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Foreword 
The importance of addressing the issues relating to the economics 
and financing of long-term care for older people in Ireland cannot 
be over emphasised. This is because we are approaching a period 
when the numbers of old people are expected to increase sig
nificantly and the numbers of the very ·old will grow quite 
dramatically. 

For service providers this means that every effort must be made to 
ensure that a sufficient provision of high quality institutional care 
is available for those old people who require such care. More 
importantly perhaps, it means that adequate long-term care for the 
elderly in the community, as advocated by The Years Ahead report, 
should begin to materialise more effectively than has been the case 
since the publication of that report. 

In particular, we believe that it is short-sighted not to ensure much 
greater support to informal carers who provide the greater part of 
long-term care in the community. The numbers of carers may be at 
an historically high level and the opportunity to support them more 
effectively should not be squandered. 

However, the National Council for the Elderly is keenly aware that 
long-term community and institutional care services for our oldest 
citizens and their informal carers cannot be maintained and 
developed without making adequate financial provision for them. 
Increasing numbers of people surviving to greater old age inevitably 
mean a greater demand for long-term care in institutions and in the 
community. As the old age dependency ratio increases, we must 
not only transfer resources to the most dependent elderly but also 
plan how best to do so. There is undoubtedly a nettle to be grasped 
in this regard, as is evident from the debate on the subject of the 
economics and financing of long-term care currently taking place in 
other developed countries. 
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In the past it has been a priority to increase the living standards of 
old people in this country, many of whom were living on an inad
equate income and/or in poor housing conditions. Happily much 
improvement has been made in these areas and most, if not all of 
the well elderly now have a better opportunity to lead independent 
lives than was the case twenty or thirty years ago. 

Now we are becoming increasingly conscious that it is the ill elderly 
who are in need of priority attention for economic support in 
addition to the provision of medical and nursing services. In another 
study shortly to be published by the Council, it is shown that, while 
old age is not a particularly distressing stage of life compared with 
other stages, poor health and disability are by far the strongest con
tributors to psychological distress and low morale among older 
people in Ireland today.' 

Clearly, society owes it to this most vulnerable sector of the elderly 
population and their informal carers to provide a greater degree of 
security to them in their illness and in their efforts (a) to retain as 
much independence as possible, (b) to remain living at home for as 
long as possible and/or (c) to enjoy a level of institutional care 
which approximates as closely as possible to the environment of 
home. This requires new concerted national economic planning 
specifically addressed to meeting the needs of all elderly people 
suffering long-term illness or disability, the more so as their num
bers increase in the years ahead. 

The Council is indebted to Dr. Eamon O'Shea and Ms. Jenny 
Hughes for preparing this paper which we consider a valuable first 
step in what we hope will be a fruitful debate to determine how 
best to finance the institutional and community long-term care 
requirements of the elderly in this country. 

Of particular importance at this stage will be a measure of consen
sus on the principles for the funding of long-term care and we hope 
that positive consideration will be given right away to the principles 
proposed by the authors in the report and endorsed by the Council. 

1. Heallh and Awonomy Among the Over 65s in Ireland, T. Fahey and P. Murray. 
forthcoming. 
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Though most families are at one time ,or another touched by the 
problems of providing long,term care for their older members, little 
if any headway has been made in this country in persuading younger 
people of the need to provide for the contingency of long-term dis
ablement in their later years. This may be due in part to the lack 
of incentives to do so; but it is also an educational and public aware
ness matter. We hope that this publication, and in particular the 
principles for the funding of long-term care contained in it, will 
have a positive impact in alerting people to the need to provide for 
possible long-term illness or disability in old age. 

The Council was most fortunate to have the expert assistance of a 
number of people throughout this project. They formed a Consulta
tive Committee which liaised on a regular basis with the authors. 
They provided expert advice from a number of relevant back
grounds and commented in a positive way on the work undertaken 
by the authors. We would therefore like to acknowledge our grati
tude to the following: 

Ms. Mary Cahill, Mr. Michael Coote, Mr. Damien Courtney, Mr. 
Stephen de Burca, Mrs. Ellen B. Dillon, Mr. Joe Durkan, Ms. 
Aisling Kennedy, Mr. Gerry Mangan (Chairman of the 
Committee), Mr. Adrian O'Donovan and Mr. Frank Sweeney. 

Finally I wish to thank our staff, Bob Carroll, Secretary, and Joe 
Larragy, Research Officer for their work in initiating and oversee
ing this research project on the Council's behalf and Trish Whelan, 
Projects Officer, and Celine Kinsella and Carol Waters, Secretaries, 
for their part in its publication. 

Mr. Michael White 
Chairman 
August 1994 
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National Council for the Elderly 
Comments and Recommendations on 

The Economics and Financing of 
Long-Term Care of the Elderly in 

Ireland 
"The real debate about the funding of care is not about whether the 
burden of care costs should be shared by other members of society, 
but about how and to what extent. The search is for a system of 
public funding which can balance the need for care and support 
between the current elderly and the working population, who are 
both the children and grandchildren of the current elderly and, in 
their tum, the future elderly." (OEeD, 1992) 

Introduction 

1. There is now growing concern that rapidly increasing costs will 
be incurred in most countries due to the mounting care needs of 
the dependent elderly population. Unless addressed now these costs 
will place increasing strains on many elderly individuals and their 
families and on public and private systems of provision which were 
not designed to cope with such demands. Internationally, existing 
funding systems are under scrutiny with a view to meeting the rising 
cost of providing long-term care. It was for this reason that the 
Council decided to initiate new research on the economics and 
financing of continuing or long-term care of the elderly in 
Ireland. 

Demographic Context 

2. The Irish population profile, like that of other countries, is age
ing. Within the elderly population the number and proportion who 
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are very elderly are increasing more rapidly than the elderly popu
lation as a whole while more elderly people are living alone into 
very old age. Between 1986 and 2011 it is projected that there will 
be an increase of 11 per cent in the population over 65, an increase 
of 16 per cent in the over 75 bracket and an increase of 35 per cent 
in those over 85 years. (CSQ, 1988). Figures 1 to 4 show the actual 
and projected trend in the old elderly population (75 plus) as a 
whole, and for three sub-groups (75-79, 80-84 and 85 plus) over the 
period 1961 to 2021. 

3. Dependency, both physical and mental, is closely related to 
these demographic trends: the prevalence of chronic disabling con
ditions such as osteoporosis, cardio-vascular and respiratory dis
eases, cancer and dementia increases sharply in each of the age sub
groups shown in Figures 2, 3 and 4. Currently, just under five per 
cent of the 65 plus population are in institutional long-term care 
and a further 17 per cent receive informal care in the community, 
but the percentage in the older elderly population in each of these 
categories is much higher. Figures 5 and 6 provide an indication of 
the age-related care needs of successively older sub-groups. While 
improvements in medical care arising from medical research and 
practice, and measures taken to promote the health and indepen
dence of the elderly, should offset some of the age-related depen
dency currently experienced, this will not be sufficient to counter 
the growing demand for continuing care services for the dependent 
elderly in the medium-term. 

4. Frequently, in spite of provision of appropriate medical treat
ment for the diseases associated with old age, many people remain 
incapacitated to some degree, requiring varying levels of long-term 
care and help, often over lengthy periods of time. While rehabili
tation is a central component of the medical care of the elderly, the 
management of disability through long-term care provision is an 
unavoidable consequence for many. The cost of providing long
term care is considerable and consists of several components -
suitable accommodation, assistance with instrumental activities of 
daily living, assistance with personal care tasks, supervision, special
ised nursing care and other health and social care services 
(Blackwell et aI., 1992). 
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The limits of Family Resources 

5. Approximately 17 per cent of those aged 65 years or older are 
in receipt of ongoing care in the community, principally from a 
caring relative, usually co-residing (O'Connor et aI., 1988). About 
five per cent more are residing in long-term care in institutional 
settings specifically for the elderly (O'Shea et aI., 1991). Research 
has revealed the imputed economic cost of care at home to be quite 
high, and only the availability of free care provided by relatives 
makes community care sustainable at all (Blackwell et aI., 1992). 
This in turn puts enormous physical, psychological and financial 
stress on carers. The future provision of care for the disabled elderly 
will be costly, whether in community or residential settings, even 
assuming that we achieve the optimal allocation of resources. Ser
vices in the community to support carers, to provide care where no 
carers are available, and to compensate carers financially will not 
prove inexpensive, though they might be marginally less expensive 
than the institutional alternative. 

6. Not just increasing numbers in very old age, but changes in 
living patterns imply fewer people living in multi-generation house
holds, more elderly people living as couples with no adult children 
present, and more elderly people living alone. This will imply some 
weakening of the potential of informal carers to provide the kind 
of continuous care that they now provide, and the need for more 
formal support in cash and services. Indeed the pattern of in!ergen
erational support within families may itself be shifting from direct 
care provision towards indirect support including cash contributions 
towards long-term care. 

7. While it is possible - though sometimes not very exactly -
to project population and household trends, and to postulate the 
prevalence of associated chronic disability and long-term care needs 
for populations, there is no comparable way for individuals to pre
dict their own life course, whether they will become chronically 
disabled Or demented and - if they do - for how long they will 
be in that position. Consequently, individuals find it very difficult 
to make preparations for this contingency. For some people, the 
duration of their disability and hence the cost of care would be such 
that, even if they have lived in relative comfort all their lives, they 
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would eventually use up all their economic resources in paying for 
long-term care. For many more, indeed the majority, the contin
gency never arises. Therefore, left to themselves, it is unlikely that 
individuals can realistically provide for the cost of their own long
term care: the problem with this contingency is that while it befalls 
only a minority it is as likely to prove financially catastrophic as it 
is to be a manageable expenditure. 

8. To date, individuals have had to rely firstly on whatever 
resources they have available to them at the time of the onset of 
disability. These resources comprise principally the availability of a 
relative to provide care, largely without any financial recompense, 
andlor personal income or capital from which to pay for care ser
vices at home or - more usually - in a nursing home. If cared for 
at home there are certain community care services provided by the 
health boards such as nursing, home help, meals, etc., which might 
also be available depending on means and circumstances, though 
continuous intensive nursing care at home is usually available only 
at a cost. 

9. While the availability of care and cash resources to an individ
ual may be somewhat more predictable than the onset of disability, 
they are also somewhat contingent, and subject to limitation. The 
availability of relatives to provide long-term care is not easy to pre
dict in individual situations. Adult children (mainly daughters) and 
spouses are the main sources of home care for the severely incapaci
tated elderly. Survival of one's ageing spouse and 
residential/employment patlerns of one's adult children are, for an 
ageing individual, relatively difficult to predict. In addition to one's 
personal income and capital, financial contributions from adult chil
dren may meet some of the cost of long-term care. However, it is 
difficult to be confident in the capacity of one's adult children to 
assist with the cost of long-term care should the necessity arise. The 
adult children of low income elderly people are more likely to have 
low incomes than the children of high income elderly people. Statu
tory support, therefore, is an essential component source of financ
ing long-term care ininstitutions, either through the direct provision 
of public long-stay units or, under the Heailh (Nursing Homes) Act, 
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1990, through subventions towards the cost of care in private nurs
ing homes. In eitber case, public support is subject to strict means 
testing with the effect that individual elderly people must use tbe 
bulk of their current income and other resources, and sometimes 
some of that of their adult children, to pay for the cost of care. 
Moreover, the overall amount of funding made available to 
implement the leglisation has proved insufficient in at least one 
health board since the legislation became operational in September 
1993. 

10. For those in or entering old age, therefore, it matters a great 
deal how resources to cover the cost of long-term care are drawn 
from private and public sources, from older or younger age groups, 
from lower or higher income groups, and from the ill/dependent or 
the well population. Currently, it is within the disabled older age 
group that the financial effects of disability are most immediately 
felt, and on the elderly disabled and their caring relatives that the 
cost primarily falls. For those who are dependent on continuing care 
decision,making is fraught with sometimes harrowing economic and 
emotional considerations. Most people do not wish, for good per
sonal reasons, to enter institutional care, but neither would they 
wish to be a burden on relatives. Carers of the elderly at home are 
also extremely reluctant to relinquish responsibility for their loved 
ones, but are often under extreme pressure - physical, emotional 
and financial - to do so. Even tben, they can be required to share 
the financial responsibility. 

11. It might be argued that the standard of living of older people 
and of the population generally today, is such that private sources 
of income and wealth can sustain the cost of long-term care. While 
this points to both a continued willingness within families to ensure 
that care is provided, and to some extent an increase in the ability 
of elderly people and their relatives to pay for such care, we should 
be wary of exaggeration. As the OECD point out, "costs may be 
incurred over a long period of time, and can, even in the relatively 
short-term, be extremely high in relation to the capacity to pay of 
even relatively affluent people. Pension schemes and oiher forms of 
saving for retirement have simply not been designed 10 cope with this 
level of cost of living" (OECD, 1992: 19). Researchers in the USA, 
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who predict increasing incomes for the elderly, are sceptical about 
the capacity of this increase to match the growth of care costs and 
predict that, on the basis of the current arrangements, public subsi
disation will rise faster than total expenditure on long-term care 
(Rivlin and Wiener, 1988: 12). 

12. Comparatively, Ireland's population is younger than many of 
our European neighbours, but this situation will change significantly 
over the next two decades. It is timely to address the issue of long
term financing before our options become very restricted. The cost 
of long-term care is such that individuals and society should ideally 
accumulate funding over a long time to meet the costs. There is an 
important educational issue here. Characteristically, younger adults 
do not take much account of the social and health care needs associ
ated with old age, but by middle age many become sensitive to the 
issues involved. Over the next two decades the number of Irish 
adults in middle age will increase rapidly, as the numbers aged 
under 25 decline. It is hoped, therefore, that the Council's concern 
with the financing of long-term care will find an echo in the minds 
of the growing numbers of people in their 30s, 40s and 50s, many 
of whom, will have some experience of the potential costs of long
term care, whether as providers of care to an elderly relative, or as 
contributors towards the cost of care of a relative in a residential 
or community setting. 

The Council would like to see greater education of the public in 
respect of the need to prepare for this conringency either individually 
or through social policies. 

International Experience 

13. Looking at the experience of other countries, particularly ones 
which are further advanced in terms of demographic ageing and 
planning future provision, is essential for us if we are to identify all 
the options. The present report contains information on compara
tive policy development from which we may learn. In countries, 
like Britain, where the welfare state has conventionally covered this 
contingency, there has been a growing concern to cut costs follow
ing a decade of extremely rapid public expenditure growth on the 
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subvention of long-term care in residential and nursing homes. Poli
cies to curtail expenditure there have focused on the more rigorous 
assessment of need and increasingly on meanS testing prior to 
admission to institutional care, and on the use of case management 
to identify the potential for providing a package of services in a 
community context. In the USA, where out-of-pocket resources are 
the principal means of payment, Medicaid - a means tested pro
gramme to fund health care for the poor - has by default become 
the mainstay of public support for the long-term care of the elderly 
- and not just poor elderly people. Medicare, the public health 
care programme for the elderly, does not cover long-term care. 
Though still in its infancy, there has been a growth of private 
insurance in the USA to cover long-term care, and equity release 
schemes are on offer on a small scale. In other countries, such as 
Germany, where social insurance of health care has traditionally 
been a feature of social policy, social insurance funding of long
term care is being introduced or explored. This option, it is envis
aged, would involve the creation of a fund separate from general 
taxation, to finance long-term care out of contributions made during 
a person's working life. It has some of the facets of tax financed 
subvention in that it is compulsory and has a wide base of contri
butions in the labour force, but unlike the latter, would not, afleast 
over a specified period, involve a means test and the 'spending 
down' of personal savings. 

Policy Problems and New Departures in Ireland 

14. In· response to demographic and social developments, both for 
economic and philosophical reasons, policy in Ireland now puts 
more emphasis on providing community care for the elderly, while 
reducing or re-targeting institutional care towards the most highly 
dependent or ill elderly. Despite the growth in community care pro
vision, there has been significant growth in the demand for continu
ing care in institutions. It is here - despite recent improvements 
- that the shortcomings of our current system of financing long
term care are most apparent. 

15. The main objective of the overall system of social protection 
is to provide for security in old age. This involves enabling those 
covered to be in a position to maintain a reasonable relationship 
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with the standard of living enjoyed prior to retirement. The pen
sions system (social welfare and occupational pensions) has been 
developed with a view to providing a regular cash income in old 
age that will assist in meeting that objective. The Health Services 
also provide cover for acute medical care. However, the lack of 
adequate provision for long-term care will result in many facing the 
prospect of an insecure old age and the attendant hardship for them 
and their families. This is due to the fact, as shown in this study, 
that the pensions most old people have are too low to finance long
term care, and the services available under the Health Acts are 
seriously inadequate in the case of community care services, with 
entitlement in the case of the subvention for long-term care in nurs
ing homes being subject to strict means testing of individuals and 
their families. 

16. Currently, there is an increasing demand for formal com
munity care services, such as home nursing, home help, occu
pational therapy, physiotherapy and day care centres. These ser
vices reflect two important trends, namely an increasing burden 
being felt by informal carers, and increasing numbers of old people 
living on their own. Existing community care services are in demand 
both where informal care is absent and among informal carers of 
the more heavily dependent elderly as a supplementary source of 
help (Larragy, 1993). Because they are capable of complementing 
informal home care, the provision of community based services is 
part of the solution to the problem described by economists as 
'moral hazard' - namely a withdrawal of informal care services in 
preference for services paid for or provided by the state or other 
third parties. However, increased provision of long-term care sup
port services in the community requires planned funding if it is to 
provide an effective alternative to institutional admission. 

17. We must ask whether our current approach to community care 
provision is such as to encourage elderly people and their carers to 
opt for community based care in preference to institutional place
ment. There is considerable evidence to suggest that this is not the 
case despite gradual increases in such provision in recent decades. 
These services are under-provided, unevenly available between 
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different areas, and selectively allocated on the basis of provider
centred priorities. The people who lose out most often in this con
text are the co-resident family carers who provide care for the most 
beavily dependent elderly at home. Here again, echoing our method 
of funding institutional long-term care, our approach to community 
care presumes too much on the goodwill and input of family 
members, relying in this instance not so much on a cash contri
bution as on a contribution in-kind in the form of unpaid hours of 
care and opportunities forgone. 

In keeping with the' objectives and principles set out in The Years 
Ahead report, panicularly concerning equity, the Council feels that 
any new approach to the financing of long-term care must address 
the needs of the disabled elderly by supponing informal and formal 
community care for dependent or frail elderly people whenever this 
is a feasible alternative 10 institutional care. 

18. The system for public subvention of long-term care in nursing 
homes has been radically transformed and substantially improved 
with the implementation of new legislation since 1993. However, 
this system, while it responds to differences in level of dependency, 
continues to rely on strict means testing of individuals and their 
adult children. As such, it places considerable stress on the individ
ual and his,or her relatives at the point of admission to institutional 
care, not only to pay a considerable portion of the cost of care but 
also to prove that they cannot pay any more, whilst simultaneously 
placing somewhat arbitrary limits on what we as a society may 
spend on subventing long-term care. 

The Council would wish to question the efficacy and equity of this 
approach. While not ignoring the capacity or indeed the wish of indi
viduals to pay towards the cost of their own long-term care, a financ
ing system should not bear down so harshly on the disabled elderly 
person and his or her caring family at a time of vulnerability. 

Models of Financing 

19. At present people in need of long-term care for the most part 
have to rely on their own resources and family support, and/or on 
means tested statutory services. This study has shown the inad
equacy of the present arrangements and the likelihood that this 
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inadequacy will be greatly exacerbated in the coming decades with 
the increasing numbers of elderly people requiring long-term care. 

The Council, therefore, considers that priority needs to be given to 
examining new ways of financing long-term care which will ensure 
that the necessary finance can be made available to provide an 
adequate service. It further considers that this may be achieved by 
integrating the financing of pensions and long-term care to provide 
for proper social security in old age, which recognises the risk that 
many will need long-term care services and will not have sufficient 
income to purchase these services. 

The following is an outline of how such an integrated system could 
be developed. 

Social Assistance 

20. It has first of all to be recognised that a significant number of 
elderly people and their carers will have to rely totally on the state 
for both income and support services. At present this support is 
provided in the form of Old Age and Widow's (Non-Contributory) 
Pensions and the Carer's Allowance, administered by the Depart
ment of Social Welfare, and the Disabled Persons Maintenance 
Allowance administered and financed by the health boards. The 
community care services are also administered and financed by the 
health boards. 

The Council considers that an integrated package of services should 
be developed for elderly persons with no resources, from the present 
components, i. e. 

• the weekly pension 

• weekly allowance for carer 

• eligibility for community care support services 

• eligibility for institutional care where appropriate 

with a clear basis for the financing of this package of services from 
general taxation. This would involve the Departments of Health and 
Social Welfare, and the health boards adopting a joint approach both 
to the provision of services and their financing. It would also involve 
providing the elderly and their carers with clear legally defined rig/us 
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to the package of services which would be uniform over all the health 
board areas. 

Social Insurance 

The Council considers that offering a similar package of services on 
a non-means tested basis under social insurance should also be given 
detailed examination. The weekly pension is already available on a 
non-means tested basis, but entitlement to community care and insti· 
tutional Care services on a similar basis could be provided under 
social insurance to those deemed to be in need of long-term care. 

21. Given the limitations of our existing funding system, and the 
burdens it places on the individual and providing agencies at the 
point of delivery, there is an obvious need to explore other modes 
of funding long-term care. The present report analyses the theoreti
cal principles underlying different systems of financing. It places 
considerable stress on the concept of insurance, describing the role 
and potential of private and social insurance models. In Ireland 
there is as yet no insurance provision against the contingency of 
long-term care - neither in the private sector nor the statutory 
sector.' Insurance, in its private or public form, has the potential to 
spread the risk and share the costs, within certain limits, of long
term care so that no one individual has to face the prospect of 
catastrophic outlay. By providing the promise of definite benefits 
to the "individual, insurance has the potential to encourage people 
to make provision for the long-term care costs which they might 
incur in later life. It thus releases funds that might not otherwise 
become available. One of the complications of introducing 
insurance schemes is that the existing system of subvention assesses 
the individual's ability to contribute towards long-term care costs 
and reduces the subvention accordingly. This would deter people 
from making provision through insurance schemes since they might 
feel that there would be no net benefit. The present report exam
ines ways in which insurance could co-exist with soCial assistance 

1. The VHI in exceptional cases provide circumscribed funding towards the care of 
people with a need for long-term care, when there is a medical aspect to the care. They 
also provide a limited contribution for up to 42 days in each year towards home nursing 
care costs. 
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type paymenls. It puts forward the idea of 'front end' insured ben
efits, i.e., social insurance would cover the first period, e.g., first 
year, after which the individual would have to rely on personal 
resources, private insurance· and means tested social assistance. 
Other models too could be considered, such as 'back end' financing 
whereby the social insurance covers care beyond a certain period 
of time while leaving it to individuals, with the help of private 
insurance·or means tested subvention, to cover the cost over a first 
set period. Cost sharing could be used to counter the problem of 
people opting for third party funded services which previously the 
individual either had to pay for or might see as a substitute for 
services that family members might otherwise provide in the shape 
of informal care. This is the problem of 'moral hazard'. It is very 
difficult to estimate its actual significance, though experience in 
Canada and other countries has proved encouraging (Rivlin and 
Wiener, 1988: 15). 

We recommend ciJacciJe concepc of social insurance be accively con
sidered as a ceneral means of funding long-cerm care in Ireland in 
ciJe fl/cure, bucciJac ic should be considered in relacion co iJow ic will 
inceraccwiciJ exiscing meciJods of financing. Ic offers ciJe mosC promis
ing alcernacive Co a means cesced social assistance approach Co long
cerm care financing. 

22. The attraction of social insurance is that it can, by ap'plying 
community rating, provide cover for everybody at a standard rate. 
In this way it can address the issue of 'adverse selection" without 
excluding the more vulnerable population sections. However, the 
operation of social insurance requires a Willingness of the whole 
population to become part of the scheme. Otherwise there would 
not be sufficient funds. In other words, social insurance carries with 
it an element of obligation, in effect a social contract. We already 
have a system of social insurance in existence in Ireland covering 
pensions and other benefits, and this could be the basis for funding 

2. The risk of adverse selection emerges whenever individuals can assess their own 
level of risk; Individuals would be more inclined to take out insurance if they have a 
higher risk than average but Ihis would lead to a bad claims experience for the insurers. 
Insurers therefore have to find mechanisms to counter this threat. 
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certain scheduled benefits, such as, for example, a range of com
munity based long-term support services, or subvention of nursing 
home care up to a specified amount, for a given period of time. The 
social insurance fund would need to be built upon if such contin
gencies are to be funded and additional social insurance contri
butions would be required. 

We recommend that in considering the future of our social insurance 
and pensions system, particular attention be given to the potential for 
including long-term care benefits. 

Private Sector Insurance 

23. The report also raises some possibilities in relation to private 
insurance which would need to be taken into account in developing 
a specific model for the financing of long-term care in Ireland. 
However, there are some difficulties with private insurance as a 
general solution. Private sector health insurers, including long-term 
care insurers, usually seek to avoid adverse selection by concentrat
ing on the least risk prone sections of the population, or by loading 
up premia in the case of older or more risk prone sections. While 
this may suit some sections of the population, clearly it will mar
ginalise anyone with an identifiably higher risk who will probably 
find that premia are too high or that they are subject to unaccept
able restrictions. Nevertheless, private sector insurance against the 
eventuality of long-term care costs could contribute to the financing 
and add to the choice for some sections of the population. The best 
prospect for facilitating the development of private sector insurance 
would be to promote it as part of overall occupational benefits 
cover in the same way, for example, as cover is provided for inval
idity before retirement, and benefits for surviving dependants, in 
the event of the death of the scheme member. Life assurance com" 
panies and possibly the Voluntary Health InSurance (VHI) could 
he asked to examine the possibility of offering this cover as part of a 
total occupational benefits package and members could commence 
subscribing at the same time as they begin subscribing for pensions. 
This would spread the costs over a person's working life and could 
significantly reduce the premia as a proportion of total contri
butions for occupational benefits. Tax reliefs on the premia paid 
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should also be provided for as in the case of contributions for occu
pational pensions and other benefits. 

The Council believes that the potential for long-term care insurance 
in the private sector should be actively considered and if possible 
developed. While it is unlikely to cover a majority of the population 
it could provide a solution for a substantial minority. 

Home Equity Release 

24. Another approach to long-term care financing involves the 
liquidation of assets, mostly by means of home equity release 
schemes since most of the assets owned by most older people are 
accounted for by their own home. Options like this may have some 
role to play but are unlikely to be a favoured option in Ireland even 
if the relevant tax and social welfare incentives were provided. But, 
as a supplementary source of financing they have considerable 
potential in some circumstances. 

We recommend therefore that policy-makers examine the potential 
barriers 10 providing this type of option 10 older people arising from 
the tax and social welfare codes in particular. 

Employment Potential 

25. The Council notes that in the European Commission White 
Paper on Growth, Competitiveness and Employment one of the 
examples given of sources for new jobs was home help for the eld
erly and handicapped, health care, meal preparation and housework 
(European Commission, 1993: page 20). Accordingly, making the 
necessary finance available will not alone ensure that adequate 
long-term care services are provided but will also generate signifi
cant local employment. 

The Council therefore considers thar the employment potential 
involved in providing such services particularly at time of high unem
ployment and low female participation in the workforce should also 
be a major faclOr in any examination of policy in this area. 
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Research Issues 

26. The present report seeks to close some important gaps in our 
understanding of the principles involved in financing long-term care 
by drawing on progress being made internationally and in particular 
among our EU neighbours. The application of economics to long
term care has been gaining ground recently in the EU, with useful 
results for policy-makers and practitioners (Pacolet and Wilderom, 
1991: 3). In the Irish context also, since Tussing's economic analysis 
of Irish medical care resources (1985), there has been some 
important progress made in related areas such as the comparative 
costs of continuing care in institutions and the community 
(Blackwell et aI., 1992), the role and future development of nursing 
homes in Ireland (O'Shea et aI., 1991) and the utilisation and 
financing of primary and acute health services in Ireland (Nolan, 
1991). But the present report is the first to concentrate on the theor
etical and comparative aspects of financing long-term care. The 
Council hopes that it will be a stimulus to further debate on the 
important issues involved. 

27. While the report fills many gaps in our theoretical and com
parative knowledge, there is much that we still lack in terms of the 
detailed empirical data required to develop concrete simulations of 
future cost, and of public and private resources to meet the cost of 
long-term care in Ireland. Such information is necessary if we are 
to model the actuarial risk and the likely future trend in expenditure 
on long-term care over the next decades, the potential of income 
trends to match projected expenditure, and the possibilities for 
specific funding arrangements in the private and public sectors. 

28. Research on the dependency levels and the consequent real 
economic costs of long-term care in private nursing homes is still 
quite ylimited and needs to be augmented (O'Connor and Thomp
stone, 1986). 

29. Although recent research by the Council has tentatively pro
bed the subject, we still know very little about the nature of inter
generational transfers within families and whether these currently 
contribute in a significant way towards financing long-term care 
(Fahey et aI., 1994, forthcoming). 
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We recommend therefore that further research be undertaken with a 
view 10 the modelling of future trends in needs, costs and ways of 
meeting the necessary private and public expenditure on long-term 
care. 
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CHAPTER 1 

An Introduction to Ageing, Long
Term Care and Financing Issues in 

Ireland 

Objectives and Scope of the Work 

This report is concerned with financing options for the care of old 
people. Upcoming demographic pressures, together with ongoing 
and binding public spending constraints make it imperative that we 
clarify our thinking in this area in the limited time that we have 
before these pressures combine to undermine our capacity, as a 
society,to cope with the increasing numbers of old people requiring 
care. However, the study is not only concerned with financing 
issues. One cannot address financing issues without having first 
determined the needs of old people and the lengths society should 
go to meet those needs. Services and facilities should reflect needs, 
not the other way round, and financing systems should be designed 
so as to give maximum expression to those needs. Similarly, the 
organisation and delivery of care also matters and must be inte
grated into any discussion on financing if we are to make progress 
in improving the overall system of care for old people. 

The overall transformation in the age structure of the population is 
taking place within a relatively short time period and is likely to 
pose a number of important policy challenges. Primary among these 
is the cost of old age pensions. Many countries, including Ireland, 
will experience an increase in social security budgets to pay for 
retirement pensions for a rapidly ageing population. This may result 
in a weakening of the current implicit social contract between the 
generations with more emphasis placed on individual responsibility 
for pension provision. The health care services are also likely to 
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come under pressure as more old people live longer. People in older 
age categories use the health care services much more often and 
for longer time periods than other age categories. Family life is also 
likely to experience strain as increasing numbers of frail older 
people need more intensive levels of care from their kith and kin. 
If the labour force participation rates of women continue to 
increase then we are likely to see greater conflict within the nuclear 
family over the provision of care to ageing relatives. 

Throughout our reflections on these issues we try to avoid the 
characterisation of ageing as a problem. Defining the ageing process 
in this way is to dehumanise the most fundamental aspect of all our 
lives. We all face the prospect 'of growing old and many of us will 
become disabled on doing so - some more than others. Once we 
begin to look at ageing as a natural process then it becomes easier 
to treat long-term care as a normal risk of growing old. The problem 
then becomes, not one of ageing per se, but of spreading the costs 
of ageing in an equitable, efficient and politically acceptable way. 
This is the problem that is addressed in the following pages. Our 
task is to provide both information and analysis to facilitate well
informed choices by private and public decision-makers. As Rein
hardt (1989) points out, this is, and remains, the most constructive 
contribution economists can make to health policy. 

In this introductory chapter we examine several critical issues per
taining to the health care needs of the elderly and disabled popu
lation in Ireland. This examination provides the background and 
context necessary for our discussion on financing issues in later 
chapters. The first section provides an overview of the demographic 
structure of the elderly population, including projections of future 
changes. Following this, the living conditions and way of life of 
older people are examined with the main emphasis on living 
arrangements, contact with kin and housing. Estimates of the cost 
of long-term care options are reported, while the role that the 
health care. system plays in supporting the independence and social 
integration of old people is also addressed. There is a brief dis
cussion on the current approach to financing long-term care in 
Ireland and the chapter ends with a discussion of some current 
dilemmas for long-term care policy-makers. 
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Populatiori Ageing 

To address the health and long-term care needs of the aged and 
disabled, it is essential to understand the current and future demo
graphic changes in the population of Ireland. In Ireland there are 
just over 0.5 million people aged 60 years and over, representing 
approximately one in seven of the total population. Proportion
ately, this is not high by European standards (where just under one 
in five of the population is aged 60 years or over) and reflects, in 
part, continued high levels of fertility in the population which has 
resulted in a relatively young age structure in the country. Emi
gration has also influenced the structure of the Irish population. 
For instance, at peak levels of emigration in the late 1950s there 
was a rise in the proportion of persons aged 65 and over, despite, 
an absolute reduction in the number of older people. Natural popu
lation increase and migration have combined to give Ireland the 
unusual combination of a relatively high proportion of the popu
lation in both the very young and the very oldest age categories. 
The dependency ratio of young people (less than 20 years) to the 
economically active population is, however, set to decline over the 
coming decades as fertility rates decline towards European levels. 
In contrast, the dependency ratio of old people aged 60 years or 
over is going to increase, especially in the second decade of the next 
century. Up to the year 2011 there are likely to be five persons in 
the economically active age group to every one person in the elderly 
over 65 category. In the following 25 years up to the year 2036, 
the ratio is likely to fall to three to one (National Pensions Board, 
1993). 

By the year 2020 older people aged 60 years and over in EU coun
tries will represent more than one quarter of the population 
(Eurostat, 1992). In Ireland the proportion of people aged 60 years 
and over will increase from its current rate of 15 per cent to an 
estimated 23 per cent in the year 2020. More detailed estimates of 
future overall population changes in Ireland have been provided by 
the Central Statistics Office (CSO). The CSO (\988) considers over
all population growth to have ended and to be in slow but· signifi
cant decline into the next century. At the moment, old people in 
the age category 60-74 make up 11 per cent of the total population. 
By the year 2011 the CSO predicts that this percentage will have 
increased to 14 per cent; by the year 2021 the prediction is that the 
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proportion of old people in this age category will have increased 
to 17 per cent. Throughout this century the fastest growth in the 
population has been in the oldest sub-groups of the elderly popu
lation. The total number of people aged 65 or over rose by 41 per 
cent between 1926 and 1986; among those aged 75 to 79 the increase 
was 64 per cent, while among the 80 plus group it was 62 per cent. 
This trend is expected to continue in the future. Between 1986 and 
2011, the elderly population as a whole is expected to increase by 
14 per cent. In the same period, the 85 plus age group is projected 
to increase by 55 per cent. 

Home Living Arrangements 

In addition to changes in the age of the population, recent decades 
have also seen significant changes in household size and compo
sition. The proportion of old people in multi-person households 
(three or more persons) fell from 73 per cent to 55 per cent between 
1961 and 1981. Over the same period the proportion of elderly 
people in households consisting of man and wife rose from 10 per 
cent to 18 per cent, rising to 20 per cent in 1986. A comparable 
figure is not yet available for 1991, although we do know that aver
age household size, where the head of household is 65 years or 
over, is 2.13 for that year, compared to a figure of 2.25 for 1986. 
These trends are important in the sense that small households and 
confinement to one generation per household tend to reduce the 
potential source of household carers and hence to raise the demand 
for other services. 

Perhaps even more significant is the increasing proportion of eld
erly persons living alone in private households. In 1961, approxi
mately 10 per cent of the elderly population lived alone; by 1991 
the proportion of old people living alone had risen to 24 per cent. 
This trend is expected to continue into the future. When compared 
to other OECD countries, where typically around 40 per cent of 
old people live alone, the Irish level is still relatively low. In some 
countries more old people live alone than with spouse, partner or 
relatives. For instance, in Germany 56 per cent of households con
taining a person aged 65 years and over are single person house
holds; in Denmark 70 per cent of older women live alone (Walker 
et aI., 1991). 
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The changes in private household structure are most apparent in 
urban areas and amongst older women. While the overall trends 
are less striking in Ireland than in other European countries they 
have brought significant changes to social relationships both within 
and between the generations. Smaller household size is a symptom 
of the spatial fragmentation of families and households. However, it 
is not inevitable that physical separation leads to less social contact 
between the generations, particularly if accompanied by improved 
living standards and greater independence for older people. The 
term 'intimacy at a distance' (Qureshi and Walker, 1989) captures 
this more favourable view of intergenerational relationships, which 
now tend to be structured between rather than within households, 
and may be helpful in understanding the Irish context. 

The impact of living alone on the demand for institutional care 
depends somewhat on the willingness and ability of carers to con
tinue caring when the caree lives outside their own home. Most 
caring is done within households, but not exclusively so, and there 
is no evidence of widespread neglect by carers when an elderly per
son lives alone (O'Connor et aI., 1988). There is, however, some 
tentative evidence that living alone is one of the factors likely to 
influence the placement of an elderly person into public long-stay 
institutional care (O'Shea and Corcoran, 1989). 

Home and Community Care 

Health and functional capacity are important influences on an indi
vidual's ability to participate fully in social and economic life. It is 
important to make the point at the outset that the majority of old 
people are able to look after themselves, or to do so with only 
minor support from family and friends. However, the ability of vul
nerable old people to continue to live in their own homes very often 
depends on the provision of high levels of care by family and 
friends. Approximately 17 per cent of old people living in the com
munity require some level of care with just over one third of these 
requiring a lot of care (O'Connor et aI., 1988). This care is mainly 
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provided by women and by people who are themselves old. Urban
rural and socio-economic class differences also emerge in the distri
bution of informal care. At one extreme, old people living in house
holds headed by farmers are 25 per cent more likely than the aver
age to receive informal care. On the other hand, old people in 
professional/managerial households are 30 per cent less likely than 
the average to receive care; elderly in other non-manual households 
are almost 25 per cent less likely to receive care. 

One of the key elements of public policy initiatives designed to 
keep old people living at home is the development of a good com
munity care service. There has been criticism concerning the role 
and adequacy of community care in this country. A report by 
O'Connor (1987) for the National Economic and Social Council 
suggests that the state more usually intervenes to substitute for the 
family when family care is absent or breaks down than it does to 
offer practical support to ensure the continuation of family care in a 
complementary sense. One thing is certain, cutting back on support 
services for families caring for elderly relatives at home is a false 
economy, leading sooner rather than later to higher rates of insti
tutionalisation than are necessary (National Planning Board, 1984). 
Community care services are, therefore, not only necessary to meet 
rising levels of need; they are also an important bulwark against the 
breakdown of the family care system. 

There is evidence that access to home helps, public health nursing, 
paramedical services, and meals-on-wheels is limited and variable 
within and among regional health boards (O'Connor, 1987; 
Blackwell et al., 1992). All indications are, for example, that the 
public health nurse is not in a position to give old people the level 
of care she would wish. A similar picture emerges when one exam
ines the current provision of home helps; this service is especially 
vulnerable at times of financial cut-backs because health boards are 
not legally obliged to provide home helps. The number of old 
people receiving home help is just over three per cent of the total 
elderly population, prompting calls for major and immediate 
improvements in resources for the service (The Years Ahead, 1988). 
What may be happening is that the health authorities are treating 
home help and informal care by family members as substitute ser
vices rather than complements. For instance, old people who live 
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alone or who are very elderly are more likely to be in receipt of 
home help than other categories of people (Lyons et aI., 1991). 

Long-Stay Care 

Old people aged 65 years or more account for over 25 per cent of 
admissions and over 40 per cent of bed days in acute hospitals in 
Ireland (Hospital In-Patient Inquiry, reported in The Years Ahead, 
1988). The elderly are much more likely to have had a hospital stay 
than people in other age categories (Nolan, 1991). For instance, 
while only 10 per cent of all people surveyed by Nolan had spent 
some time in hospital during the previous 12 months, nearly 18 per 
cent of people aged 75 years or over had been in hospital. The 
average duration of stay in acute hospitals also rises with age; for 
those aged 75 plus the average length of stay is 18 days compared 
to six days for people aged 25-44 years. Length of stay has, however, 
been falling for all age categories with older age groups experienc
ing a faster decline than others. Hospitals containing a Department 
of Geriatric Medicine tend to have a shorter duration of stay for 
old people than other acute hospitals (The Years Ahead, 1988). 

The most recent estimate of the number of old people in long-stay 
care is 19,120, or close to five per cent of the elderly population 
(O'Shea et aI., 1991). The number of long-stay public beds have 
been reduced in the past decade,. both absolutely and relative to 
other residential care sectors. In 1980, for every one bed in a volun
tary or private nursing home there were 1.9 in the public sector; by 
1988 the ratio had fallen to 1:1.3. Currently, a little over half of 
long-stay beds are in the public sector: 29 per cent are in the private 
sector and the remainder (18 per cent) are in the voluntary sector. 
Of the total number of beds currently in the public sector, 7,005 are 
in health board geriatric institutions (45 institutions), 1,589 are in 
welfare homes (42 homes) and 1,465 are in district hospitals (30 
hospitals). This gives an overall provision of 26.1 public long-stay 
places per 1,000 elderly population. 

Long-stay beds are mainly occupied by the very old. Just over 78 
per cent of all beds are occupied by people aged 75 years and over 
(Department of Health, 1990). Residents of private nursing homes 
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are generally older than elderly people in public long-stay insti
tutions. Almost one third of people in long-stay institutions remain 
there for less than three months. Only 17 per cent of residents have 
a length of stay of one year or more. Most people discharged from 
long-stay institutions return to the community, although just under 
one third of residents die in hospital. The overall ratio of females 
to males in long-stay beds is 2:1 with the ratio rising to 3:1 in private 
and voluntary nursing homes. 

Health board geriatric institutions mainly cater for more dependent 
old people_ However, they also contain a significant proportion of 
low dependency persons (Blackwell et aI., 1992). Admissions' pro
cedures have not been so finely tuned as to allow in only the most 
heavily dependent people. For some people, the situation is compli
cated by the fact that they have nowhere else to go; these so called 
'social cases' often end up in care for the rest of their lives. While 
geriatric hospitals and welfare homes cater mainly for old people, 
district hospitals contain a mixture of long-stay, acute and maternity 
beds. Most of the long-stay residents in district hospitals will have 
some minor medical and/or surgical ailments; long-stay in this sector 
is usually defined as any person occupying a bed for more than 30 
days. 

The Cost of Care 

The real cost of care in public long-stay institutions is approximately 
£200 per occupied bed per week. For more intensive specialist led 
geriatric units, with assessment and rehabilitation facilities, the 
average cost of care per occupied bed may double, even treble in 
some cases (Blackwell et aI., 1992). The average cost per patient 
treated is, of course, significantly lower for hospitals with a high 
rate of turnover. The cost of nursing care in public institutions also 
increases with severity of dependency. 

In a submission to the Department of Health, the Irish Private 
. Nursing Homes Association (IPNHA) estimated a theoretical cost 

model based on plausible assumptions which showed the cost per 
patient per week for nursing home care at £230. This estimate 
reflects changes in both structure and practice which the industry 
will have to make in order to meet the requirements of the new 
legislation on nursing homes. There is no official rate stipulated for 
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nursing home charges, either by the Department of Health or by the 
IPNHA. There is some evidence of a less than scientific approach to 
setting prices. Proprietors often set fees on the basis of what they 
think the market will bear, what they have heard about other 
homes' charges, the money they need to finance improvements and 
so on. 

