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More than  one-quarter of all noninstitutionalized persons over age 64,
and 41 percent of those aged 75 or older, living in the United States in
1984 required long-term assistance in performing essential activities of
daily living. The need for long-term care is not limited to the elderly,
however; slightly more than one-half of all noninstitutionalized
functionally dependent persons were under age 65. The majority of
functionally dependent persons receive care informally from family,
friends, neighbors, and volunteers, with some supplementary paid help.
Less than 5 percent of the total elderly population are in nursing homes.

There is no single system for the financing and delivery of long-term
care. This piecemeal approach has been criticized for complicated
eligibility requirements for various programs, multiple sources of
coverage, and lack of information. The main cause of concern, however,
is the dominance of Medicaid, which historically has encouraged the
delivery of care in nursing homes and requires patients to exhaust most
of their savings before receiving assistance—an obligation that often
precludes their return to independent living.

Options for those who wish to insure themselves against the risk of long-
term care expenses are currently limited. Private insurance policies have
been developed and are being marketed, but for most of today’s
elderly—who are at greatest risk—they are too expensive. Employer-
provided long-term care insurance offers a potential source of coverage,
but it is too soon to know how prevalent it will become.

A number of bills to increase public financing of long-term care were
introduced during the last Congress, and some are likely to be
reintroduced during the 101st Congress. Proposals included expanded
coverage under Medicaid,  insurance or entitlement programs, and tax
incentives to encourage private financing. As more workers, taxpayers,
and voters learn about the financing and delivery of long-term care, the
pressure for change is certain to grow.
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◆  Introduction: Defining Long-Term Care

The term long-term care encompasses the organization,
delivery, and financing of many forms of assistance to
people who are severely limited in their ability to
function independently on a daily basis over a rela-
tively long period of time. Functional dependency can
result from either physical or cognitive limitations and
is defined as the inability to perform essential activities
of daily living (ADLs), such as eating, bathing, dressing,
using the toilet, getting in or out of bed, and moving
about the house, or activities necessary to remain
independent (known as instrumental activities of daily
living, or IADLs), which include shopping, cooking,
doing laundry, managing household finances, and
housekeeping.

Long-term care services and technologies can be
provided in a wide range of settings. Most care is
provided informally by family, friends, neighbors, and
volunteers. Care is also provided formally in people’s
homes through home health care agencies or other
community-based services, at adult day-care centers,
and through institutions such as nursing homes.1 Home
health care services and adult day-care centers can be
based in hospitals, clinics, hospices, or nursing homes.

The current system of financing and delivering long-
term care in the United States has been criticized for
several reasons. It is confusing and fragmented, there
are few options for affordable insurance, and the
financing is dominated by Medicaid eligibility and
reimbursement policies. The first issue arises, in part,
because there is no single system for either financing or
delivering long-term care. There are alternative sources
of financing and multiple delivery systems. Each
financing program has its own complicated and often
confusing rules for eligibility and may cover different
types of long-term care. The financial impoverishment

   1 Services include skilled nursing care, such as changing catheters or
administering medications; physical and occupational therapy;
personal care services such as assistance with bathing, dressing,
walking, eating, and using the toilet; counseling; case manag-
ement; coordination; homemaker services, such as light house-
keeping, meal preparation, and shopping; supervision; monitor-
ing; and transportation.

required before a nursing home resident can apply for
assistance from Medicaid may have encouraged honest
people to undertake relatively dishonest actions to
protect their assets, such as transferring money or
property prior to their illness or divorcing a spouse who
is in a nursing home. The confusion concerning entitle-
ments and sources of coverage is compounded by the
alternative choices of care and the disarray of informa-
tion available to assist individuals and their families.

The second set of issues arises because there are limited
markets available for individuals to pool the costs of
long-term care and spread the financial risks. Most
long-term care insurance products, life-care communi-
ties, and social health maintenance organizations
(S/HMOs) are primarily marketed to older people—
those most likely to need long-term care. Therefore, the
premiums might be a significant proportion of an
individual’s disposable income and are higher than
they would be if these costs were shared with relatively
younger people. Most elderly persons cannot afford
these options.

◆ ◆ ◆
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The main cause of concern in the financing of long-term
care, however, is the dominance of Medicaid in financ-
ing this care. Federal regulators are primarily interested
in minimizing expenditures, and state regulators aim to
shift as many state services into the Medicaid program
as possible while also minimizing their expenditures.
This has produced a delivery system guided by reim-
bursement rules designed to minimize expenditures
rather than a system that is guided by principles of
health care. Furthermore, the services financed by both
Medicaid and Medicare are skilled care in nature. This
bias has tended to discourage development of the kinds
of long-term care services needed to help people live
independently at home.
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The dominance of Medicaid in the financing of long-
term care encourages the delivery of care in nursing
homes despite individual and family preferences to
avoid them. Most elderly people do not receive assis-
tance from Medicaid until after they have entered a
nursing home and exhausted their savings. Once their
resources are gone, some people may not be able to
afford to leave the facility because they are no longer
financially independent. Persons who are likely to be on
Medicaid usually have little or no choice in the particu-
lar nursing facility that is likely to become their home.

Despite these consequences, some analysts argue that
Medicaid does an excellent job of targeting public
dollars to those who are most in need. For this reason,
some policymakers argue that public financing of long-
term care ought to continue on its present course,
perhaps with some encouragement of private financing
alternatives. Others advocate an expansion of Medicare
that would give all elderly persons equal access to long-
term care. The public policy issue is how the costs of
long-term care services are to be distributed. In search-
ing for an answer, it is important to question what kind
of services are to be purchased. Also, will the public
policy response address the shortfall of services and
ensure that, as more becomes known about how to
deliver long-term care effectively, this knowledge will
not be circumvented?

Over the past two years the public policy debate on
financing long-term care has emerged with a vigor that
suggests important decisions may be reached during
the Bush administration. The question of who should
pay for long-term care drew increased political atten-
tion during the presidential campaign, but with little
focus on detail. Candidate Bush favored a private-sector
approach for those who could afford insurance, using
tax incentives and an expansion of Medicaid for those
who cannot. According to the Bush-Quayle campaign,
“a Bush administration will work to provide coverage
of the costs of serious, long-term care for our seniors”
(Bush, Quayle, 1988). The campaign promise to “. . .
ensure that the cost of [long-term care] does not tear
families apart . . . ,” is based on expanding tax prefer-
ences to encourage individuals to purchase group long-
term care insurance and allowing the conversion of
“[individual retirement accounts], savings accounts,
and life-insurance plans so people can pay for long-

term health care.” The Bush administration would also
support a change in Medicaid laws so that people
would not be required to spend their life savings before
becoming eligible for assistance. In addition, his cam-
paign indicated that, as president, Bush supports
adequate funding for research on diseases most likely to
require long-term care, such as Alzheimer’s disease,
osteoporosis, and stroke.

This Issue Brief provides an overview of how long-term
care is financed and delivered and discusses how the
recently passed Medicare Catastrophic Coverage Act of
1988 and the Omnibus Budget Reconciliation Act of
1987 affect long-term care.2 Furthermore, in anticipation
of legislative initiatives during the 101st Congress, this
Issue Brief reviews the types of proposals introduced in
the 100th Congress.

The Growing Elderly Population: Creating a Political
Imperative

The elderly represent a large political constituency as
well as a large component of the long-term care market.
Much of the political importance of long-term care
emerges from the growing number of elderly persons in
the United States.3 The elderly, those aged 85 and older
in particular, are the fastest growing age group in the
U.S. population. Census data show that in 1900,
4 percent of the total population (or 3.1 million people)
were aged 65 or older; by 1980, more than 11 percent of
the population (or 25.5 million people) were in this age
group (table 1). The number of Americans aged 65 or
older now exceeds 29.8 million and represents more
than 12 percent of the total population.

Over the next 23 years—before the baby-boom genera-
tion begins to enter the ranks of the elderly—the
number of persons aged 65 or older is projected to
increase 1.7 percent per year, while the population aged

   2 Portions of this Issue Brief are taken from Robert B. Friedland,
Financing and Delivery of Long-Term Care: Private Realities and Public
Choices (Employee Benefit Research Institute, forthcoming).

   3 For an overview of the implications of these demographic changes
on employees, retirees, and employers, see "Shifts in the Tide: The
Impact of Changing Demographics on Employers, Employees, and
Retirees" EBRI Issue Brief 77 (April 1988) and Employee Benefit
Research Institute, Business, Work, and Benefits: Adjusting to Change
(Washington, DC: Employee Benefit Research Institute, 1989).
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Source: U.S. Congress, Senate, Special Committee on Aging, Aging in America: Trends and Projections, 1987–88 ed. (Washington, DC:
U.S. Government Printing Office, 1988), tables 1–2; U.S. Department of Commerce, Bureau of the Census, United States Population
Estimates, by Age, Sex, and Race: 1980–1987, Current Population Reports, series P-25, no. 1022 (Washington, DC: U.S. Government
Printing Office, 1988).

85 and older is projected to increase at more than twice
that rate, 4.1 percent per year. By the time the entire
baby boom has reached at least age 65 (in 2030), the
elderly population will have increased by 141 percent to
more than 64.5 million people. By 2050, when all of the
baby boomers will have reached age 85, the number of
persons aged 85 or older is expected to represent 5.2
percent of the entire population and 24 percent of the
elderly.

