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Pension benefits for informal caregivers
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When adult children reduce work to care for older parents, they can lose not only current labour
income but often also future pension rights. Some countries, such as Germany and France, provide
pension insurance for caregivers by allowing pension credits to continue accruing during periods of
caregiving. This digest examines how pension protection for caregivers affects the provision of
informal care.

Key takeaways for policymakers:
e Pension protection for caregivers can substantially increase informal care provision, but the
effects differ sharply across countries.
e Pension protection tends to have a larger effect in countries where caregivers would
otherwise lose more future pension income.
e |nformal care is shaped not only by long-term care subsidies, but also by indirect support
through the pension and tax systems.

Effects of pension protection for informal caregivers

To assess how pension protection for caregivers affects care arrangements, we compare two
benchmark policy scenarios. In the first scenario, caregivers do not accrue pension entitlements
during periods in which they reduce work to provide care. In the second scenario, caregivers retain
full pension entitlements despite reducing work to provide care. The difference in informal care
provision between these two scenarios provides an upper-bound estimate of the potential policy
effect. Intermediate policy options, such as partial pension replacement, would be expected to
generate effects between these two extreme scenarios.

Table 1 reports the model-implied effects of pension protection for informal caregivers across four
European countries. Column 2 shows the current share of medium- to heavily disabled single older
individuals who mainly receive informal care. Column 3 shows by how many percentage points the
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share of informal care rises when pension entitlements are fully protected during caregiving periods,
relative to a benchmark with no accrual. Column 4 reports the corresponding change under a lump-
sum informal-care subsidy of 100 euros per month.

Country Status quo informal care Reform: Full pension Reform: monthly €100
share protection informal care subsidy
Ainformal care share Ainformal care share
France 28.6% ‘ 4.98 pp 4.5 pp
Germany | 27.2% 0.86 pp 3.9pp
Italy 70.8% \ 9.35 pp 5.1 pp
Sweden 8.7% 2.88 pp 5.7 pp

Table 1: Current shares of medium- to heavily disabled single older individuals who mainly receive informal
care, and the model-implied changes under i) full pension protection and ii) a €100 monthly informal care
subsidy. Source: Authors’ own calculations.

Note: The value of pension protection varies with age, earnings, and the time remaining until retirement. The
comparison with the €100 monthly informal care subsidy should therefore be interpreted as indicative.

Full pension protection has quantitatively important but highly heterogeneous effects across
countries. The response is smallest in Germany, where full pension protection increases the share
of informal care by 0.86 percentage points, and largest in Italy, where the increase reaches 9.35
percentage points. France and Sweden lie between these extremes. Compared with a €100 monthly
informal care subsidy, pension protection has a larger effect in France and Italy, but a smaller effect
in Germany and Sweden.

Part of this cross-country variation reflects differences in pension replacement rates, which are
71.9% in France, 55.3% in Germany, 82.6% in Italy, and 74.5% in Sweden. The pension replacement
rate measures how much of previous earnings is replaced by the pension. A higher replacement rate
means that reducing work for caregiving entails a larger loss of future pension income, making
pension protection more valuable. Since the lump-sum subsidy is fixed at €100 per month, this
mechanism helps explain why pension protection has a stronger effect in Italy and France than in
Germany, although replacement rates alone do not account for the full cross-country pattern.

Italy is a particularly interesting case. In Italy, the households that are closest to switching between
informal and formal care tend to have children with higher incomes than the corresponding
households in the other countries. Because pension protection is worth more in euro terms for
higher-income children, it creates a stronger incentive to provide informal care precisely in the group
that is most likely to change behaviour. This helps explain why the response is largest in Italy.
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Outlook: Tax incentives for informal caregivers

Similar effects may arise through the tax system when one spouse reduces or stops working to
provide care. This is particularly relevant in countries that tax total household income rather than
individuals separately. In such systems, the tax rate faced by the working spouse may fall
considerably when the other spouse leaves work to provide care, creating another implicit subsidy
for informal care. The next digest will quantify how important this mechanism is for informal
caregiving.
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