Current Arrangements for Financing Care 

The rules governing the financing of long-term care for old people 
in Ireland are complex. Generally, long-term care is financed out 
of general taxation, with the major out-of-pocket component con
fined to the private nursing home sector. Old people in public long
stay beds, comprising just one half of all long-stay residents, receive 
free care, except that the institution retains almost all of their old 
age pension. In the private nursing home sector, people who qualify 
on the basis of means and dependency are given a graduated sub
sidy for care. The maximum subsidy payable, assuming qualifi
cation, is approximately two thirds of the cost of care. Voluntary 
homes are mainly run by religious and survive on the basis of lim
ited public subvention, charitable donations and the unpaid labour 
of mainly religious staff. 

Most old people living at home are entitled to free general prac
titioner and community care services under the General Medical 
Services (GMS) scheme. Entitlements under the GMS are assessed 
by officials from the health boards on the basis of a means test. 
Over 80 per cent of people aged 75 years and over are covered 
while just over two thirds of those aged between 65 and 75 years 
are eligible for free care. There is a wide variation in the proportion 
of old people covered by the GMS scheme across regions. This is 
not surprising given the discretion that each regional health board 
has in the application of the means test. 

The precise breakdown of financing shares between the public, 
private and voluntary sector has not yet been calculated for Ireland. 
While the amount of money spent on public long-stay care is 
known, the aggregate subsidy paid to the private and voluntary sec
tor has never been calculated. Neither do we know very much about 
private spending on long-term care. Overall spending in this area 
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can be calculated by multiplying the average cost of care per occu
pied bed by the number of beds in the system, but this is an over
estimate since it does not take into account the public subsidy paid 

"to the private sector. Similarly, a disaggregation of public expendi
ture on community care to cover only the services provided to old 
people is difficult in the Irish context. Resources are allocated on a 
programme basis, not by client group and no estimates exist with 
respect to the latter. 

Attitudes to the Financing of Long-Term Care 

Private long-term care insurance is not currently available in 
Ireland. Even the existing monopoly acute care health insurance 
provider, the Voluntary Health Insurance (VHI), has been reluc
tant to enter the market. The result is that people who do not qual
ify for public subsidy for care in a private nursing home have sub
stantial out-of-pocket costs, amounting to an average of 
approximately £8,000 in a yearly period. Even those who qualify for 
maximum subvention from the exchequer face significant annual 
payments. Currently, both the VHI and individual private insurers 
are expressing some interest in offering restricted coverage for 
some client groups in this area. In a survey for Swiss Reinsurance 
taken in 1990. almost one in three people surveyed said that they 
would welcome the availability of an insurance policy designed to 
meet long-term care costs. Interest in such policies was highest in 
the younger age categories (25-34 years) and among the higher 
social groups. 

From the same survey we learn that more than three quarters of 
children anticipated taking some responsibility for the care of age
ing and dependent parents. One in five were prepared to help fin
ance private nursing home care for their parents while 58 per cent 
anticipated that their parents would be nursed within the family 
should dependency arise. Most people in the survey (70 per cent) 
expressed a desire to remain in their own homes should they 
become dependent in old age for an extended period. Individuals 
were not asked whether this implied a greater willingness to take 
out long-term care insurance for this purpose rather than for insti
tutional care. Evidence from the Eurobarometer study (1993) sug
gests that 44 per cent of people in this country hold the view that 
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general taxation is the best way of financing long-term care for old 
people. Just under 20 per cent of people surveyed felt that compul
sory public insurance was the best way of providing for long-term 
care. Only a small percentage of the population (10 per cent) fav
oured private insurance as a major source of financing for long
term care. 

Long-Term Care Policy Issues and Dilemmas 

The ageing of the population, the high cost of institutional care and 
the difficult budgetary situation in the country have all combined 
to focus attention and stimulate debate on pressing long-term care 
issues. This study is concerned primarily with the problem of financ
ing long-term care. However, it is impossible to discuss the financ
ing of long-term care without reference to broader economic, social 
and organisational issues that combine to affect the well-being of 
old people. A person's income and wealth continue to influence 
their consumption decisions in old age, including their choice of 
caring regime in the event of long-term care being required. The 
financing of long-term care is also affected by the relationship 
between families and dependent old people. Families provide both 
care and financial resources for old people. The organisation of 
long-term care also matters, particularly the balance of care 
between community and institution. An important issue in this 
respect is whether existing organisational structures and finance 
arrangements are a help or a hindrance to the realisation of the 
goal of independent living for old people in their own homes. As a 
prelude to more extended discussion later on in the report some of 
these issues will now be briefly considered in the final section of 
this chapter. 

Conflict between the generations is receiving increasing attention 
from policy-makers, analysts and the media. There are those who 
argue that old people benefit disproportionately from government 
spending, at the expense of other age categories in society. While 
there is no evidence of intergenerational conflict in Ireland, at least 
on the scale found in other countries, particularly the USA, concern 
has been expressed about the costs that an increasing elderly popu
lation are likely to impose on the economy in the future. Some 
people have argued that the majority of old people are now in a 
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position to make a much more substantial contribution to the cost 
of their own long-term care. Improvements in pension income, 
more people receiving occupational pensions and the fact that so 
many old people own their own homes outright have led to calls 
for less public financing of long-term care. The validity of this argu
ment is investigated in Chapter 2 of the report when we examine 
both the sources and adequacy of income and wealth of old people. 
The ability of old people to pay for care depends, of course, on the 
cost of care, particularly the cost of residential care. This is also 
examined in Chapter 2. 

The ability of old people to remain in their own homes is a function 
of the complex inter-relationship among many factors (Rice, 1989). 
These factors include: the extent of disability and functional impair
ment; the socio-demographic characteristics of individuals; the 
availability of informal carers; and the availability of community 
services and their accessibility to people who need them. The bal
ance of care between the community and institution is very sensitive 
to marginal changes in any of these factors. In particular, family, 
friends and neighbours provide the bulk of long-term care to the 
aged and disabled living in Ireland. The motivations for families to 
provide informal long-term care to an impaired elderly relative are 
complex but include a sense of family responsibility, affection for 
the individual and a desire to reciprocate past help given by the 
impaired elderly person (Doty, 1986). Chapter 3 deals with the role 
and motivation of families involved in the care of elderly people. 
The advantages and disadvantages of family cost sharing pro
grammes for long-term care will also be discussed in this chapter, 
together with what is known about the scale of financial transfers 
within families. 

There is no evidence that families have become less willing to care 
for their elderly kin. What needs to be explored is whether changes 
in organisational and financial support structures would enhance or 
diminish this commitment. For instance, in trying to arrive at an 
optimal financing strategy for long-term care a key question is 
whether the availability of long-term care insurance for community 
care services would encourage families to substitute paid provision 
for care that is now provided free from within the family. This issue 
will be taken up again later in the report. 
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The organisation of long-term care is important for both policy 
formulation and policy implementation purposes. There is general 
agreement that public policy for older people in Ireland has been 
of the enlightened variety. Policy is based on a philosophy of inde
pendent living for old people supported by an expanded community 
care service. The problem is that the implementation of the policies 
necessary to fulfil given objectives has been painfully slow, with 
very little optimism that things will improve in the short- to 
medium-term. One of the main reasons for this is the nature of the 
relationship between the centre and the local. The centre is too 
involved in the day-to-day running of the health services to the 
detriment of the overall policy function. Meanwhile, flexibility in 
local provision has too often been expressed in an inequitable and 
sometimes inadequate provision of care services within and among 
the eight health boards. The absence of uniformity in provision, at 
least for core services, is at odds with the small size of the country. 
The absence of the voluntary sector from the policy formulation 
process, as well as the weakness of their relationship with the statu
tory sector, also makes it difficult to devise strategies for the 
implementation of commonly agreed policies. 

Implementation problems are likely to surface in the application of 
the new legislation dealing with the role and future provision of 
private nursing homes. Ambiguity with respect to financing 
arrangements, particularly with regard to the precise range and 
scope of means testing procedures may lead to insidious differences 
in the operation of the new subsidy arrangements across the coun
try. In addition, the absence of an integrative approach to provision 
is likely to undermine the already well-established community care 
objective of public policy. These and other problems concerning the 
implementation of policy are examined in Chapter 4 of the report. 

Public spending on long-term care of the elderly in Ireland is, as we 
have seen, largely financed from general taxation. Up to now, there 
has been very little discussion in Ireland about alternative ways of 
financing long-term care. In Chapter 5 of the report we explore the 
theoretical models available for financing long-term care, setting 
out the advantages and disadvantages of each. The most basic cho
ice in financing long-term care is between pure public and pure 
private models. Of course, there are many supplementary issues 
that arise from consideration of these two extreme solutions to the 
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financing problem. For instance, public financing can take the form 
of either general taxation or social insurance. It is also possible to 
develop a mix of public and private financing arrangements, includ
ing some innovative approaches to financing care. The recent Com
mission on Health Funding offered very little guidance. on the prob
lem of financing long-term care. Instead, it urged that time should 
be taken to study the experience of other countries in dealing with 
the financing of long-term care. This is done in Chapter 6 of the 
report. 

One approach to financing long-term care in Ireland would be to 
continue with the present public arrangements but to introduce a 
voluntary insurance component to deal with the residual financing 
problem for people entering private nursing homes or for those who 
want a wider choice than is currently available to them. The prob
lem with this approach would be the likelihood of adverse selection, 
whereby higher risk people would disproportionately enrol in such 
a scheme. One way to avoid adverse selection is to make enrolment 
mandatory. This approach would allow risk pooling to occur, 
thereby facilitating a community rated approach to premium set
ting. Alternatively, a competitive private insurance market could be 
nurtured to provide residual coverage for elderly people not 
covered by public funding mechanisms. This would mean accepting 
an experience rated approach to premium setting with all that 
implies for access. In a competitive insurance market the likelihood 
is that high risk consumers would be unable to afford residual 
coverage without financial assistance from the state. 

A more complete reform of the system would be to replace existing 
arrangements with a comprehensive social insurance scheme involv
ing contributions by both employees and employers. For people not 
at work, the government could pay the necessary contributions. 
Such a scheme has the advantage of universality, thereby conveying 
a sense of entitlement and shared citizenship among all members 
of the scheme. Risk pooling would again eliminate the problem of 
adverse selection though moral hazard problems would continue to 
exist and would have to be addressed using both cost sharing and 
supply side mechanisms. 

There are many other options which might be tried, spanning the 
entire range from purely private to purely public solutions. There 
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is much support in the literature for a hybrid financing model 
incorporating both public and private elements. In the most com
prehensive study to date on this issue, Rivlin and Wiener (1988), in 
discussing options for the USA, conclude that both public and 
private efforts are needed to finance care. One of the main objec
tives of our study is to tease out the various options for long-term 
care financing in Ireland. This is done in Chapter 7 of the report 
when some of the models introduced above are developed and 
applied in an Irish context. 

Financing options cannot be discussed in a vacuum. There must be 
some framework which involves an examination of the relative 
trade-offs between efficiency, equity and health outcomes that are 
acceptable in a civilised society. It is only when we know the objec
tives of the system and the principles against which progress can be 
measured that we will be in a position to make some informed 
comment about the advantages and disadvantages of different 
approaches to financing long-term care. By basing our assessment 
of financing options on a set of principles, drawn from a wide var
iety of sources, we acknowledge the primary role of old people in 
the process. This too is important, since it confirms financing sys
tems as a means to an end and not an end in themselves. 

Conclusion 

The discussion in this chapter has focused on the changing demo
graphic and socio-economic characteristics of the elderly in Ireland. 
The health status of old people was also examined along with their 
care needs in both community and institutional settings. A number 
of long-term care policy issues were raised, ranging from the organ
isation of long-term care within the country to a preliminary dis
cussion on financing options for the future. The variety of topics 
covered in this chapter reflects the diverse elements which impinge 
on the care of elderly people. It is not possible to discuss financing 
options without having some understanding of the state of health, 
wealth and general welI-being of old people. Neither can financing 
be discussed without reference to the overalI objectives of the long
term care system. The primary objective in this regard must be to 
facilitate the independent living of old people in their own homes 
for as long as possible. More than one type of financing scheme can 
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achieve this objective but where schemes contrive to put obstacles 
in the way of achieving this objective they should be amended or 
discarded without delay. 
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CHAPTER 2 

Income, Assets and the Cost of Care 

Introduction 

There is a growing feeling that many old people are now relatively 
well off and, as a result, are in a position to pay for their own care 
and housing needs in old age. This chapter examines this claim by 
comparing the income and assets of old people in Ireland with the 
cost of community and institutional long-term care. The chapter 
begins with a review of what is known about the costs of long-term 
care. This allows us to tentatively explore the issue of whether eld
erly people could (but not necessarily should) finance their own 
long-term care needs in old age. 

Elderly people derive their income from four main sources: social 
security benefits inclUding contributory and non-contributory old 
age pensions, occupational pensions, savings and investments, and 
earnings from paid employment. The discussion on income begins 
with a review of the pension system in Ireland. The main emphasis 
is on the potential contribution of public and private pensions to 
improving the income position of old people. We also give some 
indication as to whether an individual's retirement income is likely 
to be sufficient to meet all of the costs of long-term care. The posi
tion and status of older workers in the labour market is also 
considered. 

The major element of wealth for old people is home ownership. For 
many elderly people their disposable income does not match the 
equity tied up in their home, a phenomenon described as 'asset rich 
but income poor'. Schemes for equity release are described in this 
chapter and the potential of such schemes to contribute to the cost 
of long-term care is also examined. Towards the end of the chapter, 
information about the full extent of financial resources available to 
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old people is matched with the cost of different care regimes for 
old people. 

The Cost of Long-Term Care 

The income and assets of older people and their families is only 
one side of the affordability equation. Equally important is what 
people can expect to pay for long-term care should they end up 
needing it. There are, of course, many forms of long-stay care, rang
ing from visits from public health nurses and home helps in the 
community to intensive high technology rehabilitation care in a 
long-stay institution. In this section we look at the cost of the main 
forms of residential care and private domiciliary care. 

Blackwell et al. (1992) have estimated that the real cost of care in 
public long-stay institutions is in the order of £200 per occupied 
bed per week. For long-stay institutions involved in comprehensive 
assessment and rehabilitation provision, the cost of care can 
increase to over £600 per week. A calculation of cost which takes 
account of patient throughput is probably a more appropriate 
measurement than a per capita figure for hospitals with substantial 
rehabilitation programmes. What evidence there is suggests very 
good value from existing rehabilitation programmes. Research also 
shows that the dependency mix of long-stay public institutions 
depends on both the pre-admission assessment programme avail
able in the institution and the rehabilitation services available to 
patients once admitted. The availability of community care services 
also matters, since a decision to discharge an old person from a 
long-stay institution depends on the level and type of care they are 
likely to receive once they return to their own homes. In that 
regard, the degree of family and social support also influences the 
decision of providers to discharge. 

In the institutions that participated in the study by Blackwell et al. 
(1992) it was found that per capita costs of care increase with levels 
of dependency. The difference in the cost of care between the low
est and the highest level of dependency ranged between £118 and 
£156 per week across the hospitals included in the study. The over
all cost dependency relationship reflects to a large degree the fact 
that as dependency increases, the total hours of nursing and attend
ant care increases throughout the range of dependency. However, 
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the relationship between cost and dependency is not always linear. 
Sometimes there is a kink in the relationship reflecting perhaps the 
emphasis in some institutions on rehabilitation care for low depen
dent elderly people. More resources may be expended on less dis
abled patients to ensure their early discharge, thereby avoiding 
institutionalisation on a long-term basis. In general, the assessment 
and rehabilitation services are labour intensive in nature and 
involve highly skilled staff and hence can add considerably to unit 
costs. 

Information on the costs of care in private nursing homes is avail
able from work commissioned by the Irish Private Nursing Home 
Association (IPNHA) from Stokes Kennedy Crowley (SKC) Man
agement Consultants (1990). Total cost per patient week before 
finance charges was £112 per week in 1989. As a result of the new 
nursing home regulations, arising from the implementation of the 
Health (Nursing Homes) Act, 1990, costs are likely to rise signifi
cantly, particularly due to increase in wage levels and the cost of 
repair and renewals. According to SKC projections, the weekly cost 
of care in an average nursing home with 25 beds is likely to have 
risen to £206 per week in 1991, an increase of just under £100 per 
week. To make a 10 per cent return on the basis of this cost estimate 
would require revenue from patients of the order of £226 per week. 
In a subsequent submission to the Department of Health on the 
costs of private nursing home care the IPNHA (1991) calculated 
the total cost of keeping a patient in a 30 bed nursing home to be 
£230 per week. Their argument to the Department was that the 
level of subvention paid under the new regulations should cover the 
cost of patient care established by the submission. 

Information about the range of fees actually charged by private 
nursing homes is also available, though average figures in this area 
can sometimes hide considerable variation in fees across the coun
try. Average revenue in 1989 was £133 per week (SKC, 1990). This 
translates into just over £145 per week in 1993 money. According to 
SKC, homes in the Eastern Health Board commanded the highest 
revenues, with earnings of £147 per patient per week in 1989. 
Adjusted for inflation this would imply a revenue of just over £160 
per week in 1993 money for homes in this region. Differences in fee 
levels between urban and rural areas, particularly between prices 
charged for homes in the Eastern Health Board and elsewhere are 
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significant - with the former charging up to two and a half times 
the fee level of small rural homes (SKC, 1990). Differences are 
caused by higher current and capital costs in the Eastern Health 
Board, as well as by stronger levels of demand in this region. 

Research.for the National Council for the Elderly (O'Connor and 
Thompstone, 1986) also sought to establish the fees charged by 
private nursing homes. The modal fee category for private homes 
was £120 to £139 in 1986. Adjusted for inflation this would imply a 
modal category of (rounded up) between £150 and £169 per week 
in 1993 money terms. This is not out of line with the information 
on fees contained in the SKC survey. We all know, of course, of 
homes charging both more and less than this figure. For example, 
it is not difficult to identify private nursing homes with fees in 
excess of £300 per week. At the other end of the scale, it is possible 
to find a small number of homes in rural areas charging around 
£100 per week for care. 

There is, of course, no official control on the fees that nursing 
homes can charge to private patients. By and large, the fees charged 
reflect the standard demand and supply side, and market deter
mined influences on price (O'Shea et aI., 1991). There is evidence, 
however, that fee setting by nursing home proprietors is not always 
an exact science. Proprietors sometimes set charges on the basis of 
what they hear about other homes' charges, their own instinct, the 
money needed to finance improvements and so on (Knapp, 1984; 
Challis and Bartlett, 1988). The appropriateness and consistency of 
current fee levels matter, particularly when.it comes to deciding on 
public subvention payments for private residents. In an effort to 
ensure independent and comprehensive information on the cost and 
fee structure of private homes O'Shea et al. (1991) have called for 
a more detailed examination of the financial accounts of nursing 
homes as a basis for setting approved fees in different types of 
homes in different places. This still seems to us a sensible request 

. given the fragmented nature of nursing home provision and the 
variability and heterogeneity of existing supply. 

An opportunity cost methodology provides the best hope for a com
prehensive treatment of all resource use in the analysis of the cost 
of community care. This is so even if the evaluation is confined to 
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an examination of actual rather than optimal resource use. Esti
mates from Blackwell et al. (1992) suggest that the real cost of care 
in the community is approximately £164 per week. This figure 
includes estimates for statutory provision, housing, personal con
sumption and informal care valued at opportunity cost. Valuing 
informal care at public expenditure replacement cost would raise 
the average cost of community care to between £220 and £271 per 
week, depending on the replacement cost valuation used. Only a 
small proportion of the estimated unit cost of community care 
relates to formal pUblic expenditure on statutory community care 
provision. This fact, according to the authors of the study, reflects 
two features: (a) the relatively low provision of statutory public 
services in the community and (b) the dependence of community 
care on a large amount of informal and unpaid hours within the 
home. 

As in institutional care, the cost of care in the community increases 
with dependency, ranging from £147 per week for old people in the 
lowest category of dependency up to £211 per week for people in 
the highest category. The spread of costs across dependency categ
ories is narrower in the community than in institutions, reflecting 
the relatively high threshold of informal care required by com
munity-based low dependent old people. For old people living at 
home but using acute care and day hospital facilities the average 
cost of community care rises to £384 per week (O'Shea and 
Blackwell, 1993). 

All of the evidence confirms that community care is not a cheap 
option. Once informal care is quantified and valued the cost of care 
rises accordingly. Valuing informal care in terms of public expendi
ture replacement cost increases the cost even more. If persons living 
in the community are attending day hospital or have occasional in
patient stays in acute hospital the cost rises significantly. This is not 
to argue that community care is, as a result, an inferior option to 
institutional care. To reach a conclusion about what is best for old 
people requires a consideration of both costs and benefits as well 
as the preferences of old people for different regimes of care. Only 
the cost of care has been discussed above. What we do know about 
the other side of the equation is that old people generally prefer to 
live at home and that their families also prefer this arrangement to 
any other alternative. In particular, increased life satisfaction among 
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old people and their carers appears to be a relatively consistent 
benefit of community care (Weissart et aI., 1988). Good quality care 
in the community is, however, not cheap. It has only been thought 
so because the contribution of family members has largely been 
ignored. The real challenge for community care supporters is, there
fore, to find new ways of financing an expanded community care 
provision. rather than always trying to justify community care as 
something it is not - a substitute for nursing home care or a way 
to save money (Weissart, 1985). 

Pension Income 

Pension income is the principal source of income which people have 
access to during their retirement years. Public or state provided 
pensions and private or supplementary pensions are the two princi
pal types of pension available in Ireland. A majority of old people 
in the country receive a social welfare pension. Pensions are pro
vided under social insurance on a non-means tested basis to those 
who have sufficient contributions registered in respect of them dur
ing their working life. The main categories which have not been 
covered by social insurance are the self-employed, those in part
time employment, those working full-time in the home and those 
people caring for ill or dependent relatives at home. However, 
social insurance has been extended in recent years to two of these 
categories: the self-employed in 1988 and those in part-time 
employment in 1991. Those who do not qualify for a pension under 
social insurance may apply for an old age pension under social 
assistance, entitlement to which is subject to a means test. 

Supplementary pension schemes include occupational schemes, 
which may be either a defined benefit or defined contribution 
scheme, and personal pension schemes. Since the 1960s there has 
been substantial growth in the numbers covered by occupational 
schemes. However, in the recently published report of the National 
Pensions Board, concern is expressed over the numbers of people 
solely dependent on publicly provided pensions. Finally, for those 
who believe their pension will be inadequate and for those who 
are self-employed or in non-pensionable employment, contributions 
can be made to personal pension plans offered by insurance com
panies, banks and other financial institutions. 

56 



Public Pensions 

Over 240,000 people received some form of old age pension from 
the state in 1992 (Table 2.1). Expenditure on pensions that year 
amounted to over £846 million or 25 per cent of total social welfare 
expenditure. 

TABLE 2.1: Number 01 Recipients by Type 01 Social WaHara Pension, 1985-1992 

Year Old Age Retirement Old Age Non· Total 
Contributory Pension Contributory 

Pension Pension~ 

1985 72.973 35.919 126.058 234,950 
1986 73.905 37.904 124.913 236,722 
1987 74.725 40.489 124.419 239,633 
1988 74.990 42.n9 122.881 240,450 
1989 75.195 45,412 120.632 241,239 
1990 74.470 48,475 118.223 241,168 
1991 72.764 52.236 115.950 240,950 
1992 72.711 55.185 113.555 241,451 

"Includes recipients at Blind Pension 
Source: Department of Social Welfare. 1993 

Almost 53 per cent of those receiving an old age pension do so 
under the social insurance scheme. with the majority in receipt of 
the old age contributory pension rather than the retirement pen
sion. In 1992, expenditure on these pensions amounted to almost 
£530 million (Table 2.2). Pensions provided for under this scheme 
are financed by the contributions made by both the employee and 
the employer as well as by direct government subvention. The 
exchequer subsidy, which is financed from general taxation, varies 
from year to year. 

Entitlements for both the old age contributory and retirement pen
sion depend upon satisfying a number of PRS[ conditions. For both, 
it is necessary to have a total of at least 156 weeks PRSI paid since 
first starting work. [n addition, one must have a yearly average of 
at least 20 weeks PRS[ paid or credited from the start of insurable 
employment to pension age before qualifying for the old age con
tributory pension and 24 weeks for the retirement pension. One 
must be aged 65 years to receive a retirement pension and 66 years 
to qualify for the old age contributory pension. Payment of both 
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types of social insurance pension are made on a weekly basis and 
are ·of a flat rate amount, currently £68.90. A supplementary allow
ance however is given for adult and child dependants. 

TABLE 2.2: expenditure by Type 01 Pension, t985-1992 (£000) 

Year Old Age Retirement Old Age Non· Total 
ConlMbutory Pension Contributory 

Pension Pension 

1985 239,779 111.851 273.492 625,122 
1986 251,060 123.412 283.900 858,392 
1987 265.252 134.238 291.182 690,8n 
1988 272.077 145.078 291.821 708,976 
1989 280.644 158.397 293.822 732,863 
1990 290.409 174,461 301.543 786,413 
1991 297.538 196,442 308.838 602,818 
1992 311.746 217.828 317.227 846,601 

Source: Department of Social Welfare, 1993 

Expenditure on social insurance pension schemes is expected to 
increase by 26 per cent over the next 20 years and by 50 per cent 
in the following 25 years (National Pensions Board, 1993). This 
increase reflects the ageing of the population, with much of the 
increase in expenditure due to the high numbers reaching retire
ment. The main categories which remain excluded from social 
insurance cover in their own right are those working full-time in the 
home, mainly women. The National Pensions Board (1993) have 
recommended that provision be made to extend social insurance 
cover to this category. 

Approximately 47 per cent of those receiving a state pension do 
so under the social assistance scheme. It is a means tested, non
contributory old age pension provided to those over 66 years of age 
who are not insured under the social insurance scheme or who have 
insufficient contributions to qualify for benefits. The means test 
takes account of all cash income plus the value of property, exclud
ing the home. capital and investments. Payment is also made on a 
weekly basis at a flat rate and there are supplementary allowances 
for both adult and child dependants. If the individual's weekly 
means is less than £6 the maximum rate of £59.20 (excluding sup
plements for dependants) is payable, otherwise there is a reduction 
in the rate paid. Expenditure on non-contributory old age pensions 
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amounted to almost £320 million. Over the next 30 to 40 years, 
expenditure on social assistance pensions is also likely to increase, 
given the fact that a significant number of people may have to rely 
on these pensions in the years ahead if the unemployment situation 
does not improve. 

A number of people also qualify for the widow's pension, a further 
source of public pension income. Similar to the old age pension, the 
widow's pension is classified as either contributory or non-contribu
tory. In 1992, over 85,000 people were in receipt of the contributory 
widow's pension, while over 18,500 people received the non-con
tributory widow's pension. Over two thirds of those receiving the 
contributory widow's pension are over 65 years. while 78 per cent of 
people receiving the non-contributory widow's pension are elderly. 

Private Pensions 

Private or supplementary pension schemes include both occu
pational and personal pension schemes. Occupational pension 
schemes are those organised for employees by an employer. The 
purpose of such schemes are to provide pensions and/or benefits to 
the employee on retirement or to surviving dependants if the 
employee dies before reaching retirement age. Occupational pen
sions in the public sector have existed since 1921. In the private 
sector, this form of pension is relatively new. 

Since the 1960s there has, however, been significant growth in the 
number of private sector occupational schemes. According to 
Hughes (1994), two factors in particular contributed to the develop
ment and expansion of the private pension market. The private pen
sion industry benefited from the Finance Acts of 1958, 1967 and 
1972, which introduced new conditions for the approval of these 
pension schemes by the Revenue Commissioners and encouraged 
the development of retirement, death-in-service, and other benefits. 
In addition, the national wage agreements, through negotiations on 
pension schemes and other fringe benefits, influenced the develop
ment of private pension schemes. The 1992 Annual Report of the 
Pensions Board shows that over 30,000 occupational pension 
schemes exist, covering over 438,000 people. Public sector schemes, 
some of which are included in the schemes recorded by the Pensions 
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Board, cover approximately 270,000 employees employed in the 
civil service, in central and local government services and in a num
ber of the state sponsored bodies. 

Occupational schemes are of two types, defined benefit or defined 
contribution. Under a defined benefit scheme the employee's 
entitlements are normally determined by reference to both years of 
service and wages just prior to retirement. For example, a person 
who has completed 40 years of service and has an accrual rate of 
one sixtieth of final pay will receive a pension amounting to two 
thirds of final pay. Nowadays, most defined benefit schemes are 
integrated with the social insurance pension. In terms of financing, 
if the scheme is a contributory one, the employee contributes an 
amount related to earnings while the employer, to meet the benefits 
promised, makes up the balance. With a non-contributory scheme, 
however, the employer bears the entire cost. In 1992, over 385,000 
people were members of defined benefit schemes. 

Each employee, who is a member of a defined contribution scheme, 
has an account into which frequent contributions are made by the 
employer and, if it is a contributory scheme, the employee. These 
contributions are usually some fixed proportion of the employee's 
wages. Money accumulated in the account is invested in bond, stock 
and money market funds. On retirement, the employee receives 
either a lump sum or an annuity, the size of which depends upon 
the amount, performance and duration of the investment. In 1992, 
almost 53,000 people were members of defined contribution 
schemes. 

Despite the growing number of members of occupational pension 
schemes, a survey conducted by ,the Economic and Social Research 
Institute (ESRI) in 1985 showed that approximately 50 per cent of 
those in employment were not covered by such schemes. If those in 
public sector schemes are excluded, only 34 per cent of the working 
population are covered (O'Shea, 1993). Individuals covered by 
occupational pension schemes tend to have secure and reasonably 
well-paid employment. In their study of 495 recently retired 
employees, Whelan and Whelan (1988) found that about 90 per 
cent of those who had professional and managerial jobs were 
members of occupational pension schemes, whereas only about 40 
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per cent of manual workers were members of such schemes. Typi
cally, those not members of occupational pension schemes are part
time, temporary and contract employees, employees in the agricul
tural and fishing sectors and workers. in small, recently established 
firms. 

Women, particularly those in the older age group, tend not to be 
covered by occupational pension schemes. For example, Whelan 
and Whelan (1988) found that 57 per cent of male retired 
employees received occupational pensions compared to only 33 per 
cent of females. Since the mid 1980s this situation has probably 
improved somewhat, with more women participating in the labour 
force. However, there is no recent information on the age distri
bution of members of occupational pension schemes by sex. 

For those who are self-employed or in non-pensionable employ
ment personal pension provision is encouraged. These pensions, 
often called 'retirement annuity contracts', operate like the defined 
contribution schemes described above. Both banks and insurance 
companies organise personal pension packages. However, infor
mation about the numbers covered by such schemes and the ben
efits on retirement are not readily available. Though, as with occu
pational schemes, concern has sometimes been expressed about the 
adequacy of benefit payments and the flexibility of existing 
schemes. 

Retirement Income and Replacement Ratios 

Concern is often expressed about whether an individual's pension 
is sufficient to maintain the living standards attained in the years 
before retirement. The calculation of replacement ratios can throw 
some light on this issue. The replacement ratio, say BfW, gives aver
age benefit received as a ratio of some base wage, e.g., the average 
industrial wage. Evidence from other DECO countries suggests that 
the target replacement ratio, that required to maintain living stan
dards during retirement, ranges from 65 per cent to 80 per cent of 
previous earnings. On average, the target replacement ratio for 
state pension plans is around 40 per cent to 50 per cent, with the 
balance being made up from occupational pensions. 
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Keogh and Whelan (l985) show that for Ireland in 1984, the aver
age occupational pension replaced around 46 per cent of earnings, 
while the state pension replaced around 30 per cent. The more 
recent study by Whelan and Whelan (1988) found that the average 
pensioner in receipt of both a state and occupational pension 
scheme in Ireland fell within the target OECD range (Table 2.3). 
However, it must be remembered that not all retired employees in 
Ireland fall into this category. Those receiving integrated state and 
occupational pensions in Ireland constitute a relatively privileged 
group (about a third of private sector workers) and the average 
level of income replacement received by the average employee in 
Ireland is likely to be below this target range. Blackwell (1984), for 
example, showed that for those dependent on a state pension, the 
ratio of non-contributory old age pension to average net earnings 
of males in the transportable goods industries was 34 per cent, while 
the ratio of the contributory old age pension to average earnings 
was 40 per cent. 

Table 2.3: Average Weekly Income. Pr&-Retlrement Weekly Income and Replace
ment Ratio, by Social Class 

Social Class Average Weekly Pre-Retirement Replacement Ratio 
Income Weekly Income 

Professional and 
Managerial £134.50 £218.60 66.30% 

Routine Non-Manual £75.30 £114.00 80.30% 
Manual £69.10 £111.60 71.80% 

Average £82.60 £131.70 73.00% 

Source: Whelan and Whelan, 1988 

Pensions as a Means of Financing Long-Term Care 

In the UK, some attention has been given to using pension income' 
to cover the cost of long-term care. However, given the current 
pension benefits and the high cost of long-term care it is believed 
to be unlikely that pension arrangements will fund a substantial 
part of long-term care costs. A number of ways of using pensions 
to finance care have been considered by Nuttall et al. (1993). For 
example, they suggest allowing pensioners at retirement to defer an 
element of their pension in a tax-exempt fund with the option of 
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taking an increase in benefit in the event of long-term care being 
requi~ed for either the pensioner or their spouse. An alternative 
approach might be to make it compulsory that any pension pro
vided must contain an uplift to increase the pension to a level which 
would provide a significant contribution to the costs of full-time 
care. Another possibility considered is to increase the spouse's pen
sion to the same level as the principal pension. This, they believe 
would increase the ability of individuals to pay for long-term care. 

In Ireland, the current financing arrangements for public long-term 
·care is such that a large proportion of the weekly pension of the 
elderly person is retained by the institution. The difference between 
the actual cost of care in a public institution and what the individual 
contributes is quite substantial and the gap is unlikely to narrow 
significantly, even if social welfare pension payments increase in 
line with the recommendations made in the Final Report of the 
National Pensions Board (1993). 

To date, no research has been undertaken in Ireland on the differ
ent ways the pension system might be used to finance long-term 
care. One approach would be to integrate long-term care financing 
schemes with the pension system. For this to happen the Depart
ment of Social Welfare would have to become directly involved in 
the funding, though not the production, of long-term care, both in 
the community and in institutions. Health boards would continue 
to have responsibility for the organisation and provision of care. 
There is a precedent for this arrangement. The Supplementary Wel
fare Allowance scheme is financed by the Department of Social 
Welfare and administered by the Health Boards. The Department 
of Social Welfare also administers the Carer's Allowance scheme, 
as well as a number of allowances that reflect the additional needs 
of older people. For instance, the Department of Social Welfare 
administers the 'living alone' and 'over 80's' weekly cash allowance, 
as well as allowances for electricity, telephone rental, television 
licence, travel and fuel in the winter months. 

Integrating the pension and long-term care financing systems 
would, of course, involve a trade-off between reduced pension 
entitlements and enhanced long-term care coverage. As a first step, 
it would be necessary to establish people's attitude to this kind of 
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arrangement. Some people might consider the suggested trade-off 
as an undesirable cut in an already inadequate pension provision. 
On the other hand, the quid pro quo for such a cut would be an 
additional benefit, involving the coverage of long-term care 
expenses. The scope and scale of the trade-off is, therefore, an 
important part of any financing plan of this type. Of particular 
interest is the proportion of current annual expenditure on social 
welfare benefits for the elderly that spending on long-term care 
would represent. In this regard, comprehensive social insurance for 
long-term care, based on an entitlement philosophy, is likely to be 
too expensive, the trade-off too great. On the other hand, restricting 
coverage to certain categories of people and core services may have 
undesirable consequences for equity. A tiered approach to long
term care financing involving social insurance, social assistance and 
private components is likely to lead to a differentiated provision of 
care in the long run. Issues of efficiency and equity are taken up 
again in Chapter 7 when the options for the financing of long-term 
care in Ireland are discussed within the framework of a set of bind
ing principles. 

Old People and Paid Employment 

The income and wealth of old people is affected by their position 
in the labour market. Prolonged periods of unemployment for older 
workers is likely to seriously deplete the resources available to them 
to pay for long-term care. Similarly, early retirement, if involuntar
ily chosen, is likely to have some impact on the choices people make 
in old age. If people leave the labour market at a younger age then 
this extends the period of their reliance on non-market sources of 
income, particularly the public and private pension systems. The 
trend in recent years is for retirement to begin at an earlier age 
than in the past. The changing structure of the Irish economy, pri
marily the shift away from on-farm employment, allied to high rates 
of unemployment, has brought about a major change in labour 
force participation rates in the country. This section examines cur
rent developments in the labour market, with a view to making 
some observations on the potential impact of these trends on the 
incomes of older people. 
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Traditionally, the labour force participation rate of older workers 
in Ireland has been higher than in other countries. This has been 
largely due to the structure of the economy. In particular, the high 
proportion of the older population engaged in farming pushed up 
participation rates in the older age categories. In recent decades, 
however, the decline in the numbers engaged in farming and 
improvements in the social welfare system have contributed to a 
trend reduction in the labour force participation of older workerS. 
Whereas 80 per cent of men and 22 per cent of women in the age 
group 55-59 are active in the labour market, participation rates in 
the 60-64 age bracket drop to 59 per cent for men and 14 per cent 
for women. For persons aged 65 and over participation falls to 16 
per cent for men and three per cent for women. More recently, the 
'shake out' of older workers from the labour force has been greatly 
influenced by the huge increase in unemployment in the economy. 
Many older male workers made redundant from their jobs leave the 
labour force following prolonged spells of unemployment. Amongst 
women, two opposing trends are evident, increased participation 
rates for younger age categories and earlier retirement for older 
groups. 

One way to identify the trend towards earlier retirement from the 
labour force is to calculate the retirement hazard rate (O'Shea, 
1993). The latter represents the probability of retirement at age T 
given labour force participation at age T -1. A crude calculation of 
the retirement hazard rate can be made from labour force partici
pation rates. This is done by assuming that the cross-section partici
pation probabilities are the same as the participation probabilities 
as an individual ages (Hurd, 1990). Using this method of calcu
lation, the probability of retiring in 1975 at ages 60-64, given labour 
force participation at ages 55-59, was 0.113 for men and 0.149 for 
women. Thus, even for the relatively small number of women in 
the labour force, their retirement probabilities were higher than for 
men. By 1990 the retirement hazard rates for both men and women 
had increased significantly up to 0.282 for men and to 0.330 for 
women. The retirement hazard rates for males and females over 65 
years of age are very much higher, at 0.772 for men and 0.788 for 
women in 1990, the rates having increased significantly in the period 
since 1975. 
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All age categories (male and female) experienced an increase in 
unemployment during the 1980s. Most of the increases were con
centrated in the first half of the decade, reflecting the dismal per
formance of the Irish economy during that period. The unemploy
ment rate for males and females in the age categories 55-59 and 60-
64 followed the general upward trend; the rate for males almost 
doubled in both age categories between 1980 and 1988. Rapid econ
omic growth in the Irish economy during the period 1987-90 was 
largely responsible for the fall in the rate of unemployment in 
nearly all age categories at the end of the decade. However, with 
the decline in economic growth and continuing recession abroad, 
most notably in the UK, the rate of unemployment has started to 
increase again in recent years. Moreover, while recent forecasts for 
economic growth have been optimistic, this is unlikely to translate 
into a significant reduction in long-term unemployment (Cantillon 
et aI., 1994). Currently, just under two thirds of unemployed males 
aged between 55 and 59 years are in the long-term category. 

A significant decline in registered unemployment occurred between 
1989 and 1990 for males and females in the age category 60-64. The 
number of males signing on was more than halved between October 
1989 and October 1990; the number of women signing on in the 
same period was almost halved. The primary reason for the sharp 
fall in the number of older people signing on has been the introduc
tion in 1988 of the Pre-Retirement Allowance Scheme. The purpose 
of this voluntary scheme is to encourage old people to leave the 
live register. Initially the scheme was confined to people aged 60 
years and over, later reduced to 58 years, now down to 55 years 
and over. The allowance is paid in lieu of unemployment assistance 
and the recipient is reclassified as being outside the labour force 
and therefore unavailable for work. Any extra benefits that the 
recipient was entitled to under unemployment assistance is not 
affected by the change in status, nor does it mean that he or she 
receives less income. 

Older unemployed workers experience longer spells of unemploy
ment than younger workers. In 1989 almost half of male unem
ployed workers aged 60-64 years were unemployed for more than 
two years. In contrast, just over 31 per cent of male workers aged 
between 25 and 34 years were out of work for two or more years 
at that time. The proportion of older workers unemployed for more 
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than two years fell to just over one third between 1989 and 1991 
reflecting, once again, the impact of the Pre-Retirement Allowance 
Scheme in taking older people off the live register. Generally, 
however, if one ignores this artefact, the Irish data points to an 
increase in median unemployment duration as age rises, with very 
few exceptions. 

Exit from the labour force now takes place more often than not, 
before retirees are eligible for a pension from the public system. 
Nowadays only one out of three or four ageing workers in Europe 
is entitled to entry into the public retirement pension system 
directly upon their exit from economic activity (Guillemard, 1993). 
The situation is similar in Ireland. Only one quarter of newly retired 
workers take retirement at the normal retirement age of 65 
(Whelan and Whelan, 1988). Invalidity insurance and unemploy
ment insurance and assistance are increasingly being used to bridge 
the gap between exit from the labour force and eligibility for public 
penSion. Improvisation and opportunism has been the main 
response of governments to the new labour market situation for 
older people. In Ireland, unemployment assistance and the Pre
Retirement Allowance Scheme have become a kind of surrogate 
pension fund for older workers who exit the labour force at an early 
age. 

The transformation of de jure pension rights into de facto discretion
ary government transfer payments is a worrying trend. This trend 
has implications for future pension arrangements, as well as serving 
to undermine the potential for new forms of long-term care financ
ing arrangements to develop in this country. The fragmentation of 
working life, together with an increasing tendency for early exit 
makes it particularly difficult for the labour market to support new 
forms of social insurance for long-term care. Similarly, earlier exit 
from the labour market, particularly if not accompanied by substan
tial redundancy payments, is unlikely to lead to a very vibrant mar
ket for private insurance schemes. The majority of old people will 
simply not be able to afford the premiums that are offered. 

Income and Poverty in Old Age 

An analysis of the Household Budget Survey (CSO, 1987) shows 
that the total weekly income of households with spouse andlor 
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children, headed by a retired elderly person (average age 74 years 
compared to an average of 50 years for all households) is just under 
two thirds of the figure for all households. This gap is reduced when 
the composition of households is taken into account and adult equi. 
valent rates are compared. The average size of retired elderly 
households is 2.02 persons compared with 3.50 persons for all 
households in the state. If each child is counted as 0.25 of an adult, 
the average size of all households is adjusted downwards to 2.35 
adult equivalents, leaving the per capita disposable income position 
of retired old people at £62 per week (at 1987 prices). This com
pares to a national per capita disposable income of £86. For a com
plete picture, account should also be taken of the imputed value of 
non-cash benefits which elderly persons can obtain. One estimate 
suggests that the average non-cash benefit per recipient is just under 
one fifth of the money value of the personal non-contributory pen
sion (Blackwell, 1984). 