The Disabled: Not Just the Elderly—Everyone is at risk of
needing assistance to perform essential daily activities.
Both the risk and, consequently, the prevalence of
nonfatal strokes, heart disease, crippling arthritis, and
degenerative brain disease increase with age, but
individuals well under age 65 are more likely to experi-
ence motor vehicle accidents; drug overdoses; illnesses
such as multiple sclerosis, muscular dystrophy, and
cerebral palsy; severe genetic abnormalities such as
Down’s syndrome; and other metabolic diseases such as
Tay-Sach’s disease. Therefore, the financing and deliv-

ery of long-term care are not restricted to the elderly.
While the need for long-term care can be the same at
any age, the prevalence of functional dependency is
greatest among the elderly. Census Bureau data re-
ported in 1984 indicate that among noninstitutionalized
persons reporting a limitation requiring assistance from
others, less than one-half (48.8 percent) were elderly.
Three-quarters (75.7 percent) were aged 45 or older, but
more than 12 percent were under age 15 (table 2).
Preliminary data from the 1985 National Nursing Home
Survey showed that among nursing home residents,
most (88.2 percent) were elderly, but 11.8 percent were
under age 65 (Hing, 1987). The nursing home popula-
tion, however, is relatively older than the distribution of
functionally dependent persons in the community (table
3). About three-quarters (74 percent) of all nursing
home residents in 1985 were aged 75 or older, and
nearly 40 percent were aged 85 or older.

The Risk of Institutionalization—Very few people are
confined to nursing homes at any given time. Less than

Table 1
Older Americans in the Total Population, Selected Years, 1900–2050, Actual and Projected

Aged 65 and Over Aged 85 and Over
Total

Number Percentage of Number Percentage of Population
Year (in thousands) total population (in thousands) total population (in thousands)

1900 3,084 4.0% 123 0.2% 76,303
1910 3,950 4.3 167 0.2 91,972
1920 4,933 4.7 210 0.2 105,711
1930 6,634 5.4 272 0.2 122,775
1940 9,019 6.8 365 0.3 131,669
1950 12,270 8.1 577 0.4 150,967
1960 16,560 9.2 929 0.5 179,323
1970 19,980 9.8 1,409 0.7 203,302
1980 25,544 11.3 2,240 1.0 226,505
1984 27,971 11.8 2,615 1.1 236,477
1987 29,836 12.3 2,867 1.2 243,400
1990 31,697 12.7 3,313 1.3 249,657
2000 34,921 13.0 4,926 1.8 267,955
2010 39,195 13.8 6,551 2.3 283,238
2020 51,422 17.3 7,081 2.4 296,597
2030 64,581 21.2 8,612 2.8 304,807
2040 66,988 21.7 12,834 4.2 308,559
2050 67,411 21.8 16,034 5.2 309,488
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Source: EBRI tabulations from data in U.S. Department of Commerce, Bureau of the Census, Disability, Functional Limitation, and Health
Insurance Coverage: 1984/85, Current Population Reports, series P-70, no. 8 (Washington, DC: U.S. Government Printing Office, 1986), tables
C and H.
aLimitations for persons aged 15 or older are based on the need for assistance from another person in doing light housework, preparing
  meals, dressing, eating, personal hygiene, or being mobile.
bLimitations for children are based on whether or not the child had a long-lasting physical condition or mental or emotional condition that
  limited walking, running, playing, or learning to do regular schoolwork.

months, with the longest stays occurring among per-
sons aged 45–54, followed by those aged 85 or older.) If
nursing home use remains the same, by the year 2030 all
of the 1.7 million nursing home beds existing in 1985
could be filled with people aged 85 and over.

The lifetime risk of being institutionalized is difficult to
assess since it is complicated by a number of demo-
graphic, health, economic, and social factors for which

1 percent of the entire U.S. population and less than 5
percent of the elderly are in nursing homes. Even
among the functionally dependent population, less than
9 percent are institutionalized. But the prevalence and,
consequently, the risk of admission rise dramatically
with age (table 3). In 1985, 1.2 percent of persons aged
65–74 and 5.4 percent of those aged 75–84 were in
institutions compared with 18.1 percent of those aged
85 or older. (Median lengths of stay averaged 20.5

Table 3
Prevalence of Nursing Home Institutionalization among the U.S. Population by Age, 1985

Institutionalized Percentage of Total Distribution as a Percentage
Age Total Population Population Population Who Are of the Institutionalized
Group (in thousands) (in thousands) in Nursing Homes Population

Under 65 210,372 176 0.1% 11.8%
65–74 years 17,222 212 1.2 14.2
75–84 years 9,345 509 5.4 34.1
85 years and over 3,290 595 18.1 39.9

65 and over 29,857 1,316 4.4 88.2

Total 240,228 1,491 0.6 100.0

Source:  Noninstitutional population estimates from U.S. Department of Commerce,  Bureau of the Census, United States Population
Estimates by Age, Sex, and Race:  1980  to 1987, Current Population Reports, series P–25, no. 1022 (Washington, DC: U.S. Government
Printing Office, 1988); institutional population estimates from Esther Hing, “Use of Nursing Homes by the Elderly: Preliminary Data from the
1985 National Nursing Home Survey,” Advancedata From Vital and Health Statistics 135 (May 14, 1987).

Table 2
Prevalence of Functional Dependence among the Noninstitutionalized Population, 1984

Age Population with Limitationsa Percentage among Percentage within
Group (in thousands) the Disabled Each Age Group

Total 15,452 100.00% 6.35%
Under 15b 1,916 12.40 3.07
15–24 346 2.24 0.88
25–34 596 3.86 1.47
35–44 890 5.76 2.92
45–54 1,431 9.26 6.43
55–64 2,734 17.69 12.39
65–69 1,682 10.89 18.84
70–74 1,691 10.94 22.92
75+ 4,166 26.96 41.18
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   4 That is, eligibility based on membership in a group identified by
statute as eligible. People aged 65 or older are categorically
eligible.

   5 Fourteen states (the 209(b) states) use criteria more restrictive than
merely the receipt of SSI payments. In these states the receipt of
SSI does not automatically confer Medicaid eligibility.

data are limited. Consequently, current estimates of the
risk of institutionalization vary with the methodology
and data used. Estimates of a person’s remaining
lifetime risk at age 65, based on retrospective analyses
of cohorts’ rates of institutionalization, range from a
high of 63 percent to a low of 39 percent (McConnell,
1984; Cohen et al., 1986; Liang and Tu, 1986). Most
studies, however, assume that nursing home residents
remain in the facility until they die. Since about 59
percent of nursing home residents were discharged
alive in 1985, this assumption biases the estimate
downward.

Increases in the number of elderly persons, and in
particular the rapid growth in the number aged 85 or
older, ensure that without significant reductions in
morbidity the number of elderly persons who will need
assistance will increase. As indicated in table 2, in 1984
more than one-quarter of the noninstitutionalized
elderly needed some level of assistance and among
people aged 75 or older, 41.2 percent needed assistance.
Among the population aged 85 or older, 18.1 percent
could be found in a nursing home in 1985 (table 3).

Manton and Liu estimate that by the year 2040, assum-
ing the prevalence of chronic conditions remains the
same, the number of elderly with limitations in ADLs or
IADLs will have nearly tripled (Manton and Liu, 1984).
Their estimates suggest that even in the next 21 years
(by the year 2010) the demand for institutional care will
have increased 73 percent and the demand for noninsti-
tutional care will have increased 66 percent beyond
current demand. If long-term care services continue to
be in relatively short supply, the cost of care will
increase and access to care will become even more
difficult.

◆  Current Financing of Long-Term Care

Medicare and private insurance are not major sources of
financing for long-term care. Most long-term care is
paid directly by the people who receive assistance, their
families, and public programs—particularly Medicaid.
Medicare’s fundamental purpose is to cover acute and
ambulatory care and recuperative care following an
acute episode. With the exception of hospice arrange-
ments, all nursing home and home health care covered
by Medicare requires that the patient need skilled care.

Medicaid does not require that the care be skilled or for
recuperative purposes and, therefore, covers most of the
nursing home care that is publicly financed and a large
share of community-based programs.

Nursing home care, the most expensive type of long-
term care, costs on average $1,500 to $1,900 a month,
depending on the facility. Estimates of the total cost of
long-term care in 1985 attribute 72 percent of the cost to
nursing home expenditures (Chollet and Friedland,
1988). In 1987 national expenditures for all nursing
home care amounted to $40.6 billion, of which slightly
less than one-half (49.3 percent) was paid directly by
nursing home residents and their families; 43.8 percent
was paid by Medicaid; 3.7 by federal, state, and local
programs (other than Medicaid or Medicare); 1.5
percent by Medicare; 1 percent by private insurance;
and 0.7 percent by philanthropic sources (calculated
from chart 1).

Medicaid

Medicaid is the most important source of public financ-
ing for long-term care. Federal law requires states to
cover services provided in skilled-nursing facilities
(SNFs) for Medicaid recipients over age 21. In addition,
states may cover SNF care for recipients under age 21,
the service of intermediate care facilities (ICFs), ICFs for
the mentally retarded (ICFMRs), and institutional care
for persons with mental disease who are under age 21
or aged 65 and over. Establishing eligibility depends on
an applicant’s income, assets, and categorical eligibil-
ity.4 Furthermore, eligibility varies in each state, accord-
ing to the state’s definition of income and assets, the
provisions of the guidelines it opts to follow, and any
amendments or waivers to Medicaid law specific to that
state.

