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Abstract: Public expenditure of long-term care costs is on the rise due to changes in demographic structure. 
Individual countries have opted for different financing structures reaching from covering it from taxes and insurance 
contributions to patient co-payments or private insurance. Due to the fact that not informal care-giving plays an 
important role in long-term care provision, non-demographic drivers such as income growth and demand for public 
long-term care are of importance. Demand is further mostly determined by demographic drivers such as dependency 
levels, their prevalence in the future and increasing longevity. These are presented and further discussed. 
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1. INTRODUCTION 
 
Long-term care costs make up a small (most OECD countries spend between 1 and 1.5% of 
their GDP on LTC) (OECD, 2011) but growing potion of the health care expenditures (e.g. 
having increased from 4% in 1960 to 11% in 1993 in the US) (Stone, 2000). This trend and 
the upcoming demographic and societal changes in the upcoming decades the debates on costs 
and financing of long-term care have intensified in recent years (Österle, 2001). These 
discussions however tend to be heavily concentrated on the formal sector while the informal 
sector is being either utterly ignored or just briefly mentioned. The payment for welfare is 
contributed either in cash, in-kind or mixed mode of these two. Cash contributions include 
payments out-of-pocket, private insurance, social insurance or taxes. In-kind is mostly used in 
informally contributed care services. The form of the cash-payments is dependent on the 
program in question, they may come as flat-payments, means-tested co-payments, etc. and 
their source may be either income or savings.  

Private insurance is paying only for a small portion of the bill. In the US, the private insurance 
contributed only less than 6% of nursing home and home care costs (National Academy of 
Aging, in: Stone, 2000) however the amount of insurance policies increased well in the last 
two decades. Still, there has been discussions about credibility of the private-insurance with 
regulators and consumers complaining about high premiums and fraudulent marketing 
practices (Stone, 2000). Also – only under 20% of the population may even afford LTC 
insurance in the US (Binstock, in: Österle, 2001). This makes private insurance almost 
unattainable for broader public. OECD (2006) sees a potential for private insurance to play a 
larger role in the future though as a complementary product to meet additional costs not 
covered by public programs. Its affordability may eventually be increased by the public 
system covering the first tranche of the cost. 

The public sector is financing long-term care mainly by social insurance contributions and 
taxes. Many services do also require co-payments from patients thus being mix-mode. Public 
sector may also opt for in-kind contributions (e.g. in-kind transfers to a co-operative 
organization or social service) however they are not widespread (Österle, 2001). 

Informal care-giving – nevertheless neglected many times in the projection studies – is the 
most physically and emotionally burdensome. Also, switching from full formal employment 
to part-time work has negative financial consequence for carers and also their future (career 
opportunities, social system contributions). Arno, Levine and Memmott (in: Rubin, 2002) 
estimated the unpaid cost of elderly care to be two-thirds more than the total cost of formal 
home health care plus nursing home care. This extremely contribution towards the society 
however arrives with social costs as much as costs to employers and caregivers as well. 
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Unpaid care-givers are likely to reduce hours of work or drop out of labor force completely. 
This productivity loss diminishes the GDP and also causes foregone tax revenue from 
decreased earnings while at the same time reduced income of informal care-givers may be 
substituted by formal public state support. 

The demographic trends may incur further stress on the informal care-givers as the portion of 
the elderly population increases while the numbers of the work force get lower. With lowering 
the capacities of acute long-term care and switching to community or home care will also add 
to the burdens on informal carers. Further pressure on businesses will arise in the future from 
more male workers participating in care for elderly, the decreasing family size or increasing 
care-giving programs demanded by the employees (Wagner, in: Rubin, 2002). On the other 
hand, there are also market responses being formulated currently to ease this demands: more 
fee-based home care services are being provided, more skill training is being made available 
for family care-givers, more assistive technology is being offered, more flexible working 
conditions may be offered (Hunt, in: Rubin, 2002). 