The disaggregation of household income by source, as given by the 
Household Budget Survey, yields some interesting results. State 
transfers constitute between 53 and 57 per cent of gross income 
for elderly households (Table 2.4). The corresponding figure for all 
households in the economy is 18 per cent. Private pensions account 
for between 20 and 26 per cent of gross incomes for single elderly 
households. Income from investments and property constitutes only 
six per cent of elderly gross income, but this is significantly more 
than the contribution from this source (two per cent) for all houst!
holds in the state. Not surprisingly, income from wages and salaries 
is small, absolutely, and relative to the proportion for all households 
in the state. 

Of particular importance to elderly person households is the trend 
in purchasing power of their social welfare pensions. In this regard, 
the elderly have fared quite well during the 1970s and 1980s. At the 
moment the contributory old age pension for a single elderly person 
under 80 years of age is approximately £70 per week. The rate is 
slightly higher (by about £5) for an old person aged above 80 years 
of age. During the 1970s in particular, state expenditure on social 
welfare was channelled towards households with old age pen
sioners. In contrast, households in which a young family was being 
raised ended the decade relatively less well off (Breen et aI., 1990). 
Pensions have also increased relative to gross average earnings of 
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workers. There was a real increase of 17 per cent in the value of 
social welfare pensions between 1980 and 1987. This compares 
favourably with an increase of only six per cent in real average 
industrial earnings during the same period. A comparison with after 
tax earnings would reveal an even greater differential given the 
substantial tax 'take' over this period (Callan et aI., 1989). For single 
pensioners, the ratio of contributory pension to net earnings 
increased from 29 per cent in 1980 to 39 per cent in 1987; in recent 
years the ratio has declined to 37 per cent (NESC, 1993). Long
term unemployment assistance for a single person as a percentage 
of net earnings is currently 32 per cent. 

TABLE 2.4: Source 0' Household Income 'or Households Headed by Retired Eld
erly Persona 

Pension Household 
Source at Income 

a 

SalariesIWages 4.9 
Sell-Employed - Farm 3.7 
Sell-Employed - Non-Farm 1.9 
Public Pensions 43.8 
Social Assistance 1.9 
Other Social Security 11.6 
Private Occupational Pensions 19.7 
Savings/Interest 4.4 
Income from Property 1.5 
Other 6.6 

Total 100.0 

B. Retired head of household without spouse/children. 
b. Retired head 01 household with spouse/children. 
Source: Household Budge' Survey. 1987 

b 

3.1 
1.9 
4.3 

SO.O 
1.6 
1.3 

25.7 
4.0 
2.4 
5.7 

100.0 

All Households 

62.0 
5.9 
6.4 
5.1 
2.2 

10.3 
3.3 
1.1 
0.7 
3.0 

100.0 

All of this has contributed to the significant improvement in the 
income of elderly households relative to other households since 
1980. This is reflected in the results of recent surveys on poverty 
(Callan et aI., 1989). Old people (males and females) aged 65 years 
and over are now a low risk poverty group relative to other age 
categories in society. The position of households headed by an eld
erly person has also improved over time. For instance, taking the 
50 per cent of average earnings poverty line, the proportion of 
people living below it has declined from 24 per cent in 1980 to 10 
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per cent in 1987. Similarly, the risk of poverty for households 
headed by retired old people is less than the risk associated with 
other labour force categories such as farmers, the unemployed and 
the disabled. Only 11 per cent of households headed by" a retired 
person fall below the 50 per cent line. In contrast, 58 per cent of 
households headed by an unemployed person fall below this line, 
while 51 per cent of households headed by a person suffering from 
illness are at risk of' poverty. Once again, the risk of poverty for 
households headed by retired persons declined between 1980 and 
1987, falling from 19 per cent to nine per cent during this period. 
Overall, the improvement in the position of the elderly and the 
deterioration in the position of families with children was more pro
nounced in Ireland than in most other EU countries (Callan, Nolan 
and Whelan, 1994). 

Notwithstanding the reduction in the risk of poverty, the proportion 
of old people living in households in the bottom quintile of the 
income distribution is high relative to other age groups (Table 2.5). 

TABLE 2.5: The Age category Dlstrlbutlon 01 Persons In Houeeholds by QulnUle 
01 Income Distribution (1987) 

Gross Income Quintile 
Age Category 

21-24 45-65 65+ 

Bottom 7 14 30 
2nd 16 16 33 
3rd 23 20 16 
4th 25 22 12 
Top 29 28 9 

TOTAL 100 100 100 

Source: O·Shea. 1993 " 

Thirty per cent of old people are at the bottom, compared to 14 
per cent of the 45-65 age group and seven per cent of the 21-44 age 
group. The opposite is the case with respect to the top quintile of 
the"income distribution, which contains only nine per cent of all old 
people, compared to almost 30 per cent of each of the other two 
age categories. A similar picture emerges when the proportion of 
retired old people at each quintile is compared to other categories 
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of the work force. Once again relatively more retirees are found in 
households in the bottom quintile and relatively fewer at the top. 

There is general agreement that the incomes of older people have 
improved significantly over the past two decades. During the 1970s 
in particular, a disproportionate share of state subsidies, both in 
cash and through service provision, were concentrated on the eld
erly. Improved and more widely available occupational pension 
schemes have also helped to raise incomes. The result as we have 
seen above has been a substantial reduction in the risk of poverty 
for old people. However, there is not a lot of information on 
whether significant differences in income have emerged among cat
egories of older people in Ireland. We do know that redundancies 
and ill-health, linked to social class, increases the risk of deprivation 
among older people (Whelan and Whelan, 1988). The risk of pov
erty is also likely to increase for old people living alone, especially 
women and the very old (Blackwell, 1984). Both of these categories 
are much less likely to be receiving income from occupational pen
sions, or to be covered by social insurance and, therefore, tend to 
rely on social assistance for the bulk of their income. Beyond this, 
there is no evidence of extreme income polarisation among older 
people though, in line with research findings from nearly all EU 
countries, some old people are clearly better off than others. This 
should not be surprising since people carry with them into old age 
the advantages and disadvantages that they have accumulated dur
ing their life. Life experience is, therefore, likely to be a significant 
factor influencing the quality of life in old age. 

Home Equity Schemes 

'Trading down' is usually the first option for old people looking to 
release equity tied up in housing assets. This is the process whereby 
homeowners sell a more expensive house and buy a cheaper one, 
the balance representing the equity unlocked. A related option is 
where the elderly homeowner sells his or her home and ~ses the 
proceeds to buy in-patient institutional care. Both of these options 
involve considerable upheaval for old people. The 'trading. down' 
option often involves spatial and emotional dislocation for old 
people while getting rid of a home in order to pay for institutional 
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long-term care may close off permanently the possibility of the old 
person ever returning to live in the community. 

Schemes have been developed which convert home equity into a 
stream of income for elderly people without forcing them out of 
their own homes or to give up ownership of their homes. The most 
popular of such schemes is the reverse annuity mortgage, sometimes 
called the 'home income plan'. Essentially a reverse mortgage is 
like a conventional mortgage run backwards. The lender sends the 
homeowner a monthly cheque in the form ofa life annuity, that is 
lifetime income for the old person. Part of the annuity is used to 
pay the interest on the loan. The loan can be repaid at any time 
but usually this is not done until the death of the old person or of 
the elderly couple. In the USA, home income plans do not generally 
require repayment of either principal or interest until after house 
sale or inheritance. In the UK, home income plans do not usually 
liquidise the full value of the home, with most insurance companies 
having a maximum ceiling of up to 80 per cent of the value 
(Blackwell, 1989). 

Jacobs (1986) has calculated that home equity conversion could 
increase the disposable income of a large number of elderly 
homeowners. Older and single elderly people would receive the 
highest returns in terms of most income' from such schemes. Being 
single and old means that home equity is spread over fewer years, 
thereby producing larger yearly payments. Neither is the deal in 
such cases complicated by having .to take into account surviving 
spouses remaining in the house after the death of the home owner. 
Therefore, as Jacobs and Weissert (1987) conclude, reverse mort
gages are of most benefit to those living alone, those who are very 
old, or those who are both - the very characteristics that also tend 
to put elderly people in greater risk of need for institutional long
term care. 

The purposes for which regular payments from reverse mortgages 
can be used will vary according to the preferences of consumers. 
For some old people, payments will be used to pay for home care 
services, thereby facilitating their preference to remain in their own 
home for as long as possible. For others, home reversion plans 
might be used to contribute to the cost of nursing home care. 
Income from home equity can, however, only be spent once. If 
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reverse mortgage payments are used to purchase long-term care 
insurance then they will not be available to pay for ongoing con
sumption patterns or housing improvements and so forth_ Each per
son must decide on the optimal use of released funds given the 
particular circumstances of their lives (Jacobs, 1986). Generally, the 
relatively modest stream of income from existing plans suggests that 
their value is greatest in facilitating relatively marginal expenditures 
in the community. However, the value of the regular payments will 
depend on the age and social characteristics of the old person, as 
well as the type of plan offered. In tum, the latter will vary accord
ing to whether the interest rate is fixed or variable, whether capiial 
protection exists and whether the option of a lump sum payment is 
available. 

The less common way of unlocking the equity tied up in a house is 
the home reversion scheme (Blackwell, 1989). This is where the 
property is sold to the reversion company in return for the right of 
the elderly person or household to remain in occupancy. Normally, 
the house is sold at below market value with the resulting lump
sum used by the old person to purchase an investment income or 
to buy an annuity in the open market. Sometimes the buyer of the 
property will provide the annuity income. Since no loan is involved. 
there is no interest payable but. on the completion of the tenure 
agreement, the entire value of the property reverts to the company. 
Usually, home reversion schemes are tied to current property and 
cannot be transferred to another property. Any appreciation in the 
value of the property is retained by the insurance reversion com
panies. The value of transfer depends on the type and location of 
property, the age and social characteristics of the household and, in 
particular, whether there is a single person or couple. 

Both home income plans and home reversion plans carry risks for 
borrowers and lenders alike. Housing assets represent the only 
bequest for many families and old people are not likely to give up 
'the gift of inheritance' lightly. The likelihood of losing the family 
home is strongest in home reversion plans, but exists also under 
home income plans if properties have to be sold in order to keep 
up repayments. Home equity release schemes are also a less viable 
option for households where there are children who depend on the 
house owner for shelter and accommodation. Moreover, elderly 
people may worry about imposing debt repayments on surviving 
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spouses or children. That is why the market for these schemes is 
much stronger for both older and single home owners. Lenders are 
likely to worry about the severe financial problems that may arise 
should the cumulative debt for borrowers rise above the actual 
value of the home. This is likely to make home reversion companies 
very wary about the type of plans offered to consumers. This, in 
tum, may make elderly homeowners vulnerable to unscrupulous 
lenders. Consequently, the need for informed and trusted coun
selling is an important condition if elderly householders are to make 
the right decisions on the type of home equity plans to buy. Houses 
represent the bulk of life savings for many people and the loss of 
that asset due to poor decision-making based on misleading advice 
from interested parties could be catastrophic for old people. 

In Ireland, the majority of elderly people own their own homes. 
Taking all households, where the head of household is over 65 years 
of age, 75 per cent own their dwellings outright (Callan et aI., 1989). 
This is compared to estimates of outright ownership for all house
holds of 45 per cent. Housing assets are, therefore, a very important 
source of wealth for elderly person households. However, for many 
of these households, housing does not yield flows of income. From 
the same survey (Callan et aI., 1989) it is estimated that 58 per cent 
of the elderly households who own their dwellings outright have 
disposable income in the lowest three deciles of the income distri
bution. Moreover, it is likely that those households with lowest 
incomes also have the smallest value of assets and poorest housing. 
Blackwell (1989) reports that not all of the dwellings owned out
right by low income elderly people are in good condition and, there
fore, capable of realising their income potential. Furthermore, if 
elderly households are to be encouraged to Iiquidise their assets 
then schemes for such purposes must be both available and attract
ive. At present, there are no such schemes available in this country. 

Blackwell (1989) provides a comprehensive account of home 
income schemes in other countries and shows how elderly people 
could Iiquidise their assets thereby extending their range of choice 
in old age. He suggests that moneys raised from home income 
schemes could make a significant difference to the living standards 
of pensioner households. Given favourable tax treatment one could 
expect an annual income of £1,000-£1,500 from a home income 
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scheme. At present rates this would amount to between a third and 
a half of the contributory pension. 

Home income schemes generating this amount of income would 
undoubtedly improve the choices available to elderly persons living 
in the community. The funds released from such schemes would 
allow old people who wished to remain in their homes the oppor
tunity to buy in-home care facilities and services that would make 
living at home much easier. They would not, however, provide on 
their own for the full cost of long-term care in a nursing home, 
which currently averages about £8,000 a year (Carroll and Associ
ates, 1992). Rivlin and Wiener (1988) believe that home equity 
schemes might have a role to play in financing long-term care 
insurance. Indeed, they saw this indirect route as the only means 
by which home equity conversions are likely to playa role in financ
ing long-term care. The extent to which asset liquidising schemes 
can make a worthwhile contribution to the cost of long-term care 
depends, of course, on the length of time spent in nursing homes 
and the yearly value of the annuity offered by companies engaged 
in home income packages. There is evidence from the UK that ordi
nary annuities offered to the very elderly are poor bargains 
(Wheeler, 1986). Experience rather than community rates packages, 
therefore, are more desirable. This would ensure that annuities or 
other financial products were devised to take account of the rela
tively short life span of some residents, thereby enhancing purchas
ing power.in advanced old age. 

Relying solely on asset-financing of this sort is not a reliable option 
if the care required is likely to be very long-term and/or for two 
people. The elderly person(s) may, in the long run, have to depend 
on the generosity of the state after 'spending down' of assets has 
occurred. Consumer preferences must also be taken into account. 
In particular, whatever about the willingness of elderly people in 
Ireland to purchase home income plans, there is no evidence that 
they are willing to dispose of housing assets to pay for long-term 
care. Such a decision would, in any case, affect the spouse and other 
family members and is unlikely to be entered into lightly. In particu
lar, people may have a legitimate desire to pass on property to 
surviving members of their own family. It is unlikely, therefore, 
without explicit intervention by the regulatory authorities and/or 
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the exchequer (through favourable tax relief and/or social welfare 
changes) that either home reversion schemes involving asset dis
posal will increase dramatically. 

A different approach to dealing with the housing assets of old 
people has been suggested by O'Shea et a!. (1991). Their approach 
is to take account of housing assets on a retrospective posthumous 
basis only. Under formal contract arrangements, drawn up between 
elderly persons and health boards, the latter would be entitled to 
recoup part of the expense of long-term residential care from the 
estate of the elderly person. This claim could only be exercised after 
the death of the elderly person, or if spouses were still alive after 
their death. The monetary value of the retrospective deductible 
would depend upon both the value of the estate and the number of 
years spent in care. People with house valuation below a certain 
threshold would not be subject to the tax. This approach would 
simplify matters by waiting until the estate of the old person was 
disposed of after death before taking the assets of that person into 
account. People .would be able to retain their own homes for as 
long as they lived, thereby leaving the possibility open of a return 
to the community at some stage. 

A retrospective asset deductible would also avoid an invasive and 
potentially inefficient and inequitable examination of the financial 
capacity of relatives to contribute to the cost of care. Instead, a 
retrospective deductible would reduce the size of inheritance which 
family members could expect to receive. This approach reduces the 
potential for 'free rider' behaviour within families. This is the situa
tion whereby some family members could take advantage of the 
moral responsibility felt by other members to contribute both finan
cially and in-kind to the caring process, by themselves opting out 
of the very same process. 'Leaving it to others' is a common enough 
experience within intra-family caring arrangements. Caring is usu
ally left to one person only, either as a result of circumstances or 
by design. Similarly, family financing responsibility programmes are 
unlikely to lead to all family members contributing equally to the 
cost of care, particularly if no sanctions exist to enforce compliance. 
At the very least, a retrospective deductible would reduce the size 
of inheritance which uncaring and unhelpful offspring could expect 
to get. 
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Matching Income with the Cost of Care 

The standard of living of old people has improved considerably in 
the last 20 years, not only absolutely but relative to other groups 
in society. Social security pensions have risen significantly, social 
assistance schemes are adequate and more old people now qualify 
for occupational pensions. House ownership is also quite common 
among old people with the majority owning their own house out
right. Savings and investment income are also a source of regular 
income for many old people, though the contribution of this source 
to the income level of old people is small relative to public pensions. 

The improvement in the economic position of old people should, 
however, not be over-estimated, particularly in relation to the cost 
of long-term care. The latter may be incurred over a long period of 
time and even in the short-run would be likely to test the capacity 
of rich elderly people to pay for their own care. The amount of 
money that an old person receives from the contributory old age 
pension scheme in one year would only pay for about six months 
of nursing home care. Additional income from savings and invest
ment or from home equity release schemes would not be sufficient 
to bridge the gap between the (pension based) personal disposable 
income of the old person and the cost of care. An old person, even 
with additional income from both of these sources, would be 
unlikely to be able to afford more than nine months of residential 
care, based on what we know about the income stream from these 
sources and the average cost of long-term care. All but the very 
highest housing values liquidised through home equity schemes 
would be eroded fairly quickly by the ongoing cost of private nurs
ing home care. 

Having said that, there are some elderly people who could pay for 
long-term care in private institutions without incurring any financial 
hardship in the process. The key issue, therefore, may be the distri
bution of income within the elderly population. Old people may no 
longer be absolutely poor, some indeed may be very rich, but the 
vast majority are still in the lowest quintiles of the income distri
bution. In addition, whereas the total income of all pensioners has 
been growing it is likely that older pensioners, particularly elderly 
women, have benefited least from the additional sources of income 
available to recently retired old people. Yet it is the very old who 
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are most likely to need institutional care now and, therefore, 
require immediate financial assistance to help them get it. Families, 
of course, do help out but, very often, it is only the families of the 
very rich who can afford to 'top up' the fees of elderly people in 
residential care. This may lead to the situation whereby those eld
erly people most able to pay for care are not necessarily those who 
most need it (Falkingham and Victor, 1991). 

Gibbs (1991) has provided us with a basic income asset classification 
scheme of the following type: asset rich, asset poor, income rich and 
income poor. Further disaggregation of these four basic types 
should focus on the role of age and spatial variables. The relation
ship between income, wealth and disability is also important. Actu
arial assessment on usage of care services by household type, based 
on the above typology, including information on the length of time 
spent in different care settings, would allow us to say much more 
about the ability of old people to pay for care out of their own 
resources. From the evidence currently available to us it is likely to 
be some time before the majority of old people will be in a position 
to make meaningful contributions to the cost of their own care. The 
debate, therefore, should focus not on whether old people need 
support, but on how and to what extent society should intervene to 
help old people pay for care. Old people do not yet have the per
sonal financial resources to pay for care, especially care in a long
stay institution, without either generous tax financed assistance 
from the. state or coverage by publicly funded insurance pro
grammes supported by the state. 

Conclusion 

Demographic changes in Ireland over the coming decades are likely 
to place increasing pressure on both the public pension system and 
the public system of long-term care financing, as well as on residual 
subsidy arrangements for the consumption of private long-stay care. 
There is a growing belief that a significant number of old people 
are now in a position to pay their own way in old age, thereby 
alleviating some of the financial burden on the state. Improvements 
in both public and private pensions have certainly placed more dis
posable income in the hands of old people. The fact that so many 
old people own their own homes outright is also seen as evidence 
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of the potential stream of income available to old people through 
home equity release schemes. As a result of the improved income 
position of old people prescriptive and normative statements are 
more and more being made about the desirability of less public 
support for old people in the financing of long-stay care. 

The argument of this chapter has not been that old people are still 
a disadvantaged group in society. Major financial gains have indeed 
been made by old people. The problem is, however, that not every
one has shared equally in these gains. Those who argue that old 
people are now relatively well off should pay more attention to the 
distribution of income within the elderly population. It is likely, for 
instance, that people in the oldest age category have benefited less 
from recent improvements than people in the younger age categor
ies. Many older people are also being forced out of the labour mar
ket at an early age, some into long periods of unemployment before 
they become entitled to a public or private pension. 

The other side of the equation is the cost of care. When compared 
with the cost of residential care the income of old people is still 
relatively low. Many old people might be in a position to contribute 
something to the cost of community care, but asking them to pay 
for their own care in a private long-stay institution would quickly 
lead to destitution and the need for long-term state support. It will 
be some time yet before the majority of old people can relieve the 
exchequer of the major financial burden of funding long-term care. 
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CHAPTER 3 

Family Responsibility and Public 
Policy 

Introduction 

This chapter is concerned with family responsibility and public pol
icy. Families in Ireland contribu te both material and practical sup
port to old people. We know much more about the level of practical 
support given to old people, particularly in the form of care pro
vision, than we do about financial transfers between the gener
ations. Information on the latter is only now coming on stream. 
Data collected for the National Council for the Elderly by the Econ
omic and Social Research Institute (ESRI) shows that intra-family 
transfers are minimal and do not affect the distribution of income 
within families. This data will be published in the near future by 
the Council. 

While we know quite a lot about caring within families, we have 
not yet asked the question in this country as to why people care for 
their elderly kin? Governments usually assume that families have a 
responsibility and a duty to care for dependent relatives and, more 
often than not, social policy is conditional on .families behaving in 
this way. Finch and Mason (\993) have pointed out that concepts 
such as duty and responsibility are not always helpful in understand
ing why families care. They argue that responsibilities are created 
over time, involve reciprocity, and are not subject to fixed rules. 
Moreover, any artificial creation of.dependency by the state, in the 
sense of making old people more dependent on their relatives, may 
undermine the principle of individualism, which many people hold 
dear. We do not investigate the moral dimensions of caring and 
sharing in this report, since our main focus is, understandably, on 
the impact of informal care provision on financing arrangements. 
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Nevertheless, knowledge about how responsibilities are negotiated 
within families is important, particularly for the formulation of pub
lic policy, and should be subject to a separate investigation at some 
time in the future. 

As well as offering practical support to dependent old people, fam
ily members are often expected to contribute to the cost of care of 
their elderly kin. Family contribution schemes can be confined to 
institutional care seuings, in an effort to bias the direction of care 
towards community alternatives, or they can be more general, 
applying with equal force to all forms of care in every location. 
The rationale for cost sharing family responsibility programmes is 
usually pragmatic, that of reducing the financial burden on either 
the exchequer or on social insurance programmes. Family responsi
bility finanCing programmes reduce third party costs through raising 
revenue which can subsequently be used in lieu of public monies. 

Family responsibility for long-term care financing has been 
enshrined in recent legislation in this country dealing with subven
tion arrangements for old people seeking admission to private nurs
ing homes. Eligibility criteria for a subvention first of all requires a 
health board to examine the income and assets of an old person 
applying for assistance, as well as that of their spouse. Once entitle
ment is initially established the health board then looks at other 
'circumstances' to determine the precise monetary value of the sub
vention. 'Circumstances' in this context means that the income of 
sons and daughters living in Ireland are assessed to see if they are 
in a position to contribute to the financing of long-stay care of their 
parents. There are specific rules for determining how much, if any
thing, family members are expected to contribute. However, adult 
children cannot be forced to pay the amount due since there is no 
legal or constitutional obligation on family members to support 
their aged parents. Any pressure that exists is purely moral, but
tressed by whatever pressure the administrative bureaucracy can 
bring to bear on reluctant family members. 

The issue of family responsibility for long-term care financing has 
not been the subject of much analysis in this country. Presumably 
this is because the procedures and processes for involving family 
members in financing arrangements have, up to now, been largely 
ad hoc and implicit, with different arrangements in place across the 
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country. Rivlin and Wiener (1988) identify two major issues with 
respect to family involvement in financing arrangements for long
term care. The first issue is the degree to which invoking the moral 
obligations of family in this area conflicts with the norm of adult 
independence and personal responsibility. The second issue is the 
more general one that surfaces whenever means testing is discussed 
- that is whether the responsibility for solving social problems 
should lie primarily with individuals or with society in general. Both 
of these issues are also central to any discussion on the role of the 
state in the provision of support services for carers. 

The chapter begins with a discussion on the rationale for cost shar
ing among family members. This is followed by an analysis of the 
costs and benefits of family cost sharing programmes. We then go 
on to discuss what families actually do for old people in Ireland. 
The emphasis is on the time price of family support rather than on 
intra-family financial transfers, about which little is known in any 
case. The chapter concludes with some tentative suggestions for 
policy-makers about how to ensure that the proven willingness of 
families to support their elderly kin can best be harnessed through 
sensitive public policy measures. 

Reasons for Cost Sharing 

Schemes to involve family members in the financing of long-term 
care for their elderly kin derive their justification from three main 
sources: the inequity of general tax arrangements, the potential for 
cost savings to the exchequer and the desirability of more family 
care in the home (Rivlin and Wiener, 1988). The first of these con
cerns is based on the view that poor or moderate income tax payers 
should not have to pay for the care of the parents of affluent chil
dren. The latter is bound up with the more general debate about 
the relative merits of universalist and selectivity solutions to social 
policy problems. In essence, the argument here concerns one's view 
as to whether scarce public funds should only go to the less well off 
and therefore more needy, or whether entitlement to public support 
should be universal and not subject to what is perceived as a stig
matising means test. Those who support means-testing arrange
ments would argue that if the children of elderly parents are rich 
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enough to contribute to the cost of care, then the state should not 
be obliged to help such people. 

The second justification for placing more financial responsibility on 
family members is concerned with the savings to the exchequer 
which are likely to accrue from asking those family members who 
can afford to pay to support their parents in times of need. This is 
a basic substitution argument and derives from the view that the 
exchequer is over-burdened enough without having to pay for the 
care of old people, whose own family could well afford to bear the 
cost of care without any undue hardship. Any schemes that result 
in savings to the exchequer are particularly welcome in this country. 
This is due to the existence of a high public debt to GNP ratio 
which continues to impose a constraint on the Irish economy, larg
ely through its impact on the tax system. Asking relatively well off 
old people and their families to contribute to the cost of long-term 
care is seen as a way of achieving government savings in as painless 
a way as possible in a difficult budgetary environment. This is some
times developed into an opportunity cost argument along the lines 
of: if savings can be made in one area, such as long-term care financ
ing for the affluent, then more funds are available to help· more 
deserving cases, either in the same area or in different government 
programmes. 

Asking family members to contribute only to the cost of insti
tutional care for their elderly kin may encourage care in the home 
by delaying the point at which families seek institutional placement 
for their dependent relatives. If one takes the view that community 
care is both cheaper and better than institutional care for the 
majority of old people, then significant exchequer savings would be 
likely to accrue from such a decision. If old people and their families 
are aware that institutionalisation leads to greater cost sharing than 
care in the community then the incentive for old people to remain 
in their own homes is increased. Providing that this decision does 
not result in any worsening of the health situation of old people the 
outcome is likely to be superior then any other alternative, given 
normal assumptions about the preference of old people to remain 
in their own homes for as long as possible. The only potential nega
tive effect in this case might be if old people delayed needed entry 
into institutional care for fear of placing too high a financial burden 
on their family. Or, more sinister, if families succeeded in delaying 
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or preventing admission for the same reason. The likelihood of the 
latter occurring is probably slight given the burden that a very 
dependent old person is likely to place on family carers and given 
the influence that professional carers now have over placement 
decision-making. 

The Costs and Benefits of Family Financing Arrangements 

The introduction of family charges can lead to a more appropriate 
and efficient use of resources, and, depending on their application, 
can lead to the promotion of one form of care over another. At the 
extreme, a system based entirely on user charges brings the dis
cipline of the market to bear on consumers and producers. The cost 
of this discipline is, of course, the familiar one of unequal access, 
with needed care being denied to low income individuals who do 
not have the financial resources necessary to compete in the market 
place. If the poor cannot get care when and where they need it then 
quite obviously a major inequity is created. This is why the principle 
that health care should be available on the basis of need rather than 
ability to pay is often taken as the starting point of the discussion 
on financing long-term care in many countries. 

One of the major costs associated with family responsibility pro
grammes is that they undermine the concept of universal provision 
and, therefore, may lead to the creation of a two· tier system of 
provision, particularly if private insurance markets develop to cover 
the payments that families are expected to make. As Nolan (1988) 
points out, the impact of charges on both efficiency and equity must 
be taken in conjunction with the pattern of private insurance. If 
coverage is available for family contributions then those with 
insurance are unlikely to be affected by the introduction of cost 
sharing schemes. Paradoxically, it may be those who need care most· 
who cannot afford to pay either 'out-of-pocket' expenses or the 
insurance premiums necessary to cover such expenses. 

The introduction of means tested eligibility rules for the families of 
old people seeking state subvention for long-term care may also 
have an effect on the labour market decisions of family members. 
In particular, if means testing is used to determine exemption from 
cost sharing procedures then this is likely to impact both on people's 
willingness to take up employment and their willingness to work 
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harder. Taking up paid employment or increasing earnings as a 
result of working more may bring a family member over the income 
threshold for contribution purposes. Means-tested programmes of 
any kind are, of course, likely to have some affect on an individual's 
decision to supply labour, leading to the potential for unemploy
ment and poverty traps. As Nolan (1993) points out, the fact that 
the unemployed, or those in work with incomes low enough to 
entitle them to exemptions from any user charges, will lose this 
entitlement if they return to work or increase their earnings, is seen 
as making an important contribution to such traps. Indeed much 
effort is now being put into devising strategies for reforming the tax 
and social welfare systems in order to tackle these problems· in 
Ireland. Family cost sharing for long-term care may undermine such 
efforts, given the incentive that members have to remain under the 
exemption limits for such charges. While it is readily agreed that 
any influence is likely to be marginal, there may, nevertheless, be 
some cases where means tested exemption criteria lead to inef
ficient choices being made by family members. 

The question of whether user charges are likely to lead to greater 
or lesser progressivity in the health care systems has been addressed 
by Nolan (1993). It is his view that charges for public health services 
as currently structured in Ireland are regressive. This is because 
they are flat rate rather than income related and because those in 
the middle of the income distribution are more intensive users of 
public health services than those towards the top of the income 
distribution. Support for the view that out-of-pocket payments are 
generally regressive is found in an analysis of financing arrange
ments in OEeD countries by Wagstaff and Van Doorslaer (1992). 
They found that an emphasis on out-of-pocket expenses leads to 
less progressivity or greater regressivity in countries which rely on 
such charges. Out-of-pocket payments tend to be substantially more 
regressive than social insurance, and in countries where private 
insurance is widespread they tend to be even more regressive than 
private insurance premiums. Once again, the regressiveness of out
of-pocket payments schemes stems from the relatively higher health 
care consumption of the poorer income categories. 

The question of whether cost sharing arrangements for families in 
long-term care financing is equally regressive is more difficult to 
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answer. While there is general agreement that an inverse relation
ship exists between income and the use of acute care facilities there 
is less agreement on the relationship between the use of long-term 
care. and income. We know that there is an inverse relationship 
between illness and income but are much less informed about the 
relationship between disability and income. Thus, lower and moder
ate income groups may not use long-term care services significantly 
more than higher income groups. We need more information on 
usage patterns by income category, particularly on whether wealth
ier families have a higher propensity to place their elderly kin in 
residential care than lower and moderate income families. This is 
especially important in the Irish case, since cost sharing arrange
ments for families are confined to institutional settings. The overall 
regressivity or otherwise of family responsibility programmes for 
long-stay care financing will ultimately be determined by the 
relationship between usage and social class, the level of co-pay
ments expected and the income threshold at which they are applied. 

The administration costs of organising and collecting financial con
tributions from family members may be substantial (Leutz, 1986). 
In the context of the present nursing homes legislation, for instance, 
relatives must first of all be identified, their incomes evaluated, 
assessments undertaken and, finally, collection of moneys enforced. 
Compliance with the health board assessment may not always 
occur. If some family members refuse to co-operate then other fam
ily members may be forced to contribute more, thereby risking 
further non-compliance. Ensuring that relatives contribute is, there
fore, likely to be difficult and time consuming. Estimates from the 
USA suggest that almost 75 per cent of the reduction in state expen
ditures arising from family contributions to financing would be off
set by the administrative costs of the programmes (HCFA, 1981). 
While that estimate seems excessive, particularly for more 'local' 
systems of collection, it is, nevertheless, a warning for us not to 
expect a huge net contribution from family responsibility financing 
programmes. Enforcing compliance through legislation would raise 
very sensitive issues in the courts concerning the limits and bound
aries of family and state responsibility in the area of family finance 
and intra-family transfer arrangements. The possibility of parents or 
the state having to sue uncooperative offspring in order to generate 
revenue for residential care financing is likely to be socially divisive 
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and is not one to appeal to the majority of people. especially in this 
country, where protection of the family is seen as a constitutional 
imperative. 

There is an anomaly in public policy between what is expected of 
families when an old person is looked after at home and what is 
expected when they are admitted to residential care. When old 
people are looked after at home family members may have to pro
vide high levels of care, involving significant opportunity costs in 
terms of work-time forgone and leisure time forgone. If, upon 
the admission of a relative to institutional long-stay care, family 
members are exempt from both caring and financial responsibility 
then the potential for moral hazard surfaces immediately, with a 
strong predilection in the system for the residential option. Levying 
residential co-payments on family members counteracts this tend
ency by equalising, to some degree at least, the contribution 
expected of families in both settings. If, however, family co-pay
ments for residential care encourages family members to continue 
caring up to a point where the net benefit from caring in the home 
is negative, then both the old person and the carer(s) are likely to 
suffer a deterioration in health. If one takes the view that families 
generally prefer to be close to their 'nearest and dearest', a view 
supported both by casual observation and evidence from the litera
ture then it may be that we need to think about ways to positively 
support families in their decision to care for their elderly kin at 
home, rather than penalise them when their parents have to be 
admitted to residential care. Before looking at ways to positively 
encourage family care, it is first of all necessary to debunk the 
notion that spouses and adult children are currently shirking their 
obligations to dependent elderly kin in the community. The first 
step in this process is to examine what is expected of families 
nowadays. 

What is Expected of Families? 

Most European countries now support a strategy of maintaining old 
people in their own homes for as long as is possible and practicable. 
Ireland is no exception to this trend. Implicit in this approach to 
care of the elderly is a philosophy that it is the responsibility of 
family members to provide the bulk of support to their ageing 
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and/or disabled kin. The limits to family responsibility are, however, 
ill-defined in most countries, Ireland included. While some form of 
social consensus exists that looking after ageing and dependent par
ents is part of the responsibility of descendants, the state remains 
circumspect in terms of the amount and type of help it is willing to 
give to families engaged in caring. The state is more likely to inter
vene when informal care arrangements are absent or break down 
than it is to offer support on an ongoing basis to families engaged 
in caring. Substitution rather then complementary provision of ser
vices seems to be the general principle guiding government 
decision-making in this area. The absence of support for carers may, 
paradoxically, be placing more of a burden on families, and eventu
ally on the state when families can no longer cope. 

Ireland is, of course, not the only country where the rhetoric of 
family care is not matched by ongoing support for carers. Even in 
countries where caring for carers is already on the political agenda 

. there remains an ambiguity with respect to the role expected of 
families and the duty of the state to support the family in dis
charging their responsibilities. In both the UK and France, for 
instance, the prevailing view is that family care is central to the 
caring process. However, in both countries, intervention by the state 
is selective and generally confined to cases where the family is 
either at the end of its resources, spatially isolated, or does not exist 
in the first place. The problem in both of these countries, as in 
Ireland, is a reluctance by the state to commit additional resources 
in support of carers in the face of already severe and binding 
budgetary constraints. While accepting the reality of funding prob
lems and the opportunity cost argument, it is necessary to point out 
that decisions not to support carers with additional resources is in 
direct connict with existing statements of principle with respect to 
the desirability of maintaining old people in their own homes for as 
long as possible and practicable. 

In some countries little attention is paid to family carers by the 
socio-political process. In Southern European countries, the family 
is expected to provide the bulk of support for ageing and disabled 
parents. It is part of the moral and ethical duty of adult children to 
look after their father and mother. Community care services and 
support systems for carers are only poorly developed in countries 
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like Greece and Portugal. The result is that most of the burden of 
care falls on families. Relatively low rates of institutionalisation in 
these countries would suggest that families are looking after more 
dependent old people than in Northern Europe. An emphasis on 
family duty is, however, not only confined to Southern European 
countries. In Germany, family carers are seen as simply performing 
the 'normal duty of descendants' (Dieck, 1991). Consequently, the 
formal provision of home help services in Germany is relatively 
underdeveloped. The onus of responsibility is on family members 
to provide the requisite support. As Jamieson (1991) points out, 
any acknowledgement of the existence of family carers through the 
provision of support or monetary compensation might be seen as 
an erosion of a fundamental principle of welfare based on family 
responsibility. . 

Little attention is focused on family carers in Denmark. This is 
because Danish society does not expect families to do very much 
caring for their old and vulnerable kin. Instead, the state is expected 
to provide all the necessary support to enable dependent old people 
to live their lives as they see fit. The high labour force participation 
rate of women reduces, in any case, the pool of potential carers in 
Denmark. This does not mean that families have withdrawn com
pletely from the caring process or from their responsibilities vis-a
vis ageing relatives. All of the evidence suggests that old people in 
Denmark, for the most part, choose to live independently. The 
absence of a philosophy of family care does not seem to have led 
to any general neglect of old people. The results of the recent Euro
barometer survey confirm a high degree of contentment among old 
people in Denmark. Neither has the absence of a 'family ethos' 
undermined the provision of community care facilities. Indeed, as 
Jani-Le Bris (1993) points out, Denmark is the only country in'the 
EU in which political opinion has managed to overcome the fear 
that a major opening of community care services to family carers 
might involve a withdrawal from responsibility on the part of the 
family. Family caring for old people in Denmark might be less than 
in other countries but caring about old people remains strong. 

What do Families do for Older People in Ireland? 

Informal care by family and friends is currently the dominant mode, 
by far, of providing long-term care services to the functionally dis-
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abled elderly in this country. Approximately 17 per cent of elderly 
people aged 65 and older, and living at home in the community, are 
functionally disabled in Ireland (O'Connor et ai, 1988). That is, they 
require assistance with mobility and personal care, as well as having 
medical and psychological problems. Almost 40 per cent of people 
in this group can be categorised as high or very high dependent 
people. Over half. of all dependent people living in the community 
have been receiving care for six years or more. 

Clearly, family care plays a pivotal role in keeping old people out 
of long-term care, with over three quarters of old people looked 
after by members of the same household. Evidence from other 
countries suggests that elderly without close kin are statistically 
over-represented among nursing home residents (Doty, 1986). 
O'Shea and Corcoran (1989) have shown that living alone decreases 
the likelihood of a dependent old person being able to continue 
living at home. 

If family care were to cease (which is not going to happen) the 
burden on the exchequer would be significantly increased. Hence 
the concern of the state that family care continues as it has done in 
the past. This is why such considerable alarm is generated by state
ments to the effect that family care giving is declining or that chil
dren no longer take care of their ageing parents. There is no subst
ance to the view that care giving is declining, or that families are 
becoming more selfish. As we will now show, the level of care which 
families provide to their dependent kin borders on the heroic in 
many cases. 

The first large scale survey on what families do for their 'nearest 
and dearest' was done by O'Connor et al. (1988). Carers in their 
study typically devote between four and seven hours each day to 
caring. However, over 20 per cent of carers provide 10 hours or 
more care per day. The tasks that carers perform are spread 
throughout the day making it difficult for them to structure their 
day into pockets of free time for themselves. More than one third 
of carers are required to be always on call, 24 hours per day. Most 
carers have to do the ordinary instrumental tasks of living as part 
of the daily routine of caring. These tasks include cooking and serv
ing food as well as making cups of tea. Nearly one third of carers 
have to wash and bathe the elderly person on a daily basis; over a 
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fifth have to help the elderly person in getting to and using the 
toilet. Problems with physical mobility mean that more than half of 
carers have to help the elderly person into and out of bed. 

Blackwell et al. (1992) confirm the major role played by family and 
friends in looking after old people. Their study shows that family 
members spend an average of 47 hours a week providing care, a 
figure which increases considerably as dependency worsens. Old 
people in the highest category of dependency receive an average of 
86 hours of care per week. For high dependent categories most 
time is spent providing help with physical activities such as washing, 
dressing, using the toilet and feeding; for low dependent elderly 
most care is concentrated on instrumental activities of daily living 
such as housekeeping, shopping and preparing meals. An 
interesting finding by Blackwell et al. is that there is a minimum 
level of care (42 hours in their study) that must be provided even 
for those old people who are relatively physically independent, and 
not incontinent, confused, restless or showing other psychological 
symptoms. If one accepts the 'critical mass' hypothesis with respect 
to caring then even low dependent elderly people place heavy bur
dens on family carers. 

The Implications for Financing 

What has the provision of informal care in the community got to 
do with long-term care financing issues? Well, quite clearly what is 
happening among carers is the substitution of own time resources 
for market or state provision of caring services. Instead of buying 
care or relying on state support, carers are actually giving up their 
own time in order to look after their elderly kin. While it is rarely 
quantified in these terms, the provision of informal care is a contri
bution to financing care, in much the same way as the levying of 
out-of-pocket contributions on family members. The difference is 
that the latter generates revenue for the authorities while informal 
care substitutes for care that might otherwise have to be provided 
by the state, or, alternatively, by the market. 

Quantifying the contribution that carers make in money terms is 
not an easy task. The most useful way to look at the problem is 
through an opportunity cost framework. Carers may give up paid 
work. non-paid work and leisure time in order to look after old 
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people. Each of these components will have a different opportunity 
cost. The difficulty lies in calculating the precise sacrifices made by 
families and the origin of the opportunity cost forgone. Blackwell 
et al. (1992) calculate that the average weekly informal care oppor
tunity cost of caring for old people in the community is £112, rang
ing from £92 per week for low dependent old people to £205 for 
high dependent elderly people. In a separate study, O'Shea and 
Corcoran (1990) calculate that the average weekly cost of informal 
care is around £103, more than three times the cost of formal statu
tory provision. The data leave us in no doubt of the contribution 
that family members make to the overall financing of long-term 
care provision. Just because informal care is provided in units of 
time rather than money does not make it any less valuable in terms 
of the net contribution to the exchequer. 

Government Policies to Promote Family Care 

As Doty (1986) points out, it is important to be clear on the objec
tives being pursued with respect to government policy and the pro
motion of family care. If governments follow a narrow agenda of 
using family care as a substitute se'rvice for state provision then it 
is not in the interest of the health authorities to deal with the contri
bution of family carers in terms of the opportunity cost of provision, 
or, indeed, to think very much about families at all. From the point 
of view of the state, the best strategy is to ignore the work that 
families do, except perhaps for periodic statements, for the purpose 
of motivation and intergenerational solidarity, urging families to 
take even more responsibility for looking after their ageing kin. If, 
however, the objective of government policy is to support existing 
patterns of care so that caring does not impose too great a burden 
on carers then the strategy will have to be different. This approach 
begins from the premise that families want to care, but that they 
also need complementary support from the state to allow them to 
care. 

All of the available evidence suggests that the problem is not one 
of motivating family members to provide care which they would 
otherwise not have provided. Rather, it is more about supporting 
carers in the work that they actually do, 'which, as we have seen, is 
both considerable and generously given. If the health authorities 
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are concerned about the balance between community and residen
tial care then positive intervention, in the form of family support 
strategies, would be much more likely to redress the balance in 
favour of community than the introduction of co-financing levies 
on family members for the residential care of their parents. The 
latter approach is, as we have seen, likely to be both administrat
ively costly and cumbersome. 

This brings us to the question of what carers want from the state. 
Evidence from Wright (1987) suggests that carers can often be kept 
happy in their work for quite small amounts of exchequer expendi
ture. Most carers enjoy what they do. despite the considerable strain 
involved in caring, often receiving great personal fulfilment from 
their on-going involvement in the caring process (Clifford, 1990). It 
would be a pity, therefore, if the natural willingness of so many 
people to care for their kin was eroded by the parsimonious 
response of the state to their material and emotional needs. 