States generally extend Medicaid coverage to everyone
receiving cash assistance. For the elderly, this assistance
is likely to come from the Supplemental Security
Income (SSI) program.5 States may also provide cover-
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Chart 1
Nursing Home Expenditures by Source of Payment, 1987

Medicaid
44%

Direct payments
49%

Other government,
including Medicare

5%
Other private funds

2%

Total Expenditures
$40.6 Billion

   6 The two lowest are Delaware, for which the monthly income limit
was $632 (in 1987) and Texas, where the monthly income must be
$658.65 or less (Neuschler, 1987, table 3).

age to elderly persons with relatively few assets and
medical bills sufficiently higher than their income (the
“medically needy”). In 30 states, eligibility for assistance
with nursing home bills is established once Medicaid-
defined assets decline to about $1,900 for single elderly
persons and $2,700 for married couples and income is
less than the cost of the nursing home. The remaining 20
states base eligibility on income regardless of the cost of
nursing home care relative to income. For 13 of these 20
states this limit is set at three times the basic SSI pay-
ment, but in 7 states the limit is lower. (The basic SSI
payment was $354 a month in 1988, so in the 13 states
the income limit was $1,062 a month.) That is, in 20
states after a nursing home resident has spent all of his
or her assets, if income exceeds $12,744 a year (or less in
7 of these states), Medicaid will not pay the nursing
home bills even if they exceed the patient’s income.6

Although more than 70 percent of Medicaid recipients
are children and their parents, approximately one-half
of Medicaid expenditures in fiscal year 1985 were for
long-term care services for the elderly (Neuschler, 1987).
Approximately one-half of the nursing home residents
interviewed in the 1984 Long-Term Care Survey had
entered the facility without any assistance from Medi-
caid but were receiving assistance at the time of the
interview. When asked who paid the most, Medicaid
was indicated by more than two-thirds (68.4 percent) of
the residents. For 7.3 percent of the residents, Medicaid
was not the most important payer when they entered
the home but was by the time of their interview (Fried-
land, forthcoming).

The promise of Medicaid eligibility after depletion of
one’s assets may provide incentives for elderly people
to transfer their personal assets to others before they
need long-term care. The frequency of asset transfers is
not known, but anecdotal evidence suggests it is not
uncommon. Attorneys advertise expertise in transfer-
ring or sheltering assets to assist families in qualifying

Source: U.S. Department of Health and Human Services, Health Care Financing Administration, Office of the Actuary, Office of
National Cost Estimates, HHS News, 18 November 1988, table 3.
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for Medicaid. However, state laws governing asset
transfers have grown increasingly strict, regulating
asset valuation and lengthening the required waiting
period between asset transfer and application for
Medicaid benefits. States must include as a part of the
Medicaid applicant’s assets all assets sold or transferred
at less than their fair market value during the previous
30 months. State and federal inheritance and gift taxes
may also encourage the elderly to transfer their assets
before they need long-term care. The effect of Medicaid
program incentives and state and federal gift and
inheritance taxes are probably complementary, but the
relative impact of each is not fully understood.

   7 Branch et al. (1988) assumed that for couples, Medicaid eligibility
would occur once jointly held liquid assets were below $5,000 and
income was less than $3,000. For individuals, Medicaid eligibility
was assumed once liquid assets were below $4,000 and income
was less than $1,000.

are delivered. For example, the program’s limited
coverage of home or community-based services encour-
ages the provision of care in nursing homes. Further-
more, since patients’ assets must be exhausted before
they become eligible for coverage, this loss of financial
independence may mean that they are more likely to
remain institutionalized until they die.

Medicaid reimbursement policy, which prohibits states
from paying nursing homes more than they charge
privately paying residents, encourages a two-class
system of care. Not all facilities accept Medicaid recipi-
ents, and those that do tend to prefer privately paying
patients. Facilities that accept Medicaid patients have
long waiting lists for admission, while those that accept
only privately paying patients generally have beds
readily available.

Medicaid eligibility and the determination of assets and
income means that the financial consequences of a
nursing home admission depends on the resident’s
sources of income and the legal arrangements for his or
her assets. Simply stated, jointly held income and assets
are deemed to belong to the spouse in the nursing
home. Thus, if the spouse who entered the nursing
home has direct access to the family assets and income,
the spouse remaining in the community could be left
impoverished. Moreover, if a married nursing home
resident does not have direct access to family assets and
income, he or she can be covered under Medicaid,
leaving all the family’s assets to the noninstitutionalized
spouse. A study of elderly couples in Massachusetts in
which one spouse was in a nursing home estimated that
57 percent had spent their assets sufficiently to become
eligible for Medicaid in one year (Branch et al., 1988).
Among single individuals, 74 percent were estimated to
be sufficiently impoverished to become eligible for
Medicaid in 6.5 months and 83 percent in one year.7

The Medicare Catastrophic Coverage Act of 1988 (P.L.
100-360) changes the asset distribution rules for married
persons who enter a nursing home and apply for

The lack of affordable private insurance alternatives to
Medicaid for financing long-term care further encour-
ages the elderly to seek ways to become eligible for
Medicaid. Paradoxically, however, the Medicaid
program may make it more difficult for private insurers
to market coverage for catastrophic chronic-care costs.
Misconceptions about the coverage now provided by
private health insurance plans, Medicare, and Medicaid
and the failure of many people to recognize the risk of
high health care costs associated with aging may foster
an illusion that the probability of their needing long-
term care is small and that if it is needed the financing
will be available. On the other hand, some contend that
because surveys have found that few elderly persons
are aware of Medicaid coverage, the program is not
likely to be a deterrent to private insurance (Rivlin and
Wiener, 1988).

Medicaid’s preeminence in the financing of long-term
care has influenced the form of long-term care services
that are available and the way in which these services

◆ ◆ ◆

The Medicare Catastrophic Coverage Act of
1988 changes the asset distribution rules for
married persons who enter a nursing home and
apply for assistance from Medicaid.

◆ ◆ ◆
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assistance from Medicaid. Effective September 30, 1989,
states are required to divide all nonexempt assets (the
most important being the principal residence) held by
either spouse equally. The spouse remaining in the
community would be able to keep a minimum of
$12,000 in nonexempt assets and a maximum of $60,000
if total nonexempt family assets exceed $120,000.

The new law enables the spouse remaining in the
community to keep more of a couple’s combined assets
and, therefore, decreases the time a person must wait
for assistance from the state after entering a nursing
home. EBRI simulations using 1984 data on income and
assets suggest that if a spouse were to enter a nursing
home, leaving only the couple’s home to the spouse
remaining in the community, nursing home costs would
exceed all of the remaining income and assets for 16
percent of elderly couples in one year.8 Under the
Medicare Catastrophic Coverage Act of 1988, more than
30 percent of the elderly who are married could receive
assistance within one year.9 EBRI simulations for single
individuals indicate that nearly 13 percent of single men
and 23 percent of single women aged 65 or older could
be receiving assistance from Medicaid in six months
after entering a nursing home, 53 percent of the men
could be on Medicaid in two years, and 50 percent of
the women within 18 months.10

Medicare

Medicare finances most acute health care for the elderly
who are entitled to Social Security benefits, for persons
under age 65 who are entitled to federal disability
benefits for at least two years, and for individuals with
end-stage renal disease. Unlike Medicaid, eligibility and
the scope of benefits are not subject to any test of
income or assets and are uniform throughout the
country. The Medicare Catastrophic Coverage Act of
1988 limits the out-of-pocket liability and expands the

scope of coverage for Medicare beneficiaries—but it
does not change the program into a long-term care
insurance program. Medicare is still a program that
covers acute and recuperative care, not specifically care
for chronic disabilities that limit individuals’ capacity to
function without assistance.

Effective January 1, 1989, the coverage of nursing home
care will no longer require prior hospitalization. Nurs-
ing home coverage, however, is still limited to Medicare
certified skilled nursing facilities for recuperative care.
While the “spell of illness” concept has been eliminated,
coverage is still limited to 150 days per calendar year (as
opposed to 100 days per spell of illness). Copayments
are only required for the first eight days and are limited
to 20 percent of the national average per diem Medicare
reasonable amount (estimated at $20.50 for 1989).

Effective January 1, 1990, Medicare will expand the
amount of recuperative home health care it covers. The
care must be provided by a Medicare-certified home
health agency, and the beneficiary must be homebound
and need part-time skilled nursing care or physical,
speech, or occupational therapy as prescribed by a
physician. Currently, coverage can only be provided for
up to five days a week. When the new law goes into
effect, coverage will extend up to seven days a week for
38 days in any qualifying period, but the care needed
must still be “intermittent.”

The new law also provides respite care for up to 80
hours a year or 80 hours in any 12-month period after a
beneficiary has met the limit on out-of-pocket costs for
Part B coverage ($1,370) or the prescription drug
deductible ($600). Reimbursement under the respite
care benefit would be allowed for certified homemaker
or home health services, personal care services, and
nursing care to Medicare recipients who are dependent
on a primary caregiver who is living with them and
performing, without monetary compensation, assis-
tance with at least two activities of daily living on a
daily basis. Hospice care provided by a Medicare-
certified hospice program is reimbursed if the patient is
diagnosed as terminally ill with less than seven months
to live and waives receipt of the standard Medicare
benefits. Since the beginning of the hospice benefit in
November 1983, about $278 million has been spent on
behalf of 91,000 hospice recipients.

   8 This hypothesis assumes that the principal residence is excluded
but that all other assets and income are compared to the cost of
nursing home care at $480 per week.

   9 Based on a comparison of the cost of nursing home care to remain-
ing assets and income after removing home equity and the com-
munity spouse's allowance (deflated to 1984 levels).

 10 For single individuals, it is assumed that home equity is liquidated
and all assets are spent.
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Private Approaches to Financing for Long-Term Care

In recent years the private sector has responded to the
growing number of elderly persons and the increasing
demand for long-term care and related services. There
has also been a surge in private financing options, in
particular long-term care insurance and continuing care
communities. Programs that enable older people to use
their home equity without moving are also receiving
more attention. Other options include merging the
delivery and financing of long-term care into a prepaid
setting, such as a social health maintenance organiza-
tion, and encouraging personal savings with special
accounts similar to the individual retirement account.

Long-Term Care Insurance—Over the past five years
private insurer interest in marketing coverage for long-
term care has grown substantially. Most major health
insurers are now either marketing or testing a long-term
care product. Whereas five or six years ago there were
only about 12 companies selling long-term care insur-
ance, today more than 100 companies sell this product,
covering an estimated 423,000 to 800,000 people.

