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There is wide variation in Europe in how long-term care is supported with public money. Some
subsidies concentrate on supporting older people with limited financial means, while other
subsidies are available to everyone who needs long-term care. Although both reduce out-of-pocket
costs, they have different implications for governments and families. We compare universal and
means-tested long-term care subsidies and show why policy design matters.

Key takeaways for policymakers:

e Means-tested subsidies target vulnerable households but have a much smaller effect on
overall care arrangements.

e Universal subsidies encourage a shift from informal to formal care, whereas means-tested
subsidies mainly replace privately financed formal care with publicly financed formal care.

e Both subsidy types reduce household savings, but the effects on retirement wealth are
generally modest because people save more for many reasons beyond long-term care.

e Policy design matters: similar amounts of public spending can have very different effects on
care arrangements.

Universal and means-tested subsidies and who provides care
We have seen that lower out-of-pocket costs increase the use of formal care in the previous digest.
Formal care can be financed either out-of-pocket (OOP), meaning privately paid by households,
through means-tested public support, or through a combination of the two. But does it matter
whether lower formal care costs are available to everyone or only to those with limited financial
means? To answer this question, we compare two policy reforms:

e auniversal 20% reduction in the out-of-pocket costs of formal care;
e a20% increase in means-tested subsidy for formal care.
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Country Status guo formal care Reform: Universal subsidy Reform: Means-tested subsidy
components
OOP \ means-tested | AOOP Ameans-tested | AOOP \ Ameans-tested
France 61.7% 12.4% 5.3 pp -0.8 pp -3.4pp 4.0pp
Germany  61.8% 10.2% 2.8 pp -0.8 pp -1.5pp 1.6 pp
Italy 32.1% 3.1% 6.3 pp -0.5 pp -1.1 pp 1.2pp
Sweden 90.5% 1 0.7% 3.6 pp -1.8 pp -3.2pp ' 2.9pp

Table 1: Shares of total care provided as formal care financed out-of-pocket (OOP) and through means-tested
public support, and the effects of universal and means-tested subsidy reforms on those shares; the remaining
care is informal. Source: Authors’ own calculations.

Note: The model distinguishes between formal care financed out-of-pocket (OOP), i.e. privately paid by
individuals, and formal care financed through means-tested public support. These components are not
observed in the data and are therefore estimated.

Table 1 reveals a clear difference between the two policies. Universal subsidies increase the overall
use of formal care: the combined increase in privately financed formal care and means-tested
formal care indicates that people use more paid formal care. Means-tested subsidies have a
different effect: the increase in means-tested formal care is largely offset by a decline in privately
financed formal care. In other words, they mainly change who finances care rather than who
provides it.

Universal and means-tested subsidies and savings

As care expenses are a large financial risk in old age, people tend to accumulate savings to guard
against such risks. Table 2 shows that both policy reforms reduce retirement wealth because
households need less precautionary savings to insure themselves against future care costs. The
reductions are modest because people save for many reasons besides long-term care, including
housing, general consumption, other medical expenses and bequests.

Country Universal 20% Means-tested 20%
subsidy subsidy

France -1.4% -3.0%

Germany -2.5% -1.3%

Italy -4.4% -2.2%

Sweden -0.7% -0.4%

Table 2: Long-run changes to median retirement wealth among people aged 65-75 following i) universal 20%
reduction in the out-of-pocket cost or ii) 20% increase in means-tested subsidy.
Source: Authors’ own calculations.

The effects differ across countries because the two reforms reach different groups. In Germany, Italy
and Sweden, universal subsidies reduce wealth more because they affect a broader share of
households, while means-tested subsidies mainly apply to those with fewer assets. France is an
exception, as high nursing home costs make means-tested support relevant even for households
higher in the wealth distribution.
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Estate taxation has little effect on caregiving

We have seen how formal care subsidies can reduce savings. But savings also play a role in care
decisions: parents may use future bequests or transfers to compensate children who provide
informal care. To examine this, we simulate a substantial increase in estate taxation. Despite
reducing retirement wealth by around 2%, this reform has almost no effect on informal caregiving.
Families largely compensate through lifetime transfers and shared housing, while other motives for
saving remain important.

This digest focused on direct subsidies for long-term care. Yet governments also (can) have policies
in place to support family caregivers indirectly through the tax and pension systems. How important
are these indirect subsidies for informal care? That is the question we address in future digests.
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