The support most frequently sought by carers in Ireland is direct 
payment for services (Blackwell et aI., 1992). This would both pro
vide recognition and support for carers for the work that they do, 
as well as providing some of them with much needed income. More
over, it would also provide carers with discretionary income to use 
as they wish. Services and other forms of support could be pur
chased to help relieve some of the burden of caring. Indeed. the 
provision of direct payment has frequently been seen as the best 
way to ensure maximum choice for old people and their carers 
(Glendinning, 1990; Walker, 1983). Payment to carers can also be 
justified on an equity basis since those families who make personal 
sacrifices in order to care for elderly people are more likely to be 
financially worse off than those who choose not to care for elderly 
relatives. 

The second support most frequently sought by carers in Ireland is 
that of information and advice on health and social services, and on 
welfare entitlements. Related to this finding, other studies suggest 
that carers wish to know more about the medical condition of the 
elderly person, the long-term prognosis, and treatment and other 
service options, to be involved in planning a long-term care regime, 
and to have access to training in some aspects of caring such as 
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handling confusion and restlessness (Challis and Davies, 1980; Gra
ham, 1983). It is important that this information be accessible. 
Among the ways in which information could be provided are 
through information lines and local education initiatives (Bulmer, 
1987; Hicks, 1988). However it is provided, the provision of infor
mation is a relatively low cost method of providing support, and it 
would diminish the burden of care for carers. 

The third support most frequently sought by carers is relief care of 
various kinds. This relates to the most frequently cited stress of 
caring, namely the fact that the carer must constantly remain in the 
home, and ·is therefore confined on a daily basis. Carers could ben
efit from provision of a range of respite options, including day 
centres, short-term relief care (for instance, through residential 
services), night-sitting (freeing the carers for a number of hours) 
and domiciliary relief care. Other options would be: the availability 
of holiday beds (to enable carers to take a holiday); 'floating beds' 
(accommodation with or without medical treatment for the depen
dent elderly for, say, two nights out of 14); 'care helpers' or 'care 
attendants' who would be paid for the provision of services that 
would substitute for informal care, thereby providing relief to 
carers. 

The former are a relatively modest set of demands from carers. 
However, one should be wary of accepting these demands as the 
full set of potential requirements by carers. The latter are not 
always well-informed about the range of statutory services available 
to them nor about the difference which some of those services could 
make to their lives. Certainly, the absence of much criticism from 
carers about the adequacy of community care provision is at vari
ance with the evidence on the overall patchiness of community care 
services and the observed concentration of statutory resources and 
support services on core areas of provision. On the other hand, 
given the tendency of health authorities to view family care as a 
substitute caring system, perhaps it is not surprising that carers have 
relatively little to say about complementary statutory provision. 
Carers may have little contact with statutory providers and so are 
unaware of what they are missing in terms of support. 

Once a decision is made by government to support family carers 
the question arises as to what form of support is most appropriate? 
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The options in no particular order are: cash payments, tax allow
ances, vouchers and in-kind provision. Cash transfers have the 
advantage of permitting maximum nexibility in making arrange
ments for care. Families can purchase the level of care on behalf of 
their elderly relatives that they consider most appropriate given the 
particular circumstances. Tax allowances also have the advantage 
of increasing the purchasing power of family members, though they 
do tend to provide the highest benefits to already rich people who 
could afford to pay for services privately. 

Payments targeted to family members may undermine the auton
omy of the old person being cared for in the home. This is a serious 
problem since autonomy is important for the emotional and psycho
logical well-being of the elderly person. If increasing the financial 
resources of family members means that all decision-making power 
is taken out of the hands of the person most affected by the process 
of care then outcomes may be different than if the old person con
tinued to exercise his or her consumer sovereignty in the normal 
way. This problem is bound up with the objective of assisting famil
ies in the first place. If the objective of cash transfers andlor tax 
credits is to motivate families to provide care that they might not 
otherwise have given then the likelihood of inferior outcomes for 
persons actually being cared for is highest. If instead, the view is 
taken that the greatest need is for complementary support pro
visions to enable carers to continue caring, then cash payments may 
not be the optimal solution. The provision of direct services, per
haps through voucher arrangements, may be the most useful way 
of providing complementary assistance to carers, as well as making 
sure that the unmet needs of old people are looked after. 

Service programmes have the advantage of being more easily tar
geted to vulnerable family caring arrangements. Combining in-kind 
provision with voucher schemes or case management systems would 
likely enhance the well-being of both carer and old person. Famil
ies, working with health professionals, could use both their own 
resources and government sponsored vouchers to purchase the level 
and type of services most useful to their own caring circumstances. 
For instance, families could use these additional resources to 'buy 
in' statutory or private resources to assist in tasks that family 
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members found particularly onerous or stressful. Alternatively, out
side resources could be used to allow families some respite from 
the caring process. Judgements about resource use in this area 
should, as far as possible, be left to old people and their carers. 
Case management systems, if they are to mean anything, should 
reflect the expressed needs of old people and their families, rather 
than always be led by professional judgements on what families 
ought to receive. 

Conclusion 

Family responsibility programmes are concerned with shifting some 
of the cost of long-term care from the exchequer onto the families 
of vulnerable old people. As a public policy initiative, family cost 
sharing schemes raise very difficult issues concerning the limits of 
family responsibility and the subsequent remit of state intervention. 
Cost sharing arrangements for families will reduce the overall cost 
burden on the exchequer and are likely to promote equity in the 
sense that lower or moderate income people in the tax system are 
no longer paying for the residential care of parents of affluent chil
dren. However, family responsibility programmes also carry disad
vantages that make it difficult for us to support such schemes. In 
the first place, there is a high administrative cost associated with 
the introduction of means tested cost sharing schemes. Relatives 
have to be identified, assessments made and the collection of 
moneys enforced. The collection costs are, therefore, likely to 
undermine significantly the advantage to the exchequer of the 
moneys raised by the scheme. Second, it is by no means certain that 
family cost sharing arrangements for residential care will lead to 
better outcomes for old people. Finally, family co-financing 
schemes may be regressive, particularly if an inverse relationship 
exists between admission to long-stay care and income status. 

The philosophical basis for the introduction of family cost sharing 
arrangements is that if left to their own devices families are likely 
to shirk their obligations to ageing and disabled kin. Old people in 
Ireland are, for the most part, not neglected, either emotionally or 
financially, by their families. Family carers are providing high levels 

96 



of care for disabled relatives. Reciprocal lifetime caring relation
ships within the family are strong and long lasting. Financial motiv
ations are rarely an issue and certainly do not prevent the caring 
relationship from developing and enduring. Some carers do, 
however, suffer both financial and emotional strain as a result of 
the decision to care for an ageing and dependent relative. Asking 
families to contribute more to the cost of residential care, through 
cost sharing schemes, is not the best way of encouraging more com
munity care. Community care should, instead, be supported in a 
positive way through a family support structure based primarily on 
the complementary provision of in-kind services, designed to 
respond flexibly to the expressed needs of old people and their 
families. 
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CHAPTER 4 

The Implementation of Policy: 
Organisational and Financing Issues 

Introduction 

This chapter concentrates on the key issues concerning the organis
ation and financing of long-term care for old people in Ireland. The 
analysis deals with policy implementation problems in the current, 
mainly public, system of care. One of the most important concerns 
for any system, irrespective of funding mechanism, is its ability to 
meet generally agreed objectives with respect 10 care. For many 
years now the stated objective of public policy for elderly people 
.has been to encourage and facilitate their independent living in 
their own homes for as long as is possible and practicable. The 
emphasis on community care in official policy statements has, 
however, not always been matched by real transfers of resources to 
the community sector. If anything, community care services have 
become over-stretched in recent years as fewer long-stay beds have 
combined with binding financial constraints 10 place increasing 
pressure on the system. Even though policy planning reports such 
as The Years Ahead (1988) have pointed the way towards the com
munity objective, the implementation of the policies recommended 
in that report has been slow and variable. An examination of the 
key structural relationship in the system together with an analysis of 
existing financing arrangements, particularly in the private nursing 
home sector, will allow us to reflect on whether current structures 
are likely to lead to the realisation of stated policy objectives. 

The most important organisational relationship in the system for 
policy implementation is that between the centre and the local. The 
principle of subsidiarity implies that centre-local relationships 
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should be so arranged as to maximise the efficiency and effective
ness of intervention. Ideally this would mean that overall policy 
Objectives would be clearly set by the centre, leaving the local to 
execute policy in a uniform, yet flexible way, in response to com
munity needs and preferences. This has not happened in Ireland. 
The policy-making function is, by and large, under-valued, while 
the centre has become too involved in local decision-making about, 
service provision. In return, the local has not always complied with 
stated policy objectives, particularly with respect to the shift of 
resources from institutions to community care. The result is an 
absence of uniformity and equity in care provision; a state of affairs 
that is at variance with what one would have expected in such a 
small country. 

The relationship between the statutory and voluntary sector is also 
important since voluntary provision plays a major role in the com
munity care of old people, Recent estimates suggest that just under 
one quarter of old people aged 65 years or over receive voluntary 
services (Mulvihill, 1993). Yet, the voluntary sector is not fully inte
grated into either policy formulation or implementation. The sector 
has little influence on management decision-making at health board 
or at national level. As a consequence, voluntary provision is under
utilised and under-financed in the core' areas of community pro
vision; the very services that are crucial to'the health and indepen
dence of older people. 

The interaction between the public and private sectors in care of 
the elderly is mainly confined to the nursing home sector. Legis
lation has recently been introduced to govern the public subsidis
ation of long-stay care in private nursing homes. In particular, new 
criteria, based on an examination of the means and dependency of 
old people, have been introduced to determine the extent of public 
funding for the private long-stay sector. The legislative basis for the 
new arrangements is likely to lead to a much more explicit and 
less anomalous relationship between public and private provision. 
Whether the new arrangements go far enough is another matter. 
The key question is whether enough has been done to release the 

·Core services include the following services: horneee helps, home nursing. shellered 
housing. day care centres and meals-on-wheels. 
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considerable potential for complementary provision between the 
sectors. An integrated and co-ordinated provision of services would 
go a long way towards improving the quality of care in the two 
sectors. A further concern is the opportunity cost of financing the 
new arrangements. Problems are likely to arise if the implemen
tation of the new nursing home legislation leads to the 'crowding 
out' of the long-established but not yet fully implemented policy 
of shifting resources to community care. This may happen if the 
enactment of the new legislation draws ·on exchequer financial 
resources that might otherwise have been spent on improving com
munity care facilities. 

Political Context and Legal Responsibilities 

The major responsibility for long-term health care policy in Ireland 
lies with the Minister for Health and the Department of Health. 
The Department under the direction of the Minister is responsible 
for drawing up programmes for the implementation of agreed pol
icy and for the allocation of funds across the eight health boards in 
the country. The statutory responsibility for the administration of 
health services, provided for in health legislation and by ministerial 
initiative, is vested in the health boards under the provisions of the 
Healeh Ace, 1970. However, not all health agencies operating within 
the boundaries of health board regions report directly to the board 
or are financed from this source. For instance, voluntary acute care 
hospitals are funded directly by the Department of Health while 
many of the voluntary agencies providing community care type ser
vices receive the bulk, and sometimes all, of their funding from 
charitable contributions. The difficulties caused by the resulting 
fragmentation of service delivery for policy implementation is 
explored later in the chapter. 

The Department of Finance plays a major role in the allocation of 
resources for long-term care. It is responsible for the overall control 
of public expenditure and consequently has a major influence on 
both policy and executive decision-making at Department of Health 
and health board levels. In recent years, the Department of Finance 
has become even more interventionist, largely as a consequence of 
the prevailing climate of fiscal retrenchment which has informed 
public expenditure decision-making in the country. There remains, 
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however. a degree of obscurity and obfuscation about the precise 
workings of the budget allocation system. particularly the nature of 
the relationships between the Departments of Finance and Health 
and between the latter and the individual health boards. 

The allocation of health care resources has been characterised as 
ad hoc rather than automatic or formula based and is. therefore. 
inherently difficult to model (Tussing. 1985). However. political and 
budgetary conditions are central to the guidelines and instructions 
issued by the Department of Finance to the Department of Health. 
Traditionally. the Department of Finance would always have had 
some concerns about what it would regard as the proclivity of the 
health care system to overspend. Consequently. normal procedure 
would be to provide tight guidelines on spending in order to concen
trate minds with regard to priorities. The cautious and conservative 
approach of the Department of Finance has not always succeeded 
in curbing the expansive spending propensities of incumbent Mini
sters for Health. particularly during the latter part of the 1970s. 
However. during the 1980s. in the face of severe budgetary difficult
ies and a huge public debt problem. a consensus emerged. not only 
for moderation but for cutbacks in health care expenditure. The 
result has been a significant decline in overall public expenditure 
on health during the 1980s from eight per cent of GOP in 1980 to 
just under six per cent of GOP in 1990. 

The allocation of moneys to the health boards is determined by the 
Department of Health. The health boards have virtually no inde
pendent source of income and receive practically all of their funds 
from the Department. The allocation system is. therefore. highly 
centralised. The allocation of funds from the Department of Health 
to the health boards depends. to a large extent. on historical factors. 
reflecting an earlier period when services were financed locally. 
This means that very broad demographic data. although outdated 
for some regions. continues to have an effect on current allocations. 
However. final allocation decisions across health boards are also 
influenced by the negotiating skills. audacity and persuasiveness of 
health board officials and hospital administrators (Tussing. 1985). 
This is only to be expected in the absence of an explicit formula 
based approach to budget decision-making. 
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It is the responsibility of each health board to work out its own 
internal budget within the budgetary guidelines laid down by the 
Department, though even here the latter have a major say, partic
ularly if decisions are being made to effect major changes in service 
provision. This process leaves little opportunity for health board 
members to have a major input into decision, making about the size, 
allocation and distribution of budgets. More often than not, the 
budget is presented to the board as a fait accompli, prepared by 
health board officials within the financial constraints set by the 
Department (Fitzgerald, 1984). Although health boards have been 
given the task of representing the views of the public in the overall 
formulation of policy, the scope for exercising that responsibility is 
inherently limited, given that financial decisions are, by and large, 
taken elsewhere. This is not to suggest that health boards have no 
power or influence with respect to service provision. Intervention 
is, however, confined to expressing concerns about existing service 
provision and consequent reallocation at the margins. 

Centre-Local Relationships 

Although the Health Act, 1970 laid the foundations for the present 
organisational structure of health care provision it did not set out 
major principles or objectives against which subsequent develop
ments could be measured. Overall, the legislative process is more 
concerned with administrative and organisational matters than with 
policy issues. There is, for instance, no attempt to provide an 
explicit control mechanism which relates expenditure to specific 
policy objectives (McKevitt, 1990). Control in the health care ser
vice is more concerned with monitoring the fine detail of service 
provision than with evaluating whether the overall direction of the 
system is moving in line with stated policy objectives. 

The Department of Health has been reluctant to go beyond the 
setting of general policy guidelines for care of the elderly. The gen
eral absence of binding criteria for service provision has, however, 
contributed to the slow progress made in effecting a transfer of 
resources away from institutions towards care in the community. 
The proportion of non-capital expenditure accounted for by the 
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core community care services*: home nursing, home help and 
meals-on-wheels, was higher in 1980 than in 1991, despite general 
policy statements in the interim signalling the intention of success
ive governments to orient the balance of care more towards the 
community. This mismatch between rhetoric and reality has led to 
McCashin (1990) asking the question whether community care has 
really been the policy of successive governments at all, especially 
as restructuring did not take place even when resources were grow
ing? The absence of clearly stated and binding policy objectives has, 
at the very least, not made the transfer of resources to the com
munity any easier. The National Economic and Social Council have 
made this very point, making the case that resources cannot be, 
reallocated, nor the health care system restructured, until specific 
instruments are put in place at a national level to translate the rhet
oric of community care into reality. 

The 'staying within budget' target currently in vogue is a one
dimensional approach to accountability, and tells us very little about 
whether the real needs of elderly people are being met in an 
efficient and equitable manner. One way of addressing this prob
lem, while retaining budgetary discipline, would be to replace the 
current reliance on ad hoc rules and administrative guidelines with 
national, legislative based, criteria for service provision. Quantifi
able and legislatively backed policy targets, such as an explicit per
centage of GNP to be assigned to specific community care services, 
would go some way towards redressing the bias towards residential 
care and the more general imbalance in service provision for the 
elderly across the country. Currently, both the quantity and quality 
of community care services across and even within regions is vari
able and, therefore, unacceptable (Blackwell et aI., 1992). The intro
duction of common procedures for determining eligibility for ser
vices would also improve access, as well as making accountability 
much less problematic. 

A new structure for the control of the Irish health care system has 
been suggested by the Commission on Health Funding. Reporting 
in 1989, the Commission recommended the setting up o.f a new 

·In 19so. the proportion of non-capital expenditure accounted for by the services home 
nursing. home help and meals-on-wheels were as follows: 1.64%. 0.59%. -and 0.19% 
respectively. The figures for 1991 are as follows: 1.53%.0.54% and 0.10% respectively. 
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Health Services Executive Authority to take responsibility for the 
management of the health services. Health boards would be abol
ished in the new structure and replaced by an area based structure 
under the direction of the new Authority. A key proposal in the 
new scheme is that the Minister for Health and the Department of 
Health would withdraw completely from any direct involvement in 
the management of individual services. This would allow the Mini
ster and the Department to concentrate on policy formulation and 
implementation. In an effort to overcome some of the weaknesses 
of the present control system, the Commission recommended that 
service objectives and eligibility criteria for access to them "should, 
to the greatest extent possible, be governed by legislation". Health 
councils would replace the current health boards and have responsi
bility for representing the views of local users of health care services 
in the policy process, including the monitoring of services in line 
with local needs. An appeals system was also recommended so that 
the individual concerns and queries of users could be dealt with as 
they arise, without recourse to the political process as mediated 
through the health councils. 

The key element in the plan is the attempt to delineate political, 
policy and administrative responsibilities within the system, as wit
nessed by the clear demarcation between policy formulation, execu
tive decision-making and political representation. The National 
Economic and Social Council (NESC, 1990) have cast doubt on 
whether local resistance to central policy-making and competition 
between regions for resources can be avoided in the new structure. 
Their preference seems to be for an even more centralised struc
ture, without recourse to local representation, at least in the form 
of health councils or health boards. What the NESC suggest is a 
representative process whereby both budget holders and client 
groups deal more directly with the central authorities. This model 
also incorporates an expanded role for an appeals system to allow 
for more effective representation from service users. The danger of 
this approach is that a centralised bargaining framework might fav
our the more powerful service providers when it comes to resource 
allocation. This means that institutions would be likely to benefit 
more than the disparate, largely fragmented and less medicalised 
community care sector, thereby undermining the policy objective of 
more, not less, community care. 
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Nowhere is the difficulty with policy implementation more evident 
than in the slow progress being made with respect to putting in 
place the range of initiatives and innovations outlined in The Years 
Ahead (1988) planning document for the care of elderly people. 
The major principle underlying the analysis contained in this policy 
document is that the dignity and independence of old people can 
best be achieved by enabling them to live at home, with, if neces
sary, support services provided by the state. To facilitate care in the 
home, specific monetary proposals are made in The Years Ahead 
to increase the amount of resources for community care, especially 
for the home nursing, home help and paramedical services. In the 
year following the publication of the report an additional £5 million 
was allocated to community services for the elderly. The additional 
money provided an initial stimulus to community care provision, 
particularly in the area of home help and voluntary activities. 
Further allocations were agreed under the terms of the Programme 
for Economic and Social Progress, agreed by the social partners in 
1989. However, it now seems likely that any additional moneys for 
older people will, in the medium-term at least, be spent on the 
implementation of new legislation covering the public subsidisation 
of old people finding accommodation in private nursing homes. 

The absence of resources is likely to prove a major constraint on 
the implementation of policy as outlined in The Years Ahead. 
However, lest one rely too much on the resources argument to 
explain. the non-implementation of policy, the point should be made 
that even when public resources for health care were plentiful in 
Ireland, i.e. during the period 1976-1980, real spending on com
munity care increased at a slower rate than hospital spending. The 
argument that policy implementation is always constrained by a 
lack of resources is further undermined by the observation that 
some health boards have made more progress than others in 
effecting some of the crucial organisational changes outlined in The 
Years Ahead. For instance, where specific appointments have been 
made to co-ordinate services for the elderly at area level there has 
been a significant improvement in the co-ordination and integration 
of services across existing programmes of care (community, acute, 
long-stay and psychiatric). 

Evidence from two experimental pilot projects, aimed at improving 
the co-ordination of services for the elderly at local level, points to 
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the large benefits obtained from an integrated approach (Browne, 
1992). Improved communications, better understanding and a sense 
of mutual trust among the various providers of care are the main 
advantages associated with this approach. These benefits are not 
inconsequential, given the generally fragmented provision of care 
for elderly people in Ireland. As Browne points out, the absence of 
an ethos of co-ordination throughout the Irish administrative sys
tem means that, a priori, the general climate conducive to inte
grated systems of care is lacking at local level. Consequently, 
developing more general structures arid processes to encourage 
iniegrated provision is likely to be a much more complex and time
consuming task than if an ethos of co-ordination prevailed. 

The whole area of co-ordination is of central importance to the 
discussion on the optimal arrangements for long-term care in 
Ireland. The current programme structure of health care provision, 
divided as it is into acute hospital, special hospital and community 
care, facilitates a competitive rather than co-operative ethos for ser
vice delivery. Programmes are more likely to substitute for one 
another rather than combine to offer complementary packages of 
care specific to individual needs and preferences. Although signifi
cant improvements have been made in recent years with respect to 
the integration of services for the elderly, there remains an imperial
istic instinct within programmes when it comes to bidding for finan
cial resources. One way of dealing with this problem would be to 
abandon the current programme structure in favour of a client
based categorisation of service delivery. This would involve a major 
change in the organisational structure of health boards but it would 
mean that the health and welfare needs of the elderly would be 
more likely to be met in an integrated and holistic manner. Treating 
the elderly as a distinct client group might also lead to an improve
ment in communication and co-ordination between local authorities 
and health boards, particularly with regard to' the housing needs of 
old people. At present, the local authorities have responsibility for 
the provision of social housing for old people but very few formal 
mechanisms are in place to encourage an integrated approach to 
service delivery in this area; one that would take into account both 
the health' and social needs of the old person. 
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Public-Voluntary Interactions 

One of the key relationships in the provision of care for elderly 
people is that between the public and voluntary sector. The laller 
plays a major role in the provision of services for elderly people in 
Ireland. Faughnan (1990) cites three main reasons for the import
ance of voluntary activity in the country: the innuence of religious 
orders, the tradition of community self-help and the development of 
community-based statutory services. The Care of the Aged Report 
(1968) also provided a major stimulus for the development of volun
tary activity on behalf of the elderly. That report led to the creation 
of a National Social Services Board to oversee and co-ordinate local 
initiatives in social service provision among voluntary groups. The 
reorganisation of the health services into a programme structure 
also facilitated the development of voluntary activity. It was antici
pated under the new arrangements that statutory and voluntary sec
tors would work much closer, within the framework of Community 
Care Teams, to provide an integrated service for elderly people 
within areas and regions. To facilitate this process, health boards 
inherited the powers of the former local health authorities, under 
Section 65 of the Health Act, 1953, to provide financial support to 
voluntary agencies providing a service similar or ancillary to a 
health board service. 

In line with expectations, the voluntary sector has become a major 
resource in community care; its importance in the provision of 
social services is widely and consistently acknowledged. However, 
equally acknowledged is the negligible role played by the sector in 
both policy formulation and implementation. The anticipated inte
gration of statutory and voluntary provision has not happened; the 
voluntary sector has played only a minor and largely residual role 
in the planning and monitoring of care provision. The Community 
Care Team model did not succeed in integrating even statutory pro
vision, so it is not surprising to find that it also failed to involve the 
voluntary sector, to any significant degree, in either policy formula
tion or assessment. The absence of formal mechanisms to encourage 
genuine partnership arrangements between the voluntary and statu
tory sectors, particularly in the area of core service provision in the 
community, continues to be a major problem in the system. Before 
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taking up these themes. it is first of all necessary· to examine what 
the voluntary sector does for elderly people in Ireland. 

Most voluntary organisations are involved in the provision of ser
vices of a social contact nature (Mulvihill, 1993). More than three 
quarters of voluntary organisations are engaged in providing social 
events such as outings and parties; 58 per cent visit old people at 
home while 50 per cent visit elderly in hospital. Fewer voluntary 
organisations are involved in the provision of core community care 
services to old people: only 18 per cent of organisations provide 
home help, 17 per cent provide meals-on-wheels, 13 per cent pro
vide day care services, six per cent provide home nursing and five 
per cent provide warden and supervisory services for sheltered 
housing. This means that only a relatively small number of elderly 
people receive core services from voluntary organisations in com
parison to the numbers who receive social visits or who have social 
events organised for them. For instance, whereas 76,900 old people 
attend social events organised by the voluntary sector, less than 
8,000 were estimated by Mulvihill to receive home help support 
from voluntary sources. Similarly, carers of the elderly do not 
receive much support from the voluntary sector with only a small 
number of organisations providing services for carers. 

One area where voluntary activity is particularly strong is in the 
provision of social housing for the elderly. In recent years, public 
resources have been directed more towards encouraging the 
development of subsidised voluntary housing than to the public pro
vision of local authority housing. A new scheme of financial assist
ance for voluntary groups providing housing for disadvantaged 
groups was introduced in 1984. Funding from statutory resources 
is, at present, confined to 90 per cent of the cost of an eligible 
project, subject to a maximum ceiling of £22,500. The provision of 
housing by voluntary groups, supported by the. exchequer, has been 
an important innovatory component of housing policy in Ireland. 
That said, the voluntary sector contributes less than in many other 
countries to housing the elderly. Moreover, if this sector is to 
expand further then statutory funding for the maintenance and 
repair of buildings will have to be provided. In addition, resources 
will have to be made available, where appropriate, for the infra
structure and manpower support which will sometimes be necessary 
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to ensure that old people can continue to live in this type of housing 
as they become more frail. 

For all their involvement in care of the elderly, voluntary organis
ations are largely absent from the policy and planning process. The 
relationship that most voluntary organisations have with the statu
tory sector, if it exists at all, is largely confined to funding. Even 
here, arrangements are far from optimal. The ad hoc nature of fund
ing arrangements means that voluntary groups are rarely sure of 
their allocations ex ante, thereby making long-term planning very 
difficult. In some cases funding is provided retrospectively, leading 
to an even more tenuous budgetary situation for voluntary groups. 
In addition, where funding is provided, the voluntary sector is 
treated in an undifferentiated way between providers of core and 
other services. This is a constraint on the participation of the volun
tary sector in key areas of community care provision. Without 
guaranteed funding it may be impossible for voluntary groups to 
continue to provide services in a structured and consistent manner. 

The contribution of the voluntary sector has been largely taken for 
granted by the public authorities with little or no effort made to 
integrate and co-ordinate the services that are provided by volun
tary bodies. The problems of voluntary-statutory relationships are 
well documented. The National Council for the Elderly (1983) high
lighted the policy vacuum in which voluntary bodies operate. 
O'Connor (1987) confirmed the lack of involvement of the volun
tary sector in the policy process, pointing to the absence of an 
agreed framework for their involvement in either consultation or 
planning. Thus, while over £9 million was spent on the voluntary 
sector in 1990, the sector remains on the outside of the policy pro
cess, marginal to the mainstream of statutory service provision 
(Mulvihill, 1993). The current absence of an intermediary body that 
would both represent and articulate the diverse views of the volun
tary sector makes it unlikely that much progress will be made 
towards the integration of the voluntary sector into the policy pro
cess. The inexplicable undermining and restriction of the National 
Social Services Board during the 1980s has deprived the voluntary 
sector of a representative body capable of making an impact within 
the framework of social planning agreements. 
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The absence of the voluntary sector from the policy process affects 
policy implementation in a number of ways. The most obvious is 
that the vast potential of the sector remains under-utilised, partic
ularly in the area of core provision of services. By residualising 
voluntary activity, the public authorities are facilitating the frag
mentation of service delivery, leading to greater pressure being 
placed on the family caring system. The dichotomy between public 
and voluntary provision is, therefore, undermining the successful 
implementation of a community care policy dedicated to keeping 
elderly people independent and living in their own homes. Of 
course, as Mulvihill (1993) points out, when everything is discretion
ary there is little reason to engage in planning and partnership. If 
there was a more systematic relationship between needs and 
resource allocation then this problem would not arise. This brings 
us back to the importance of legislatively-based guidelines, partic
ularly for core services. It is only with the introduction of more 
explicit service targets that it will be in the interests of the statutory 
authorities to engage in true partnership with the voluntary sector 
with a view to meeting the stated objectives. 

The unsatisfactory relationship between the statutory and voluntary 
sectors is frustrating policy implementation in other ways. In par
ticular, the absence of systematic and formal commitments of finan
cial support from the public sector has caused a concentration of 
VOluntary activity into those areas where there is a better chance of 
public funding, irrespective of whether the need for services is most 
severe in such areas. Witness, for example, the concentration of 
much ·of voluntary activity in the institutionalised care sector 
(O'Shea et ai, 1991). Even allowing for budgetary restrictions, this 
sector has provided the best hope of consistent funding from the 
statutory authorities over the years. Greater co-operation between 
the public and voluntary sectors and the setting of targets for service 
delivery would lead to a more efficient use of scarce voluntary 
resources. 

Financing Long-Term Care: Public-Private Interactions 

Ireland is in the process of implementing major changes in the regu
lation and financing of private long-stay care for elderly persons. 
For many years there had been concern that the public subsidisation 
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of this sector was anomalous and inconsistent. Some private nursing 
homes were, for instance, receiving a subsidy per bed, regardless of 
who occupied it, while others were denied access to public funds 
simply because they were set up post-1980, the year approval status 
for subsidisation was generally withdrawn for new homes, due to 
budgetary pressures. Other subsidy schemes targeted the patient, 
differing in the extent to which applicants had to meet means tested 
criteria before a subsidy was paid. There were also inexplicable dif
ferences in coverage between the public and private sectors. An old 
person in a public long-stay bed was exempt from. payment except 
that most of their pension was retained by the institution. If the 
same elderly person was looked after in a private nursing home he 
or she would have been expected to contribute two thirds of the 
cost of care and that is assuming he or she qualified for a public 
subsidy. 

The new arrangements for the public financing of private long-stay 
care deals with some of these problems through the introduction of 
a common, patient-centred, subsidy scheme, based on the means 
and dependency of applicants. The old distinction between 
approved and non-approved beds is removed. All elderly persons 
who meet income and dependency requirements will receive a sub
sidy for care in a registered home. Income is assessed in the light 
of the individual's own financial circumstances (both income and 
assets) as well as the income of his or her family. The rate of subsidy 
depends on the degree of dependency of the old person. 

The key question with respect to means testing is who makes the 
decision to seek admission into long-stay care. In many cases, it is 
the family or the principal carer within the family who takes the 
initiative to seek admission to private nursing homes on behalf of 
the elderly person. It seems, therefore, both efficient and equitable 
that means testing should take into account family income in cases 
where it is the family who seek public long-stay subvention on 
behalf of their elderly relative. Accepting the principle of means 
testing elderly people and their families is, however, not to deny 
that problems are likely to arise in the application of the scheme. 
For instance, where elderly home owners are involved, which is 
likely to be the majority of cases, it would be undesirable if means 
testing requirements led to elderly people selling their homes 
sooner than is necessary in order to pay for long-term care. Forcing 
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elderly people to convert their housing assets into a more liquid 
wealth may close off permanently the possibility of a return to com
munity living. This outcome would be incompatible with existing 
community care policy. 

As we have already seen in the previous chapter, the means testing 
of entire families is also likely to cause difficulties. The most 
obvious problem is that the procedure becomes increasingly com
plex as more and more people are investigated. Moreover, the 
identification of ability to pay is no guarantee that payment will be 
made. Under the new nursing home legislation family income can 
be investigated but there are no legislative sanctions in place for 
family members who are unwilling to contribute to the cost of long
stay care for their parents. In addition, family members living out
side Ireland are explicitly excluded from investigation under the 
new arrangements. Therefore, while the inclusion of family income 
in the assessment of means is likely to minimise the burden of 
financing on the exchequer, it may not remove either the physical 
or financial burden of caring from principal carers within families. 

All of the evidence suggests that caring is left to one individual 
within the family (0' Connor et aI., 1988). The worry is that this 
person will continue to bear the financial responsibility of care even 
when the old person can no longer be looked after at home. 
Restricting the means test to the relative who initiates the demand 
for care would simplify matters considerably by reducing the com
plexity of the investigation to just one person. However, this 
approach would likely lead to inefficient choices within families as 
some members sought to 'free ride' on the altruism of others. Car
ing potential would be even further reduced as some family 
members opted out in order to avoid having to make any contri
bution to the cost of care. 

The recent changes in the public regulation and subvention of 
private nursing homes are interesting from the point of view of 
policy harmonisation and implementation. A major issue is whether 
they go far enough in promoting an integrated and co-ordinated 
system of care for old people between the public and private sectors 
and between the community and institutional sectors? A related 
question is whether the new arrangements are likely to be 
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implemented in a consistent and uniform manner across health 
boards and among people? 

Under the new, more nexible, subsidy arrangements the health 
boards, as major funders of nursing homes, should be in a strong 
position to innuence the quality of care in those homes. If nursing 
home proprietors are aware that poor quality of care leads to fewer 
subsidised residents then there is a strong financial incentive for 
them to ensure that standards are high. What is largely ignored in 
the new legislation, however, is its potential to effect an improve
ment in the quality of care in public long-stay hospitals. There are 
no plans to extend the degree of choice in the system to allow the 
health authorities to place fully subsidised public patients in private 
homes, if that is where the best care is found. Such an approach 
would likely lead to an improvement in the quality of care in both 
the public and private sectors. At present only a few health boards 
use contract beds in the private sector. Evidence from the Eastern 
Health Board suggests that an extension of contract bed arrange
ments might yield significant welfare gains. The nursing home 
values the guaranteed income which these public patients provide, 
while the health board is in a strong enough bargaining position to 
ensure high quality care at reasonable cost.' 

Similarly, the potential for co-operation between the public and 
private sectors with respect to assessment procedures is unlikely to 
be exploited to the full under the new legislation. There is a strong 
argument for a more uniform and standardised approach to assess
ment in both the public and private sectors. Otherwise, differences 
will continue to exist in the ways in which and the circumstances in 
which decisions are taken to admit old people into long-term care, 
both between and within each sector. An elderly person seeking a 
subvention to enter a private nursing home should be subject to the 
same assessment procedures as a person entering a public long
stay institution. One possibility in this regard would be to use the 
resources of existing public long-stay hospitals to make decisions of 
this kind, based on uniformly applied dependency criteria. Indeed 
one might go further and make the case for a common assessment 

·Chronically ill old people, currently being looked after in acute general hospitals. 
might also be cared for in pri\late long*stay institutions. thus providing savings for the 
exchequer which could be transfered to community care. 
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procedure for all nun;ing home admissions, whether an application 
for a statutory subvention is received or not (National Council for 
the Elderly, 1991). An assessment of this type would determine 
whether an old pen;on was seeking care in a private home volun
tarily or whether the decision was forced on the individual and fam
ily because of the limitations of the available community care ser
vices. This, in tum, might focus attention on the need to stimulate 
the development of the community care option across the whole 
social spectrum. 

Neither has the new legislation been overly concerned with the pro
vision of rehabilitation services ~ithin private long-stay institutions. 
These services are essential if old people are ever to return to their 
oWn homes in a functional capacity. Once again, an opportunity has 
been missed for a more integrated approach to the provision of 
rehabilitation services between the public and private secton;. Co
operation or partnership arrangements could take two possible 
forms. Either the old person could be transferred to the local long
stay institution for treatment or, alternatively, community-based 
paramedical personnel could visit the old person in the nursing 
home. Either way, nun;ing homes, like public long-stay institutions, 
should only function as a permanent home for old people in cases 
of last resort. Old people should not be denied the opportunity to 
return to their own homes because of a narrow perception of the 
role and function of long-term care. Dealing with nursing homes 
only in the context of their long-term care potential, as this new 
legislation largely does, is undermining the general case for com
munity care. A greater emphasis on the restorative potential of 
nursing homes would have been more in line with stated objectives 
concerning the desirability of old people remaining in their own 
homes for as long as is possible and practicable. 

One of the unwelcome by-products of the new legislation on private 
nun;ing homes is that the implementation process is likely to draw 
on resources that might otherwise have been used to improve the 
community care system. In general, the financing of nursing homes 
should not occur at the expense of resources for community care. 
Accepting this principle means that subvention for nursing home 
care would never be granted unless it was clear that a similar sub
sidy would not have succeeded in maintaining the elderly pen;on in 
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their own home. The subsidy, if applied to community care, could 
be used to buy resources like home helps, community nursing and 
paramedical services, as well as perhaps making some financial con
tribution to informal carers. These services are vital in slowing 
down or preventing entry into long-stay care (0' Shea and Corco
ran, 1989). It is only after assessment has been completed and a 
recommendation is in place to the effect that the elderly person 
should be moved out of their Own home that the subsidy should be 
transferred to institutional care. 

If the whole process of admission to private long-stay care is made 
more rational and efficient at the expense of the development of the 
community care system then an institutional bias is the inevitable 
outcome of that decision. Unless there is a greater willingness to 
integrate, co-ordinate and promote complementary provision 
between the private and public sectors (both community and insti
tutional components) then the shift in the balance of care to com
munity will be further delayed. 

Conclusion 

The drift towards centralism in long-term care decision-making in 
Ireland would be more worrying were it not for the fact that policy
making in recent years has been of the enlightened variety. The 
emphasis has been correctly placed on the desirability of greater 
autonomy for older people within the framework of an expanded 
community care service. The problem is that the implementation of 
the policies necessary to fulfil given objectives has been painfully 
slow. One of the main reasons for this state of affairs is the absence 
of any legislative expression of health care objectives either in the 
form of explicit criteria for service provision or common eligibility 
procedures for determining access to services. 

The nature of centre-local relationships is also impeding the suc
cessful implementation of policy. The centre is too much concerned 
with the day-to-day running of the health services to the detriment 
of the policy-making function. Meanwhile, flexibility in local pro
vision has too often been expressed in an inequitable and some
times inadequate provision of core services. The absence of the vol· 
untary sector from the policy formulation process, as well as the 
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weakness of their relationship with the statutory sector, hasexacer
bated the policy implementation problem. 

Problems of implementation are also likely to arise in the appli
cation of the new legislation dealing with the financing and future 
provision of private nursing homes. Ambiguity with respect to the 
precise range and scope of means testing procedures may lead to 
insidious differences in the operation of the new subsidy arrange
ments across the country. In addition, the absence of an integrative 
approach to provision is likely to undermine the already well-estab
lished community care objective of public policy. Nor has enough 
been done to release the considerable potential for complementary 
provision between the public and private sectors. 
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CHAPTER 5 

Financing Options for Long-Term Care 

Introduction 

Long-tenn care can be financed in a number of different ways. Like 
many other goods and services long-term care can be left to the 
market, with out-of-pocket expenses detennining the shape and 
scope of provision. Private sector solutions have the advantage of 
efficiency, particularly if markets are unfettered, certainty prevails, 
perfect knowledge is assumed, consumer sovereignty reigns and 
externalities are absent. The existence of market failure may 
prevent some, or indeed all, of these conditions from being met. 
With market failure comes the justification for public sector inter
vention, though not necessarily public production. 

One of the principal features ·of long-tenn care is the unpre
dictability and uncertainty associated with the onset of disability 
leading to the need for care. As a consequence of the inability of 
people to plan for the future in an uncertain environment, an 
unregulated market would respond by developing insurance mech
anisms. Long-tenn care insurance is, however, subject to the prob
lems of moral hazard and adverse selection. This does not rule out 
the potential for private insurance but it makes the development of 
such markets more difficult. This chapter sets out the main alterna
tives for funding long-tenn care, ranging from private insurance to 
social insurance solutions. In between, a variety of innovative mod
els are examined, including those of Continuing Care Retirement 
Communities (CCRCs) and Social Health Maintenance Organis
ations (SHMOs). Hybrid models incorporating public and private 
solutions are also considered. 
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Market Solutions 

People who value personal responsibility for achievement, freedom 
of choice and consumer independence and sovereignty usually fav
our market based solutions for long-term care problems. A perfect 
market delivers the highly desirable outcome of maximum con
sumer satisfaction within the resources available for the satisfaction 
of various wants and needs. Since individuals are normally the best 
judge of their own welfare, priorities should be determined by their 
willingness and ability to pay for goods and services. Applied to 
long-term care this would mean that the interaction of utility max
imising consumers with profit maximising suppliers would lead to 
the optimal out-tum in terms of an efficient resource allocation. 
Government intervention is not required in the allocative process. 
Redistribution and equity issues can be dealt with through the tax 
and social security system, with any remaining gaps in long-term 
care coverage met by charitable means. Price is the nexus between 
demand and supply and only those who can afford to pay the mar
ket price can enter the market place. 

All of this is straightforward enough and is based on standard neo
classical interpretation of the market mechanism. Self-interest pro
vides the basis for involvement in the market, with consumers seek
ing to maximise utility and producers seeking to maximise profit. 
Adam Smith was the first to point out in rigorous fashion the virtue 
of the market, arguing that under certain conditions the market will 
deliver the optimal use of resources in society. The formal analysis 
of how the market might work in long-term care is shown in Figure 
5.1. The downward sloping demand curve reflects the general 
assumption that lower prices lead to increased consumption. The 
upward sloping supply curve corresponds to the view that, normally, 
the amount supplied to any market will respond positively to the 
price received by producers. The market is in equilibrium where 
demand and supply intersect at price P, and quantity Q,. If the price 
is below P, (at P,) demand will be greater than supply leading to 
an increase in price to the market clearing level; if the price is above 
P, (P,) supply will be greater than demand leading to a fall in price 
t~wards the equilibrium level. 

In the absence of insurance mechanisms, of either the public or 
private variety, resource allocation in the long-stay sector would 
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be as described above. Arms-length transactions would take place 
between providers and old people (or their families) and those who 
could pay the market price would receive care while those who 
could not pay would be denied access to care. Of course, the above 
is but a crude caricature of the market mechanism at work and 
no government or self-respecting society would tolerate a situation 
where old people were denied access to care because they could 
not afford to pay. Intervention to meet the basic needs of low 
income older people would have to occur, either through formal 
government sponsored welfare programmes or through charitable 
provision. Nevertheless, the basic philosophy remains true that pure 
market solutions ration resources according to economic power and 
not according to need. Moreover, provided that the residual access 
problems could be dealt with, the market solution would be best in 
terms of achieving optimal efficiency at least cost. 

Price of 

Long-Term 
Care 

P2 

Pc 

PI 

FIgure 5.1: 

Suppty and Demand Curve lor Long-Term Cere 

Supply 
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The fact that a pure market for long-term care does not exist in any 
country raises both positive and normative questions regarding the 
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applicability of the model just described to real world situations. 
The answer to the question: 'Should long-term care be organised 
using the market mechanism?' is to be found by considering the 
assumptions underlying the perfect functioning of markets. Perfect 
markets require four main conditions to hold. These conditions are 
as follows: certainty, no externalities, consumer sovereignty and no 
market power on the part of providers (Donaldson and Gerard, 
1993). If any or all of these conditions are absent, then market fail
ure exists and the usefulness of the market as a solution 10 the 
resource allocation problem in long-term care is seriously 
undermined. 