The long-term care insurance market is currently
dominated by individual products that provide a fixed
daily benefit amount, depending on whether care is
obtained in a nursing home or at home from a home
health care agency. Many of these insurance products
have included restrictions that prevented people who
need long-term care from collecting benefits on their
policies (Firman and Weissert, 1988; Consumers Union,
1988). These features reflect insurers’ concern over costs
that could result if formal covered services are substi-
tuted for informal caregivers’ services. However,
Canada’s experience with adding long-term care to its
national health insurance, data from the National
Channeling Demonstration project, as well as other
demonstration projects in the United States suggest that
substitution of formal for informal care is likely to be
minimal (Kane and Kane, 1985; Brown et al., 1986;
Moscuvice et al., 1988).

As insurers learn more about the use of long-term care
among policyholders, and as the market for long-term
care changes, insurance products are likely to change.
Already, newer products are less likely to include many
of the restrictions that were imposed on the first prod-
ucts, such as requiring prior hospitalization before

nursing homes are covered or a prior stay in a skilled
nursing facility before home health care is covered. In
addition, newer policies are more likely to have lifetime
benefits, rather than benefits that are limited to three or
four years, and to provide for increased benefits as
nursing home costs increase.

The pricing of these first-generation insurance products
also reflects the fact that they are marketed primarily to
retirees or people who are close to retirement age and
are sold as individual, rather than group, policies.
Premiums reflect the risk of imminent need for long-
term care. Coverage sold to a younger population
would offer the opportunity to average expected
individual risk over a longer period of years, reducing
the present value of expected long-term care cost and,
therefore, the annual price of insurance coverage. This
is the premise of whole, or universal, life insurance,
compared with term insurance.

Employment-based group products would have several
advantages over individually marketed policies. In
particular, for the same amount of coverage they could
be 20 to 30 percent less expensive than individually
marketed policies because of lower marketing costs,
efficiencies in administration, and a reduction in likely
adverse selection (i.e., the purchase of insurance mainly
by those who know in advance that they will be filing a
claim). Employees would also save by having their
employer conduct the search for the best policy. Once
employers explicitly recognize the importance of long-
term care insurance, employees are likely to become
aware of the value of this protection.

Employer Action

Employer interest in long-term care has increased
recently.11 At least 13 major employers either now offer,
or soon will be offering, access to long-term care
insurance. Typically employer-sponsored products offer
employees a choice of benefits ranging from $50 to $200
for each day spent in a nursing home, with daily home

 11 For a discussion of the feasibility of employers providing long-
term care insurance, see Chollet and Friedland (1988). For a discus-
sion of some of the ambiguities in the tax code affecting employer-
provided long-term care insurance, see Utz (1988) and Friedland
(1988).



EBRI Issue Brief  ◆ 11January 1989

retirees and their spouses had enrolled. Premiums for
the Alaska plan range from $20 a month for enrollees
initially purchasing at age 50 to $385 a month for those
initially purchasing at age 85. Benefits for this plan are
based on usual and customary charges up to $125 a day
in a nursing facility and $75 a day for home care.

When asked about factors inhibiting employers from
providing long-term care insurance, 52 percent of the
139 member firms of the Washington Business Group
on Health responding to a survey said that price was
an important barrier. Slightly more than one-third of
the respondents cited as obstacles fear of government
mandates for employer contributions to the plan, lack
of employee interest, and concern that employee
pressure would result in employer contributions. Less
than one-third of the respondents (30 percent) felt that
unfavorable tax treatment was inhibiting the develop-
ment of long-term care insurance (Levin and Frobom,
1987).

health care benefits equal to one-half the nursing home
benefit. Deductible periods vary from three to four
months and benefit periods are usually limited to four
to six years. None of the plans currently sold includes
adjustments for inflation, but at least one offers the
option of increasing benefits every two years.

Analogous to whole, or universal, life insurance,
premiums for these policies are based on the lifetime
risk of needing long-term care and priced according to
the policyholder’s age at the time of purchase. Premi-
ums remain basically the same for as long as the policy
is held. Relative to the risk of long-term care needs, this
fixed premium is high in the early years but low in later
years. Monthly premiums for a $100-a-day nursing
home benefit tend to be about $20 a month or less for
those who initially buy the policy at around age 40. An
initial purchase at age 50, however, is likely to double
the monthly premium.

The first generation of employer-sponsored long-term
care products has not been widely acclaimed. Critics
point out that these policies resemble individual
policies because eligibility is contingent on the appli-
cant’s health. Furthermore, premiums are paid entirely
by employees (usually with after-tax dollars).12  How-
ever, these plans may serve the important function of
alerting employees to alternative financing options.

Information about employee participation in long-term
care plans is limited, but there are indications that some
relatively young employees have enrolled in them. In
the first year that long-term care insurance was avail-
able to workers at Procter & Gamble Company, nearly
10 percent of the company’s nearly 36,000 eligible
employees enrolled in the plan. The average age of
enrollment was around 40.

The higher premiums for retirees or older workers
apparently have not deterred participation. Nearly 15
percent of the eligible employees aged 60 or older
participated in the Procter & Gamble plan. Within six
months after retirees of the State of Alaska were offered
access to a long-term care plan, one-third of the eligible

 12 A pilot program to be established at the Ford Motor Company
and General Motors Corporation will be employer paid. At least
one employer (John Hancock) allows employees to purchase long-
term care insurance on a pretax basis.

As an employee benefit, long-term care insurance is not
likely to be as attractive as other established employee
benefits such as pension plans, cash or deferred com-
pensation plans, and accident and health plans, which
receive explicit preferential tax treatment. Employers
have little incentive to pay for long-term care insurance
since the purchase of this benefit might result in more
taxable income for the employee while the purchase or
expansion of other employee benefits does not. Further-
more, employees may not recognize that protecting
income during retirement requires planning for long-
term care. Consequently, employee interest may be

◆ ◆ ◆

Ambiguities in the tax code have probably
been deterrents to the development of long-
term care insurance as an employee benefit,
and, in fact, extraordinary tax advantages may
be necessary to accelerate the number of em-
ployers providing it.

◆ ◆ ◆
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relatively slow to develop—even if long-term care
benefits are treated the same as health insurance
benefits under the tax code. This suggests that ambigui-
ties in the tax code have probably been deterrents to the
development of long-term care insurance as an em-
ployee benefit, and that, in fact, extraordinary tax
advantages may be necessary to accelerate the number
of employers providing it.

Life-Care Community Centers

Life-care communities, or continuing-care retirement
communities, combine the financing and delivery of
housing and long-term care. At once, these facilities can
offer long-term care insurance, long-term care, and a
home. Estimates of the number of life-care communities
vary due to discrepancies in definitions, but the Ameri-
can Association of Homes for the Aging estimates that
there are 700. Nearly all of these facilities are operated
by nonprofit organizations and most are affiliated with
religious organizations (Tell et al., 1987). The commu-
nity is typically situated in a campus-like setting that
includes apartments or townhouses, a central eating
and recreation facility, and a nursing facility. The
structure enables individuals to live independently in
their own apartments. If cooking becomes too difficult,
residents can have meals in a central facility; home
health aides are available to deliver meals, and full-time
nursing care is provided in the nursing home. Social
activities are included, and the centers often have a
medium for self-governance.

Generally life-care communities are financed by a
substantial entrance fee (which may be refundable to
the resident’s estate at death) and a monthly fee, which
together guarantee housing, social services, nursing
services, and in particular access to a nursing home bed.
In about one-third of the communities the contract is
all-inclusive, meaning that monthly fees do not increase
if the resident moves into the nursing facility. In another
one-third of the communities this basic commitment is
modified to include a charge of 80 percent or more of
the per diem nursing home cost, after some extended
stay in the nursing facility. In these modified contracts,
the amount of financial risk residents face varies
inversely with the number of days covered under the
contract. From as few as 5 days a year to more than 180
days are covered, depending on the community
(Trueblood Raper, and Kalicki, 1988).

The remaining one-third, called fee-for-service commu-
nities, have available all of the services included in the
all-inclusive plans, but the monthly fee covers only a
portion of these services. The services not included—in
particular, nursing home care—must be paid for as
used. While these communities guarantee access to a
nursing home bed, the individual is still at risk for the
financial consequences of using that bed. The life-care
community is not at risk, and therefore this arrange-
ment is not an insurance plan. (In the modified plan the
costs are shared in part by the nursing home resident;
however, in the all-inclusive plan the long-term care
costs are shared by the entire community.)

Among the 365 life-care communities listed in the
National Continuing Care Directory, 37.8 percent, or
31,750 dwelling units, are all inclusive. Entrance fees for
a single person range from a low of $35,000 in Indiana
to a high of $128,000 in Massachusetts, with the average
fee being $60,700. Monthly fees are $1,205 in Massachu-
setts and $653 in Indiana, and average $891 for all
communities. On average, single units have 656 square
feet of space. Not all states have communities, but
among the 31 that do the average number of units
available per 1,000 elderly persons varies from a high of
8.4 in Delaware to a low of 0.38 in Washington, with an
average of 1.09 units.

Social/Health Maintenance Organizations—Social/health
maintenance organizations (S/HMOs) extend the health
maintenance organization model of acute-care case
management and prepaid financing to long-term care
(Leutz et al., 1985). The S/HMO is at financial risk for
both acute- and long-term care services and, therefore,
has an incentive to encourage the most appropriate use
of services. The Omnibus Budget Reconciliation Act of
1987 extended the Health Care Financing Administra-
tion’s financing of the four demonstration sites started
in 1984 for five additional years (until 1992).

The financial success of S/HMOs relies on enrolling
members who are similar to the population average in
terms of their chronic-care needs. However, since
membership in S/HMOs is voluntary, adverse selection
is likely to be a problem—that is, those in immediate
need of care are most likely to enroll. Nevertheless,
demonstration projects should provide enrollment data
that could be used in the development of additional
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 13 Preliminary EBRI tabulations of the Survey of Income and
Program Participation.

home for life. Each month the investor pays the former
owner and in exchange receives a rent payment. Upon
the former homeowner’s death or change of residence,
all rights associated with the house belong to the
investor. Appreciation during this rental period also
belongs to the investor, as does responsibility for
maintenance and taxes.

