and savings. How do such long-run decisions
affect the response to two common policy instruments: subsidies for formal care and informal
care?

Key takeaways for policymakers:

e Older people with substantial care needs account for most long-term care hours, making
them the primary target for policy reform.

e Both formal care subsidies and caregiver allowances change care arrangements, but
family preferences continue to affect behavioural responses.

e (Caregiver allowances generally have a larger impact per euro spent, reducing reliance
on expensive nursing home care while supporting lower-income families.

e Although subsidies for formal and informal care reduce precautionary savings, the effects
on retirement wealth are generally modest.

High care needs require a long-run perspective

Last week's digest showed that lowering the cost of formal care increases its use, although family
preferences limit the overall response. For older people with substantial care needs, however,
care decisions become more complex. Informal care is usually concentrated on one child, most
often a daughter, or on a spouse, making it difficult to combine caregiving with full-time work.
Nursing home care also becomes much more common for this group because intensive formal
home care is costly. That means that families need to plan ahead. Living arrangements, savings
and future wealth transfers all influence who eventually provides care and whether formal
services are used. To capture these long-run decisions, we use a model that explicitly
incorporates parents' savings, means-tested support and the possibility of compensating
caregiving children through transfers or co-residence.
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Comparing formal and informal care subsidies
Table 1 compares two policy reforms:
e a20% reduction in the out-of-pocket cost of formal care;
e a €100 monthly informal care subsidy.

Country Status quo Formal care Informal care Formal care
formal care share subsidy subsidy elasticity

France 74.1% 4.5 pp -4.5 pp 0.30%

Germany 72.0% 2.0 pp -3.9 pp 0.14%

Italy 35.2% 5.8 pp -5.1pp 0.83%

Sweden 91.2% 1.8 pp -5.7 pp 0.10%

Table 1: Estimated changes in formal care use following i) a 20% reduction in out-of-pocket costs and ii) an
informal care subsidy of €100 per month.

Source: Authors’ own calculations.

Note: Status-quo formal care share is the percentage of older people with higher care needs who primarily
receive formal care. Changes are reported in percentage points (pp). Formal care elasticity measures how
formal care use responds to changes in its out-of-pocket price. Poland has not been included as there is
no data on informal care prevalence.

Both policies change care arrangements in the expected direction as both subsidies increase the
type of care they target, but the responses remain moderate because families value more than
financial incentives alone. Compared with the model presented in last week's digest, however,
responses are somewhat larger, reflecting both the greater care needs of this population and the
importance of long-run family planning. The strongest responses occur in ltaly, where public
provision of formal care is least generous and families are therefore more responsive to policy
changes.

An important finding is that informal care subsidy generally has a larger impact per euro spent
than formal care subsidies. They reduce reliance on expensive nursing home care while primarily
benefiting households with lower incomes, where informal care is most common. Formal care
subsidies, by contrast, mainly affect older people who already contribute towards the cost of
formal care and therefore have less effect on those receiving means-tested support.

Do subsidies reduce retirement wealth?
Because both policy reforms reduce the financial risks associated with future care needs,
families need less savings later in life. Table 2 shows that both reforms lower retirement wealth,
although the effects are generally modest.

Change in median
retirement wealth (%)

Formal care Informal
Country subsidy care subsidy
France -1.4% -1.7%
Germany -2.5% -0.5%
Italy -4.4% -1.1%
Sweden -0.7% -0.2%

Table 2: Estimated long-run change in median retirement wealth following i) a 20% reduction in out-of-
pocket costs (Column 2) and ii) an informal care subsidy of €100 per month (Column 3).
Source: Authors’ own calculations.
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Both reforms reduce savings by providing greater insurance against future long-term care costs.
This is generally beneficial, particularly in countries with less generous public long-term care
systems. The largest reduction in retirement wealth occurs in Italy, where limited public support
for formal care currently makes savings especially important.

One might expect these reforms to increase reliance on means-tested formal care. By reducing
the need for savings, households have less retirement wealth and may therefore become
eligible for means-tested subsidies sooner. However, this mechanism is more than offset by
other effects as we show in next week’s digest.
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