Certainty 

The assumption of certainty implies that consumers of long-term 
care know what they want, when they want it, and where they can 
get it. However, for an old person, the onset of disability leading to 
the necessity for long-term care, either in an institution or in the 
community, is unpredictable. While ageing is predictable and while 
we know that older people are more disabled than younger people, 
this does not mean that the demand for individual long-term care 
can be planned for in the same way as the demand for predictable 
goods and services like clothes or food or haircuts. Even when dis
ability occurs, individuals may be uncertain as to what type of 
health care response is required. Whether, for instance, they will be 
able to remain in their own home or, alternatively, if they will have 
to enter an institution. Therefore, individuals are not only uncertain 
about the future timing of long-term care consumption, they are 
also uncertain about the form and, consequently, the cost of that 
consumption. It is in response to such uncertainties that insurance 
markets may develop. 

A risk averse individual seeking to maximise expected utility will 
purchase long-term care insurance other things being equal. More
over, under certain plausible assumptions individuals will more 
likely insure against low probability, high loss events like insti
tutional care than against high probability, low loss events such as 
routine medical services. Arrow (1963) shows that risk averse indi
viduals will purchase insurance at actuarially fair prices.· Indeed, 
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purchase will occur even with a company loading to cover admin
istration and profit, provided the excess is not considered too unfair 
by the insuree. The purchase of insurance is, therefore, a rational 
consumer decision in the face of an uncertain future with respect 
to long-term care requirements. The desire to protect income is 
slightly different in long-term care than in acute care. In respect 
of the latter, individuals seek to protect income for use in future 
consumption. In the case of long-term care, the stronger motive 
may well be to protect bequests, especially if the value of additional 
income in the chronic illness state is low (Pauly, 1986). 

ExternalitIes 

One of the main causes of market failure in care of the elderly is 
the existence of externalities. The latter occurs when the effects of 
an individual action is not fully rellected in market prices and there 
is a difference between private and social costs and benefits. The 
result is that price ratios lose their significance as efficiency indi
cators. If producers of goods and services leading to negative exter
nalities do not have to bear the cost of the resulting spillovers then 
too much of these 'harmful' goods and services will be produced. 
Alternatively, if production or consumption of some goods and ser
vices have positive spillovers, but individual consumers or pro
ducers are unaware of these externalities, too little of these goods 
and services will be produced or consumed. The strategy thus 
becomes one of penalising the production or consumption of com
modities that carry negative externalities while subsidising and 
encouraging the production and consumption of goods that carry 
positive externalities. 

The main externality associated with long-term care is the 'caring' 
variety (Culyer, 1971). The under-consumption of long-term care 
of old people does not impact directly on the health of other people, 
unlike, for example, the under-consumption of vaccination which 
may result in the spread of contagious diseases. The externality 
arises, therefore, due to inter-dependencies between the utility 
functions of people across the generations. People in a position to 
provide resources (either via taxation or individual contributions) 
are likely to be concerned that old people are not denied needed 
care because of inability to pay. This is not to deny that sometimes 
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this concern or 'caring' externality may lead to sub-optimal arrange
ments for the elderly persons who are being helped. Very often the 
negative impact on the utility function of non-elderly individuals 
arises if they believe that old people are being under-provided for 
or neglected in their own homes when they could be better looked 
after in a long-stay institution, if only they could afford the cost of 
care. The fact that most old people prefer to live in their own homes 
is not usually taken into account. Doing something for the old per
sons in this case means getting them into an institution rather than 
effecting an improvement in community care services that would 
allow them to remain in their own homes. 

If transactions costs are zero or negligible then a bargaining solution 
among individuals should produce an efficient outcome in the pres
ence of externalities that is both Pareto optimal and independent 
of any prior assignment of property rights. However, relying on 
bargaining solutions where 'caring' individuals seek out old people 
in need of long-term care is unlikely to be an efficient solution if 
the number of individuals affected is very large. The likelihood of 
some people 'free riding' on the altruism of others is very likely 
when numbers are high. People may not be willing to make a contri
bution to the care of older people on the basis that others will, 
thereby, achieve the desired outcome (of better provision) without 
having to contribute to the cost of that provision. Government 
involvement may be required to overcome this problem. This does 
not necessarily imply that the state has to get involved in the pro
duction of long-term care. Governments could simply provide tied 
subsidies or cash transfers to old people in order to encourage con
sumption, but allow the market to supply the required level and 
type of care in response to consumer preferences. 

Consumer Sovereignty 

One of the major assumptions of the Pareto efficiency model is 
that the consumer makes all decisions with regard to purchases. 
Consumers buy more or less of a good in accordance with their 
(usually given) preferences. The normal assumption is that changes 
in price move the consumer along the demand curve while changes 
in income shifts the demand curve inwards or outwards. Moreover, 
demand is assumed to be independent of supply. None of these 
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conditions may hold in the market for long-term care. In the first 
place, the consumer may be both unaware of their own health status 
and the options available to effect an improvement in their con
dition. In long-term care, improvement may mean the slowing down 
or postponement of the onset of the next level of disability. Given 
the technological relationship between an intervention and a 
consequent impact on health status, and the lack of familiarity with 
this relationship on the part of consumers, the latter may hand over 
all responsibility to 'expert providers' to make all purchasing 
decisions on their behalf. In such cases, demand may no longer be 
independent of supply and the possibility. exists that proxied 
demand may be different to the demand of old people themselves, 
were they in a position to exercise that demand in their own way. 

The long-term care market is also complicated by the role that fam
ilies play in deciding when and where old people should receive 
care. Once again, families may have different priorities than old 
people when it comes to making decisions on the long-term care 
requirements of their elderly kin. The result is that families may not 
act as perfect agents for old people in the decision-making process. 
However, such differences as may arise are not always due to any 
sinister motives of families in wanting old people out of their homes 
and into long-stay institutions. Very often families can no longer 
cope with caring for an old person at home and have no altemative 
but to seek institutional care. This may go against the expressed 
wishes. of the person being cared for but does not necessarily consti
tute sub-optimal placement. The latter can only be evaluated within 
the framework of the range of options available to the family and 
the availability of support services provided by either the state or 
private financing arrangements. 

Providers and Market Power 

In perfect markets it is assumed that producers are small and 
numerous and, therefore, do not possess any market power. Com
petitive market structures imply that producers compete with each 
other on the basis of price and quality. In health care the conditions 
for competitive market structures are absent. Medical providers 
have significant market power arising from licensure arrangements 
which restrict entry into the profession, thereby ensuring, in theory 
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at least, 'expert' provision. With supply limited, the price of health 
care is higher than it would otherwise have been. This restriction 
on the supply of expertise is compounded in long-term care by the 
relative shortage of consultant positions in geriatric medicine. 
Licensure is, therefore, a double edged sword: on the one hand, it 
exists to ensure good quality care (producing monopoly rents for 
providers as a by-product); on the other hand, the absence of com
petitive pressures in the medical labour market reduces the supply 
of care and restricts demand to a particular quality and price range 
in the market. This is somewhat offset in long-term care by the 
major role played by nurses in providing care. The latter earn no 
monopoly rents in the production of long-term care. The production 
of institutional long-term care is relatively non-technical and labour 
intensive with no general shortage of trained nursing personnel. 

There is no evidence of significant monopoly power in the long
term care market arising from economies of scale in production. 
The latter is concerned with the situation whereby technology 
developments and technical or marketing expertise give some firms, 
in this case institutions, an advantage in production, not capable of 
being matched by newcomers into the market. This is not to ignore 
elements of product differentiation particularly in the nursing home 
market, as some homes do provide high cost lUXUry care. However, 
this does not act as a deterrent since there is a ready market for 
less opulent care below this level. Moreover, while it is acknow
ledged that public institutions usually care for more dependent old 
people this is unlikely to be a major barrier to entry for private 
homes, since new entrants to the markets can focus attention on 
less dependent old people. The only source of monopoly power for 
institutions, both public and private is spatial, though even here the 
absence of significant barriers to entry means that perceived profit
making opportunities may not remain unexploited for too long. 

It is clear from the discussion so far that market failure does serve 
to undermine many of the necessary conditions for Pareto opti
mality in long-term care. Uncertainty, externalities, the absence of 
consumer sovereignty and supply side distortions are the main 
reasons why the market for long-term care breaks down. Con
sumers cannot be relied upon to judge cost and quality, nor can 
producers always be relied upon to minimise costs. The next section 
of this chapter considers the role of private insurance in long-term 
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care. Private insurance deals with the uncertainty problem and is 
an integral pan of the private market solution to the problem of 
financing long-term care. 

Private Long-Term Care Insurance 

Since few people can pay the high costs of institutional long-stay 
care out of their own pockets, advocates of private sector solutions 
to the financing problem, depend ultimately on the development of 
insurance markets. As explained earlier, the purchase of insurance 
is an attempt by risk averse individuals to maximise expected utility. 
Given the degree of individual uncertainty about the future need 
for long-term care, allied to the fact that only a minority of elderly 
people are likely to incur long-tenn care expenses, risk pooling and 
insurance are more likely in this sector. Moreover, long·tenn care 
carries a low probability of a large loss thereby, once again, lending 
itself to the development of insurance markets. 

Elderly people should be interested in acquiring long-term care 
insurance to protect income and assets, to remain independent and 
to ensure access to care when and where they want. Given that 
long-term care exhibits all the classic characteristics associated with 
insurance coverage the question that must be asked is why cov~rage 
is so low, even in countries that profess to favour a private solution 
to health care financing problems? In the US, for instance, fewer 
than five per cent of the elderly have private insurance (Van Gelder 
and Johnson, 1991). What must be explained is whether there are 
rational reasons for the seeming irrationality of not insuring for 
long-stay care on the part of young and old elderly alike (Pauly, 
1990)? One possibility is that consumers may have a tendency to 
ignore low probability, high loss events that have not occurred 
recently (Kunreuther, 1978). However, as Hershey et al. (1984) 
demonstrate, this sort of behaviour is not as common in health 
insurance as in other markets. A more promising approach to 
understanding why individuals, by and large, do not take out private 
insurance is to examine the demand and supply side of the market 
for clues as to this seemingly irrational behaviour. 

The most common reason why people do not buy long-term care 
insurance is that they cannot afford the high premiums charged 
by insurers. Affordability and purchase are, however, two separate 
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things and it is as well not to confuse the two (Cohen et al.. 1992). 
Affordability refers to the inability of individuals 10 purchase their 
desired quantity of the product. Insurers. worried about their ability 
to control usage and hence cost. tend to be conservative both in the 
product offered and the prices charged. Surveys taken in the USA 
show that high premium cost is the primary reason people give for 
not buying policies and that lower income elderly are less interested 
than upper income elderly in the purchase of insurance. Simulations 
from the Brookings Institute model of long-term care in the USA 
suggest that long-term care insurance is unlikely to be ever afford
able by a majority of the elderly in that country. even under the 
most favourable conditions (Rivlin and Wiener. 1988). Moreover. 
public expenditure on long-term care is unlikely to decline very 
much as a result of private sector initiatives. since participation by 
low and moderate income elderly in private schemes will. more than 
likely. require substantial public subsidies (Wiener and Rubin. 
1989). 

Notwithstanding the affordability problem. old people may not be 
willing to buy lmig-term care insurance products if they consider 
them inappropriate to their needs. This may occur if products are 
biased towards institutional care coverage. Most older people would 
prefer to be covered for home care. Hence. the relative lack of 
coverage for home care in existing policies is a deterrent to the 
purchase of insurance. Purchase criteria are also likely to vary by 
age. with the very old unlikely to want insurance even when they 
can afford it. Similarly. low income groups are likely to have alter
native sources of coverage through the residual welfare system and. 
therefore. will not require private insurance. 

Besides pricing barriers. quality deficiencies in private long-term 
care insurance policies may be a deterrent to purchase. Where 
private insurance markets do exist. insurers have been often criti
cised for offering policies that are poor value for premiums paid 
(Kapp. 1991). Many restrictions are associated with existing 
insurance policies for the elderly. These include: restrictive care 
definitions. coverage for institutional care only. significant cost 
sharing. extensive screening of potential purchasers to exclude 
higher risks. long deductible periods. unrealistically low coverage 
maximums and the lack of an inflation adjustment. 
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The slow growth in demand for long-term care insurance in the 
USA may have reflected people's accurate assessment that early 
insurance products were poor value for money, relative to the pre
miums charged. Insurers for their part, concerned about the pros
pect of large scale losses if they got their pricing and coverage strat
egy wrong, were slow to develop markets in an innovative way. 
That development is now beginning to take place, but as coverage 
grows so too does the concern about'affordability, demonstrating 
an important trade-off between the two. 

The weakness of demand for long-term care insurance products is 
exacerbated by information deficiencies on the part of consumers. 
Consumers exhibit considerable myopia with respect to the poten
tial risk of entering long-stay care. Surveys from the USA suggest 
that most people do not think about the possibility of having to 
enter a nursing home, much less about their ability to finance such 
a stay were it to happen (American Association of Retired Persons, 
1984). While some non-elderly people find it difficult to plan for 
coverage early in life due to the futuristic and intangible nature of 
the benefit, many others may not want even to contemplate the 
possibility of needing long-term care when they reach old age. The 
denial factor leads, therefore, to people completely avoiding mak
ing any provision for long-term care insurance. The lack of interest 
in purchasing early insurance policies may also reflect consumers 
belief that public coverage for their long-term care needs already 
exists, thereby making private coverage unnecessary and irrelevant. 
That this belief is not always borne out (as with Medicare in the 
USA) highlights the problem of information deficiencies, partic
ularly for consumers trying to decide on coverage early in life. 
Indeed the report of the federal Task Force on Long-Term Health 
Care Policies in the USA (1987) relies almost entirely on lack of 
awareness to explain the weakness of demand for long-term care 
insurance products. 

Not all explanations for the low level of demand for long-term care 
insurance have focused on consumer myopia. Pauly (1990) argues 
that a rational risk averse individual may choose to leave most, if 
not all, of his or her long-term' care expenses uncovered by 
insurance. The explanation for this behaviour is that while 
insurance protects income and assets, the marginal utility of an 
additional unit of income when an individual is chronically disabled 
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is so low as to undermine the benefit to the consumer of such pro
tection. If an individual enters a chronic illness state followed by 
death it is no longer important to protect wealth in excess of the 
desired bequest individuals may wish to make. Thus there is a dif
ference between the function performed by health insurance in the 
healthy state and the functions associated with insurance in the 
incapacitated chronic state. In the healthy state insurance protects 
the wealth that an individual will need for consumption when he or 
she recovers. In the incapacitated state insurance primarily protects 
the bequest. 

There is an argument that the protection of bequests, through the 
purchase of insurance, allows an old person to exert substantial 
leverage on family members to continue to provide care and atten
tion for their parents (Bernheim et al.. 1985). Loss of bequests, 
through having to pay out-of-pocket for long-term care, means loss 
of control. Pauly (1988) responds to this argument by raising the 
possibility that rational consumers may be even more concerned 
with the potential for the substitution of formal for informal care 
in the presence of long-term care insurance. Old people may prefer 
care by family members to care in an institution or by non-family 
members. If insurance leads to intra-family moral hazard by making 
it easier for family members to transfer the burden of caring to the 
formal sector, parents may not be willing to take out the insurance 
that encourages this behaviour. Thus, in this instance, the absence 
of coverage does not necessarily imply the existence of a market 
failure requiring government intervention. Rational consumers may 
be simply choosing not to insure. 

Moral Hazard 

Moral hazard arises when people have little incentive to restrict 
their level of consumption to that which would prevail if they faced 
the full cost of their consumption. Normally when people are mak
ing decisions about consumption they equate the marginal benefit 
of an additional unit of consumption with the price (equal to mar
ginal cost in a competitive framework) of the good. Rationing is on 
the basis of price and allocative efficiency is guaranteed within the 
competitive model. With moral hazard, individual behaviour that 
affects the expected loss is altered by the quantity of insurance 
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obtained (Pauly, 1968). For instance, if long-term care is covered 
by insurance it virtually becomes a 'free' good at the point of use. 
Price can no longer serve its primary purpose as a rationing device. 
Individuals face no constraint on the consumption of the good, with 
the result that a societal welfare loss becomes inevitable. 

Another form of moral hazard arising from insurance is the disin
centive on the part of consumers to engage in preventive activities 
that would reduce the possibility of illness. The fact that they are 
insured makes entry into the illness state a less financially serious 
possibility for some people. Consequently, individuals may not take 
all the precautions that they might have to ensure that sickness 
does not occur. In particular, individuals may not adopt healthier 
lifestyles that promote health and thereby delay or postpone 
entirely entry into the sickness or disabled state. This type of moral 
hazard is, however, less prevalent in long-term care due to the inevi
tability of the ageing process and the onset of disability with age. 
There is not such a strong relationship between lifestyle and the 
prevention of chronic disability as there is between lifestyle and 
some forms of acute illness. 

The relationship between consumer moral hazard and consumption 
is shown in Figure 5.2. In a competitive market for long-term care 
with no insurance, individuals faced with a perfectly elastic marginal 
social opportunity cost schedule and a conventional downward slop
ing demand or marginal benefit curve will consume OQ* units of 
long-term care (e.g. days in a long-stay institution). At point Q* the 
consumer equates the marginal benefit associated with care to the 
marginal cost (equal to price) of that care. With full 'first pound' 
coverage and zero money price of care the consumer will increase 
consumption, up to the point Q on the diagram. This is rational 
behaviour on the part of the consumer who will take consumption 
up to the point where the usefulness to him or her of the last unit 
consumed is equal to zero. Unfortunately, this behaviour generates 
a welfare loss to society equal to the triangle ABC. The days that 
the consumer spends in long-term care above Q* yield less benefit 
to him or her than it costs to supply the necessary care. It is not 
that the additional days yield no benefit to the individuals - they 
plainly do, at least up to point Q - rather that the incremental cost 
of provision exceeds the gain in benefit on each additional unit 
above Q*. 
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Moral hazard can be complicated even more by considering the 
behaviour of providers. Normally, it is assumed that consumer sov
ereignty exists with the individual making all relevant decisions, 
acting on full information, as in conventional economic trans
actions. If, however, providers have a major influence on the 
resource allocation choices that consumers make then one can no ~ 
longer assume that demand and supply are independent. In other 
words, the simple demand relationship shown in Figure 5.2 may no 
longer hold. Lack of awareness about costs may lead to care pro
viders putting the emphasis on technical efficiency rather than econ
omic efficiency. Technical efficiency is where doctors concentrate 
resources on individual patients up to the point where marginal 
benefit is zero or close to zero. While this is very good for patients 
lucky enough to receive care it ignores the social opportunity cost 
associated with resource use. The reward system for care providers, 
especially for doctors, may also encourage excess consumption. If 
providers are paid on a fee per service basis there may be an incen
tive for them to initiate demands on behalf of patients that might 
not otherwise exist (Tussing, 1985). 

Figure 5.2 
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Insurance companies have sought to reduce the 'excess burden' 
associated with moral hazard in a variety of ways. Cost sharing 
mechanisms have been the main approach used to effect a change 
in consumer behaviour. Deductibles or co-insurance rates have 
been used extensively. In the former, the insured person pays the 
first £X of coverage out-of-pocket, while co· insurance requires the 
consumer to pay some fraction of the cost of each unit consumed. 
Cost sharing is an effort to restore rationing by price into the sys
tem. Insurers ha ve to be careful not to impose too high user charges 
at the point of consumption since, at the limit, charges may deter 
people from taking out insurance in the first place. Insurers have 
also sought to influence supplier behaviour in a variety of ways, 
including peer review, paying providers by salary, and prospective 
reimbursement for institutions providing care. 

Our concern is, however, with the potential for moral hazard in 
long. term care insurance markets. The key issue in this area is 
whether insurance coverage induces increased consumption above 
the socially optimal level. Scanlon (1992) argues that moral hazard 
appears to be potentially larger in the long-term care sector than 
for other insured risks. This is because so much of currently pro
vided long. term care in the community is provided on an informal 
basis by family and friends. The potential for increased demand is 
huge as demand for formal services would likely increase to fill 
previously un met needs and to substitute for assistance formerly 
received from family and friends. Kapp (1991) has called this 'the 
potential woodwork effect,' meaning that many elderly people who 
now cope without public financing or receive only minimal public 
assistance would 'crawl out of the woodwork' to take up newly 
available and fully covered public provision. The widespread substi

-llitian or-p'aid-for' unpaid-care-is,of-course, much ,more-likely to_ 
occur in community care. As Rivlin and Wiener (1988) put it "who 
after all would not want a homemaker to help clean the house and 
prepare meals if such a service was covered by insurance". Whether 
the resulting diminution of family care has moral or philosophical 
implications bothers insurers much less than the potential increase 
in consumption and hence costs. This is the major reason why 
insurers are reluctant to include coverage of community care ser
vices in their policies, even when they have become involved in 
institutional long-term care insurance provision. 
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In theory, moral hazard is less likely to occur'in institutional set
tings. Old people are likely to have a natural reluctance to leave 
their own homes to go into an institution or nursing home. Surveys 
of old people have confirmed a preference for home care over insti
tutional care. However, if insurance coverage exists for institutional 
care then it may be easier for an old person and their family to take 
the decision to enter residential care. If community care services 
are weak and support services for carers are minimal. or non-exist
ent then that decision is made even more likely. To deal with the 
potential increase in demand for institutional care insurers have 
introduced a number of restrictions in an effort to restrain 
unnecessary consumption. Insurers in the USA have set deductible 
periods, ranging from 20 to 100 days, before the insurance coverage 
begins (Wiener et ai., 1987). Premiums become more expensive the 
shorter the deductible period - emphasising once again the sharp 
trade-off between afford ability and coverage. Other ways of con
trolling use of services include restricting coverage to skilled nursing 
care, requiring prior hospitalisation before nursing home coverage 
can begin, placing restraints on the type of nursing home covered 
and requiring evidence of dependency before admission. 

Adverse Selection 

The second major problem for insurers is the potential for 'adverse 
selection' in the long-term care market. This refers to the problem 
of people being able to anticipate a claims experience better than 
insurance companies, thus causing a disproportionate number of 
policies to be bought by those most likely to file claims. The prob
lem for insurers is that the identification of purchasers of insurance 
who are likely to be high users of long-term care services is difficult, 
certainly more difficult than in the acute market. Individuals and 
their families may have hidden and unstated preferences for one 
form of care over another, preferences that transcend any consider
ation of disability or need for care. As Scanlon (1992) points out, 
part of the goal of long-term care is that of maintaining a lifestyle. 
In contrast, acute health care's goal is unambiguously that of main
taining health. The problem is that if those most in need of long
term care services disproportionately buy insurance cover, usage of 
long-term care will eventually outstrip existing resources, leading 
insurers to raise premiums before very long. This, in turn, will cause 
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low risk persons to drop their policies, pushing average use and 
hence premiums to a very high level. Affordability then becomes 
the problem, as those people who cannot pay the higher premiums 
are forced out of the market. 

Adverse selection, therefore, leads insurance companies operating 
in a competitive environment to be very wary about offering volun
tary insurance packages that spread risk and costs among a very 
broad and diversified population. Instead, insurers have an interest 
in excluding high risk patients from membership. To protect against 
adverse selection, insurers usually screen for health problems and 
prohibit coverage for pre-existing conditions. Premiums are often 
set within the. framework of the most pessimistic scenario regarding 
expected payouts, reflecting the industry's wariness of broad cover
age of either population or services. Competition is usually for the 
lowest risk patients as witnessed by the case of South Africa, where 
considerable 'skimming off of the better risks occurs in the 
insurance market (De Beer and Broomberg, 1990). 

One of the associated difficulties in this area is that if insurers get 
their pricing strategy wrong it may be 10 to 20 years be fore they 
become aware of the problem. Any underpricing of premiums is 
very difficult to detect due to the long period that often elapses 
between the purchase of insurance and the use of services. Infor
mation deficiencies with respect to the cost of care, usage of services 
and consumer preferences often compound this problem. Thus, it 
is no surprise to find that many of the early premiums offered in 
the US long-term care insurance market were very restricted in 
coverage and often overpriced as insurers sought to protect them
selves against potential overuse of services by high risk users. Simi
larly many private insurers have initially concentrated on selling 
products to individuals rather than groups in an effort to select out 
potential high risk users. This has changed somewhat in recent years 
as private insurers, seeking to expand markets, are targeting group 
schemes through employers as a source of growth. Insurers are, 
however, moving very tentatively in this area trading-off P9tential 
growth against adverse selection, particularly if group schemes are 
voluntary, or in any way optional. 

Mandatory group schemes have considerable potential to address 
the problems of high cost and adverse selection in long-term care 
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insurance. For maximum risk pooling effect, group policies would 
have to be comprehensive and offered to individuals during their 
working lives. The purchase of insurance at an early stage in a per
son's career would result in a significant reduction in the premiums 
paid. Lack of awareness and denial on the part of workers will 
continue to restrict growth in this area. So too will the reluctance 
of employers to become involved in fee splitting. Rivlin and Wiener 
(1988) are more sanguine with respect to overcoming the latter 
problem, suggesting that labour shortages in some economies may 
result in employers offering new benefits to keep older employees 
in the work force. Already in the US, companies such as IBM and 
General Electric are sponsoring care insurance for their staff. The 
employers do not pay the premiums but their employees benefit 
from the economies of a bulk policy. 

Despite all the barriers to the growth of private insurance markets, 
both on the demand and the supply side, insurers are cautiously' 
moving into the market place. Caution is the byword, however, with 
most of the packages offered carrying many restrictions. Adverse 
selection means that insurance companies are very particular about 
what policies get offered to whom. It is not uncommon, for instance, 
for insurers in the US to reject up to 30 per cent of applications 
(Wiener and Hanley, 1991). If private insurance is to become more 
affordable, strategies to encourage genuine risk pooling in the mar
ket will have to be put in place. This may not be enough, however, 
particularly if commonly held views about the myopia of consumers 
are correct. Consumers have not been persuaded of the benefits of 
buying long-term care insurance. Yet, if public care is either absent 
or does not provide comprehensive coverage then, for some people, 
private insurance may be the only alternative to a significant ero
sion of income and assets in old age. 

This message is not getting through to potential users of long-term 
care services. At the moment, knowledge is at its scarcest in the 
market for long-term care insurance, particularly about the fate that 
awaits non-poor people should they reach old age in a disabled 
condition without making adequate provision for the financing of 
long-term care. Private insurers could do much more to educate 
consumers about products, thereby enhancing consumers' confi
dence. The government also has a role to play, particularly in pro
viding information (Cohen et aI., 1992). Government sponsored 

134 



pUblic education campaigns would improve citizens awareness of 
the limitations of public coverage and the extent of private responsi
bility in long-term care. 

The Public Financing of Long-Term Care 

The public financing of long-tenn care can originate from general 
taxation sources or from specially designed compulsory social 
insurance programmes. Although often discussed separately, dis
tinction between the two systems begins to blur at the margins. 
After all, in a situation of near full employment almost everyone 
will be making contributions to social insurance schemes and the 
only difference between this approach and general taxation is that 
it is eannarked to pay for long-tenn care. Moreover, even with 
unemployment, the government can step in to provide coverage, in 
the fonn of contributions, for those people unable to meet regular 
payments to social insurance schemes. Nonetheless, there are some 
important differences between general and eannarked tax, the mer
its of each having been recently discussed by the Commission on 
Health Funding (1989). 

One of the main arguments in favour of general taxation financing 
for long-term care is that in most countries structures already exist 
for the collection and administration of funds. In contrast, there 
would be additional costs in setting up a fair and efficient collection 
system for social insurance separate from the general tax system. 
The second major advantage of general taxation is the broadness 
of the tax base which includes total income, spending and capital 
taxation. Social insurance schemes would narrow the funding base 
considerably by confining contribution to direct income taxation. 
Tax revenue collected from general sources is also directly under 
the political control of central or local government structures mak
ing them more democratically accountable to the people served. 

The proponents of a social insurance approach to long-term care 
financing contend that a national eannarked contribution scheme 
is the best way to mobilise additional resources to pay far long
tenn care. This view of the potential of social insurance schemes to 
generate additional spending. is untested as far as we are aware, 
with little empirical evidence to support or refute it. Similarly, the 
assertion that a designated long-term care tax would lead to greater 
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efficiency and accountability in long-term care provision has yet to 
be evaluated. It is not clear how the existence of a special fund for 
long-term care spending would uniquely create an awareness of 
costs and resource use. This would only happen if moral hazard 
could be controlled and if structures were in place to prevent an 
overuse of resources resulting from excess supply. Both demand 
and supply side constraints on resource use could be introduced 
equally well under a general taxation financing model. 

What a social insurance fund might do is to raise the overall profile 
of the long-stay sector, resulting in a greater awareness of adequacy, 
mix of provision and the quality of care. Such an awareness might 
ensure that earmarked funds were protected against any general 
tendency to cut funding for long-term care in times of recession. It 
might also place the emphasis more firmly on community provision, 
rather than on care in an institutional setting. This might not necess
arily lead to an increase in total resources but it would be more 
likely to bring about a shift in the balance of care towards com
munity provision, in line with people's expressed preferences in this 
regard. Under the general taxation financing model specific priori
ties and objectives tend to get lost within the constraints that a 
comprehensive and wide-ranging public expenditure model implies. 

As De Beer and Broomberg (1990) make clear, the choice of either 
general or earmarked taxation systems ultimately depends on the 
economic, social, political and cultural context in which a decision 
has to be made, rather than on any theoretical advantage of one 
system of public funding over another. Both ear-marked and gen
eral taxation financed public systems carry advantages that distingu
ishes them from private insurance. In particular, the potential for 
risk pooling is the major benefit of public sector involvement in 
financing. Mandatory participation in a public scheme eliminates 
the problem of adverse selection. Spreading the financial risk of 
long-term care also makes the expensive but relatively rare occur
rence of long-term care consumption actuarially feasible and, there
fore, affordable for many at-risk older individuals. 

Pure public financing arrangements also carry strong equity impli
cations. There is no welfare stigma associated with consumption 
because either contributions or citizenship conveys entitlement on 
users. The poor may in fact do better than their contribution to the 
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pool of available resources deserves. The poor usually consume 
more than the rich while contributions to public insurance can be 
so arranged that higher income groups pay more into funds than 
lower income groups. In contrast, private insurance with its flat pre
miums is the most regressive way to finance benefits (Wiener and 
Hanley, 1991). Dual systems of care are, by and large, avoided 
under public financing models. The same quality of care is generally 
available to all on the basis of need, rather than on ability to pay. 
Public schemes also imply less fragmentation in both provision and 
financing as a strong monopoly power is available to negotiate with 
monopsony providers, thereby creating a more equal market 
between buyers and sellers of long-term care services. 

By creating a lifetime contribution system based on labour market 
contributions, social insurance schemes allow coverage to be pur
chased for lower rates rather than would otherwise be possible in 
an experience rated private system facing higher marketing and 
screening costs. The costs of setting up a social insurance system 
specific to long-term care would, however, be substantial. Unless 
existing tax rates were reduced to compensate for the imposition of 
a new payroll tax there would likely be strong resistance ·to the 
notion of additional taxation. Nor would public financing systems 
necessarily eliminate the problem of moral hazard. Public schemes 
might lead to people receiving free or reduced out-of-pocket ser
vices where formerly no such service existed. This, in tum, might 
lead to the substitution of paid for unpaid services, particularly for 
care in the community, just as in the case of private insurance. 

Cost sharing arrangements would, therefore, also be found under 
pure public financing models for long-term care. These arrange
ments would take the form of user charges under general taxation 
schemes and deductibles and co-insurance under social insurance 
schemes. The objective under each system would be to lower con
sumption towards the optimal level, thereby reducing the welfare 
loss implicit in all types of third party coverage. The choice and 
range of cost sharing programmes ultimately depends on the per
ceived trade-offs between coverage, affordability and cost for the 
public authorities. A· weak cost sharing programme would be 
expensive for the government because consumers with little incen
tive to economise would over-consume long-term care services. This 
might lead to what Pawlson and Mourey (1990) have called the 
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problem of 'political acceptability', as voters, worried about the 
nation's financial problems, resist any attempt to increase either tax 
rates or public expenditure to pay for excess consumption. On the 
other hand, high levels of cost sharing runs the risk of reducing the 
benefits of public insurance to such a degree as to make coverage 
under public schemes meaningless. At the limit, cost sharing may 
require the development of private sector insurance initiatives to 
cover the needs of these people who want either greater choice or 
more financial protection than provided by the public programme. 

Pure public financing models for long-term care have implications 
for consumer choice. While the monopoly power of a dominant 
public insurance programme may reduce fragmentation in provision 
and be able to secure price and quality gains from providers it may 
be at a cost of precluding individuals from consuming services that 
they would otherwise demand from their own resources. As Scan
lon (1992) points out, a social insurance programme for long-term 
care may, in particular, produce significant welfare losses as individ
uals are coerced into consuming a different quantity and quality of 
product than they would otherwise have chosen. What is at issue 
here is concern about the homogenisa tion of service provision 
under a monopoly financing authority, pursuing the objective of 
one level of long-term care for all. One way around this problem 
would be to retain a public financing ethos but to confine govern
ment involvement to the provision of designated cash transfers to 
old people with which they would be free to purchase the level and 
type of care that they themselves considered most appropriate to 
their circumstances. However, for this approach to work, competi
tive conditions would have to exist on the supply side of the market. 
Moreover, strict eligibility criteria based on dependency would have 
to be put in place to prevent those not in need of assistance from 
receiving payments. 

The Public-Private Mix 

What the analysis so far demonstrates is that neither private or 
public financing models are, on their own, likely to solve all of the 
problems of long-term care. Pure private solutions run up against 
the twin problems of moral hazard and adverse selection. The 
response of private insurers to those difficulties has been to restrict 
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coverage, using both price and volume restnctlOns. Whilst pure 
public models overcome the problem of adverse selection, through 
risk pooling arrangements, the problem of moral hazard remains. 
The response to the latter under public systems has been substantial 
cost sharing strategies designed to reduce over-consumption, partic
ularly of institutional care services. The potential for over-consump
tion of community care services has been reduced by a strategy of 
severe rationing of resources to the sector, using supply side restric
tions on the availability of providers. 

Recent analysis has emphasised the desirability of hybrid models 
incorporating both public and private elements (Rivlin and Wiener, 
1988). There are many combinations of public and private financing 
arrangements that might be tried. The first choice that must be 
made is which system should provide the primary source of cover
age and which should act as the residual. Merrill (1992) has iden
tified three main options: a private programme with public subsid
ies, front-end public coverage and back-end public coverage. The 
first of these has already been touched upon above and involves 
reducing the cost of private insurance through public subsidies for 
private coverage. Concern about the misuse of subsidies by con
sumers can be overcome by the provision of long-term care specific 
vouchers. The private sector would remain the major funder of 
long-term care under this model. 

Both the front-end and back-end public coverage models imply a 
major funding role for the public sector. Front-end public coverage 
would involve initial public coverage 'up to certain specified levels 
of utilisation of services. This could be one or two years nursing 
home coverage or whatever was considered appropriate and feas
ible in terms of the cost of provision. Basically, the public coverage 
of initial long-term care acts like a deductible for private insurers. 
Once the period of public cover ends the private sector would step 
in to offer insurance, with the latter now likely to be much more 
affordable for interested consumers. If governments wished to bias 
care more towards community provision they could continue to 
offer public cover for home care services over and above the 
deductible period for institutional care. 

Back -end coverage is simply the reverse process. The private sector 
would assume initial responsibility for care up to some financial 
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amount or level of care (e.g. providing one or two years in benefit), 
at which point the public programme would assume financial 
responsibility (McCall et aI., 1991). Because private coverage would 
be finite, policies would likely be more affordable for the majority 
of consumers. The mix of coverage between institutional and home 
care would be a matter for negotiation. It should be borne in mind 
at this stage that we are simply describing general financing options 
without much concern for either type of services covered or the 
integration of the various financing mechanisms that are available. 
These will be discussed in more detail in Chapter 7 when we deal 
with financing options for Ireland. 

One final point about the public-private mix in long-term care 
financing concerns the optimal level of public support for private 
individuals seeking to insure against the costs of long-term care in 
old age. In many cases what people are insuring against in long
term care is the loss of income and wealth that arises from having to 
pay for institutional long-stay care. If a major part of the insurance 
decision is to protect the bequests of elderly people then it is legit
imate to ask the question whether public policy should have any 
role in promoting the well-being of already (in many cases) rich 
offspring, other than that embodied in existing social schemes for 
elderly dependants? This is particularly the case if these offspring 
fail to contribute either practical or financial support for the care 
of their elderly relatives while they are alive. 

Public financing models which have as their objective the protection 
of individual assets for the purpose of bequest have rather odd wel
fare connotations. After all, taxing non-elderly non-rich people to 
preserve bequests for non-poor children is hardly an equitable sol
ution to the problem of market failure in long-term care insurance. 
In the case of the public-private mix associated with chronic care 
insurance, the critical element is a careful consideration of the 
objectives. The justification for protecting the assets of elderly per
sons so as to allow them to transfer these assets to their children is 
not supportable on either efficiency or equity grounds. If private 
alternatives are available to those individuals for whom social 
insurance benefits are mosUikely to serve the purpose of asset pro
tection, the case for a more targeted public approach becomes much 
more compelling (Cohen et aI., 1992). On the other hand, neither 
is it efficient or equitable that old people should have to prove 
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impoverishment before they can receive public assistance. Forcing 
individuals to run down their assets or to sell their houses fits rather 
oddly with a policy of community care, with home living at the 
centre of that policy. One practical way to deal with this problem 
would be to collect a wealth related deductible posthumously, 
thereby penalising unhelpful and uncaring offspring, while allowing 
elderly people to live out their lives without fear of impoverishment 
or homeless ness (O'Shea et aI., 1991). 

ContInuing Care Retirement Communities 

Continuing Care Retirement Communities (CCRCs) are an innov
ative approach to the financing and organisation of long-term care. 
Although poorly developed in Ireland, there is enough evidence 
from other countries that CCRCs carry important lessons for the 
future organisation and financing of long-term care (O'Shea et aI., 
1991). CCRCs offer home and residential care for old people within 
an integrated and enclosed community setting. These communities 
typically are On a campus like setting providing single family hous
ing units, a range of community based services, congregate living 
arrangements, as well as skilled nursing home care. Membership in 
a CCRC requires payment of a substantial entry fee in addition to 
the payment of monthly premiums. In return for this payment 
members are guaranteed care for the remainder of their lives within 
a prepaid capitated case management plan. Members are furnished 
with housing, acute care, chronic care and social services as needed, 
with residents generally remaining within the community envir
onment rather than having to move outside for needed care. 

CCRC schemes have four major characteristics irrespective of 
country setting (OECD, 1990): 

• they provide independent living units, either apartments, 
rooms or cottages; 

• they guarantee a range of health care and social services, usu
ally on the premises; 

• they require some sort of prepayment; 

• they offer a contract that describes the obligation of the tenant 
and the provider for a term of several years or life. 
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CCRCs are generally designed 10 appeal to the relatively young, 
upper-middle income elderly who are in good health when they join 
and can afford the very high cost of joining. Entry fees to schemes 
are very high ranging from between $50,000 to $100,000. In addition 
the median monthly service fee can average $1,000 for rather mod
est size accommodation (Rivlin and Wiener, 1988). Many entrants 
to these schemes are only able to pay the high fees by selling or 
otherwise liquidising their homes. The case management compon
ent of the system means that a careful screening of entrants takes 
place before membership is accepted. Once in schemes, careful con
sideration is given to the type of care provided to old people. Most 
emphasis is put on skilled home care rather than high cost insti
tutional alternatives, with every effort made to keep old people out 
of long-stay beds. Careful case management with an emphasis on 
prevention and rehabilitation appear to facilitate a more appropri
ate use of low cost community services (Struyk et aI., 1988). 

What life care communities offer is security for members who can 
be assured that their current and future health care needs will be 
taken care of in an appropriate setting at reasonable cost. Acute 
and long-term care needs are integrated into one delivery system 
with care co-ordinated by a case manager. Care is, therefore, both 
comprehensive and continuous. Members, in many cases, are choos
ing, not just a care system, but a lifestyle. The emphasis is on match
ing individual functional abilities to housing and care regimes in 
order to ensure maximum independence for members. 

The most obvious disadvantage of life care communities is the cost 
of joining, though this is an access problem, not one of market fail
ure. This is why most members tend to be both healthier and 
wealthier and why CCRCs cover only a very small fraction of the 
long-term care market (Rivlin and Wiener, 1988). Prepaid capit
ation plans have, after all, a strong financial incentive to screen out 
both unhealthy and poor individuals. This is not the only disadvan
tage associated with life care communities. There is a major finan
cial risk associated with setting up a scheme. Investors may be slow 
to come forward in such an uncertain environment as long-term 
care, where costs are likely to exceed revenues without tight and 
rigorous case management of pre-selected members. If an organis
ation does go bankrupt it is not only investors that may suffer. 
Enrolees may find that they are without protection at a time when 
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they can no longer obtain affordable private insurance. Effons to 
reduce costs may conceivably lead to a reduction in the quality of 
care, as schemes endeavour to widen the gap between revenues· 
received and the cost of care. Ultimately, inadequate funding could 
result in an increase in premiums thereby making enrolment no 
longer affordable for old people on fixed incomes. It might also 
lead to some old people leaving schemes voluntarily thereby 
undermining further the viability of schemes. 

There has not been very much analysis of the life care industry to 
date. This is surprising, given that there have been some spectacular 
failures in the industry, particularly in the USA. For many not
for-profit CCRCs prices are often deliberately kept low under a 
philosophy of making care available to more people, even if this 
means reduced profits. The problem, as discussed by Winkleross 
(1986), is that by not setting prices high enough, communities can
not generate enough income to build up a financial reserve for the 
time when more care will be needed. This behaviour may not be 
confined to the not-for-profit sector in the industry, but may also 
occur in the for-profit sector, seeking to provide the most compre
hensive care contract (Ruchlin, 1988). Notwithstanding all of these 
difficulties, CCRCs carry two important lessons for policy-makers. 
First, they demonstrate that not all schemes for private or self
insurance have to be based on institutional care. Second, they show 
that case management has a major role to play in the provision of 
appropriate and low cost care to old people within a framework of 
service provision which is mainly community based. 

Social Health Maintenance Organisations 

A Social Health Maintenance Organisation (SHMO) is a variation 
of the concept of a Health Maintenance Organisation (HMO). In a 
normal HMO enrolees pay a prospective capitation fee that entitles 
them to both primary and acute care services delivered by phys
icians, hospitals and other providers affiliated to the HMO. If 
HMOs are to break even or make a profit then the cost of care 
delivered to members must be kept low. This is done by ensuring 
that enrolees are kept out of hospital whenever possible. By empha
sising primary and out-patient care HMOs seek to provide a more 
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efficient and co-ordinated system of care. Case management tech
niques are used to assign enrolees to the most appropriate level of 
care provision. A Social Health Maintenance Organisation extends 
this concept to cover long-term care services not normally included 
in HMO benefits. 

By achieving acute care savings and by keeping old people out of 
long-stay beds SHMOs reduce the cost of long-term care services. 
This, in tum, reduces the costs of SHMOs by making premiums 
more affordable for people. The emphasis on community care 
requires additional resources for this sector but this is possible 
through cost savings achieved in the institutional sector. Case man
agement is used to channel patients to less expensive services. The 
potential advantages of the approach are attractive: the substitution 
of care at home for nursing home care; less expensive home help 
for more costly, medically biased, community care services; less 
emphasis on acute care services; and the reduction in consumption 
of all services. 