Only a few private- and public-sector programs facili-
tate home equity conversions and participation in these
programs has been negligible (Jacobs and Weissert,
1984). This poor response may reflect the attitude many
people have toward sale of their homes or it may be
caused by regulatory uncertainty. Lenders may be
reluctant to enter reverse mortgage contracts without
mortgage guarantee insurance that would ensure that
they are not put in the position of requiring the elderly
to sell their homes when the loan term has expired.
Mortgage guarantee insurance for this kind of program
is not widely available.

In addition to the uncertainty about federal taxation and
the complexity of the contracts, home equity conversion
may have little potential for helping the elderly pur-
chase long-term care services. A $100,000 home, for
example, may produce a lifetime annuity of $450 per
month for a 75-year-old person (Harney, 1988). Never-
theless, to assist in the development of these programs,
the U.S. Department of Housing and Urban Develop-
ment (HUD) has announced the development of a
demonstration project that would facilitate up to 2,500
home equity conversions. HUD will insure both fixed-
term and lifetime home equity conversions and home
equity lines of credit to individuals aged 62 or older
who have little or no mortgage debt on their homes.

The State of Virginia recently initiated a program to
provide subsidized and insured lines of credit to low-
income elderly homeowners, and Maryland is develop-
ing a similar program. Under its Senior Home Equity
Account, Virginia will lend between 20 and 65 percent
of a home’s equity, depending on the individual’s age.
The minimum age is 62, and the maximum income for
borrowers is 80 percent of the area median (Virginia
Housing Development Authority and Virginia Depart-
ment of Aging, 1988). Nationwide, among those with no
outstanding mortgage, 28 percent of the elderly have
between $30,000 and $75,000 in home equity. Another

S/HMOs as well as the development of other insurance
projects.

Access to Home Equity—The single most important asset
of most elderly persons is their home. More than 60
percent of the elderly own their homes and 49 percent
own them free of any debt.13 However, the illiquidity of
home equity and the importance of a home as shelter
create problems in converting home equity to finance
large health care expenditures. A forced sale can
produce a low return. In addition, persons who need to
finance health care may be physically or emotionally
incapable of coping with the major changes involved in
selling their home. Converting home equity into income
without leaving the home offers one option for over-
coming these problems. Two basic types of home equity
conversion are reverse mortgages and sale leasebacks.

Reverse mortgages provide a stream of monthly loan
advances to the homeowner, who retains title to the
property. Repayment of these advances is deferred
until the homeowner moves or dies. Appreciation in the
home’s value during the loan period typically belongs
to the homeowner or his or her estate. Some reverse
mortgages, however, allow the loan grantor to increase
payments to the homeowner in exchange for a share of
the appreciation.

In a sale leaseback plan, the home is sold to an investor;
the former homeowner retains the right to rent the

◆ ◆ ◆

The State of Virginia recently initiated a pro-
gram to provide subsidized and insured lines
of credit to low-income elderly homeowners,
and Maryland is developing a similar pro-
gram.

◆ ◆ ◆
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10 percent of the elderly have more than $75,000 in
home equity.

If homeowners under age 75 were able to borrow 50
percent of their home equity and those aged 75 or older
were able to borrow 60 percent, nearly one-half of the
elderly in the United States would be able to borrow
$15,000 or more. The distribution of potential lines of
credit under this assumption is given in table 4.

Affording Private Financing Options

The decision to purchase long-term care insurance or to
enter a life-care community depends in part on an
individual’s or family’s income and assets.14 If it is
assumed, for example, that everyone would purchase
long-term care insurance if they had $10,000 in assets
and if premiums were less than 5 percent of their
income, then the number of purchasers depends on the
size of the premium. If all workers and their spouses
had access to an employer-sponsored group long-term

Table 4
Distribution of Elderly Persons Eligible for a Hypothetical Line of Credit

against Home Equity, by Amount of Credit and Age, 1984.

Amount of Credita

Age Group Percentage Eligible

Under $5,000– $7,500– $10,000– $12,500– $15,000– $25,000– $37,500
65–74 None $5,000 $7,499 $9,999 $12,499 $14,999 $24,999 $37,499 and over

33.4% 2.7% 2.1% 2.9% 3.1% 4.0% 18.9% 18.5% 14.5%

Under $6,000– $9,000– $12,000– $15,000– $18,000– $30,000– $45,000
75 and Older None $6,000 $8,999 $11,999 $14,999 $17,999 $29,999 $44,999 and over

42.6% 1.8% 2.2% 3.0% 3.1% 4.1% 19.1% 14.1% 10.1%

Total 36.3% 3.0% 2.2% 2.9% 3.1% 4.1% 19.0% 16.8% 12.7%

Source:  Preliminary EBRI tabulations of data from U.S. Department of Commerce, Bureau of the Census, Survey of Income and
Program Participation.
aAmount of credit available is based on 50 percent of the home equity for those under age 75 and 60 percent of home equity for those
 aged 75 or older.

 14 For an analysis of various assumptions concerning the decision to
purchase long-term care insurance and the financial capacity of the
elderly to meet these criteria, see Rivlin and Wiener (1988) and
Cohen et al. (1987).

care insurance plan that was entry-age priced at 25
percent less than individual policies, 34.4 percent of all
workers aged 45 or older and 52 percent of workers
aged 45 to 64 would have purchased long-term care
insurance in 198415 (table 5).

For the EBRI simulation in table 5, workers and their
spouses already receiving employer-sponsored group
health insurance were assumed to have access to a
employer-based group long-term care product. Premi-
ums for a $50-a-day nursing home benefit and $25-a-
day home health care benefit were based on age and
ranged from $235 a year if the initial age of purchase
was 45 to $3,066 a year if the initial age of purchase was
75 or older. If the purchase was not made through a
group, premiums were assumed to be roughly 25
percent higher.16 It is assumed that married individuals

 15 Entry-age priced insurance means that the price is established at
the time of initial purchase and the premium remains the same for
the remainder of the policyholder's life.

 16 It is assumed that these policies are more comprehensive and
flexible than actual policies have been. Consequently, these hypo-
thetical premiums may be greater than the price of policies
available today. Alternative simulations can be found in Friedland
(forthcoming).
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Table 5
Comparison of Group and Individual Premiums at Two Levelsa of Coverage

Hypothetical Level 1b

$50/Day Nursing Home Benefit $100/Day Nursing Home Benefit

Age Group Within 5% of income Within 10% of income Within 5% of income Within 10% of income

45–54 50.2% 59.9% 30.5% 50.2%
55–64 23.5 43.6 6.3 23.5
65–74 1.1 7.3 0.1 1.1
75 or Older 0.1 1.0 0 0.1

Hypothetical Level 2—Premiums Reduced by One-Thirdc

$50/Day Nursing Home Benefit $100/Day Nursing Home Benefit

Age Group Within 5% of income Within 10% of income Within 5% of income Within 10% of income

45–54 57.1% 62.3% 42.7% 57.1%
55–64 36.6 53.0 14.9 36.6
65–74 3.7 16.5 0.5 3.7
75 or Older 0.3 2.9 0.1 0.3

Source:  Robert Friedland, Financing and Delivery of Long-Term Care: Private Realities and Public Choices (Washington, DC: Employee
Benefit Research Institute, forthcoming).
aEach cell represents the percentage of people for whom a hypothetical long-term insurance premium would represent from 5 to 10 percent of
family income. Calculated premiums vary by age, benefit level, and whether the insurance was purchased through an employment-based
plan. Assignment of individuals to premium categories relies on the following assumptions:

•All workers with employer-provided health insurance and their dependents are assumed to be eligible for employer-sponsored group long-
 term care insurance.
•Married couples would not purchase the insurance unless they could afford to purchase policies for both spouses.
•Individuals with either an ADL or IADL limitation are assumed to be ineligible for insurance.
•Family units would not purchase insurance unless their net wealth was in excess of $10,000.
•The $100/day benefit is assumed to cost twice the $50/day benefit and nongroup prices to be 25 percent higher than the group price.
bFor the $50/day benefit the group price per year is assumed to be $233 for 45-year-olds; $266 for those aged 46–49; $661 for those aged
50–59; $954 for those aged 60–64; $1,728 for those aged 65–74; and $3,060 for those aged 75 or older.

cPrices are assumed to be one-third less: for the $50/day benefit the group price per year was assumed to be $156 for those aged 45; $178 for
those aged 46–49; $443 for those aged 50–59; $640 for those aged 60–64; $1,158 for those aged 65–74; and $2,050 for those aged 75 or
older.

would not buy the insurance unless they could afford
coverage for their spouses as well as themselves. Also, it
is assumed that an individual with any ADL or IADL
limitations would not be sold an insurance policy. The
assumptions concerning access to a group plan are
clearly overstated; but the criteria used for deciding to
purchase insurance may be conservative.

The importance of age and access to an employer-
sponsored insurance product is evident. While only
5 percent of those aged 65 or older are assumed to
purchase a $50-a-day nursing home benefit if premiums
are within 10 percent of income, 60 percent of those
aged 45 to 54 and 44 percent of individuals aged 55 to

64 would, under these assumptions, purchase coverage.
Reducing premiums by one-third increases the percent-
age of people who might purchase insurance by more
than one-third. This is shown in the bottom half of table
5, where, in most circumstances, the number of pur-
chasers doubled or tripled.