Rivlin and Wiener (19BB) point out that the ability of SHMOs to 
succeed financially and to playa major role in financing long-term 
care largely depends on how well they control the use of services 
and on the market demand for managed care services. One worry 
is whether the emphasis on cost control will ultimately lead to poor 
health outcomes, as quality deteriorates in the pursuit of efficiency 
savings. Controlling the use of resources may impose long waits for 
services and restrictions on usage that penalise genuinely disabled 
patients. Cost sharing plays only a very minor role in limiting the 
use of services in existing SHMOs. Instead the burden of rationing 
falls on the supply side. Case management is a promising technique 
in this regard, but the empirical evidence on the ability of case man
aged utilisation controls to effect major savings in resource use, is 
weak. Without such savings the financial viability of SHMOs as 
major funders of long-term care may be seriously undermined. 

On the demand. side the major problem is adverse selection. The 
balance between good and bad risks will be seriously affected if 
only the latter are attracted to SHMO plans. If this occurs, pre
miums will have to be raised to deal with the potential additional 
consumption of high risk consumers. Otherwise the organisation 
may be left with more impaired members to care for than can be 

144 



financed through premiums and acute care savings. Concern about 
adverse selection is one of the main reasons why SHMOs have 
sought to attract good risks, either through self-selection or through 
the particular marketing strategy of organisations. Enrolees are 
screened to ensure that only the healthier and wealthier are 
covered. If this practice is as widespread as some of the evidence 
suggests then the potential cost savings associated with SHMOs wiu 
be specific to the particular demographic, economic and social 
characteristics of enrolees. This, in turn, means that SHMOs may 
not be suitable as a general financing mechanism for long-term care. 

Nevertheless, the philosophy underlying this approach to long-term 
care, once again, provides some important lessons for policy-mak
ers. The most fundamental being that the movement to community 
care will only take place if the incentives are such as to change 
provider and consumer behaviour in that direction. Prepaid capit
ation systems generate increased cost consciousness, while case 
management improves the quality of life of recipients through a 
more integrated and co-ordinated provision of care. What advo
cates of prepaid capitated plans must now show is that costs can be 
controlled across a wide range of enrolee types and that quality of 
care remains high in the face of increased cost consciousness. 

Conclusion 

This chapter has outlined some broad theoretical approaches to 
financing long-term care. Market failure in long-term care results 
from uncertainty, information deficiencies, externalities, and the 
absence of consumer sovereignty. The classic response to uncer
tainty is the provision of insurance. However, many problems exist 
with respect to the provision of long-term care private insurance. 
The two most serious problems are moral hazard and adverse selec
tion. The existence of adverse selection has led to calls for the pub
lic financing of long-term care due to the risk pooling advantages 
associated with the latter. Public financing can take the form of 
general taxation or social insurance mechanisms. Both approaches 
deal with the problem of adverse selection but leave the moral haz
ard element of third party payment untouched. 

The response to moral hazard both in the public and private sector 
is cost sharing arrangements that seek to place some of the burden 
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of financing on consumers. Thus, a trade-off between coverage and 
affordability is common to both public and private financing mech
anisms. Prepaid capitation systems, such as CCRCs or SHMOs, are 
alternative, if relatively untested, approaches to financing long-term 
care. The fonner is an expensive option and only the wealthier and 
healthier are likely to be found in such life care schemes. Similarly, 
the potential of SHMOs as a general model for financing long-term 
care is weak, due mainly to the high start up costs and the likelihood 
of either adverse or self-selection producing an unrepresentative, 
and in the case of the fonner, unsustainable client population. 
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CHAPTER 6 

Financing Long-Term Care: 
Comparative Aspects 

Introduction 

The objective of this chapter is to provide both an overview and an 
evaluation of the financing arrangements in place in other 
developed countries. We can learn a lot from looking at the financ
ing systems of other countries, both from their successes and their 
failures. Not surprisingly, the analysis reveals a number of differ
ences and similarities across countries. One common feature, 
however, is that in most of the countries surveyed, old people in 
long-term care are not given the same degree of financial protection 
as old people in acute care hospitals. Typically, only a small co
payment is levied for acute hospital treatment, whereas residents 
in long-stay institutions are usually required to make a substantial 
financial contribution to the cost of care. However, in all countries, 
the state intervenes to provide a minimum safety net for those 
requiring care but not having the resources to meet the resulting 
costs. 

Outside of this minimum provision, the range of long-term care 
services provided by the state and the type of person covered by 
public insurance varies widely across countries. In general, there 
are two extreme model types. a Beveridge-type system and a 
Bismarck-type system. In the former, services are financed largely 
from general taxation. In Bismarck-type systems, services are 
financed from universal or near universal social insurance funds. 
The emphasis in the latter is on universal entitlement to services. 
Of the countries surveyed, only Canada offers almost complete 
coverage of long-term care to all its citizens. Means tested or 
income related criteria are more often found in countries where 
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services are financed from general taxation than in countries with 
social insurance financing. In the US and in the UK state funding 
for long-tenn care consists of selective provision based on means 
tested criteria. The Netherlands is another country with severe 
means testing for state funded long-tenn care. 

One trend across Europe is that services involving higher levels of 
care, meaning more complex intervention, are likely to have higher 
levels of public financing (Pacolet et aI., 1994). Moreover, any inno
vation in service provision relies heavily on public subsidisation to 
get it off the ground. Another general trend is the distinction made 
between hotel costs and care costs in public financing arrangements 
for residential care. Most countries are careful to separate the two, 
particularly when it comes to long-stay care in residential homes. 
In Belgium, the hotel costs of residential long-stay care are the 
responsibility of the old person or their families. Only in cases of 
severe hardship will the state pay for accommodation through social 
assistance provision. Similarly, in France, a large component of the 
hotel costs in nursing homes is paid for by pensions, with the cost 
of care services covered by social security or state budgets. 

Personal and family contributions to the cost of institutional care 
are an important source of financing in many of the countries exam
ined. For example, Laing (1993) found that in both France and 
Gennany, the state often requires a small contribution from the 
children of elderly people in receipt of institutional care. In Germ
any, the US and the UK the government has the power to claim 
back any sums owing to them after the disposal of assets belonging 
to the elderly person. In Germany, authorities have a claim on 
assets given away by the elderly person up to 10 years previously, 
while in the US there is a 30 month rule on the disinvestment of 
assets. 

In many of the countries analysed, the current financing system is 
biased towards institutional rather than community care. Normally, 
care provision in institutions is covered either fully or partially by 
the state. Similarly, most health related services provided to people 
in their own home tend to be funded by the state under some form 
of public insurance (Laing, 1993). In contrast, non-health related 
social services are usually only provided under cost sharing arrange
ments with old people and their families, or, alternatively, by the 
voluntary sector. 
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Of particular interest to Ireland is the extent to which other coun
tries are currently in the process of reforming long-term care financ
ing arrangements. In general, substantial reform proposals have 
tended to surface much more in countries characterised by social 
insurance than in tax financed systems of social protection. As Pac
olet et aI., (1994) report, reform proposals in social insurance sys
tems have mainly arisen from a belief that current insurance 
arrangements have failed to cover risk adequately or provide for 
comprehensive care. For instance, one of the main motivations for 
reform in France is the belief that some essential services are in 
short supply, particularly medical beds in residential care and some 
community care services. Adding to the problem in France is the 
fact that some old people do not have sufficient income to purchase 
the services that are available. In Germany, motivation for reform 
has arisen from the general consensus that under previous, more 
restrictive, social insurance coverage too many old people have had 
to rely on social assistance for their long-term care needs. The direc
tion of reform in both countries, particularly Germany, is towards 
greater universality with less emphasis on means tested assistance 
from the state. 

There have also been some developments in countries where long-
. term care is financed from general taxation. By and large, however, 

whatever changes have taken place in these countries have been 
with the intention of reducing public expenditure rather than 
expanding existing coverage. In the UK and some Scandinavian 
countries concern about the burden of financing on the exchequer 
and on the tax system has led to the introduction of measures to 
ration care. In the UK, for instance, the rationalisation of social 
protection is more and more taking the form of increased means 
testing which, when combined with the introduction of other eligi
bility criteria, is narrowing the focus of the welfare state. The system 
is moving towards greater selectivity in service provision, concen
trating on what are called 'deserving cases', meaning, in this 
instance, highly dependent old people. One is left with a contradic
tion, therefore, that while some countries, like Germany, are seek
ing more comprehensive coverage, other countries, like the UK, are 
moving towards increased selectivity in the provision of services for 
old people. 
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Financing Arrangements in the United Kingdom 

The UK. like other DECO countries. will experience demographic 
changes over the next 30 to 40 years. Unlike other countries. 
however. many of these changes will occur at the end of the first 
decade of the next century when the number of people of pension
able age increase substantially and the number of people available 
to pay for the care required by the elderly decline. A more immi
nent change. which will have significant implications for the pro
vision of social services. particularly health. is the ageing of the 
elderly population. By the year 2031. it is estimated that those aged 
80 and over will number 3.4 million. an increase of more than 60 per 
cent on 1990 figures. With this demographic change and changes in 
family size and behaviour. the demand for and supply of long-term 
care is likely to increase. 

Community care policy in the UK changed quite significantly with 
the election of the first Thatcher government in 1979. Although 
policy was not clearly specified in the pre-Thatcher years. informal 
care provided by family and friends was both encouraged and sup
ported by local authorities. the main providers of services in the 
formal sector. Following the Conservatives return to power. the pol
icy direction for community care was altered by promoting the role 
of the private sector in the provision of care and curtailing the role 
of local authorities. This policy change was implemented by 
decreasing the resources available to the local authorities and by 
encouraging the use of private residential and nursing homes. with 
the full cost of care only being met for those on income support. 

Throughout the 1980s the role of the public sector in the provision 
of care was repeatedly described in official circles as being one of 
back-up to the care provided by the private and voluntary sectors. 
Strategies announced in the White Paper. Caring for People (1989). 
and the National Health Service (NHS) and Community Care Act, 
1990, went even further. indicating that the government wanted the 
local authorities to have responsibility only for the organisation and 
management of care, leaving the provision of care to other agencies 
(Walker, 1992). 

Currently, however, the state. through the NHS and local authorit
ies. remains the major provider of long-term nursing care. In 1992. 
almost 170,000 places were provided by the public sector. However. 
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with the ongoing changes in the NHS and the full implementation 
of the NHS and Community Care Act, 1990, the number of places 
provided by public institutions is expected to decline over the com
ing years. More emphasis is being placed on both private provision 
and the home care alternative. Growth in the private sector has 
been quite rapid and it is likely to continue over the coming years. 
Informal care provided by family, relatives and friends, is seen as 
an important source of care. However, with family structure and 
the geographic spread of families changing and with the 'traditional' 
care givers pursuing their own careers, the stock of informal care 
givers is being reduced. This trend is not likely to be reversed over 
the coming years. If home care is to remain a viable option services 
such as home help and meals-an-wheels, which are organised by 
local and health authorities, will have to be further developed. This 
form of professional home care and the services offered have 
become increasingly popular. Again, this trend is likely to continue 
as the elderly population ages and the use of public residential care 
is discouraged. 

The principal sources of financing of long-term care in the UK 
include funding from government, from voluntary organisations and 
from the individual's own or family resources. In 1992, the govern
ment funded 66 per cent of all spending on long-term care in the 
NHS and home care sellings, while the remainder came from per
sonal resources and voluntary organisations. Eligibility for state 
funding of long-term care in either a residential or nursing home is 
based on a means test, incorporating both income and assets. An 
individual is deemed eligible for state support (known as Income 
Support) if the total value of income and assets does not exceed 
Stg£8,OOO. 

In the next few years, state and personal financing of long-term 
care are expected to be more equally divided given the full 
implementation of the NHS and Community Care Act. In particular, 
the transfer of responsibility for public sector funding of care in 
non-statutory residential and nursing homes from central.govern
ment to the local authorities is expected to lead to a shift towards 
personal financing of"institutional care. As Table 6.1 shows, there 
is a large difference between the benefits provided by government 
and the typical cost of nursing home and residential care. This gap 
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is likely to widen in the future and grealer demands will be put on 
personal resources 10 cover the cost of care. According to Laing 
(1993), a change in the means testing arrangements introduced in 
April 1993 will have major repercussions for existing financing 
arrangements. In the pre-April 1993 period, the Income Support 
rules were such that owner-occupiers who had taken steps to sell 
their property remained eligible for state.support in homes for 6-12 
months. No charge was placed on the individual's property and no 
attempt was made to recover the cost of the first 6-12 months of 
care following the sale. of the property. Hence the state created an 
incentive for individuals to delay the disposal of their assets. This is 
no longer Ihe case. Local'authorities now have the power to obtain 
reimbursement following the disposal of the property. 

Table 6.1: The Cost 01 Care In the UK: What Does the Slate Provide? 

Area Typical cost State provision 

London and SE 
Nursing home £500 pw £315-£350 pw 

Residential Home £375 pw £210-£280 pw 

Provinces 
Nursing home £375 pw £280-£315 pw 

Residential Home £300 pw £185-£255 pw 

Source: DSS, 1993 

In 1992, personal payment for long-term care for people aged over 
65 years in residential and nursing homes was estimated to be £2.2 
billion. Sources of personal finance which may be used include sav
ings and assets. In the UK, with the high level of home ownership, 
housing property is the main asset held by the elderly. Currently, 
over 50 per cent of the elderly population are outright home 
owners. Henwood (1990) estimates that this number will increase 
to between 65-70 per cent by the end of this century. AUention has 
focused on the use of property to finance long-term care, partic
ularly if the elderly person is living alone. Re-mortgages, home 
reversion schemes and home income plans are methods of making 
property liquid. As we have already discussed in Chapter 2 there 
are a number of problems with home equity release schemes. For 
example, the value of the equity will be effected by the state of the 
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property market and in the case of home reversion schemes, where 
the owner sells the property and then leases it back, if property 
prices increase, the home owner does not benefit from the appreci
ation. Despite these flaws, house equity conversion is believed to 
be the largest source of private funding for nursing and residential 
home care. This is likely to continue given the increase in property 
ownership. 

Over the past few years a number of new financial products for 
long-term care have been introduced on the British market. Laing 
(1993) classifies the products into two groups, pre-funded schemes 
and immediate care products. Pre-funded schemes include long
term care insurance and pension linked products. In this case the 
individual starts to pay for these products while still fit, not knowing 
whether he or she will need to claim. The second group of products 
include annuities and equity release products. These products are 
useful if the individual needs to finance care services immediately, 
a single premium is usually paid. Evidence from companies offering 
new financial products for long-term care indicate that initial sales 
have been poor. Factors which may explain the slow uptake of these 
products have already been documented and include the high price, 
the lack of awareness of risk (few think about the possibility of 
needing long-term care) and anomalies in the tax treatment of long
term care funding products. If these product markets are to 
develop, companies will have to make the public aware of the inad
equacy of state funding and also encourage the public to make 
private financing arrangements at a younger age. . 

It is too early to evaluate the impact of the NHS and Community 
Care Act, 1990. However, a number of difficulties associated with 
the policies adopted by the Thatcher governments during the 1980s 
have not been tackled under the new legislation. For example, with 
the role of local authorities as providers of care, changing, it was 
assumed that informal care providers would take on an even greater 
level of responsibility. Indeed the strategy was to place the moral 
responsibility on families to look after their ageing and dependent 
kin. The possibility that there may often be a conflict of interest 
between carers and recipients of care was not considered by the 
Conservative government either in the past, or in their latest strat
egy. According to Walker (1992), this issue needs to be addressed, 

153 



otherwise governments "may be guilty of imposing some potentially 
destructive relationships on both carers-and cared for". 

State support for unpaid care givers is restricted to an Invalid Care 
Allowance. To qualify for this benefit the carer must be under pen
sion age, must not be earning more than a specified amount and 
musnook after a person for at least 35 hours per week. Therestric
tive rules on entitlement explain why in 1991 only approximately 
159,000 carers from an estimated total of 6.8 million were receiving 
this benefit. More funding is clearly necessary to support the needs 
of this group of care- givers. particularly if government wants to 
continue to rely on their services. Recent policy has failed to 
improve the situation for informal care givers. This issue needs to 
be addressed sooner rather than later if the government wants to 
shift the bias away from residential and nursing home care towards 
greater care in the community and if it wants to prevent the with
drawal of this group from caring (Laing, 1993). 

Financing Long-Term Care in Germany 

Reform of the long-term care financing system has been on the 
political agenda in Germany for many decades. Progress on the 
issue was accelerated at the end of the 1980s, with three alternative 
models coming to the fore as a solution to the problem. Meyer 
(1989) has labelled the three approaches as follows: the market sol
ution, the tax transfer solution and the social insurance solution. 
The market approach places the emphasis on compulsory private 
insurance for all citizens beyond a certain age. The state would 
provide financial assistance for those unable to afford the cost of 
private insurance premiums. The tax transfer model places the onus 
on designated caring arrangements, with the major emphasis on a 
tax financed nursing allowance for dependent elderly people. The 
social insurance model is based on the introduction of a new, contri
butions based, social insurance benefit, which would be organised 
either by a special new social insurance programme or affiliated 
with the already !!xisting sickness insurance schemes (Alber, 1993). 

Social insurance was eventually chosen as the most appropriate sys
tem of financing long-tenn care in Germany. The new system builds 
on existing social insurance structures and financing arrangements, 
but is more comprehensive. There is less chance, therefore, that 
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some old people will fall through the coverage net and have to rely 
on social assistance to enable them to purchase care. This had been 
a major problem with existing arrangements. The new system or 
'Pflegeversicherung', comes into force on the 1st January 1995 for 
community care services and is due to commence on the 1st January 
1996 for residential care services. The difference in timing, to some 
extent at least, reflects the priority that the government attaches to 
community care. The new legislation also favours home care with 
significant improvements in the social protection of carers. Carers 
providing more than 10 hours of care a week are treated as if they 
have paid pension contributions and earned 75 per cent of average 
income. The new scheme is financed on a 'pay as you go' basis with 
a contribution rate of 1.0 per cent of gross earnings initially, rising 
to 1.7 per cent in 1996 when residential coverage comes on stream. 
The contributions are to be shared equally by employers and 
employees. 

Eligibility for the new benefits is divided into three dependency 
categories for both community and residential care, with the rate 
of payment related to the degree of incapacity of old people. The 
social insurance mechanism is not activated until a significant 
degree of dependency is proven. Thereafter, the degree of inca
pacity is related to the following dependency related utilisation pat
tern: 25, 50 and 75 service units per month. Financial coverage for 
community care is as follows: 400, 800 or 1,200 DM (IR£ 160,320, 
480) per month. The rates of payment for residential care are higher 
at 750, 1,500,2,100 DM (IR£ 300, 600, 840) per month. The cost of 
meals and accommodation (hotel costs) in residential care are not 
covered under the social insurance scheme and have to be paid for 
privately or through government sponsored social assistance 
schemes. 

The new social insurance for long-term care is to be integrated with 
existing Sickness Insurance Schemes with the aim of ensuring com
prehensive and unbroken coverage for old people. The same 
insurance fund will now be responsible for the risks of, illness and 
for the long-term care needs of old people. As Alber (I993) points 
out, this will ensure a flexible integration of medical assistance, 
nursing care and rehabilitation as a person ages. Old people will 
also have continuing access to services without disputes arising 
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between various financing agencies over the question of who is leg
ally and financially responsible for care provision. People who wish 
to take out additional private insurance are encouraged to do so 
with a tax deduction of 360 DM available for 'topping up' purposes. 
For the 10 per cent or so of the population not covered by existing 
compulsory sickness insurance schemes opting out of the long-term 
care financing scheme is acceptable, provided that a similar amount 
of coverage is obtained from the private insurance sector. 

There has been a good deal of compromise in the movement from 
the old to the new social protection system for long-term care. The 
compulsory contribution component of the new scheme sparked off 
an intense debate between employers and employees concerning 
the relative cost burden of the new scheme. The employers argued 
that a new compulsory insurance scheme would over-burden the 
economy by pushing up labour costs and damaging competitiveness, 
at a time when strains were already showing as a result of the unifi
cation process. They favoured a private insurance solution to the 
financing problem with a residual welfare role for governments, 
designed to aid those people unable to afford the cost of private 
insurance premiums. However, some sort of compromise between 
employers and employees was inevitable once the government inti
mated that a new social insurance scheme was to be put in place. 
This compromise involved the trading-off of old and new benefits. 
As a quid pro quo for the introduction of the new scheme, 
employers sought either a reduction in the benefits obtainable from 
existing sickness funds, or the abolition of certain public holidays 
for employees during the year. This proved to be a major stumbling 
block for unions, who were concerned that they were exchanging 
'insider' privileges for their members in return for 'outsider' ben
efits which would, almost exclusively, accrue to older people outside 
of the labour force. Ultimately, a compromise position was reached 
and the way was cleared for the new system to be introduced. 

Financing Long-Term Care in Belgium 

Proposals for change in Belgium have focused on the need to separ
ate the financing arrangements for the medical and long-term care 
needs of old people. The first step in this process would be the 
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creation of a separate insurance component for long-term care out
side of existing sickness funds. The proposed scheme is referred to 
as 'autonomy insurance' and reflects a philosophy that ageing 
should not necessarily mean a diminution in autonomy and con
sumer sovereignty for old people. A positive image of ageing is 
central to the proposal for change in Belgium. 

The proposed new insurance scheme is designed to cover non-medi
cal aspects of ageing. Eligibility for assistance is defined in relation 
to both income and dependency. A new cash allowance is proposed, 
with the maximum grant available to persons with low income and 
high dependency. Disability will continue to be assessed by a multi
disciplinary team. This is similar to the arrangements currently used 
by social insurance organisations in Belgium to determine eligibility 
for funding. These multi-disciplinary teams will also be responsible 
for agreeing a 'care plan' for old people supported by the new 
scheme. Old people will continue to cover the hotel costs of insti
tutional care either from their own or family resources, or from 
social assistance schemes paid for by the federal authorities. 

It is proposed to reallocate moneys from existing sickness funds 
into the new long-term care 'autonomy insurance' fund. For 
instance, moneys for district nursing would be transferred to the 
new scheme, as would other allowances, including part of the 
budget for old age homes and nursing homes. The proposed reallo
cation reflects the objective of extracting the non-medical com
ponents of long-term care from existing sickness funds. The intro
duction of a new social contribution would be necessary to cover 
any shortfall in resources to meet the, as yet unspecified, insurance 
of new and additional risks. 

Pacolet et al. (1994) raise the question as to whether anything new 
has, in fact, been created under the proposed scheme. Answering 
this question is difficult based on the information available to us 
but, what can be said is that the overall budget for long-term care 
is unlikely to increase significantly given the difficult budgetary 
position that currently exists in Belgium. That being so, it seems 
that the new arrangements may have more to do with delineating 
the form and structure of care for old people between medical and 
non-medical with a view to controlling costs, than with improving 
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the overall level of social protection on offer. It is unclear what way 
the financing debate will develop in Belgium in the future and, in 
particular, whether the proposals discussed above will be 
implemented. Recent policy developments have been somewhat 
contradictory. Although the general trend is towards less social pro
tection, combined with real cutbacks in public budgets, efforts are 
also being made to bring more core services under the general 
insurance system. In the medium-tenn, what is likely to happen is 
the restriction of public coverage to an agreed set of activities and 
processes, rather than any ideological shift to greater reliance on 
the market. 

Financing Long-Term Care in The Netherlands 

Much of the recent discussion on the social protection of old people 
in The Netherlands has focused on the refonn of the pension sys
tem. In early 1993, the Scientific Advice Council to the Dutch 
government reported on the problem of the national pension sys
tem and made some suggestions for reform. The major reform pro
posals under discussion include a scheme for increased social contri
butions, a greater reliance on private provision and an increase in 
the pension age to 67 years. Decisions on refonn of the pension 
system will be made during this year, 1994. 

Proposals for refonn of the financing system for health care, includ
ing care of the aged, have, however, also come onto the political 
agenda in recent years in The Netherlands. Currently, medical ser
vices for old people are covered by health insurance agencies, 
incorporating both public and private components. Premiums for 
public health insurance are regulated by the state and are partly 
paid by the employer. The financing structure of residential and 
day care provision is based on the Exceptional Medical Expenses 
Insurance Scheme which is based on premiums paid by employers 
and employees, and personal contributions from users of the ser
vice: In homes for the aged the residents must pay for themselves. If 
residents are unable to pay for care then the social security system, 
administered by local authorities, makes up the difference between 
the 80 per cent (approximately) which the elderly must contribute 
from their pensions and the actual cost of provision. Domiciliary 
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care is mainly financed by the Exceptional Medical Expenses 
Insurance Scheme, with budgetary constraints imposed by the state 
leading to restricted access to some services (e.g. home help 
provision). A major characteristic of the Dutch system of service 
provision for older people is the significant involvement of private 
non-profit organisations, inspired by both religious and ideological 
motives. 

Concerns abou t social insurance coverage and the overall level of 
efficiency in the system has prompted many different proposals for 
change. The major emphasis in provision has been the substitution 
of home care for institutional care. In the area of financing, the 
main objective has been the expansion and integration of cover 
under existing social insurance schemes. In the late 1980s, a govern
ment sponsored committee published new proposals for the organ
isation and financing of health care, including care of the elderly, 
in The Netherlands (The Dekker Plan). The core element of the 
committee's report is the introduction of a basic public health 
insurance system, covering all medical care, residential care, district 
nursing care and home help for old people. This would be financed 
mainly by income related contributions, with a residual flat rate 
premium making up the difference. For some services, consumers 
would be expected to make an income related contribution at the 
point of use. Both insurance companies and providers would be 
subject to competitive pressures and the role of government would 
be mainly regulatory; the task being to ensure that overall levels of 
quality and balanced provision were attained in the system. In con
trast to previous attempts at reform, when the government sought 
to directly control both planning and financing, the new system 
would leave overall control broadly within the remit of a triangular 
relationship involving insurers, providers and consumers 
(Knipscheer, 1992). Subsequent changes in political power, together 
with procedural wranglings, mainly over coverage, have meant that 
the Dekker Plan has not yet been implemented. This does not mean 
that the pressure to move the D.utch system towards a more com
petitive, decentralised, cost conscious system has gone away. Rather 
it is to make the point that the process of change is a highly sensitive 
and politicised issue, which is likely to take some time to 
accomplish. 
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Reform Proposals In Other European Countries 

France is another European country where debate about reform of 
the system of long-term care provision and financing has been both 
intense and protracted in recent years. Recent reports, particularly 
those of Schopflin and Boulard have highlighted particular weak
nesses in the supply of medical beds for old people in residential 
care. Inadequacies in the provision of some community care facili
ties has also been noted, together with fragmentation in the pro
vision of existing supply. In addition, some old people do not have 
the financial resources necessary to purchase long-term care ser
vices. Inadequate insurance coverage and weak purchasing power 
has led to many old people having to rely on social assistance from 
the government or, alternatively, having to rely on intra-family 
transfers, either freely given or enforced by the state. 

Part of the proposed solution to the income adequacy problem has 
been the reformulation of the 'allocation compensatrice' payment 
into a more generalised system of subsidy. Payment would, 
however, still depend on the age, income and disability of the old 
person in need of assistance. Other proposals for the future reform 
of the financing system include a new community oriented depen
dency insurance scheme for old people aged 65 years and over. The 
new scheme would be paid for out of local and central government 
funds and limited to old people meeting nationally defined depen
dency criteria as assessed by a medico-social team of experts 
(Pacolet et aI., 1994). Assistance would be provided mainly in the 
form of credits for home help and other community services, but 
would also include provision for payment for informal care pro
vided by family and friends. 

In most other European countries proposals for reform have been 
concerned with marginal changes and improvements to existing sys
tems of provision and financing. In Denmark, for instance, the 
financing of long-term care is a public responsibility and the general 
consensus is that it should remain so, even in the face of tighter 
budgetary conditions. Care of the elderly in Denmark is, to a large 
degree, a locally organised, tax based, decentralised system of pub
lic in-kind provision. Recent initiatives have focused on the need to 
provide more, properly adapted, social housing for old people 
which would allow them to remain in their own homes for longer, 
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even when they have become dependent in terms of physical and 
social functioning. What these and other social initiatives illustrate 
is the deepening of an already mature system of social protection 
for older people, based on state provision and financing. 

Most of the social provision for older people, including nursing 
homes is in the hands of the 275 local governments which make up 
the Danish system of government. The Danish welfare state is dee' 
ply committed to the principle of subsidiarity which means that both 
power and responsibility for public provision is largely in the hands 
of local authorities. With nothing to fear from bureaucracy and big 
government, discussion on the merits and demerits of alternative 
delivery systems for social services'tends to be pragmatic rather 
than ideological. According to Andersen (1992) the state, whether 
at national, regional or local level is a tool for use by the people as 
they see fit. For instance, the high labour force participation by 
women in Denmark means that the public sector have an indispens
able substitute role in the social care of old people; provision in this 
area in other countries is provided by women working outside of 
the paid labour force in the home. It seems that Danish society is 
willing to pay relatively high taxes to enable the state to fulfil its 
social responsibility in this and other areas. 

Sweden, in common with the other Scandinavian countries relies 
almost exclusively on the public sector for the provision and financ
ing of long-term care. The private sector and voluntary organis
ations playa relatively minor role in the system. Provision is mainly 
organised through benefit-in-kind rather than cash transfer, with an 
extensive and local informal care network supporting public agenc
ies in the care of older people. Care of the elderly is largely financed 
out of income taxation though, in recent years, Sweden has 
instituted more contributions from employees and employers, and 
established closer links between contributions and eligibility. Much 
of the stimulus for change has arisen from concern about the size 
of the overall tax burden, particularly its implications for economic 
efficiency and growth. This has led to a degree of political consensus 
in Sweden that taxes are too high and should be lowered, and, more 
generally, that reform of the welfare state is long overdue. This is 
likely to mean less public resources available for care of the elderly 
in the coming years. 
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Reforms introduced in 1992 have delegated more responsibility for 
care of the elderly to the municipalities, with greater emphasis on 
the need to develop innovative alternatives to traditional insti
tutional care. An effort has also been made to stimulate the private 
sector to compete with the public sector in some areas of provision. 
The introduction of charges and fees for some hitherto free public 
services means that there is now a much greater emphasis on value 
for money. Selectivity in provision by public agencies is also occur
ring, with evidence that those living alone and the very oldest eld
erly are receiving priority attention (Thorslund and Parker, 1992). 

All of this reflects the beginni~gs of a movement away from the 
pure model of welfare provision in Sweden. Escalating need, which 
occurred at the same time as economic decline, together with con
cerns about high levels of taxation have served to undermine the 
welfare state in the country. Whether this is a mortal blow to that 
system, in the sense of a conscious abandoning of the ideals of pub
lic provision, is not a question that we can hope to answer from this 
distance. What we can say with some certainty is that universal 
public provision for old people is finished in Sweden. Greater selec
tivity in the years to come will lead to a greater reliance on both 
private funding and provision. However, we are unlikely to see a 
complete reversal of current arrangements. The principle that the 
state should have the major responsibility for caring for old people 
and that services should, by and large, be publicly provided is likely 
to endure for some time in Sweden. 

Financing Long-Term Care In the United States 

In the US people generally save for retirement, but few consider 
additional saving or buy insurance to cover the cost of long-term 
care, the largest expenditure likely during old age. Typically, people 
believe that the cost of care will be met by the government or by 
conventional private sickness insurance. For many people, there
fore, it frequently comes as a surprise that long-term care costs are 
only partially covered by each of these sources of financing. In the 
US, for example, the federal Medicare programme ·and·insurance 
cover only a small proportion of long-term care costs. The current 

162 



system of long-tenn care financing depends principally on Med
icaid, the federal programme for the poor, and out-of-pocket spend
ing by individuals and their families. In 1988, expenditure on nurs
ing home care for the elderly amounted to approximately $33 
billion. Almost 98 per cent of this sum was met by the individual 
and their family (55 per cent), and Medicaid (43 per cent); private 
insurance and Medicare accounted for the remainder. 

It is only recently that long-term care financing has been identified 
as an important social policy issue in the US (Wiener and Hanley, 
1991). A number of factors, in particular, have forced US policy
makers to put long-term care financing onto the political agenda 
and to focus on ways to improve the existing system. First, the 
population, particularly the elderly population, is ageing. The num
ber of people over the age of 65 is estimated to increase by 64 per 
cent during the next 30 years, while the 85 and over age group is 
expected to rise by 94 per cent in the same period. Second, the costs 
of long-term care are likely to continue their upward trend. Finally, 
a number of deficiencies with the current system of financing long
term care have' been identified. For example, individuals with 
income and assets must deplete or 'spend-down' these resources to 
the state poverty level before they can qualify for assistance, under 
the Medicaid programme. In addition, all of their income, apart 
from a small amount per month for personal needs, must be given 
up to help pay for their care. Medicare, the federal programme 
specifically for the elderly, covers little of the cost of long-term care. 
Only 100 days in a skilled nursing facility are paid for under this 
programme. Those qualifying for support are required to pay a co
insurance premium of $74 per day for days 21 to 100 in a nursing 
home. 

Finally, despite evidence that the majority of older people would 
prefer home care or community based services, there is a bias in 
the existing system towards nursing home or institutional care 
rather than the community or home based care. Medicare will only 
cover the cost of home care services for those over 65 years of age 
if all of the following conditions are satisfied: (i) the care needed 
includes part-time or intermittent skilled nursing services, physical 
therapy or speech therapy; (ii) the patient is confined to home; (iii) 
the physician certifies that home health care is needed; and (iv) the 
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agency providing the care is certified for quality purposes by Med
icare (Kapp, 1991). To qualify for Medicaid support for home care 
services, the individual must undergo a fmancial means test similar 
to that carried out to determine eligibility for nursing home care. 

Having recognised that changes to the current financing system 
were necessary, tbe debate began to focus on the role of both the 
public and private sectors in financing long-term care. Those in fav
our of a pure public programme, for example, social insurance, 
believe that the risk and costs are spread across the population, 
'spend down' by tbe elderly is avoided and high premiums, which 
are associated with private sector programmes, are not encoun
tered. However, as mentioned"in a previous chapter, adopting a 
pure public financing system raises a number of policy questions 
in relation to both financing and coverage of the programme. For 
example, will the public programme be financed from new or exist
ing taxes, or from a shift in resources away from some existing area 
of government support to long-term care? What restrictions, if any, 
should be imposed on the amount, scope and duration of coverage? 
Should eligibility for coverage be determined by a financial means 
test or on medical diagnosis, or should people qualify for pro
gramme benefits on a universal, social insurance basis? 

Those in favour of shifting the responsibility of financing long-term 
care to the private sector also have a comprehensive set of argu
ments supporting their case. For example, with concern over the 
size of the US budget deficit and restrictions on the level of public 
expenditure, expansions in government programmes, such as Med
icare and Medicaid, are considered unlikely. Reliance on the public 
sector should, therefore, be avoided. Furthermore, with improve
ments in the financial position of the elderly likely to continue, 
many of those supporting individual responsibility believe that 
there is scope for the further development of private sector financ
ing mechanisms such as long-term care saving accounts, home equ
ity conversions, continuing care retirement communities, health 
maintenance organisations and private long-term care insurance. 
Rivlin and Wiener (1988) maintain there is widespread support for 
private sector fmancing. Those in favour include nursing home and 
borne care providers, business people, government officials and 
individuals trying to protect the 'truly needy'. However, the private 

164 



insurance market remains underdeveloped for the reasons outlined 
in previous chapters. 

Towards the end of the 1980s a number of proposals for reforming 
the long-term care fmancing system emerged in the US. Many of 
the proposals called for a spreading of the costs between the public 
and private sectors. Other common features of the proposed 
reforms included the use of case management to control and moni
tor care, 'a reduction in the target population and coverage of both 
nursing home and home care. For example, in 1990, the Pepper 
Commission proposed unlimited public insurance coverage for 
home and community based care, three month public insurance 
coverage for nursing home care and a new Nursing Home Pro
gramme for the poor with benefits beginning in the fourth month 
of nursing home placement (Kapp, 1991). The Commission recom
mended that gaps left by the public programme should be filled 
by private insurers, attracted into the market by government tax 
incentives. A number of other proposals, published in the US dur
ing this period, are outlined by Kapp (1991) and Weiner and Hanley 
(1991). 

In the US, having recognised the need to alter the existing financing 
arrangements and to share the cost of care, the important issue 
became one of determining whether the public or private sector 
should bear the initial responsibility for financing long-term care. 
Rivlin and Wiener (1988), outline the two alternative ways of allo
cating public and private sector responsibility. In the first case, 
private sector financing mechanisms, such as long-term care 
insurance, could be used for the first two years of care. Care 
required beyond this initial period could then be financed by the 
public sector insurance programme. However, for this approach to 
work, government subsidisation of long-term care costs for low 
income groups would be necessary and affordable private sector 
products would need to be available. Despite these drawbacks, Riv
lin and Wiener favour this approach. 

The second case is one of front-end coverage by the government. 
A public sector programme would be developed which would cover 
the cost of initial care for a specified period for all those who would 
contribute to it. Private sector financing mechanisms would cover 
any additional costs not met by the public sector. In effect, the 

165 



private sector financing mechanisms would act as a 'safety net', 
(Kapp, 1991). Higher public expenditure is the principal disadvan
tage associated with this option. However, this approach was sup
ported by the Pepper Commission (1990) and by Ball (1990). 

The most recent set of proposals for the reform of long-term care, 
including funding arrangements, were those presented by Hillary 
Clinton as part of the Health Security Plan in October, 1993. Many 
of the recommendations made by Rivlin and Wiener (1988) of the 
Brookings Institute, are taken on board in the new programme. For 
example, Rivlin and Wiener believe that the elderly who wish to 
receive care at home rather than in a nursing home should be 
allowed to do so, hence they believe a reduction in the institutional 
bias is necessary. In addition, they favour the development of a 
residual private long-term care insurance market but believe it is 
essential that the government and private sector devote resources 
to educating the public about the weaknesses of the current system, 
as well as the risks, costs and financing options available for long
term care. 

Given the influence of Rivlin and Wiener, it is not surprising to find 
that the principal objective of the Clinton programme is to expand 
home and community based services for old people. Beginning in 
1996, a new home and. community based care programme is to be 
introduced, financed mainly from public sources. The objective of 
this programme is to allow old people with severe disabilities to 
remain in. their own homes, yet still receive the care and assistance 
they require. Other changes proposed by Clinton include: improved 
Medicaid coverage for institutional care; better quality and more 
reliable private long,term care insurance; tax incentives to encour
age people to buy private insurance; the provision of tax incentives 
for disabled workers; and the integration of long-term and acute 
care services. 

To date Medicaid policies have differed between states, in terms of 
deciding upon individuals that are eligible and the payments struc
ture. In trying to improve Medicaid nursing home coverage, it 
appears that the government hopes to standardise policies across 
states. To achieve a consistent strategy for determining eligibility, 
the US government wants all states to establish a medically needy 
programme for all residents of nursing homes. This system would 
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allow individuals to deduct their medical expenses from their 
income. The net income would then be used to determine whether 
an individual would qualify for Medicaid coverage. As mentioned 
above, the current system forces individuals to deplete or 'spend 
down' their resources. New proposals suggest that states allow resi
dents of nursing homes to retain $100 per month as a living allow
ance and up to $12,000 in personal assets. The existing system varies 
across states, but generally individuals are allowed to keep only a 
small living allowance of between $30 and $75 per month and assets 
of $2,000. 

Long-term care insurance policies are a relatively recent develop
ment in the US. It was only during the mid 19805, when the Regan 
administration wanted to shift responsibilities to the private sector, 
that the potential role for private long-term care insurance was 
realised. Prior to that, the lack of information on the duration of 
stays in nursing homes, the distribution of cumulative lifetime use 
and concern about how the introduction of insurance policies inight 
effect use, prevented product development. Insurance companies 
were particularly concerned about the potential for moral hazard 
and adverse selection. Potential consumers were also wary of taking 
out private policies. According to Scanlon (1992), many people con· 
sidered themselves at low risk and, in any case, even if they did 
need care they believed Medicare would cover any long-term care 
expenses. Not surprisingly, they were averse to paying high pre
miums for a policy. Resources were devoted to educate the elderly 
about the inadequacy of Medicare cover and to encourage them to 
purchase long-term care insurance. Since the mid 1980s the number 
of companies offering a long-term care product has increased from 
16 to 134, while the total number of policies sold has risen from 
150,000 to 1.9 million. However, the numbers covered by these poli
cies remain low. While the elderly, with an average age of 71 years, 
are the principal purchasers of these products, less than five per 
cent of old people had private insurance in 1991. 

The cost of insurance policies are high and increase significantly 
with age. Table 6.2 shows the cost of premiums by age for a benefits 
package incorporating $80 per day for nursing home care, a 20 day 
deductible and four years of coverage. Unlike acute care insurance, 
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few long-term care insurance policies receive any employer pre
mium subsidy. It is not surprising therefore, that the US govern
ment intends to introduce tax incentives to encourage young people 
to buy private long-term care insurance. Between 1996-1998 it also 
proposes to provide grants to be used solely for consumer infor
mation, counselling and technical assistance, to inform individuals 
about insurance for long-term care. In addition, the government 
intends to establish a Long-Term Care Insurance Advisory Council 
to monitor developments and ensure regulation of this market. An 
example of the proposed amendments to the tax system include the 
exclusion from people's taxable income of payments for long-term 
care insurance; premiums paid by employers for insurance are also 
to be excluded from employees taxable income. 

Table 8.2: Average Annual Premiums .or Selected Long-Term Care 

Age at Purchase 

50 
65 
79 

Source: Scanlon. 1992 

Premiums Without 
Inflation Protection 

$483 
$1.135 
$3.841 

Premiums With Innation 
Protection 

$658 
$1.395 
$4.199 

The remaining components of the proposed long-term care reform 
package include the provision of tax incentives for individuals with 
disabilities who work and the integration of acute and long-term 
care services. Briefly, it is the intention of the US government to 
provide a tax credit for 50 per cent of costs, up to a maximum of 
$15,000, to workers with disabilities who need to purchase personal 
care and personal assistance services. They also intend to examine 
the operational and financial viability of integrated models of acute 
and long-term care services with the view to expanding long-term 
care options. 

Financing Long-Term Care in Canada 

Canada also faces the challenge of an ageing society. Currently, 
there are roughly three million people, or 12 per cent of the popu
lation, over the age of 65 years. By the year 2020, however, it is 
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expected that the number will increase to seven million. Much of 
this increase is not expected until 2011, when the first baby boomers 
reach 65 years. Canadian health care planners, like those in the US 
and UK, are focusing on ways to ensure that the health needs of 
the future elderly population will be met. Many are recommending 
a switch away from institution based treatment to community based 
care. 

In Canada there are 10 provincial governments, each has the 
responsibility for the delivery of health care services. Basically each 
government has their own health care programme which ensures 
the provision of a basic or primary level of care, including ambulat
ory and in-patient care, to all its residents. In addition, the provin
cial governments are responsible for the financing and regulation 
of health care services, as well as the evaluation of existing and new 
schemes, policy selection and resource allocation. As a consequence 
of the extensive role played by provincial governments, the duties 
of the federal government in the provision of health care are quite 
limited. Apan from giving financial support, the government is 
responsible for the provision of health care services to the armed 
forces and registered veterans. 