Microsimulation modeling efforts by the Brookings
Institution indicate that relatively few individual
policies would be purchased during retirement. Their
simulations suggest that, depending on the purchase
decision rule assumed, from 25 to 64 percent of the
elderly would have purchased such insurance by the
period 2016–2020 (Rivlin and Wiener, 1988, table 4-2).
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However, because those most likely to purchase insur-
ance are the least likely to  receive support from Medi-
caid on entering a nursing facility, insurance purchased
by individuals at retirement is estimated to have a
negligible to modest impact on public expenditures. In
the simulation in which 64 percent of the elderly
eventually have private insurance, total nursing home
costs were projected to rise slightly less than 2.5 percent;
Medicaid expenditures would fall by more than 12
percent; Medicare expenditures would not change; and
private insurance expenditures were projected to
increase by 15 to 18 percent beyond the amounts
projected in the absence of  private insurance. Of
course, for those with the insurance the options for
financing long-term care have changed. This modeling
effort fails to include the potential of private insurance
purchased on a group basis prior to retirement.

Life-care communities are an important alternative to
long-term care insurance for today’s elderly. If it is
assumed that, after paying a one-time-only entrance fee
and setting aside $10,000 in remaining assets, a person’s
decision to enter such a community is based on whether
the monthly fee is 40 percent or less than his or her
income, then more than 11 percent of those aged 65 or
older would be able to sell their homes and move into a
life-care community. Among those aged 75 or older,
9 percent could afford a life-care community.17

◆  The Delivery of Long-Term Care

Long-term care is not like most other health care
services. It is difficult to discern what the best alterna-
tives are, and the decision to obtain care is not necessar-
ily made by a physician or other health care profes-
sional. Because of the lack of traditional third-party
financing, the demand for long-term care is sensitive to
price, family preferences, and ability to pay. In contrast,
the demand for most other medical services is more
likely to be affected by physician preferences and the
standards of medical care in the community—usually
without much regard to price, ability to pay, or some-
times even family preferences.

  17The entrance fee is assumed to be $64,226 and the monthly fee is
assumed to be $1,300. These are the average entrance fee and
monthly charges for the all-inclusive life-care communities
currently available nationwide.

Public programs have primarily paid for nursing home
care or skilled home health care. As a result, commu-
nity-based services are not generally abundant. The
breadth and depth of community-based services vary
from region to region, depending on the size and
demographic composition of the community and the
responsiveness of state and local governments and
religious, philanthropic, and other voluntary organiza-
tions. Consequently, in some communities there may be
a comprehensive menu of services, while in others there
is virtually nothing from which to choose.

The supply of long-term care services has also been
affected by state actions to limit the number of nursing
home beds. In an effort to control their Medicaid
expenditures, states have successfully limited the
growth of nursing home beds in relation to the growth
in the population at risk for needing these beds. While
the number of nursing home beds increased 15.8
percent between 1977 and 1985, the number of beds per
elderly person actually declined. Based on the number
of people aged 65 or older, the number of nursing home
beds per 1,000 elderly persons declined nearly 5 percent
during this period. Among the population aged 85 or
older, the number of beds per 1,000 people declined 14
percent.

Family Support

Long-term care is very much a family affair and is,
therefore, complicated by the fragmented and complex
process of family decision making. Confusion over the
choice of services and sources of available financing
confounds the process. Once options have been identi-
fied, choices must be made, often through a complex
and difficult process of conflict, negotiation, and
consensus among family members. The decision-
making process is usually enmeshed in feelings of guilt,
ambivalence, and contradiction (Moody, 1987).

Sometimes, however, if the patient is in the hospital,
there are only a few days or even hours to decide. In
these circumstances, there is often little choice among
facilities, since typically only a few beds are available in
a community. In general, nursing homes tend to prefer
not to accept patients who require a great deal of care or
who are likely to be financed by Medicaid, and the
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same household, but it is equally likely to come from
individuals outside of the household. More than two-
thirds (67.5 percent) of the functionally dependent
elderly in the community in 1984 lived with others; 42
percent lived with a spouse and 13 percent lived with
their children (table 6). Most of the chronically disabled
elderly, regardless of living arrangement, identified a
helper either in or outside of the household who
regularly provided assistance. Less than 10 percent
receive any assistance from paid helpers, with slightly
more than one-half of 1 percent receiving all their care
from paid help.18

More than one-half (57 percent) of those identified as
providing regular care to chronically disabled elderly
were immediate family members (spouse, parents,
siblings, children, and children by marriage). Other
relatives provided 12.4 percent of the care, friends
provided 8.6 percent, and volunteers provided 7.8

“more desirable” nursing homes usually have waiting
lists (Kane and Kane, 1987).

Most of the people who need long-term care do not live
in nursing homes. In 1984, there were an estimated 17.5
million functionally dependent persons of all ages in
the United States. About 9 percent of these people
resided in nursing homes and another 3 to 4 percent
were in other institutions. The remaining 89 percent of
the functionally dependent lived in the community and
relied for assistance on formal community-based
services and the informal services of family and friends.
Approximately 27 percent of the elderly population in
1984 had chronic disabilities and needed assistance.
Less than 12 percent of the chronically dependent
elderly live in nursing homes and other institutions.
More than 6 million chronically disabled elderly
Medicare beneficiaries live in the community.

The amount and scope of help varies tremendously, but
without the assistance from family and friends many in
the community would not be able to remain independ-
ent. Help may come from family members living in the

Table 6
Distribution of ADL and IADL Limitations among Chronically Disabled Elderly

Persons by Living Arrangement, 1984

Elderly with Elderly with Elderly with
Living Distribution of Only IADL ADL Other
Arrangement Population Limitationsa, d Limitationsb, d Limitationsc, d Total

Alone 32.50% 58.49% 18.84% 22.67% 100.00%
Spouse 42.13 51.33 25.31 23.35 100.00
Children 13.19 53.16 36.99 9.85 100.00
Parent 0.30 48.88 24.02 27.10 100.00
Other Relative 7.14 55.81 32.02 12.18 100.00
Others 4.11 49.89 39.02 11.10 100.00
Unknown 0.64 40.12 28.42 31.46 100.00

Totale 100.00 54.08 25.81 20.11 100.00

 18 Author's preliminary calculations from U.S. Department of Health
and Human Services, Health Care Financing Administration, 1984
Long Term Care Survey.

Source: EBRI tabulations of data from U.S. Department of Health and Human Services, Health Care Financing Administration, 1984 Long
Term Care Survey.
aIADL limitations include respondents who could not do household chores (move furniture, scrub floors, wash windows), do laundry, shop for
groceries, manage their own money, take medicine, make telephone calls, prepare meals, or get around outside the home.

bADL limitations include respondents who needed assistance to eat, transfer from bed or chair, move about indoors, dress, bathe, or use the
toilet.

cOther limitations may include IADL or ADL limitations defined in alternative ways.
dMutually exclusive.
ePercentage of the chronically disabled elderly population.
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percent. The largest single source of care was provided
by children, who make up 35.3 percent of all helpers.
Daughters and daughters-in-law were more likely to
help (22.8 percent) than sons and sons-in-law (12.5
percent). Eleven percent of all the helpers identified
were paid (calculated from chart 2).

A Brief Primer on Nursing Homes

Federal law (which will change in 1990) recognizes two
kinds of nursing homes: skilled nursing facilities (SNFs)
and intermediate care facilities (ICFs), which, as their
names suggest, are distinguished by the level of care
they provide. In general, SNFs are required to be staffed
and equipped to provide more skilled nursing care than
ICFs. For example, while ICFs are required to have a
nurse on duty during each day shift, SNFs are required
to have a nurse on duty 24 hours a day.

In 1986, there were 1.7 million beds in an estimated
16,388 nursing homes and 9,258 residential facilities
(Sirrocco, 1988). More than three-quarters (75.3 percent)
of the nursing homes were for-profit as were 85 percent
of the residential facilities. About-one quarter of the
nursing homes and nearly one-third (31 percent) of the
beds were owned either by nonprofit or government
facilities.

Although federal law distinguishes SNFs and ICFs in
terms of medical orientation, the difference in either the
level of care provided or the level of care needed by the
residents is often difficult to discern. In part, this is
because states have a great deal of discretion in inter-
preting the federal standards and sometimes have
standards that are substantially “higher” than those set
by the federal government. SNFs certified in a particu-
lar state might have been certified as ICFs in another,

Chart 2
Distribution of Caregivers, 1984

Spouse
18.3%

Sons and
sons-in-law

12.5%

Daughters and
daughters-in-law

22.8%

Hired
11.0%

Volunteer
7.8%

Someone else
3.2%

Other relatives
(including parents and siblings)

15.8%
Friends
8.6%

Source: EBRI tabulations of data from U.S. Department of Health and Human Services, Health Care Financing Administration,
1984 Long Term Care Survey.
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and ICFs in some states could be SNFs in others.
Furthermore, evaluating and placing individuals in the
appropriate nursing facility is difficult because criteria
for determining whether a patient would best be served
by an SNF or an ICF have not been standardized across
states or even across regions in a state. Furthermore,
any assessment of an individual’s needs is likely to be
accurate only for a limited period of time.

The distribution of SNF and ICF beds across states
varies widely (table 7). This variation is less likely to
reflect real differences in the needs of residents of those
states than it is to reflect historical antecedents and
Medicaid reimbursement policy. In some states—Iowa,
Oklahoma, Louisiana, and New Mexico, for example—
ICF-only facilities accounted for more than 90 percent
of the nursing facilities in 1986, while less than 10
percent of the states’ facilities are ICF-only in Alabama,
California, Florida, New Jersey, New York, and Penn-
sylvania.

The distribution of nursing home beds also varies in
relation to a state’s elderly population. In 1986, the
average number of nursing home beds per 1,000

persons aged 65 or older was 52.1 nationwide, ranging
from a high of 89.6 in Minnesota to a low of 26.7 in
Florida. Among the 10 states with the largest propor-
tions of elderly, 3 had less-than-average bed rates, and
among the 10 states with the lowest proportion of
elderly, 3 had greater-than-average bed rates. The
Omnibus Budget Reconciliation Act of 1987(OBRA '87)
made substantial changes to the laws governing
nursing homes. As of October 1, 1990, there will no
longer be any regulatory distinction between SNFs and
ICFs. The new law establishes minimum standards for
nurses’ aides and stricter nursing and staffing stan-
dards, makes explicit the rights of residents, requires
patient assessment and proactive planning for the
welfare of the patient, and requires stronger federal
oversight of state regulation of nursing homes. OBRA
’87 amends section 1819 of the Social Security Act to
define a Medicare-SNF as an institution that is primar-
ily engaged in providing skilled nursing care and
related services to residents who require medical or
nursing care or rehabilitation services. OBRA ’87 also
amends section 1919 of the Social Security Act to
eliminate any distinction between Medicaid SNFs and
Medicaid ICFs by establishing a single criterion for all

Table 7
Nursing Home Beds/Facilities by Type of License in Each State

and by Bed Rate per 1,000 Elderly Persons

Total Percentage of Percentage of Elderly as a Bed Rate
Nursing SNF and ICF ICF-Only Percentage of the Number per 1,000
Homes, Homes, Homes, Total Population, of Beds, Elderly,

State 1986 1981 1981 1986 1986 1986

Alabama 203         91% 9% 12.22% 21,970 44.1
Alaska 10 77 23 3.38 830 45.7
Arizona 134 100 0 12.53 13,734 33.5
Arkansas 237 40 60 14.47 21,860 63.5
California 1,569 97 3 10.57 118,430 41.7
Colorado 183 83 17 9.03 18,109 61.9
Connecticut 256 89 11 13.19 27,198 64.3
Delaware 36 62 38 11.37 3,906 54.1
District of Columbia 19 50 50 12.16 3,760 49.1
Florida 649 98 2 17.70 55,225 26.7
Georgia 298 76 24 9.95 34,742 56.7
Hawaii 23 76 24 9.77 2,769 26.9
Idaho 60 90 10 11.18 4,910 43.3
Illinois 775 56 44 11.99 89,333 64.2

(continued)
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Table 7 (continued)
Nursing Home Beds/Facilities by Type of License in Each State

and by Bed Rate per 1,000 Elderly Persons

Total Percentage of Percentage of Elderly as a Bed Rate
Nursing SNF and ICF ICF-Only Percentage of the Number per 1,000
Homes, Homes, Homes, Total Population, of Beds, Elderly,

State 1986 1981 1981 1986 1986 1986

Indiana 449 31 69 11.94 48,244 73.5
Iowa 440 6 94 14.60 33,296 79.7
Kansas 342 15 85 13.46 27,024 81.7
Kentucky 277 47 53 12.08 20,424 45.3
Louisiana 276 6 94 10.27 33,853 75.1
Maine 144 12 88 13.31 9,758 62.2
Maryland 200 53 47 10.58 23,934 50.9
Massachusetts 612 52 48 13.56 47,126 59.4
Michigan 480 69 31 11.36 48,857 46.9
Minnesota 399 69 31 12.49 47,490 89.6
Mississippi 140 83 17 11.97 14,454 45.8
Missouri 552 37 63 13.70 46,892 67.5
Montana 57 88 12 12.12 6,531 65.1
Nebraska 214 14 86 13.64 16,535 75.5
Nevada 30 88 12 10.34 2,659 26.8
New Hampshire 75 34 66 11.59 6,791 56.6
New Jersey 356 91 9 12.80 33,214 34.2
New Mexico 56 9 91 9.80 5,884 40.8
New York 777 92 8 12.82 98,747 43.4
North Carolina 402 72 28 11.55 23,540 32.2
North Dakota 81 69 31 12.96 6,820 76.3
Ohio 886 43 57 12.28 83,991 63.7
Oklahoma 382 2 98 12.43 31,665 76.9
Oregon 214 29 71 13.40 15,357 42.2
Pennsylvania 788 94 6 14.55 84,338 48.8
Rhode Island 101 57 43 14.56 9,759 69.0
South Carolina 157 75 25 10.50 12,981 36.5
South Dakota 114 51 49 13.84 7,851 79.2
Tennessee 267 25 75 12.27 29,708 50.6
Texas 1,027 21 79 9.49 103,423 65.6
Utah 84 50 50 8.05 5,728 42.7
Vermont 47 52 48 11.83 3,367 51.6
Virginia 288 32 68 10.44 22,448 37.2
Washington 328 85 15 11.65 26,345 50.8
West Virginia 103 46 54 13.62 8,365 32.0
Wisconsin 409 74 26 13.05 53,170 84.8
Wyoming 27 65 35 8.48 2,081 48.6

Total 16,033 12.10 1,519,426 52.1

Source:  Total nursing homes: U.S. Department of Health and Human Services, Public Health Service, National Center for Health Statistics,
Health United States, 1987 (Washington, DC: U.S. Government Printing Office, 1987) table 90; percentage of SNF and ICF homes and
percentage of ICF-only homes: Institute of Medicine, Improving the Quality of Care in Nursing Homes (Washington, DC: National Academy
Press, 1986), appendix D, table C; percentage of the total population: U.S. Department of Commerce, Bureau of the Census, State Popula-
tion and Household Estimates with Age, Sex, and Components of Change: 1981–87, series P-25, no. 1024 (Washington, DC: U.S. Govern-
ment Printing Office, 1988); number of beds and bed rate: Charlene Harrington et al., “Nursing Home Bed Capacity in the States, 1978–86,”
Health Care Financing Review 4 (Summer 1988), tables 1 and 3.
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aides. Many facilities that had been licensed for inter-
mediate care will now require more registered nurses,
licensed practical nurses, and dietitians as well as access
to rehabilitation services, pharmaceutical services, and
routine and emergency dental services. An estimated
6,200 additional nurses, or an increase of 7.4 percent,
may be needed (U.S. Department of Health and Human
Services, 1988). In the short run, states will have to
reorganize their licensing and evaluation procedures,
and nursing homes will have to provide the training
necessary to get their nurses’ aides certified. The
Congressional Budget Office (CBO) estimates that
recertification and compliance will cost the federal
government $447 million and state governments an
additional $345 million during the phasing-in period
between federal fiscal years 1988 and 1990. An uncon-
firmed CBO estimate placed the cost for the first five
years at $832 million to the federal government and an
additional $572 million to the states (Pear, 1988).

◆  Public Policy Options

The emergent public policy question is how the cost of
long-term care should be distributed. While some of the
cost is shared, under our current system of financing
most of it is paid by patients and their families. Should
the financing and delivery of this care continue to
develop in its current direction or should tax policy be
used either to increase private financing options or to
alter their scope? Should the tax code be used to stimu-
late private saving for either long-term care or long-
term care insurance, or should Medicare or Medicaid
continue to be expanded or adapted to cover this need?
Each of these alternative directions would involve a
different distribution of costs and benefits.19 The legisla-
tion introduced in the 100th Congress offers no clear
indication of which approach is preferred, since bills
have been introduced to do all of the above.

While the primary policy question is how long-term
care ought to be financed, it is equally important to ask
what we want to purchase. Relatively little is known
about what constitutes effective delivery of long-term
care. Even less is known about how financing and

nursing facilities. Under this section, all Medicaid-
approved nursing facilities are institutions that perform
the same functions as a Medicare SNF (although the
institution need not necessarily be certified to accept
Medicare payments).

Under the new law, the nursing facility must maintain a
quality assessment and assurance committee, hold
transfer agreements with at least one hospital, provide a
written plan of care for each patient, and reassess the
patient’s functional capacity every 12 months or if there
is any significant change in his or her condition. The
facility must provide for a wide range of professional
services, including that of a licensed registered nurse,
for at least eight consecutive hours a day, seven days a
week. In addition, nurses’ aides must now be certified
as having received state-approved training. Facilities
with more than 120 beds must have at least one full-
time social worker on their staff.

The new law also strengthens the rights of nursing
home residents by establishing a patient bill of rights
and giving residents the right of redress, with civil
penalties of up to $10,000. Residents must be free to
choose their own attending physician, participate in the
planning of their care and treatment, and be fully
informed of any change in treatment. The act requires
that residents be free from physical restraints unless
their physician certifies that the restraints are necessary
for their safety. Residents will have a right to privacy in
their own rooms and to confidentiality in treatment, test
results, and medical records. They will also have a right
to reside and reserve services with “reasonable accom-
modation of individual needs and preferences” and to
receive notice before any change of room or roommate.
Residents will also have the right to submit grievances
without fear of reprisal; to form and participate in
family and/or resident groups; and to participate in
social, religious, or community activities that do not
interfere with the rights of others. They will also have
the right to examine the results of state surveys on the
quality of care provided by the facility.

The provisions in OBRA ’87 affecting nursing homes are
likely to raise the cost of nursing home care at least
2 percent, owing in large part to the requirements for
professional and paraprofessional staff at the facility
and new minimum standards for certifying nurses’  19 See Rivlin and Wiener (1988).
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reimbursement policies will affect that delivery and
foster effective care. The scientific basis for evaluating
effective care is only beginning to emerge and will be
critical to the development of rational public policy.

To this end, the Medicare Catastrophic Coverage Act of
1988 calls for several separate studies and for the
formation of a bipartisan commission to examine the
health care delivery system and make recommendations
to the Congress concerning the federal programs,
policies, and financing needed to ensure that compre-
hensive health and long-term care services are available
for the elderly and disabled. Section 113 of the new law
requires the Treasury Department to conduct a study of
federal tax policies to promote the private financing of
long-term care, section 207 calls for the U.S. Department
of Health and Human Services to conduct research on
the financing and delivery of long-term care services for
Medicare beneficiaries, and section 208 calls for a study
of adult day care. The study on the financing and
delivery of long-term care services for Medicare benefi-
ciaries—for which $25 million was authorized—will be
conducted over a five-year period, with interim reports
due December 1, 1990, and December 1, 1992, and a
final report due by June 1, 1994. It is possible, however,
that legislation could be passed before 1994.