Since the early 1970s, Canada has had a universal, publicly funded 
health insurance system. Under this system, everyone is insured for 
hospital and medical costs. Until the late 1970s the cost of providing 
this care was shared, roughly 50:50, between the federal and provin
cial governments. However since then, with the introduction of the 
Established Programs Financing Act, 1977, financial support to the 
provinces has been less and in the form of a fixed sum payment. In 
the late 1980s approximately 30 per cent of funding on health care 
came from federal government, 42 per cent came from provincial 
government revenues such as sales and income taxes, and 25 per 
cent was private spending (Adams, 1992). By the year 2002, it is 
expected that the provinces will cease to receive financial suppon 
for health from the federal government. The provincial govern
ments are now desperately trying to introduce some form of cost 
control to prevent further escalation in health care spending. This 
task is made more difficult given the Canadian Health Act, 1984, 
which protects residents against the imposition of user charges 
(Kushner, 1992). 
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Unlike medical and hospital services, long-term care is not included 
as a mandatory benefit in the health care programme of each prov
ince. Despite this, eight out of 10 provinces have made provision 
for some level of long-term care coverage. In most cases, the level 
of coverage includes both institutional and community care. In 
Manitoba, for example, the long-term care programme begins with 
the evaluation of each individual to determine their needs and pref
erences. This assessment is undertaken by a team of nurses and 
social workers. Given the results of this assessment, the individual 
is then given a choice of home or institutional care as well as a 
choice of providers. The case of individuals recommended for insti
tutional care is always reviewed by a panel, which includes a geria
trician, a provider of long-term care, a nurse and social worker. 
Many other provinces have adopted some parts of the Manitoba 
long-term care programme. British Columbia and Alberta are just 
two examples. The long-term care programme in Ontario was 
reviewed in the late 1980s. Reforms proposed, but yet to be 
implemented, include a shift in support towards community care, 
the extension of co-payments for institutional care and the introduc
tion of user charges for community or home based care. Approval 
for regional geriatric centres has, however, been granted. According 
to Kane (1992), the purpose of these centres is "to provide greater 
co-ordination of specialised geriatric care and to promote the 
growth of specialised services for dependent older people". 

Unlike other health care services in Canada, long-term care is not 
exempt from user fees. In most provinces, a charge or co-payment 
is imposed for care received in nursing homes or long-stay hospitals. 
Although not stated explicitly, charges, to cover part of the cost of 
room and board, are largely determined by the income available to 
an individual living on a state pension (Kane, 1992). The co-pay
ment varies by province, but is typically about $750 per month for 
a shared room or $1,700 for a private room (Laing, 1993). With the 
minimum state pension approximately $900 per month, the individ
ual is able to retain some income for personal expenses. To qualify 
for long-term care in a nursing home or long-stay hospital, no 
means test is necessary and no claim is made on either the individ
ual's or their family's income or assets. For community based care, 
charges may be imposed and a means test conducted, but this varies 
from province to province. 
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A number of interesting observations in relation to long-term care 
coverage have emerged from studies of the Canadian system (Kane 
and Kane 1985; and Kane 1992). Analysis shows that the expansion 
of universal health insurance to include long-term care is a feasible 
option. 11 would appear that, despite the increase in access to long
term care, the cost of health care has not escalated and the over
utilisation of long-term care services has not materialised. Many 
provinces use case management techniques to control both utilis
ation and costs. In addition, the single payer approach, where the 
provincial government is responsible for the financing of health care 
services, helps in controlling costs. One final observation from the 
literature on the Canadian long-term care system is the degree of 
choice available to both individual and care providers. Old people 
in particular, have a degree of autonomy and sovereignty in 
decision-making that is not always present in other systems. 

Financing Long-Term Care in Australia and New Zeala!ld 

Compared with many European countries, the populations of Aus
tralia and New Zealand are relatively young. As a consequence, 
demographic pressures will not fully materialise for approximately 
20 to 30 years. Despite this, policy-makers in both countries are 
now focusing on ways to cope with the ageing of the population. 
Home and community based care services, as alternatives to insti
tutional care, are receiving a lot of attention. Attempts are also 
being made to improve the existing system by eliminating 'adminis
trative fragmentation' and 'perverse incentives' which encourage 
inefficiencies such as the use of more expensive service options, 
(Doty, 1993). Geriatric Assessment Teams have been established 
to evaluate the necessity of nursing home admissions and to limit 
the growth of facilities in nursing homes and residential care. 

The Home and Community Care programme has been set up with 
the aim of providing a comprehensive range of integrated home and 
community services, designed to avoid premature or inappropriate 
admission to residential care. Within a short time period the pro
gramme managed to increase the number and extend the range of 
home and community based services. For example, services avail
able under the programme include home help, personal care, home 
maintenance, food services, community respite care, community 
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nursing and paramedical aid. The programme was subsequently 
extended to focus on the problems of lack of co-ordination of ser
vices, inadequate assessment and inappropriate service provision. 
Over 100 community projects were set up by the federal govern
ment, to help overcome these problems. Each project was assigned 
a case manager to work out individual care plans with and for the 
client and care giver. Arrangements for services are made by the 
case manager in association with the existing services and local care 
network. Many of the projects have been successful in improving 
services for the elderly and improving co-operation among the 
agencies. Finally, evidence from evaluation studies conducted on 
these projects showed that highly dependent people and people 
with complex care needs were able to remain in the community at 
a cost to the federal government that compared favourably with the 
cost of caring for a similarly dependent person in residential care. 

In recent years, however, tensions have been mounting over age 
policies in Australia. The state governments have challenged their 
high level of cost sharing and their low level of policy control. While 
the level of federal healthcare funding has been reduced, the centre 
has continued to exert a strong influence over policy and planning. 
The issue of who pays for services is also a cause of concern. Both 
the federal and state governments are using means tests and eligi
bility requirements to determine who qualifies for services. One 
negative side effect of this is that increased demands are being 
placed on families,religious organisations and the. voluntary sector. 
Many believe that services will continue to be subject to means tests 
and the consumer, and/or the family will have to share an increasing 
burden of the costs of care. For example, it is expected that nursing 
home users may have to pay back the service costs as an encum
brance on their estate, (McCallum, 1990). 

Ten regional health boards are responsible for administering long
term care services in New Zealand. The range of publicly funded 
home support services available to older people is quite limited. A 
home help scheme provides financial assistance to enable disabled 
people to purchase home help to perform domestic tasks. However, 
to qualify for assistance under this scheme, both an income test and 
medical certificate are required. For those living in Auckland, a 
much wider range of services are available including assistance with 
housework, shopping, cooking and personal care. However, under 
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this scheme a maximum of 14 hours assistance per week is allowed. 
Meals-on-wheels services are available for people who have 
recently been in hospital, but a user charge is made for this service 
and in some areas there is a waiting list and/or the service is avail
able only for a limited period. Religious and welfare organisations 
also provide home support services. Typically, these services are 
localised and there is often little uniformity regarding what services 
are available from region to region. 

With regard to residential care in New Zealand, care is provided 
through public and private hospitals and rest homes. Public system 
services are free, although to qualify for support the individual must 
undergo a means test. Private services are financed by subsidies and 
user charges. The Rest Home Subsidy, is available for people over 
65 years who are assessed as needing care in a rest home and who 
cannot afford to pay the full fees themselves. The subsidy covers 
the difference between the weekly income and the rest home fees 
up to a set maximum for the type of home. In addition, the resident 
receives a weekly personal allowance and an annual clothing allow
ance. People with assets over a certain threshold are not eligible for 
this subsidy. The Geriatric Hospital Special Assistance Scheme 
helps to pay the cost of continuing care in a private hospital, if a 
person is diagnosed as needing care in a hospital and no public 
hospital beds are available. The scheme pays the difference between 
the patient's income and the private hospital fee. 

Financing Long-Term Care in Israel 

In 1986, the Israeli parliament introduced the Community Long
Term Care Insurance Law in response to demographic trends, the 
inadequacy of existing programmes in meeting needs and the grow
ing burden of care on the elderly and their families. Demographic 
trends at the time showed that Israel was experiencing rapid growth 
in the over 75 age group. Forecasts predicted that this rising trend 
was likely to continue, as technological advancements in acute care 
increased life expectancy. For example, one forecast suggested· that 
between 1980 and 1995 the over 75 age group would increase from 
98,000 to 161,000. Of particular concern was the growing number 
of functionally disabled elderly. In 1988, there were about 36,000 
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non-institutionalised disabled elderly, by the year 2000 the number 
is expected to almost double. 

The Law created a long-term care insurance branch within the 
framework of the social security system. Its principal aim was to 
specify the government's commitment to providing kmg-term care 
services to the disabled elderly, and to enhance the family's role as 
a primary care giver. Under the Law, which resulted in the exten
sion of the social insurance programme, the elderly received entitle
ments to services and benefits in addition to those being provided 
by the Health and Social Affairs Ministries. The objective of this 
policy was to encourage the elderly to remain at home thereby 
reducing the numbers going into institutional care. Many elements 
of the legislation placed greater emphasis on home and community 
based services rather than institutional care. For example, funds 
were allocated to Health, Labour and Social Services Ministries to 
expand the network of available services in· the community. 

Table 6.3: Financing Responsibility for Old People In Israel 

Disability Lavel Organisation Responsible Type 01 Service 

Semi. independent Ministry 01 Labour and Social Homemaking 
Affairs Meals-an-wheels 

Day care 
Homes for the aged 

Frail Ministry of Labour and Social Personal care 
Affairs Homemaking 

Meals-on-wheels 
National Insurance Institute Personal care 

Homemaking 

Nursing National Insurance Institute Personal care 
Homemaking 

Sick Funds Personal care 
Ministry of Health l Te institutions 

Mentally trail NalionaJ Insurance InstiMs Personal care 
Homemaking 

Ministry of Health L Te Institutions 

Source: Brodsky and Naon, 1991 

The criteria determining eligibility for benefits and services are well 
defined in Israel, with age and the degree of functional dependency 
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being the main detenninants. The individual is also required to 
undergo a means test. Only people living at home qualify for ben
efits under the new scheme. In tenns of the benefits and services, 
the emphasis has shifted to in-kind services rather than cash ben
efits. For example, services provided include personal assistance in 
the home or in organised community facilities and home help. Cash 
benefits are given only when services are not available and/or the 
individual is being cared for by a relative living with him or her. 
Decentralisation is also encouraged in Israel. The National 
Insurance Institute was given the responsibility for detennining 
eligibility, while local committees were made responsible for the 
provision of services and monitoring change. 

According to Brodsky and Naon (1991), the legislation introduced 
in 1986 represented a dramatic change in Israel's system of long
term care, both in terms of the quantity of resources available and 
the organisational framework for the provision of services. They 
conducted a study to examine the extent to which the Law has 
improved the suitability of care, reduced unmet needs and lessened 
the burden on the families of elderly living in the community. The 
effect of the Community Long-Tenn Care Law is considered under 
four headings: the effect on the exte nt of service coverage; the effect 
on unmet needs; the effect on the well-being of the elderly; and the 
effect on informal care givers and the amount of care they provide. 
The principal findings under the first heading were that there has 
been an increase in the number of elderly receiving some form of 
service, as well as an increase in the average number of hours of 
care provided. In addition, there has been a significant decrease in 
the number of elderly purchasing private services. Under heading 
two, Brodsky and Naon found that the greater availability of ser
vices has gone some way towards meeting the needs of the elderly. 
It was difficult to measure the improvements in well-being, but it 
was found that the addition of services affected well-being by 
improving the sense of security and by reducing anxiety. Finally, 
under the fourth heading, it was found that informal care remains 
the most important source of assistance to the elderly. Despite the 
expansion of community services, the amount of care provided by 
the elderly person's principal care giver did not fall. It would appear 
that community services supplemented rather than substituted for 
family care. 
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Finally, with regard to the financing of health care services for the 
elderly in Israel, the responsibility is shared by government, public 
and voluntary agencies. Responsibility for financing is determined 
by type of service and by level of disability. Table 6.3 shows the 
relationship between different levels of disability and the organis
ations responsible for financing core services for disabled elderly. 

Conclusion 

Arrangements for the care of old people in most advanced countries 
of the world are either in transition or on the verge of transition. 
Similar causal factors are at work in most countries, though the 
particular emphasis of each may differ across countries. Socio
demographic trends, fiscal concerns and grass roots pressures are 
the main influences at work in combining to provide a forceful 
movement for change in each country. We are witnessing the 
creation of more mixed economies of welfare with a diminution of 
the role of the public sector, particularly in the area of provision. 
A greater emphasis on matching services to consumer needs, as well 
as a deliberate transfer of more of the burden of care to the volun
tary and informal sectors is also a characteristic of current develop
ments. Changes in provision arrangements have not always led to 
corresponding large scale changes in the financing structures. The 
gradual undermining of universal provision in traditional welfare 
states like the UK, Sweden and Norway does not mean that we are 
likely to see a major shift to private financing arrangements in these 
countries. Small private insurance segments may develop but these 
are likely to remain marginal in relation to the total financing bill. 

Most of the discussion in countries characterised by social insurance 
arrangements has focused on reaching agreement on the type and 
range of services that should be covered under any new reform 
proposals. Another concern is the extent to which changes in 
financing arrangements can be used to manipulate care choices 
towards the community and away from institutions. Private financ
ing arrangements are not usually ruled out in these discussions, 
though their role is mainly confined to the 'topping-up' of existing 
social coverage. In Germany, for example, the emphasis is on 
extending coverage under more formal and comprehensive social 
insurance schemes. This task is seen as urgent due to the problem 
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of inadequate coverage under existing social schemes. Too many 
people have had to rely on social assistance from the state to allow 
them access to needed care. A residual private insurance sector will, 
however, remain part of the German system. 

Inadequate coverage is, of course, not confined to any particular 
type of system. In countries like the USA, where the emphasis has 
traditionally been on private solutions, increasing concern about the 
trade-off between affordability and coverage has focused the debate 
on the need for some combination of public and private response 
to the financing problem. As is the case in most other countries, 
the debate about financing in the US is characterised more by prag
matism than ideology. The emphasis is increasingly on identifying 
the nature and form of the public-private mix rather than focusing 
exclusively on one or the other. This is the approach taken in the 
final chapter of this report when we consider proposals for financing 
long-term care in Ireland. 
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CHAPTER 7 

Long-Term Care Financing Options 
for Ireland 

Introduction 

The final chapter considers a number of possible options for the 
financing of long-term care in Ireland. These options cover the 
entire range of possibilities from purely private financing schemes 
to designated social insurance schemes. Before any discussion of 
new approaches to financing long-term care, including marginal 
changes to current arrangements, it is helpful to place the discussion 
in the context of what we hope to achieve under any future system. 
Above all else, the funding system should support an organisational 
structure that will lead to the realisation of given social objectives 
with respect to care of the elderly. The most basic objective is that 
old people should be supported in their home for as long as is poss
ible and practicable. Financing systems will also be governed by 
other concerns including wider political choices, social values and 
economic constraints, but keeping old people living in their own 
homes must be the guiding objective throughout any discussion in 
this area. The most useful way to evaluate potential financing 
schemes is to elaborate a set of principles against which progress 
can be measured (OEeD, 1992). There is no scientific way of doing 
this. Any set of principles will contain both normative and subjec
tive elements. What follows, therefore, are the principles, drawn 
from a variety of sources, which we believe should UJiderlie the 
long-term care financing system in this country. 
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Principles for the Funding of Long-Term Care 

1. The funding of long-term care should be comprehensive. 

The funding of long-tenn care should be broad enough to cover the 
wide range of needs occurring in the elderly population. While the 
coverage of acute and medical care services is more or less com
plete, coverage of long-tenn care is more restricted and often sub~ 
ject to a means test. The financing of long-tenn care should, there
fore, incorporate a holistic view of the needs of old people which 
transcends current preoccupations with their health care needs. 
Comprehensive care involves a range of possible supports and ser
vices and includes both fonnal and informal support mechanisms. 
Comprehensive funding would involve the coverage of an array of 
paramedical and non-medical services which typically fall outside 
standard health care budgets. Social housing and income mainten
ance payments would also need to be integrated under a compre
hensive financing package. As Merrill (1992) argues, we cannot, as 
is currently the case, continue to "talk broadly and finance nar
rowly". At the limit, of course, comprehensiveness does not imply 
that all aspects of care and support for all old people can be sup
ported by the state. This would not be financially possible. At the 
very least, however, we should make explicit decisions as to what 
we as a society believe populations in need are entitled to and what 
should be obtained at their own discretion. 

2. Funding should not determine care requirements; rather care 
requirements should determine funding. 

A financing system should not determine how funds should be spent 
but should be structured in such a way as to respond in a nexible 
manner to meet the individual needs of old people. Care require
ments should, therefore, detennine the types of services and sup
ports to be funded (Merrill and Smith, 1985). This means that 
should people value home helps, day care centres or emergency 
response systems more highly than institutional care ,hen finance 
should be available to provide these services. People should not 
have to wait until they become dependent or enter an institution 
before they are covered by the financing system. 
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The conditions governing any financing arrangements should 
enhance rather than reduce the degree of choice which old people 
have over the conditions of their life. While trade-offs and contra
dictions are inevitable between what an individual would freely 
choose and what can realistically be provided even in the best of 
systems, supply should not be allowed to dominate or determine 
demand. By this we mean that service providers of a certain type 
(e.g. custodial care institutions) should not, by their current and 
historic dominance, be allowed to have a disproportionate influence 
over funding to the disadvantage of other more appropriate, but as 
of yet underdeveloped, services. Ultimately, this may require a cle
arer separation between the funding of care and the provision of 
care, than we have at present. 

3. There should be a built-in bias towards home care solutions while 
retaining a capacity for financing care in institutionalised sel/ings. 

Old people have, by and large, expressed a preference for care in 
the home rather than in institutions. This should be reflected in the 
financing system, through a financial commitment to support home 
care solutions. This means supporting informal carers in their work, 
as well as providing funds for the social infrastructure so necessary 
to allow old people to continue living at home. Respite care, day 
hospitals and day care are important parts of the social infrastruc
ture, as are visiting services such as are provided by public health 
nurses and home helps. The voluntary sector also plays a major role 
in caring for old people and should be integrated with the statutory 
financing system. Its role should be explicitly acknowledged 
through prospective and fully accountable budgetary transfers. 

4. Payment mechanisms should be prospective and case manage
ment should be used to determine needs. 

If we accept the principle that funding should be comprehensive, 
holistic and responsive in a flexible way to individual needs then 
we must acknowledge that budgetary arrangements should be pro
spective. This is necessary to control the use of resources and to 
ensure that only those who need help receive it. Case management 
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is necessary to ensure that care is delivered in an integrated and co
ordinated way in line with the wishes of old people or their rep
resentatives. Old people should, however, as far as possible, con
tinue to exert the strongest influence on care patterns, even within 
a case management structure. 

5. Access should be on the basis of need and should not be impeded 
by an inability to pay. 

Access in this context means access to basic long-term care services 
in both the community and in institutions. There is scope for dis
agreement with respect to the definition of basic needs but they 
would surely include the right to the core community care services 
of home help, public health nurse, paramedical care, respite care 
and medical support, as well as the right of admission to a long-stay 
bed on the basis of need. In the absence of a price mechanism, the 
assessment services bear most of the burden of controlling resource 
use. Assessment facilities should be available on a comprehensive 
and national basis in order to establish common eligibility criteria 
for determining needs. 

This is not to say that there is no place for either private financing 
arrangements or private provision. Moreover, old people should, 
where appropriate, receive support from the state in the purchase 
of both private insurance and private care facilities. They should 
not feel obliged to run down their assets before public support is 
guaranteed. Ultimately, our concern is that a dual system of care 
does not emerge. This means that all old people, irrespective of 
social class Or wealth, should be entitled to basic core long-term 
care services. Moreover, any distinction between the care received 
by richer and poorer old people in non-core areas should be 
reduced by common assessment and allocation procedures between 
the two sectors. 

6. Efficiency and the quality of care should be enhanced rati)er than 
diminished by the financing system. 

Competitive market solutions to the problems of financing long
term care carry desirable implications for efficiency under certain 
simplifying assumptions about the operation of the market. 
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However, market failure in the form of uncertainty, externalities, 
and an absence of full consumer sovereignty serves to undermine 
the efficiency argument for market solutions, even with the intro
duction of private insurance markets. Private insurance coverage is 
likely to be too expensive and limited in coverage to have relevance 
for all but a .small minority of old people. Purely public solutions 
are likely to be more equitable, but concerns have been expressed 
about the cost to the exchequer, the absence of choice and the inef
ficiency of public production. Public financing of long-term care 
should not rule out the private production of that care. Competition 
is possible even when government controls the purse strings. Com
petition on the supply, when carefully managed by the state, is the 
best guarantee of efficiency and quality in long-term care provision. 

Choosing a Model for Ireland 

Finding a finanCing model that satisfies all of these principles is not 
an easy task. For many people, the task is made more manageable 
by reducing the question to one of the respective roles of the public 
and private sectors in the financing of long-term care. As Wiener 
and Hanley (1991) report, some groups believe that the primary 
responsibility for care of the elderly should fall on individuals and 
their families, with the government only intervening to look after 
the needs of those people unable to participate in the market. The 
opposing view is that the government should provide comprehen
sive long-term care for all persons with no distinction between the 
coverage of rich and poor. In this approach, there is no role for the 
private sector. In between these two polar views there are many 
different combinations of public and private responsibility for the 
coverage of long-term care. The range of options to be discussed in 
this chapter reflects the absence of any clear agreement on the mer
its of anyone model over another. Each carries advantages and 
disadvantages, with the choice of model ultimately determined by 
a consideration of coverage/affordability trade-offs and 
efficiency/equity trade-offs. This chapter now goes on to assess the 
application and suitability of different models for financing long
term care in Ireland within the broad framework of the six prin
ciples set out above. 
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The Current Approach to Financing Long-Term Care In Ireland 

At the moment the funding of long-tenn care in Ireland is less than 
comprehensive. Care in public long-stay institutions is adequately 
covered while public sUbsidy schemes are now in place to support 
eligible persons seeking admission into private and voluntary 
homes. Core community care services are also covered, although 
an acknowledged'patchiness in the'availability of some community 
services means that coverage is less than comprehensive. Coverage 
is especiaUy weak in the non-medical and paramedical sectors. By 
and large, the social and psychological needs of old people are left 
to families or to the visiting services of the voluntary sector. Inte
grating old people into community life is not usually seen as a task 
for the public sector. 

The well-being of old people is also influenced by the amount of 
money old people have to spend. Evidence from the recent Euro
barometer Survey (1992) suggest that over 45 per cent of old people 
consider their pension as either somewhat or very inadequate. 
Almost 10 per cent of old people in Ireland say that they have 
trouble making ends meet. Although old people are now a low risk 
poverty group, some of them continue to live in absolute poverty. 
The vast majority of old people are not in a position to pay for their 
own long-term care needs in old age. This means that most have to 
rely on the state shOUld they require costly long-stay care. The 
financing system continues, however, to focus on the supply side, 
thereby neglecting the role that income plays in shaping people's 
preferences and opportunities with respect to long-tenn care. 

Policy-making across government departments concerned with old 
people and ageing problems is not integrated enough, at least, in a 
fonnal sense. Integration of policy-making is a necessary condition 
for the improvement of caring structures and processes. Housing 
conditions, income status, and social integration have all been 
shown to affect placement decision-making in care of the elderly. 
Moreover, there is also evidence that some old people cannot be 
discharged from long-term care because of the poverty and loneli
ness of the social conditions that awaits them. These broad influ
ences on the health and well-being of old people are not being 
acknowledged by the current financing system for long-tenn care. 
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A broader approach to financing is required, one which would inte
grate caring responsibilities across government departments, care 
agencies and placement settings. 

Currently, funding arrangements have the effect of skewing demand 
for long-term care in the direction of the residential option - long 
the bedrock of formal provision. While the number of public long
stay beds has been reduced in recent years, there has been almost 
no change in the relative proportion of public funding going to resi
dential and community care. The reduction in long-stay public beds 
has not been counterbalanced by an expansion of community care 
services; instead, savings. where they have occurred, have largely 
been taken up as real gains to the exchequer. Some community care 
services have even suffered real cutbacks in recent years. The home 
help service has been particularly affected in this regard. An 
increase in public funding for community care services is unlikely 
in the medium-term. Demands on the exchequer arising from the 
implementation of the Health (Nursing Homes) Act is likely to use 
up all available resources. 

Efforts have been made in recent years to change the bias of the 
long-term care system to home care rather than residential care. 
The recommendations contained in The Years Ahead policy docu
ment confirm the primacy of community care for old people, a phil
osophy that had been laid out 20 years earlier in the Care of the 
Aged policy paper in 1968. Specific monetary proposals were made 
in The Years Ahead to increase the amount of resources for com
munity nursing, home help and paramedical services. While a small 
amount of additional monies were made available in the years fol
lowing the report, as part of the Programme for Economic and 
Social Progress, progress has been slow, both in redeploying exist
ing resources and in getting the political agreement necessary to 
increase spending on long-term care. The absence of an in-built bias 
towards community care in the existing financing system serves to 
perpetuate the status quo. Instead of being the catalyst for the 
redeployment of resources from institutional to home care, the 
financing system is lending support to the current unsatisfactory 
balance of care. 

Prospective budgeting systems allow for greater control of expendi
ture than retrospective allocations that support expenditures that 
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have already been made. Current financing arrangements between 
the Department of Health and the health boards are of a prospec
tive type with cash limits being used to impose severe constraints 
on the ability of the health boards to over-spend. What the Depart
ment of Health has not been able to do is to effect a major 
redeployment of resources to community care in line with stated 
policy objectives highlighting the desirability of such a transfer. 
Some of the reasons for the lack of progress in this area have 
already been discussed in Chapter 4 under the heading of policy 
implementation problems. Institutional and bureaucratic rigidities, 
it has been argued, have combined to slow down progress in this 
area. Health authorities may also tend to respond to resource con
straints by spreading community care facilities too thinly across a 
large population of elderly people. Alternatively, public resources 
may sometimes be overly concentrated, thereby acting as substi
tutes rather than complements to existing family and voluntary pro
vision. Another problem is the tendency for patterns of expenditure 
to be disproportionately influenced by professional groups, partic
ularly the medical professions. This leads to resources following 
providers rather than patients, with professional power rather than 
the needs of old people being the primary factor in determining 
resource allocation, at least at the margin. 

Access to long-term care services in this country is largely on the 
basis of need rather than an ability to pay. Access to public long
stay care for elderly people is based on need, as ascertained by 
medical providers, working closely with non-medical providers, very 
often within the framework of an admissions committee set up to 
ensure that only those who need residential care actually end up 
there. Similarly, access to community care service is based on need 
with health professionals deciding who gets what amount of avail
able resources, when and where. While access is guaranteed, ration
ing and diffusion of services sometimes make it difficult for those 
who need care 10 get an optimal allocation of resources. Similarly, 
very few resources are available for preventive care or for rehabili
tation should an old person end up in an institution. 

While access to public long-stay care for eligible old people is based 
on need, this does not mean that it is entirely free. Old people must 
make a contribution to the cost of care from their pension. In fact, 
what usually happens is that institutions withhold all but a small 
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spending allowance of residents' pensions. Old people do not 
receive their pension and then make a contribution. Instead, the 
institution receives the pension and decides on the size of the allow
ance to be given to the elderly person. At present, the practice in 
public long-stay institutions is to allocate about 20 per cent of gross 
income for personal use by residents. However, it appears that 
neither institutions nor health boards have a uniform approach to 
the provision of pocket money for old people residing in long-stay 
care. Steps should be taken immediately to ensure that centrally 
determined guidelines in this area are consistently applied in all 
long-stay institutions across the country. More generally, withhold
ing pension money is a regressive form of financing for long-stay 
care. While acknowledging that the contribution from this source is 
small (around 20 per cent) in terms of the overall cost of care, the 
flat rate nature of the contribution means that the effect of the 
transfer is to penalise less well off residents more than wealthier 
residents who, more than likely, have significant asset holdings and 
other income to fall back on. 

Another problem with regard to the admission of old people into 
public long-stay beds is the uncertainty surrounding the issue of 
whether their asset wealth is likely to be examined with a view to 
forcing them to make an additional contribution to the cost of care. 
While there is no direct evidence of this occurring, there is ongoing 
resentment in some sectors that asset rich elderly people are able 
to receive 'free' or nearly 'free' care at the expense of the taxpayer. 
There are no legal provisions, however. that would allow health 
boards to force a contribution (rom asset rich elderly people or 
their families for a spell in a public long-stay bed. 

There are also ambiguities concerning the funding arrangements for 
an elderly person who, although eligible for free care in a public 
long-stay bed, is forced to seek admission to a private nursing home 
because of the absence of a public bed at a given time. The 
maximum public subvention payable for private care covers 
approximately two thirds of the average cost of care, leaving the 
older person to find the remaining third from their own resources. 
While acknowledging that the pension of the resident would cover 
some of this residual payment, it still leaves us with an anomaly, 
one that reaches significant proportions if the weekly cost of the 
private bed is above average. If poor or even moderately well off 
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old people cannot find accommodation in a public bed they are 
likely to be faced with a difficult decision as to whether they can 
afford to pay the residual component of the private nursing home 
bill. And this is after having agreed to the potentially invasive and 
lengthy means tested eligibility enquiry that accompanies every 
application for subvention payment. Given geographical differences 
in public bed provision the potential for this problem to arise may 
be higher in some regions than others. Some old people may be 
denied access to free public long-stay care simply because of where 
they live and when they have applied. 

The final principle that overall efficiency and the quality of care 
should be enhanced rather than diminished by the financing system 
is not merely aspirational. Efficiency is mandatory when resources 
are scarce and the quality of care is central to the caring process. 
Competitive market structures are likely to lead to greater 
efficiency but at a cost of less equity. If access is based on ability to 
pay rather than need then some people are unlikely to·be able to 
purchase care when and where they want it. On the other hand, 
giving priority to equity through the development of a unitary and 
comprehensive public system of financing and production is likely 
to deny some people the right to make different choices with 
respect to the quantity and quality of long-term care to purchase. 
Many people fear 'a reduction towards the mediocre', if access to 
long-term care is controlled entirely by public entities. This fear 
does not always depend on negative assumptions concerning the 
overall efficiency of the public system for its justification. Deterior
ation in public provision may also occur due to budgetary pressures 
forcing cutbacks in public expenditure. 

As a result of the preponderance of public funding for long-term 
care in this country, allocative efficiency can be defined in terms 
of the optimal placement of old people between community and 
institutional care. There is evidence to suggest that some old people 
have, in the past, ended up unnecessarily in residential care. The 
reason for this lies in the traditional institutional bias of the system, 
allied to the relative underdevelopment of both assessment and 
community care facilities. This conclusion is well known and gener
ally accepted. However, it is taking a long time for the institutional 
bias of the system to be reversed. While both assessment services 
and community care facilities have improved in recent years, the 
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balance of care between community and institution is still less than 
optimal. It is acknowledged that once the market mechanism is 
denied, allocative efficiency is more difficult to achieve, and, if you 
believe public choice theorists, well nigh impossible (Niskanen, 
1971; Mueller, 1991). Notwithstanding this difficulty, the degree of 
political, bureaucratic and provider inertia that currently exists with 
respect to the reallocation of resources in favour of community care 
is unacceptable, given the social consensus that exists about the 
desirability of redeployment. 

The absence of genuine competition in' the system, particularly 
between the public and private sectors, is inhibiting the develop
ment of an efficient system of care. While old people can exercise 
some choice with respect to private residential care, particularly in 
urban areas, the same cannot be said for public care. Generally an 
old person in need of public care will be placed in their local long
stay or district hospital. They will have no choice in the matter; 
the availability of a bed determines the timing of placement. This 
approach to public placement makes sense in the context of a social 
planning model of provision. However, the worry is that public 
long-stay institutions with a captive population are, to all intents 
and purposes, monopoly providers with little incentive to provide 
high quality care. Competitive pressures and the fear of losing long
stay patients to other institutions are absent in such circumstances. 
Both may be necessary to provide the stimulus for a more consumer 
oriented service. 

The potential for duality in the current system of care is also an 
issue. Duality occurs where some people have access to a higher 
quality of care than others simply because they can afford to pay 
for the privilege. If differences in quality are marginal and confined 
to residual or luxury provision then most people see little harm in 
allowing the greater freedom of choice that this allows. However, 
if the public system is being run down or quality is low for core 
service provision then this is unacceptable. What begin as marginal 
'opt out' decisions for richer people are likely to become more gen
eral, with many more people leaving the public sector to avail of 
private facilities. This is likely to further impoverish the public sys
tem to the point that it becomes a poorly supported service, tar
geted at a low income and relatively undemanding group, with little 
voice to effect improvements in the quality of care. 
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The new arrangements for the public subsidisation of old people 
entering private homes establishes a clear dichotomy between pub
lic and private provision. Old people who meet full means tested 
criteria are, for the most part, confined to public provision. For old 
people seeking admission to a private home, means tested criteria 
will also apply, with a differential payment system based on depen
dency determining how much people will get. If poor people are 
allocated to one system and the better off to another, the potential 
exists for a dual system of care to eventually emerge. Facilities and 
quality of care in the private sector will respond to the higher and 
more vocal level of demand in that sector. The public system is 
likely to lag behind, providing residual care for those who cannot 
afford to make any contribution to the cost of care. This is the 
inevitable outcome of any system which separates people on the 
basis of income. It may not occur immediatelY but there is a certain 
inevitability in the process which leads one to resist such a dichot
omy in favour of more integrated public and private solutions to 
the placement problem. There is no reason why public patients can
not be allocated to private homes if that is where the best care is 
to be found. 

A major problem with current arrangements for community care in 
Ireland is the differences that exist across and even within regions 
in the availability of certain statutory and other services. Most of 
the available evidence suggests that access to public health nursing. 
home helps, paramedical services, day care, respite care and day 
hospitals is limited and variable within and among health boards 
(O'Connor, 1987; Blackwell et aI., 1992). This means that the qual
ity of care for old people is better in some areas than others. For 
instance, if old people are fortunate enough to live in the hinterland 
of a day hospital the likelihood of them having to be admitted to a 
long-stay institution is relatively low. On the contrary, an old person 
living in an isolated area without much social contact, and relying 
on sparsely provided statutory care services, is more likely to be 
admitted to long-term care should a problem arise. Such regional 
differences in provision as do exist are not justified, on either 
efficiency or equity grounds. Yet the current system of financing 
long-term care continues to support an unbalanced provision of ser
vices across the regions, thereby making location an important vari
able in determining the quality of care available to old people. 
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Reforming the Current Financing System 

In this section we identify marginal changes to the current financing 
system which might bring about an improvement in the health and 
well-being of old people in Ireland. These changes are discussed in 
the context of the principles specified at the beginning of the chap
ter. Given that the current system is likely to remain in place for 
some time, it is probably more relevant to consider changes at the 
margin than to speculate about the dismantling of the entire financ
ing structure. Financing systems in all countries are a product of 
history and culture and only undergo radical change in exceptional 
circumstances. Most countries prefer alterations at the margin to 
the replacement of existing structures. It seems that reform pro
posals have a better chance of succeeding if they build on existing 
arrangements rather than seeking to replace them. We do, however, 
go on to discuss private and social insurance alternatives to the 
current system of financing in Ireland in the sections to follow. 

The current system could be made more comprehensive by the inte
gration of the health, housing and income maintenance budgets for 
old people. This would mean bringing public spending on health 
care, social care, housing, social security and pensions together 
under the same centralised budget. Currently there is little or no 
integration across government departments dealing with the varied 
and complex needs of old people. Yet, evidence has shown that 
social conditions, housing, income and statutory provision combine 
in a complex and interactive way to affect the placement of old 
people. Housing expenditure is, however, under the control of the 
Department of the Environment, social security is controlled by the 
Department of Social Welfare and health and social care is under 
the remit of the Department of Health. The result of this diversity 
in both financing and provision is fragmentation in resource allo
cation. In addition, the needs of old people end up being narrowly 
defined, depending on the preferences and predilections of what
ever agency is most involved in providing assistance at ani given 
time. Is it any wonder under these circumstances that we do not 
know how much public money is currently being spent on older 
people? A common budget for old people would make policy-mak
ers aware of the necessity to plan care in a more comprehensive 
way, as well as making it easier to monitor and control public 
expenditure in this area. 
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The task of making the financing system more comprehensive 
would also be made easier by the setting of expenditure and out
come targets for the range of supports and services provided to old 
people. Everyone is agreed that progress has been slow in 
redirecting the existing financing away from institutions towards a 
more broad based community care provision. Part of the problem 
here lies with existing policy implementation procedures. The estab
lishment of well-defined objectives and achievable targets, com
bined with uniformly applied monitoring and regulatory structures, 
would provide a credible framework for a more comprehensive 
coverage by the existing financing system. One of the main reasons 
why we can 'talk broadly and finance narrowly' at present is that 
control functions within the public sector are so weak. Legislative 
criteria may be needed to speed up progress in this area. In the 
meantime, more transparency in the setting of targets, together with 
annual reports on progress made in achieving these targets would 
help. 

One way of ensuring that the long-term care financing system is 
made responsive to demand is to give people money instead of 
services. Direct income transfers would increase the autonomy of 
old people and allow them to choose the type of care most appro
priate to their own particular circumstances (Arling and McAuley, 
1983). Cash transfers are, however, not the usual way that public 
money is allocated in Ireland. Instead, public expenditure is usually 
in the form of in-kind provision: services, not cash transfers, are 
made available to old people. In the case of long· term care, most 
in-kind provision has been of the institutional type. The result has 
been a bias towards institutional care. The funding system has larg
ely determined the overall pattern of demand for long-term care. 
Too many people have ended up in care because beds happened to 
be available. 

Once an institutional bias was established it became very difficult 
to effect any change in the system. The financing system was, by 
and large, determining need through supply side availability of 
resources. Restoring primacy to need variables must be a priority 
for future· reforms. Old people will have to be given more oppor
tunity to influence placement decision-making. They will also have 
to be given more say in the type of care received while living in the 
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community. Experimentation should begin immediately with com
munity care linked cash transfers, instead of in-kind provision of 
services. This approach would allow old people living in the com
munity to choose among competing suppliers in accordance with 
their preferences and circumstances. Giving old people this power 
would quickly determine the nature and form of core service pro
vision. For too long our understanding of the latter has been dic
tated by the supply side of the market, primarily by medical pro
viders and bureaucrats. If the financing system is to be made more 
responsive to the expressed needs of old people a more consumer
oriented approach is necessary. 

Changing the balance of care from institutional to community is 
proving a long and complex task for policy-makers in Ireland. Less 
money is now provided for institutions and excess capacity has been 
addressed to some extent through the closure of some long-stay 
beds. Steps should now be taken to provide for a more positive bias 
towards home care solutions for vulnerable old people. The concept 
of the community hospital, introduced in The Years Ahead report, 
should be put into practice, particularly the emphasis contained 
therein on assessment and rehabilitation for old people. The role 
of informal carers should also be explicitly recognised through a 
more generous and comprehensive payment system. It is acknow
ledged that paying carers would cost the exchequer additional 
money but some degree of financial assistance is required, other
wise carers will continue to feel that they are the forgotten part of 
the caring system. More information on carer entitlements, allied 
to the provision of respite care facilities, would be a less costly, but 
by no means less effective, approach to supporting family carers. 

Additional resources are also required for community care. The 
labour intensive nature of many community care services makes 
government wary of providing additional tenured appointments in 
this area. However, some scope exists for the use of temporary and 
contract workers in community care. At present, there is a signifi
cant problem of long· term unemployment in the Irish labour mar
ket and a significant under-provision of community care services. 
Following careful screening and some training, some long-term 
unemployed people should be used to augment community care 
resources, at no additional net cost to the exchequer. It should be 
possible to devise an imaginative scheme which would neither 
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under-pay workers nor over-burden the exchequer. Support from 
labour market insiders would, of course, be necessary for a huge 
number of temporary or part-time workers to be taken on in the 
public service, Whether the unions concerned could be convinced 
of the value of this proposal is difficult to say. Ultimately, however, 
it is this kind of solidarity which will be required if any progress is 
to be made in solving the unemployment crisis. Our view is that the 
creation of a new social market, based on a flexible approach to 
pay and working conditions, would both improve the community 
care system for old people and reduce the problem of long-term 
unemployment. There is strong support for this type of approach 
in the recent White Paper from the. Commission of the European 
Communities (1993) on Growth, Competitiveness, Employment: 
The Challenges and Ways Forward into the 21st Century. There is 
a major emphasis in the White Paper on the employment gains that 
are likely to flow from the creation of a new 'social economy', of 
which care of the elderly is but one of the many possible sources of 
new jobs. 

Asking families to contribute to the cost of in-patient long-term 
care for their relatives is an indirect and negative way of promoting 
community care. Part of the rationale for family responsibility pro
grammes is to encourage care in the home by asking family 
members for financial contributions towards the cost of care else
where. The advantages and disadvantages of co-financing schemes 
for families have already been discussed in Chapter 3 and will not 
be repeated here. Except to say that the net result of such schemes 
may be a potentially distorting influence on placement decision
making. Far better to encourage home care through positive means 
such as extra resources for community care or greater levels of sup
port for carers. If the exchequer is eager to raise money from famil
ies that are in a position to pay, far better to do this by means of a 
retrospective deductible that only becomes due on the transfer of 
property and assets between parents and offspring. Such a scheme 
would be less costly to administer and less likely to distort demand. 

One of the unwelcome by-products of the new legislation on private 
nursing homes is, as mentioned previously, that the implementation 
process may draw on resources that might otherwise have been used 
to improve the community care system. In general, the financing of 
nursing homes should not occur at the expense of resources for 

193 , 



community care. Accepting this principle means that subvention for 
nursing home care would never be granted unless it was clear that a 
similar subsidy would not have succeeded in maintaining the elderly 
person in their own home. The subsidy, if applied to community 
care, could be used to buy resources like home helps, community 
nursing and paramedical services, as well as perhaps making some 
financial contribution to informal carers. These services are vital in 
slowing down or preventing entry into long-stay care (O'Shea and 
Corcoran, 1989). It is only after assessment has been completed and 
a recommendation has been made to the effect that the elderly 
person should be moved out of their own home that the subsidy 
should be transferred to institutional care. 

Case management structures should be introduced into community 
care in Ireland. The assignment of a key worker or case manager 
to take control of both budgets and care strategies for old people 
would facilitate. a greater emphasis on home care solutions to the 
problem of dependency in old age. Many health boards currently 
have informal arrangements whereby public health nurses act as 
liaison persons between the community services and long-stay insti
tutions. Bridging the gap between the institution and community is 
particularly important at the time when old people are being dis
charged from residential care. These schemes should be made more 
formal, with the key worker given broader responsibility for service 
plans and additional control over care budgets. In some instances, 
the case manager would act as proxy for the old person in the sense 
of making all crucial decisions on their behalf. In the majority of 
cases, however, the case manager would simply provide the infor
mation and assistance necessary for old people to make up their 
own minds on the type of care best suited to their particular circum
stances. The case manager and the old person would jointly hold 
the budget. A tied cash transfer or voucher system for old people 
could be introduced into this framework without much difficulty, 
thereby allowing old people an even greater say in the type of care 
that they receive. 