Measures to Facilitate Private Financing
of Long-Term Care

More than 30 bills aimed at encouraging private financ-
ing of long-term care were introduced during the 100th
Congress. At least four bills would encourage savings
for long-term care or long-term care insurance by
creating new entities, usually referred to as health
service accounts, that are special use individual retire-
ment accounts (IRAs). Four other proposals would have
permitted tax-free distributions from an IRA to pur-
chase long-term care insurance. At least one bill would
have allowed for a deduction for the purchase of a
qualified long-term care insurance policy. The deduc-
tion could be as large as the premium paid but would
be capped at the lesser of $1,500 per beneficiary or the
beneficiary’s taxable income.

Several bills were introduced to encourage employers to
provide access to long-term care insurance. Proposals

by Sen. Dave Durenberger (R-MN), Rep. Rod Chandler
(R-WA), and Rep. Hal Daub (R-NE) would create
financing vehicles or use existing pension plans for
prefunding either postretirement medical benefits or
long-term care. Benefits would be tax exempt. In one
version of this approach, long-term care or the purchase
of long-term care insurance would only be provided to
former employees or their dependents who are aged 70
or older. Many of the proposals can be found in the list
of recommendations made by the Task Force on Long-
Term Health Care Policies (U.S. Department of Health
and Human Services, 1987). One of their primary
recommendations, which was also introduced in
proposed legislation, would enable individuals to
withdraw funds from pension and retirement plans to
purchase qualified long-term care insurance on a tax-
free basis.

At least five bills proposed during the 100th Congress
would have either clarified or amended the tax code so
that qualified long-term care insurance would be
treated as noncancelable accident or health insurance
contracts. At least two other proposals would have
amended the definition of group health plans to include
long-term care expenses so that long-term care could be
provided by employers under terms identical to those
for group health plans. At least three bills would have
either provided a tax credit or a deduction for taxpayers
who purchase long-term care outside of a nursing home
or provide informal care to a functionally dependent
family member. The family member was required to be
aged 65 or older in two of the bills and at least 70 years
old in another. One of the proposals had a prerequisite
that the family member’s annual family income be less
than $15,000 and that the dependent have a Social
Security defined disability.

◆ ◆ ◆

More than 30 bills aimed at encouraging pri-
vate financing of long-term care were intro-
duced during the 100th Congress.

◆ ◆ ◆
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living. All of the proposals would be available to
Medicare beneficiaries; Kennedy’s included children
under age 19. All of the proposals would cover home
health care services, including homemaker services and
adult day care, but only the bills introduced by Mitchell
and Kennedy would pay for respite care.

Proposed Public Programs

At least 18 bills introduced during the 100th Congress
would have directly increased the public financing of
long-term care. Three of the proposals would have
expanded long-term care coverage under Medicaid,
while the majority of bills would have created an
insurance or entitlement program along the lines of
Medicare. In the final six months of the last Congress,
four bills were introduced to provide public financing
of long-term care. Fundamentally they fit into one of
three approaches: comprehensive coverage, “back-end”
coverage, and “front-end” coverage.

The proposals by Rep. Fortney H. Stark (D-CA) and
Rep. Henry Waxman (D-CA) provided comprehensive
coverage. Similarly, in a proposal by Sen. George
Mitchell (D-ME) community-based care would be
reimbursed once a person experienced a given level of
functional dependence, but nursing home care was not
immediately covered. Mitchell’s proposal provided
“back-end” coverage by excluding nursing home
coverage for two years.

Sen. Edward Kennedy’s (D-MA) proposal, on the other
hand, would provide front-end coverage by paying for
nursing home care for the first six months without any
deductible period and would require no coinsurance
payments. The other three proposals have coinsurance
features that vary from between 20 and 35 percent of
the cost. Stark has estimated that the cost of coinsurance
for each of these four proposals ranges from $7,200 per
year to $10,000 per year after the deductible. The
deductible, which is the cost of nursing home care,
could easily be $1,500 to $2,000 a month. (Under the
Waxman and Stark proposals, this deductible period
was two and three months, respectively.) Coinsurance
for covered home and community-based services would
be 20 percent of the cost under the bills introduced by
Stark, Waxman, and Mitchell and the smaller of 10
percent of the cost or 5 percent of the individual’s
monthly Social Security benefits under Kennedy’s
proposal. Mitchell’s proposal also included a $500
deductible for home and community-based care.

All of the proposals would have established a program
for assessing individuals’ physical or mental abilities to
perform activities deemed essential to independent

◆ ◆ ◆

Estimates of the lifetime risk of entering a
nursing home vary, with the highest estimate
indicating a risk of 63 percent.

◆ ◆ ◆

These proposals rely on Medicaid savings, in particular,
premiums and copayments to help defray a large part
of the cost. Kennedy’s proposal includes an additional
provision for prefunding long-term care insurance to
cover nursing expenses beyond the first six months
provided in the bill. This insurance would be available
to persons aged 45 and older but eligibility for services
would not begin until age 65. The premiums paid
during the preceding 20 years would be used to pre-
fund the expected costs. Mitchell’s proposal includes
explicit incentives for private insurers to cover long-
term care for persons under age 65 and nursing home
care for the first two years after becoming Medicare
eligible. The other proposals do not explicitly encourage
insurers and would restrict their potential market to
policies for people under age 65 and policies providing
copayments and deductibles for people aged 65 and
over.

None of these proposals could be financed entirely from
Medicaid savings, premiums, and copayments. Esti-
mates of the additional cost they would impose on the
federal government in 1993 range from $20 billion to
$22 billion for Kennedy’s and Mitchell’s proposals to
from $40 billion to $46 billion for Waxman’s and Stark’s
proposals. Several different sources have been consid-
ered to finance the additional expense. All of these
proposals either uncap or raise the amount of earnings
subject to the Medicare Hospital Insurance (Part A)
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varies widely, and access to care is usually easier for
those who are least likely to need assistance from
Medicaid.

Nursing home care is the most expensive single source
of care, but most long-term care is provided by family,
friends, and neighbors and supplemented with paid
assistance. Not everyone will need nursing home care
or even long-term care; however, for those who would
like to be insured against this contingency there are few
readily affordable opportunities to pool the cost of
coverage among a group larger than those most likely
to need it. Private insurance options are being devel-
oped, and a few employers have offered access to ones
that are less expensive than individual policies because
of lower administrative and marketing costs. But most
of these options have only emerged in the past few
years. For those at greatest risk of needing long-term
care these new options currently are too expensive;
private financing for the majority of the elderly is likely
to be an affordable option only in the future.

Employer-provided long-term care insurance offers the
potential for providing insurance coverage to a broad
group of people who will prefund the expected cost
over their working years. However, ambiguity in the
tax code and, therefore, the price of this insurance in
relation to employee benefits with statutory tax-pre-
ferred status may be an important deterrent to restruc-
turing employee compensation to include long-term
care insurance. Many employers are preoccupied with
their basic health plans and may not be willing to tackle
another employee benefit.20 Alternatively, universal
coverage for long-term care is achievable through the
expansion of public programs such as Medicaid or
Medicare. Different consequences and tradeoffs would
result from moving toward an employment-based
private market and moving toward an expanded public
program; they must be studied carefully.21

portion of the payroll tax and would increase Medicare
premiums and raise estate taxes.

◆  Summary

Long-term care is the organization, delivery, and
financing of a wide range of services to assist people
who are severely limited in their ability to function
independently on a daily basis over a relatively long
period of time. While not limited to the elderly, two-
thirds of the people living in the community who need
long-term care assistance are aged 55 or older. Among
nursing home residents, three-quarters are aged 75 or
older. Estimates of the lifetime risk of entering a nursing
home vary, with the highest estimate indicating a risk of
63 percent. The cost of nursing home care can impover-
ish 13 percent of single men and 23 percent of single
women within six months. Married couples, who
constitute about 53 percent of the elderly, tend to fare
much better. Under the new Medicaid spousal impover-
ishment protection in Medicare Catastrophic Coverage
Act of 1988, 16 percent of the couples would be eligible
for public assistance within six months after one of the
spouses enters a nursing home.

◆ ◆ ◆

Nursing home care is the most expensive
single source of care, but most long-term care is
provided by family, friends, and neighbors
and supplemented with paid assistance.

◆ ◆ ◆

Medicaid is a vital component in the financing of long-
term care, and Medicaid reimbursement policy has
affected the delivery, availability, and quality of long-
term care services. Impoverishment incurred by nursing
home expenses usually enables elderly individuals to
have their long-term care bills paid by Medicaid, but it
also keeps them in the nursing facility because of their
loss of financial independence. The availability of a
nursing home bed and other community-based services

 20 Employers are trying to manage their basic health care costs to
make them predictable and have been concerned about the need to
account for and report unfunded liabilities for postretirement
medical benefits. See "Issues and Trends in Retiree Health
Insurance Benefits" EBRI Issue Brief 84 (November 1988).

 21 Financing options are analyzed in Rivlin and Wiener (1988). They
will also be examined in Friedland (forthcoming).
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Regardless of the public policy response, the number of
elderly persons will increase in relation to the number
of nonelderly, and more families will learn first-hand
about the current state of delivery and financing of
long-term care. As more people need long-term care,
the cost of care is expected to increase and, therefore,
the financial consequences of such care will be even
greater. As more workers, taxpayers, and voters learn
about the financing and delivery of long-term care, the
pressure for change is certain to grow. As employers
respond to employees who are also caregivers, they will
learn even more about the delivery and financing of
long-term care and may decide to seek out ways to
assist future retirees with the financing.22
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