Access to community care in Ireland is determined by need rather 
than ability to pay. Similarly, access to public long-stay care is deter
mined by need rather than a price mechanism. For private nursing 
home care a public subsidy scheme is available for old people who 
meet income and dependency eligibility criteria. Our concern is 
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with the latter scheme. The maximum subvention avai.lable to eli
gible old people entering a private nursing home is less than the 
full cost of care. This means that the very poorest elderly people 
(Le. those with medical cards) receive full coverage in a public bed 
but less than full coverage in a private bed. There is no logic to this 
arrangement. For the majority of dependent old people care 
regimes in the public and private sectors are not so different. In the 
future, the continuing closure of public long-stay beds is likely to 
mean fewer places available in this sector for public patients. This 
puts more pressure on the private system. However, if the 
maximum subvention available to old people in the private sector 
is less than the cost of care then it is likely that some categories of 
old people will not be able to afford the accommodation. Low or 
medium dependent old people will experience particular difficult
ies, since subvention payments for these categories are even lower. 

One way of dealing with ambiguities and anomalies in this area 
would be to have the same eligibility criteria for admission to public 
and private beds. Access to private facilities for low and moderate 
income people would be on the basis of need, similar to their access 
to public facilities. This would facilitate easy cross-over between the 
two sectors as well as providing a clear signal to the supply'side that 
efficiency and effectiveness matter more than ideology in determin
ing placement. 

Competition between the public and private sector for patients 
would also lead to an improvement in both efficiency and the qual
ity of care provided to old people. The current dichotomy between 
public and private provision is an anachronism and should be dis
continued. Some health boards have, in the past, allocated a small 
number of public patients to private long-stay beds. This approach 
might usefully be extended to all health boards. Consideration 
might also be given to providing exchequer support for the building 
of private homes in sparsely populated areas that are currently with
out competition for the local public long-stay institution. The latter 
often have monopoly status conferred upon them because of geo
graphic isolation. Competition, in the form of private alternatives, 
would act as a· powerful stimulus to improving the ove,rallquality 
of care in all types of institutions. Alternatively, existing public 
long-stay institutions could be broken-up into smaller production 
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units, each competing with another for both public and private resi
dents. This would not always be possible, but there is no reason 
why, in appropriate circumstances, some innovation and experimen
tation in market structure should not take place, albeit within the 
framework of both public financing and regulation of the market. 

Private insurance should also be encouraged in order to provide 
coverage for people not eligible for public subsidy in either public 
or private care. The state should clearly set explicit limits as to who 
and what it can cover. This information should be conveyed to 
people in a structured and comprehensive way, leaving no one in 
any doubt about their current and future eligibility for public assist
ance. This would in itself stimulate private insurance markets, since 
part of the reason for the low interest in private insurance products 
is the feeling among people that, should they ever need care the 
state will pay for it. Competition should also be encouraged in the 
private insurance market. There is no reason to confer monopoly 
status on any insurer at this end of the market. Equity consider
ations are less important than efficiency issues for this segment of 
the market since the majority of low and even moderate income 
persons will already be covered under public schemes. The inte
gration of public and private provision and the placement of public 
patients in private institutions will reduce the risk of dual systems 
of care emerging. Differences, when and where they do occur, are 
likely to be confined to top of the range provision for the very well 
off. 

Private Insurance 

We have already discussed some of the problems associated with 
private insurance in Chapter 5. The main problem on the demand 
side is the capacity of insurers to deliver comprehensive coverage 
at affordable prices. Private insurers have not managed this in other 
countries. One of the main reasons why long-term care insurance 
does not playa bigger role in the US is because premiums are too 
expensive. Too many restrictions have had to be introduced in 
order to make premiums more affordable. This reduces the benefits 
of being insured in the first place. Ideally, insurers would like to 
offer policies to younger rather than older people, but very few 
young people are willing to admit the possibility of ever needing 
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long-term care. Those who do, believe that the state will look after 
them should they need to enter a long-stay home. 

Insurers themselves are also wary about entering a market about 
which so little is known concerning usage of services or the cost of 
care. Insurers worry especially about the potential for moral hazard 
and adverse selection in long-term care insurance. Access to long
term care is more difficult to control than the usage of acute care 
facilities. Social factors sometimes playa major role in determining 
access to long-stay care facilities. Hence, it is not always clear-cut 
who should and who should not he in residential care. This view is 
supported by evidence on the distribution of dependency across 
institutions in Ireland. The dependency profile of residents varies 
greatly, with no consistent relationship between admission and dis
ability (Blackwell et aI., 1992). Moral hazard in community care 
may arise if old people and their families transfer much of the bur
den of care from the informal system to the now insured formal 
system. If, in turn, insurance is primarily taken out by those more 
likely to need care then, the resulting cost explosion may be too 
much for the market to bear. The higher premiums that inevitably 
result from adverse selection problems may narrow the potential 
market for insurance to such an extent as to make public inter
vention inevitable, even for relatively well off, low risk, individuals. 

If long-term care insurance products were to be introduced in 
Ireland how much would they cost and would old people be able 
to afford them? This is a hypothetical question since no insurance 
company currently offers long-term care cover to either old or 
young people in the country. It is very difficult, therefore, to pro
vide credible premium estimates in this area, given the absence of 
a market and the fact that premium costs are likely to vary in 
accordance with age and monthly benefit received in the event of 
long-term care being required. Estimates from the UK suggest that 
the premium cost of a Stg£1,OOO monthly benefit would be approxi
mately Stg£92 per month for a 65 year old male and Stg£98 for a 
65 year old female (PPP, 1993). This amounts to over Stg£l,OOO a 
year in premium payments for full coverage of residential cafe costs. 
Premiums are lower for younger age categories and higher for older 
age categories. For a 55 year old female the monthly premium 
would be Stg£64; for an 80 year old women the cost would rise to 
Stg£332 per month. These figures are in line with broad estimates 
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provided by Maynard (1992) when he addressed the annual confer
ence of the Retirement Planning Council of Ireland in 1992. 
According to Maynard, a 60 year old male would face a premium 
charge of approximately £80 per month for full residential care 
coverage; full coverage for a 60 year old female would be on offer 
at around £120 per month. In both of these examples, the benefit 
payment would only be awarded after dependency had been proven 
using an Activity of Daily Living (ADL) scale as the measuring rod. 

Whatever way you look at it, and accepting that the figures given 
above are more illustrative than real, the cost of private insurance, 
especially for people who are already old, would be prohibitively 
expensive for the majority of old people in this country. For 
younger elderly people, premium payments could take up to one 
third of monthly income, while the very old would, in some 
instances, be paying out more in premium payments than they 
would be receiving in state pensions. Very few elderly people could, 
therefore, afford to purchase long-term care insurance over an 
extended period of time. This is also the message coming from other 
countries. Henwood (1990) argues that the majority of old people 
in the UK are not in a position to insure their long-term care needs. 
Rivlin and Wiener (1988) have estimated that between 10 and 50 
per cent of Americans might be able to afford private coverage, 
depending on the generosity of coverage and the fraction of income 
defining affordable. Overly expensive products and too many 
restrictions on coverage probably means that the percentage of the 
population willing to purchase private insurance in the USA is 
closer to 20 per cent than the higher figure of 50 per cent (Cohen 
et aI., 1992). 

To what extent does pure private insurance satisfy the principles 
set out at the beginning of this chapter for the funding of long
term care? Funding from private insurance sources is unlikely to be 
comprehensive. This is because private insurers would be very wary 
about offering comprehensive protection, at least at affordable 
prices. In particular, broad based community care coverage would 
be hard to find, due to insurers concerns about potential moral 
hazard problems in this sector. Fragmentation of provision would 
be likely to occur as insurers confined their attention to those seg
ments of the market more amenable to control functions. Care 
requirements WOUld, therefore, be unlikely to determine funding 
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since 'control' functions are easier to exercise in residential care. 
Most people prefer to live at home, however, and to draw on com
munity care services when and where they need them. This would 
be unacceptable to insurers concerned with the likely substitution of 
paid formal provision for currently provided unpaid informal care. 

At the moment, nursing home care, especially skilled nursing home 
care, is by far the predominant type of insurance coverage on offer 
in countries where pri~ate insurers are involved in the market 
(Wiener et ai., 1987). Home care, on the other hand, is not exten
sively covered. Home care needs are the most difficult to define 
and insurance companies recognize the substantial potential for 
increased utilisation. The problem for insurers is that expanding 
home care generally raises, rather than lowers overall expenditure 
in long-term care. This arises because spending more on home care 
generally offsets any corresponding reductions in residential care 
spending. In other words, cost savings do not result from expanded 
home care provision (Kemper et ai., 1987). Thus, while private 
insurance schemes could technically be developed so as to bias the 
system towards home care solutions this would be unlikely to hap
pen because of fears about the abilities of insurers to control 
demand and hence costs in this area. 

The most serious objection to private insurance solutions is that the 
principle of access on the basis of need rather than ability to pay 
would be seriously undermined. Concern about moral hazard 
would, more than likely, push premiums out of the reach of many 
low income people. In addition, screening programmes to avoid the 
problem of adverse selection would also reduce access for some 
people. Insurers typically offer long-term care packages on an indi
vidual basis, thereby making it easier to set premiums on the basis 
of the risk associated with age and disability. This raises the cost of 
premiums for certain segments of the population, particularly the 
very old. Without government intervention, the insurance needs of 
low income people and the very old would remain unmet in a purely 
private market. 

Government intervention to deal with the problem of access to 
insurance could take the form of simple cash transfers or, if there 
was concern about the misuse of transfers, designated voucher 
schemes could be used to compel people to buy minimum levels 
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of insurance protection. Alternatively, government support for old 
people could be provided in the form of in-kind provision of pub
licly funded services. The latter approach raises the possibility of a 
dual system of cover emerging: a high quality consumer oriented 
provision for the insured population and a relatively poorly 
financed mediocre quality cover for public patients. Private 
insurance cover on its own cannot guarantee care on the basis of 
need. Means tested criteria would be necessary to separate those 
able to afford private insurance from those not able to afford cover
age. Entitlement would not be guaranteed. For this reason, a pure 
private insurance model is the least preferred option for funding 
long-term care in Ireland. 

This does not rule out a residual role for private insurance under 
more public systems of financing. For instance, as mentioned in the 
previous section, private insurance could be used to finance the 
private residential care of moderate and high income people. This 
cover· could, perhaps, be offered as part of a 'package' of occu
pational benefits, generated by schemes to which members would 
make a contribution throughout their working lives. 

Social Insurance 

Social insurance allows people to pool the risk of having to pay 
huge sums of money for long-term care in the future. Individuals 
pay into a fund, preferably over the life cycle, in return for auto
matic entitlement should they need benefits at some time in the 
future. Unlike private insurance, there is no exclusion and ability 
to pay does not detennine access. Benefits are paid out as a matter 
of right. In addition, unlike most government sponsored welfare 
programmes, there are no means tested eligibility criteria used to 
determine access to care. Once contributions have been made, 
entitlement becomes automatic. There is consequently no welfare 
stigma associated with social insurance schemes. For people unable 
to make a contribution to the scheme the government would pro
vide coverage. This would enhance, not undermine, the entitlement 
principle common to all people covered by the scheme. 

Covering long-tenn care under a universal social insurance scheme 
avoids the adverse selection problems inherent in private insurance 
markets. Social schemes can be made mandatory with everyone 
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having to contribute. This eliminates the possibility of only high risk 
people wanting to insure. Contributions usually take the form of a 
premium or an earmarked tax, such as a payroll tax paid into a 
social security fund. Contributory financing throughout the life 
cycle ensures that adequate resources are built up to finance care 
at the end of the cycle. In practice, however, current contributions 
from younger members of social insurance schemes would, more 
than likely, be used to pay for the care of older members, at least 
in the initial period of new schemes. Indeed the introduction of any' 
new programme would require transfers from current workers to 
old people who had not contributed much, or at all, to the scheme. 

Social insurance schemes, particularly universal schemes with little 
or no cost sharing, opt out or top-up provisions, provide a major 
bulwark against the development of dual systems of care. All 
members of the schemes have access, on similar conditions, to all 
available services. There is no danger of two types of care evolving 
- one for the rich and another for the poor. The political power 
of the middle and higher income beneficiaries provide the guaran
tee of high quality care for everyone. In fact, poor people may do 
relatively better, receiving higher benefits relative to their contri
butions than people who are richer. 

Many variations are, however, possible under a social insurance 
approach to financing long-term care. Social insurance can be 
mandatory or voluntary, and may be subject to low or high degrees 
of cost sharing, in the form of personal contributions from the users 
of long-term care. If enrolment is voluntary and if cost sharing is 
substantial then a complementary private insurance market is likely 
to develop. High levels of cost sharing may also lead to the develop
ment of state provided social assistance programmes to enable very 
low income people to avail of services. At the limit, high levels of 
cost sharing, while reducing the potential for moral hazard may 
defeat the purpose of being insured in the first place, turning the 
scheme into a quasi welfare programme. The problem is, of course, 
that a comprehensive social insurance programme, free at the point 
of use, is expensive, with consumers having little incentive to restrict 
their consumption of care to optimal levels, to the point where the 
marginal cost of care is equated with the marginal benefit. Indeed, 
the establishment of a special social insurance scheme for long-term 
care and the sense of entitlement conveyed as a result of lifetime 
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contributions may make people even more consumer oriented. This 
may result in even higher levels 01 demand, particularly lor residen
tial care. Without cost sharing, a huge burden is placed on the 
dependency assessment services to restrain consumer demand in 
these circumstances. 

It is on the issue 01 cost that many people have reservations about 
social insurance as an option lor long-term care financing. Criti
cisms locus mainly on the premium or payroll cost of supporting a 
system containing so many incentives for excess consumption. Many 
well off older people who could pay for their own care and currently 
receive no free services would be entitled to benefits under asocial 
insurance scheme. The reduced out-of-pocket expenses could, it is 
argued, lead to increased service use and the substitution of covered 
for non-covered services. This would likely result in government 
having to become involved in the system, either to augment the 
social insurance fund (as currently happens with PRSI in Ireland) 
or to support low income people in the event of cost sharing having 
to be introduced. A special social insurance. scheme for long-term 
care would also be an additional form of taxation. The precise 
impact of a new scheme on overall tax levels is difficult to gauge 
but there would be strong resistance, particularly in this country, to 
the introduction of a new compulsory social insurance scheme 
which might subsequently require further public expenditure, and 
hence even higher taxation, to make it viable. Payroll taxes are also 
likely to increase the cost of labour, thereby having a direct and 
negative impact on the hiring decisions of employers. 

Some people object to social insurance on the basis that its funding 
base is much narrower than the general tax base (McCarthy, 1991). 
Therefore, if public involvement in long-term care is seen as neces
sary, funding should come from general taxation, as this is a more 
equitable source of financing. Payroll taxes are regressive in the 
sense that lower income groups pay a higher proportion of their 
income in taxes than do higher income groups. The latter usually 
have assets and non-salary income that is not subject to a payroll 
tax. Income tax does, however, fall more heavily on the young than 
on the old, unless schemes are put in place to tax both wealth and 
social security on the same basis as income from work, thereby 
raising more revenue from elderly sources. Very little revenue is 
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raised from either of these sources in Ireland. Consequently, gen
eral taxation as a source of financing may not be as equitable, 
especially across the generations, as it might be. 

At the limit, of course, the funding of social insurance programmes 
could be based on the benefits principle rather than on ability to 
pay. Under a benefits rule individuals would be required to pay age 
related insurance premiums with older individuals paying higher 
rates. Spreading payments over the life cycle would, of course, 
reduce payments for people now in younger age categories but 
would do nothing for those already old. Thelatter would, under a 
benefits principle, have to pay higher premiums to make up for the 
years that they did not pay (Gravelle and Taylor, 1989). Moreover, 
even if premium payments were spread over the life cycle some low 
income people might still not be able to afford them. Such people 
would, therefore, require government assistance if they were to ·par
ticipate in this type of scheme. 

Despite concerns about costs and worries over the progressivity of 
the funding base, serious consideration should be given to the intro
duction of a modified social insurance scheme in this country. By 
modified we mean a scheme that provides comprehensive com
munity care protection and front-end residential care protection 
against long-stay care expenses. Front-end residential care coverage 
would offer protection up to some fixed money amount (e.g. £8,000) 
or some fixed length of stay (e.g. ·one year). Additional protection 
would have to be provided under private insurance which would 
now be much more affordable due to the large front-end deductible. 
Low income people would require additional social assistance via 
cash transfers to allow them to participate in private insurance mar
kets. The assets of old people should also be taken into account in 
the form of a retrospective posthumous deductible to meet some of 
the boarding costs of residential care incurred while covered by 
social insurance. 

No attempt is made in this report to cost this proposal. Ou(terms 
of reference do not ask us to do this, and besides, to do a costing 
exercise would have required much more data than was available 
to us in such a short time. Nevertheless, we believe that this is a 
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task that should be undertaken by others in a follow up to this 
study. 

Because long-term care is a normal risk of growing old it should be 
prepared for at an early stage in the life cycle. Private insurers have 
not yet responded to the challenges and opportunities presented in 
this area, at least to the point where affordable high quality prod
ucts are generally available in the market place. Even if private 
insurers were to offer more attractive products, the majority of old 
people would still be unable to afford them, while younger people 
would, by and large. remain uninterested. Social insurance provides 
for the risk pooling of long-term care expenses over the life cycle. 
This reduces the burden of insurance, as well as making coverage 
more comprehensive and more equitable. Forcing younger age cat
egories to think about the risk of growing old through compulsory 
programmes overcomes the apathy and information problems 
inherent in private markets. Our concern in this study is not so 
much with the practicalities of how a social insurance system for 
long-term care might be fitted to existing models of social protec
tion in the country, but with whether such a scheme meets the prin
ciples set out at the beginning of tbis chapter. 

The introduction of a new social insurance system for long-term 
care in Ireland would make the system more comprehensive by 
broadening the type of care and support activities that it would be 
willing to fund. Currently, the financing of long-term care is very 
narrow, focusing mainly on medical care and residential care for 
old people. At the same time, we continue to talk about the diverse 
needs of old people and the many factors that affect their well
being as they grow older. A new social insurance system could help 
translate some of this rhetoric into reality by both increasing and 
integrating the coverage of activities such as home help, informal 
care and paramedical care. In addition, the social insurance system 
could be used to support much more innovation and increased flexi
bility on the supply side. For instance, new ways of caring for old 
people might be supported. These would include support for volun
tary and sheltered housing schemes, Social Health Maintenance 
Organisations and Continuing Care Retirement Communities. At 
the very least, thinking about new ways of organising care would 
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allow us to move away from provider and bureaucratic definitions 
of core provision for old people. 

Cash transfers to old people, tied to long-term care consumption, 
would restore some consumer choice to old people. This would 
meet the second principle of making the system more responsive to 
care requirements rather than the funding system determining those 
needs in the first place. In cases where old people were not in a 
position to indicate needs, then a designated proxy in the form of 
a case manager could be used to determine needs. Either way, com
prehensiveness implies a willingness to provide for greater choice, 
which in turn means that the funding system should be able to 
respond in a flexible way to expressed needs. 

This does not mean that everyth ing can or should be funded. Key 
decisions will still have to be made about eligibility for support. 
Dependency assessment will play a crucial role in determining 
access to financial support. Decisions about what constitutes core 
provision will continue to be made, since the social insurance sys
tem will not be able to fund all of the things that people want. Many 
different types of services and interventions affect the well-being of 
old people. It is the task of the social insurance system to respond 
to the needs of old people, even if this means redirecting funding 
towards social care and away from medical care. 

Any new social insurance scheme should have an in-built bias 
towards home care solutions. Persons covered by the scheme should 
have access to free community care services. Access should be 
determined on the basis of need with dependency assessment pro
vided by special assessment teams using nationally determined, uni
formly applied, eligibility criteria. Care plans would be agreed 
between the funding agencies, statutory providers and the voluntary 
sector, with budgets prospectively awarded on the basis of agreed 
service contracts. The day to day responsibility for care and 
resource allocation would rest with a designated case manager who 
would provide the link to the old person, as well as orchestrating 
the relationship between the payments system, the providers and 
the voluntary sector. Case managers would have the option of using 
some of the designated budget to compensate carers for the job 
that they do. Under this scheme the financing of institutional care 
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could not occur at the expense of resources for community care. 
Accepting this view means, once again, that funding for residential 
care would never be granted unless it was clear that a similar sub
sidy would not have succeeded in maintaining an old person in their 
own home. 

Comprehensive cover should only be provided for the first year of 
residential care. This would put the emphasis of rehabilitation and 
concentrate public resources on those people who have some 
chance of returning to the community. While it is acknowledged 
that old people entering nursing homes are now more disabled than 
before, there remains considerable scope to return many of them, 
after an appropriate programme of rehabilitation, to the com
munity. This is in keeping with the emphasis throughout this report 
on the need to support and encourage home care solutions to care 
of the elderly. The majority of long-stay residents would be covered 
by the scheme, since most old people remain in institutions for less 
than one year (Department of Health, 1990). 

Private insurance would be necessary to cover length of stays 
greater than one year in a long-stay institution. For people not able 
to pay the private insurance premiums, the state would provide full 
public coverage, subject to a retrospective and posthumously deter
mined asset-based deductible payment. For a private insurance sys
tem to work it would have to be made explicit ex ante who would 
and would not be eligible for public assistance following the termin
ation of public coverage. If there was any ambiguity about this most 
people would not insure in the belief that the state would continue 
to provide coverage beyond the year period. 

Prospective budgeting could be incorporated into any new social 
funding mechanism. Experience from other countries, especially 
Canada, suggests that a single and separate funding agency can 
negotiate good quality care at relatively low cost from providers. 
Case management would also be an essential ingredient of any new 
system. Case managers are the catalysts for the generation of valu
able information on actual and potential need in the community, 
thereby making it easier to plan the overall provision of services for 
old people. Case management involves the assessment by a health 
professional of individual elderly person's needs, followed by the 
planning and organisation of client specific care packages to meet 
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those needs. Most of the evidence on the effectiveness of the case 
management approach is positive. The Kent Community Care Pro
ject has succeeded in reducing costs and raising outcomes for the 
majority of clients. Some concern has, however, been expressed 
about the cost effectiveness of schemes when applied at a more 
general level. If schemes are applied to all persons in the com· 
munity it is likely that any reduction in the costs of institutional 
care arising from the postponement or prevention of admissions will 
be more than offset by the increased costs of providing additional 
community services to others who would have remained at home 
even without expanded services. Targeting resources may, there
fore, be required to ensure that scarce community care resources 
are allocated to those who need them most. Any scheme designed 
to facilitate the home care choices of old people will be expensive. 
All of the evidence reviewed earlier suggests that a properly struc
tured and financed community care system does not come cheap. 

Social insurance is based on an entitlement principle. Once a person 
has contributed over a life time he/she is guaranteed benefits if and 
when needed. Unlike welfare programmes people do not have to 
undergo costly and potentially stigmatising means tests before they 
are deemed eligible for support. This is a powerful advantage 
associated with social insurance. Under pure social insurance 
schemes no one would receive preferential treatment and the same 
quality of care would be available to all. One of the difficulties, 
however, with pure social insurance funding models is, as we have 
mentioned, the potential for moral hazard which exists in all third 
party payment systems. Even with prospective budgeting arrange
ments and case management programmes it would be very difficult 
for a social insurance system to control costs without some con
straints on demand. Our proposal is for these controls to be directed 
primarily at the residential care sector. Access to community care 
services should be basically free at the point of use for all people, 
subject to the normal dependency assessment procedures to estab
lish eligibility and genuine need. 

A social insurance system would enhance both efficiency and qual
ity of care, if designed along the lines set out above. Once again, 
public financing should not preclude competitive private provision 
of services. This would be an integral part of any new system. Com
petition among residential care providers would encourage a more 

207 



consumer oriented long-term care service. Most long-stay units, 
both public and private, provide technically good quality care for 
residents. Sometimes, however, homes for the elderly are anything 
but homely. Competitive pressures would go some way towards 
bringing about an improvement in this area. Old people have par
ticular care and lifestyle needs when they become disabled. Insti
tutions are better at responding to the former than the latter. Public 
institutions may focus too much on meeting technical standards of 
care (whiCh are, of course, important) to the neglect of process, 
environment and lifestyle aspects of care. These are important 
elements for each of us in Our daily lives, in the sense that they 
constitute the human dimension to our existence. Great care should 
be taken that these important dimensions of our lives are not denied 
or neglected should we have to leave our own home and enter long
stay care. More competition among providers would, at the very 
least, ensure that old people and their families could exercise more 
choice in relation to the type and form of care that best suited their 
particular circumstances and preferences. 

Under a social insurance scheme the distinction between public and 
private long-stay care should be dropped. Case managers and geri
atric assessment teams should have the freedom to allocate vulner
able old people to the best care available. Sometimes this will be in 
a public long-stay institution; sometimes care in a smaller private 
nursing home will be more appropriate. Whatever the location, 
rehabilitation in the form of paramedical care should be an essential 
component of the caring process. Where facilities do not exist in 
private nursing homes steps should be taken to make them avail
able, either through mobile provision of services or the short-term 
transfer of patients to locations where services are provided. Social 
insurance financing should not rule out the private production of 
care. It is quite feasible to envisage a scheme whereby many private 
producers, both in the community and in institutions, would com
pete for publicly financed patients on the basis of cost and quality. 

Conclusion 

Both demographic and cost pressure are likely to put strains on the 
current system of long-term care financing in the coming years. 
Now is the time to think about the type of financing system most 
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appropriate for this country. We have outlined a number of possible 
alternatives. Marginal changes to the current system is probably the 
approach most likely to find favour with policy-makers. It is very 
rare for one type of financing system to be completely dismantled 
and replaced by another. If we do go the way ormarginal changes 
then most of the emphasis should be placed on promoting compe
tition on the residential supply side, while, at the same time, increa&
ing public resources for community care. 

Social insurance is the only viable alternative to continuing with the 
current system. Private insurance. even if it is included as part of a 
wider package of occupational benefits, is unlikely to provide 
adequately for more than a minority of people in need of cover for 
long-term care. Social insurance overcomes the problem of adverse 
selection and guarantees entitlement to care on the basis of need. 
Public financing can be combined with private production to 
enhance both the efficiency and the quality of care available to old 
people. The next step in the research process is to cost the various 
proposals contained in this chapter. We have considered each 
option in the context of subjectively determined principles for the 
funding of long-term care. The other side of the equation should be 
considered before any decisions are taken about implementation. 
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CHAPTERS 

Conclusions 

Ireland, like many other developed countries, is facing the problem 
of providing an equitable, efficient and affordable system of financ
ing for the long-term care of old people. Under the existing system, 
most of the public expenditure on long-term care is financed from 
general taxation. Financing by Voluntary Health Insurance is mini
mal and is confined to convalescent care. There are currently no 
private long-term care insurance products on the market, nor are 

. there any equity release schemes available to help cover the cost of 
care. Personal, out-of-pocket, contributions depend upon whether 
the individual is in a public or private long-stay institution. In the 
case of public long-stay care, nearly all of the weekly pension of 
the elderly person is retained by the institution. Under the new 
arrangements for the public subvention of old people entering 
private nursing homes, announced in the Health (Nursing Home) 
Act, 1990, the level of exchequer support is based on the income 
and dependency of the applicant. Even with maximum subvention, 
however, an old person in a private nursing home may have to pay a 
significant component of the cost of care from their own resources. 

Changes to the existing system of financing long-term care are very 
likely over the coming years, given the ageing of the population and 
the cost of institutional care. At the moment, old people in the age 
category 60-74 make up 11 per cent of the total population. By the 
year 2021 it is expected that the proportion of people in this age 
category will have increased to 17 per cent. Within the elderly popu
lation the proportion who are very elderly are increasing more rap
idly than the elderly population as a whole. Between 1986 and 2011, 
it is projected that there will .be an increase of 11 per cent in the 
population over 65, an increase of 16 per cent in the over 75 bracket 
and an increase of 35 per cent in those over 85 years (CSO, 1988). 
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If the existing financing arrangements remain in place then, quite 
clearly, the next generation of wage earners will be faced with the 
problem of providing long-term care resources for an increasing 
elderly population. 

The rising cost of institutional care is also likely to put pressure on 
the existing system of financing. Currenlly, the cost of care in a. 
pUblic long-stay institution is estimated at just over £200 per week. 
Estimates for private nursing home care vary, but all the evidence 
suggests that costs are not dissimilar to public care. Community 
care for old people is also expensive, particularly when the oppor
tunity cost of carers time is included in the analysis. Recent esti
mates suggest that the average cost of care in the community is 
£164 per week. The cost of care in both long-stay institutions and 
the community increases with dependency. For the most dependent 
categories of old people the cost of care in the community is just 
over £200 per week, while in health board long-stay units the cost 
of care for the most disabled category rises to around £300 per 
week. 

The standard of living of old people has improved considerably in 
the last 20 years, not just absolutely but relative to other groups 
in society. Both contributory and non-contributory pensions have 
increased while more old people now qualify for occupational pen
sions. The majority of old people also own their own house outright. 
The improvement in the economic position of old people should, 
however, not be over-estimated, particularly when compared to the 
cost of long-term care. The amount of money that an old person 
receives from the contributory old age pension scheme in one year 
would. only pay for about six months of nursing home care. 
Additional income from savings and investment or from home equ
ity release schemes would not be sufficient to bridge the gap 
between the (pension based) personal disposable income of an old 
person and the cost of care. All but the very highest housing values 
liquidated through home equity schemes would be eroded fairly 
quickly by the ongoing cost of private nursing home care. What this 
means is that the vast majority of old people are not in a pOSition 
to make a significant contribution to the cost of their own long
term care. 
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Families, of course, can and do help with the financing of long
term care. The main involvement of families in long-term care is, 
however, in the provision of informal care. Family care plays a piv
otal role in keeping vulnerable old people out of institutions, with 
over three quarters of dependent old people living in the com
munity looked after by female members of the same household. 
The provision of informal care in the community has a major affect 
on long-term care financing arrangements. Instead of buying care 
or relying on state support, carers give up their own time in order 
to look after their elderly kin. The provision of informal care is, 
therefore, a contribution to financing long-term care, in much the 
same way as the monies raised from the levying of out-of-pocket 
charges on family members for the residential care of their parents. 
The difference is that while the latter generates revenue for the 
exchequer, informal care substitutes for care that might otherwise 
have to be provided by the state, or, alternatively, by the market. 
Just because informal care is provided in units of time rather than 
money does not make it any less valuable in terms of the net contri
bution to the exchequer. 

Family responsibility for long-term care financing has been 
enshrined in recent legislation in this country dealing with subven
tion arrangements for old people seeking admission to private nurs
ing homes. Family cost sharing schemes for long-term care raise 
very complex issues concerning the limits of family responsibility 
and the subsequent remit of state intervention. On the one hand, 
cost sharing arrangements for families reduce the overall cost bur
den on the exchequer and also promote equity, in the sense that 
low or moderate income tax-payers are no longer subsidising the 
residential care of the parents of affluent children. However, family 
responsibility programmes also carry disadvantages. Administrative 
costs associated with the introduction of means tested schemes are 
likely to be high Schemes may also cause divisions within families, 
particularly if some family members refuse to contribute to the cost 
of long-term care for their parents. In addition, family cost sharing 
arrangements for residential care may not always lead to improved 
health outcomes for old people. Problems may occur if families 
postpone needed residential care for old people because of con
cerns about the co-payment levy. Finally, family cost sharing 
arrangements may be regressive, particularly if there is an inverse 
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relationship between the use of residential care and the income 
level of the old person. 

One of the reasons for the introduction of family cost sharing 
arrangements is to encourage family members to take more 
responsibility for the care of ageing and disabled kin. Old people 
in Ireland are, however, for the most part, not neglected, either 
emotionally or financially, by their families. Family carers are pro
viding high levels of care for disabled relatives. Reciprocal life time 
caring relationships within the family are strong and long-lasting. 
Financial motivations are rarely an issue and certainly do not 
prevent the caring relationship from developing and enduring. 
Some carers do, however, suffer both financial and emotional strain 
as a result of the decision to care for an ageing and dependent 
relative. Asking families to contribute more to the cost of residen
tial care, through cost sharing schemes, is not the best way of pro
moting home living arrangements. Instead, family caring structures 
should be supported in a positive way through the provision of 
complementary in-kind community care services, designed to 
respond quickly and flexibly to the expressed needs of old people 
and their families. 

The existing system of financing has been examined in this study 
using a set of principles which we believe are necessary for the 
evolution of an equitable, efficient and affordable financing system. 
The principles used to evaluate current arrangements are as follows: 
(1) the funding of long-term care should be comprehensive; (2) care 
requirements should determine funding; (3) there should be a built
in bias towards home care solutions while retaining a capacity for 
finanCing care in institutionalised settings; (4) payment mechanisms 
should be prospective and consumer oriented case management 
should be used to determine needs; (5) access should be on the 
basis of need and should not be impeded by an ability to pay; and 
(6) efficiency and the quality of care should be enhanced ralher 
than diminished by the financing system. 

When the existing financing arrangements for long-term oare are 
analysed using Ihese principles a number of deficiencies are 
revealed. In the first place, the financing system is 100 narrow in its 
coverage. The focus is too much on the health care needs of old 
people. These are, of course, important but old people have other 
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needs, ranging from social to psychological, The fragmentation of 
public support for old people across government departments, care 
agencies and placement settings means that caring responsibilities 
are far from integrated, A comprehensive and holistic approach to 
financing long-term care would overcome some of these problems 
by bringing together the currently diffused public provision for old 
people under a single financing agency, 

Part of the problem in this area is caused by the genuine absence 
of consumer choice in the long-term care sector, Old people are 
rarely given the opportunity to effect the transfer of resources into 
activities and programmes of their choice, Instead, resource allo
cation is highly centralised and largely controlled by bureaucrats 
and providers, Some experimentation with new schemes is required 
in order to deal this problem, One approach might be to provide 
designated cash transfers to old people, perhaps within the frame
work of a case management model, thereby allowing them to make 
their own choices with respect to the amount and type of long-term 
care that they want to purchase, We might find that old people 
prefer to spend the money on satisfying social and psychological 
needs rather than on residential forms of care, 

The existing system of financing is biased towards residential care, 
despite the many recommendations contained in The Years Ahead 
(1988) policy document supporting community care, To deal with 
this situation steps should be taken to provide a more positive bias 
towards home care solutions, so that old people can be supported 
in their own home for as long as is possible and practicable, This 
involves allocating additional resources to community care, giving 
better levels of support to carers and assigning case managers to 
take control of budgets and care strategies, 

Policy implementation is a major problem in care of the elderly, 
Although current budgetary arrangements between the Depart
ment of Health and the health boards are of a prospective type, the 
former has not been fully able to influence the allocation of 
resources to community care in line with stated policy objectives. It 
has never been satisfactorily explained why some health boards are 
better than others in carrying out agreed policy changes. Research 
is needed on this issue, otherwise the current piecemeal and ad hoc 
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approach to policy implementation will continue, whatever financ
ing arrangements are in place. In the meantime, expenditure and 
outcome targets for a core range of services provided to old people 
should be established, backed by legislative support, if necessary. 

Access to care in the current system is largely determined by need 
rather than ability to pay. However, rationing and the diffusion of 
services prevents some people who need care from receiving an 
optimal allocation of resources. There are unacceptable and inex
plicable differences in the provision of community care services 
across the country. Access is sometimes based on where people live 
rather than on objective and uniformly applied criteria of need. 
Problems of access may also arise for some old people seeking 
admission to private long-stay institutions. In particular, an individ
ual who cannot find accommodation in a public bed may be faced 
with the decision as to whether they can afford to pay the residual 
component of the nursing home bill. These weaknesses need to be 
addressed through an improvement in resources linked to legally 
enforceable targets in community care and by a common set of 
procedures and eligibility criteria for the admission of publicly sup
ported old people to both public and private residential care. 

Currently, the absence of competition between the public and 
private sectors is inhibiting the development of an efficient system 
of care. Competition between private nursing homes exists in the 
major urban areas. The same cannot always be said for public care, 
or for private facilities in some rural areas. Public long-stay insti
tutions with a captive population and geographically isolated 
private nursing homes are, to all intents and purposes, monopoly 
providers with all that implies for efficiency in production. Competi
tive pressures and the fear of losing long-stay patients to other insti
tutions are absent in such circumstances. Both may be necessary to 
provide the stimulus for a more consumer oriented provision of 
care. 

The new arrangements for the public subsidisation of old people 
entering private homes establishes a clear division between public 
and private provision. Old people who meet full means tested cri
teria are, for the most part, confined to public provision. Means 
tested criteria are also used to determine eligibility for public sub
vention in private nursing homes. Dependency is used to determine 
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the level of payment to be awarded. The two systems are, for the 
most part, separate, with very little cross-over between them, except 
that the public sector has regulatory control over both. The problem 
is that if poor people are allocated to one system and the better off 
to another then the potential exists for a dual system of care to 
eventually emerge. Facilities and quality of care in the private sector 
will respond to the more sensitive and more vocal level of demand 
in that sector. The public system is likely to lag behind, providing 
residual care for those who cannot afford to make any contribution 
to the cost of care. This is the inevitable outcome of any system 
which separates people on the basis of income. It may not occur 
immediately but there is a certain inevitability in the process which 
leads one to resist such a dichotomy in favour of more integrated 
public and private solutions to the placement problem. 

To deal with this problem, health boards should be encouraged to 
allocate public patients to private homes if that is where the best 
care is to be found. Market failure only implies government inter
vention, not necessarily government production. Indeed, societal 
objectives with respect to efficiency and equity in health care pro
vision are more likely to be achieved when the government concen
trates, not on production, but on its role as collective purchaser of 
care on behalf of the community. Where people receive care is less 
important than their ability to receive it at low cost and high quality. 

To date, there has been very little discussion in Ireland about alter
native ways of financing long-term care. The previous discussion 
has concentrated on marginal changes to the existing system. To 
alter the current system radically would involve switching to either 
a purely private or purely public system of financing. For those who 
believe in personal responsibility, freedom of choice and market 
based solutions for healthcare problems, private financing is fav
oured. Given the high cost of care and the inability of most individ
uals to meet these costs, the development of an insurance market 
10 provide long-term care coverage is essential under this approach. 
So far, however, private insurance solutions to health care financing 
problems have not evolved as one might have expected, even in 
countries that profess to favour market solutions. 

Problems exist on both the demand and the supply side of the mar
ket for private insurance. On the supply side, concern about moral 
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hazard and adverse selection of insurees have impeded the growth 
of long-term care insurance products. The former problem relates 
to the likelihood of excess consumption. Excess consumption arises 
because insurance coverage is free at the point of use. In addition, 
with insurance coverage, there is no incentive to engage in preven
tive activities that might reduce the possibility of disability. Adverse 
selection refers to the problem of people being able to anticipate a 
claims experience better than an insurance company, thus causing 
a disproportionate number of policies to be bought by those most 
likely to claim. The insurance company is left with a high risk, high 
cost, group. On the demand side, consumers have been slow to 
purchase long-term care insurance products. Affordability has been 
one of the principal barriers to sale. Lack of awareness of the poten
tial risk of entering long-term care also explains the weakness of 
demand. 

Pure private financing arrangements do not satisfy many of the con
ditions necessary for an equitable, efficient and affordable system 
of long-term care, as incorporated in the principles set out earlier 
in the report. Evidence from other countries suggests that private 
insurance is unlikely to lead to comprehensive cover for old people. 
Private insurance schemes are also unlikely to bias the long-term 
care system towards home care solutions. Insurers, concerned about 
the potential for the substitution of paid for unpaid care if home 
care is fully insured, are likely to restrict coverage to residential 
care. Screening programmes to avoid the problem of adverse selec
tion is also likely to keep insurance out of the reach of many low 
income people, thereby undermining the principle of access on the 
basis of need rather than ability to pay. A pure private insurance 
model is, therefore, the least preferred option for the funding of 
long-term care in Ireland. 

This does not mean that a residual role for private insurance under 
a more public system of financing is ruled out. Private insurance 
serves a valuable function in situations where individuals, not 
covered by public schemes, face huge out-of-pocket expenses, 
particularly for residential care. There is no reason why a residual 
private insurance market for private nursing home care cannot be 
developed in Ireland and nurtured alongside the current mainly 
public funding of long-term care. One approach, for instance, would 
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be to integrate private insurance with existing occupational cover
age. Contributions could be made over the entire working life of 
people, thereby reducing the cost of premiums. The government 
could promote private insurance through public education cam
paigns designed to inform people of the limits of public coverage 
and pointing out the responsibility on some individuals to provide 
privately for some specified services. The onus would, of course, 
remain with the private sector to respond efficiently and flexibly to 
the market opportunities presented in such circumstances. 

The' alternative approach to financing care of the elderly is that 
which demands free, publicly financed, health care services for all 
elderly people. Public financing of long-term care can be paid for 
out of general taxation or from specially designed compulsory social 
insurance funds. One of the principal advantages of public sector 
involvement in the financing of long-term care is the spreading of 
the financial risk. Pure public financing arrangements are also more 
equitable. There is no welfare stigma associated with consumption, 
since either citizenship or contributions conveys entitlement on all 
users. In addition, the same quality of care is typically available to 
all on the basis of need rather than on the ability to pay. The danger 
of two types of care evolving, one for the rich and another for the 
poor, is, therefore, avoided with this type of financing. 

The major problem with public financing models is, of course, the 
cost of implementation. Additional taxation to finance care would 
be strongly resisted even if it could be shown that the system gener
ated both efficient and equitable outcomes. Cost is one of the main 
reasons why the financing of long-term care is rarely left to a single 
funding agency. Even in countries where financial intermediation is 
organised by a single public agency directly accountable to govern
ment there is usually a residual role for the private sector. The 
converse is also true. In countries where private financing arrange
ments dominate, the public sector fills a vital role in meeting the 
needs of those people unable to provide financially for their own 
consumption of long-term care. Neither private or public financing 
models are, on their own, likely to solve all of the problems of long
term care. 

We have suggested a modified social insurance scheme as an alter
native to the current system of financing long-term care in this 
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country. The scheme would provide comprehensive community 
care protection and front-end residential care protection against 
long-term care expenses. Front-end coverage offers protection up 
to some fixed amount of care or some fixed length of stay. We 
suggest that the cost of residential care should be covered for one 
year. Beyond this, additional protection would have to be provided 
under private insurance schemes. These schemes would now be 
more affordable due to the large front-end coverage. Low income 
people would, however, require additional social assistance to allow 
them to participate in private insurance markets. The assets of old 
people should also be taken into consideration in order to meet 
part, or all, of the hotel costs of residential care. Assets should, 
however, only be considered on a retrospective, posthumous basis. 
When analysed in terms of the principles outlined earlier, the modi
fied social insurance scheme performs well and is, therefore, deserv
ing of closer examination by both policy-makers and the public 
alike. 

The objective of this project was to assess the current approach 
to financing long-term care in Ireland and to consider alternative 
arrangements for the future. Information, linked to an appropriate 
analytical framework, is a key ingredient in the formulation and 
implementation of public policy. We are fortunate in this country 
to have a short breathing space before the financing of long-term 
care becomes a serious drain on both the economy and the 
exchequer. However, we should not deliberate too long. This report 
should, in our view, be the first step in a three stage research pro
cess. The next stage should endeavour to put costings on the various 
options outlined in this report, including the possibility of integrat
ing the long-term care financing system and the social welfare 
income maintenance system. More qualitative information on why 
families care for their elderly kin is also required,together with 
data on the financial transfers that take place within families. Only 
on completion of this analysis will it be possible to make definitive 
policy recommendations on the financing of long-term care in the 
country. 
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