Overall it can be said that implementing benefits for long-term care are justified by two main 
reasons: they provide the most efficient way of insuring against the risk and the yield is an 
immediate benefit to the public. By using good-quality information, some countries have been 
able to predict costs of these benefits and avoiding immediate financial problems. Still, new 
reforms are being discussed which may broaden the spectrum of services by improving 
prevention and rehabilitation services while also broadening the contributions by increasing 
out-of-pocket payments. Other countries have been sticking with the tax revenues and trying 
to stay in the previous cost levels. Their aim was at re-evaluation of the scope of services and 
directing those towards the most sick and disabled (OECD, 2005). 

Disney (1996) sees most potential in a “long-run model of comprehensive minimum social 
insurance or income-testes provision coupled with privately financed supplementary provision 
for combination of pensions, life insurance, and health care” (Disney, 1996, p. 281). 

OECD (2006) and OECD (2013) in their projections on long-term care costs divides the 
drivers of LTC expenditures in two groups: demographic and non-demographic drivers. The 
following section sums up the definitions of these drivers and discusses the reasoning behind 
them. 

Demographic Drivers of Long-Term Care Expenditure 

As by definition the long-term care is not about healing the patient (that is the definition of 
health care) but about making the current condition of the client – stemming from disability, 
chronic condition or trauma – more bearable. Thus demographic drivers do tend to focus not 
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on healthy (meaning surviving as opposed to non-surviving) population but rather on the part 
of population being dependent. Thus dependency ratios and especially prevalence of 
dependency by age group is one of the basic variables in the projection function. Meaningful 
metric to assess the dependency level are activities of daily living (ADLs). These encompass 
eating, dressing, bathing, mobility and intimate hygiene. Going further instrumental activities 
of daily living (IADLs) such as e.g. taking medication, cleaning, preparation of meals may be 
also used to determine the level of dependency or limitations. 

The amount of dependent people is not the only main decisive force in the level of expected 
long-term care expenditure in the future. This amount is being driven by the change in the 
level of prevalence of dependent people during the upcoming decades. As comparable 
international data on the development of dependency level is limited and on disability rates 
non-existent (OECD, 2006) no real conclusion may be reached about how these levels will 
develop. Also, disability does not translate fully into dependency thus concluding a decisive 
assumption is hard work for researchers. US studies (Rand Research Bulletin, in: OECD, 
2006) do actually show dependency rates declining slightly among the elderly while rising 
among the younger age groups. The latter being connected to the increasing obesity in those 
younger age cohorts (Sturm et al., in: OECD, 2011). Several studies (OECD, 2006) also show 
that it is rather the increased health care costs which lower the disability levels than vice 
versa. 

With chronic diseases on the rise (Thorpe et al., 2010 in: Tsiachristas et al., 2016) these will 
further pose great challenge to economies worldwide. Not only due to increased health care 
costs but also due to their impact on savings, consumption, labor productivity, labor supply, 
education and life expectancy. Improvements in chronic care management are expected to 
reduce the increase on expenditure due to their potential. 

Another important decision while discussing long-term care expenditure is the assumption 
about the development of dependency while the life expectancy further increases. This can be 
even decisive upon individual age cohorts as some studies assume a natural increase in 
dependency ratios in the oldest old cohort (OECD, 2006). This is in accordance with the latest 
OECD findings (Lafortune et al., in: OECD, 2011) which finds people in older ages living 
with a severe disability. The development of this factor is dependent on the evolution of life 
expectancy and health expenditure (OECD, 2013). 

It is important to note that age does not drive costs of long-term care. This is one of the main 
differences to be considered and taken into account when differentiating between health care 
services and their costs and long-term care. Help provided to one person in their 
(instrumental) activities of daily living is considered to be almost the same, independent of 
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age. When regarding the median of the public expenditure on long-term care costs per 
beneficiary as a % of GDP per capita at different ages from 2 to 97 years of life, it never 
leaves the 60 to 95 % bracket. 

Non-demographic Drivers of Long-Term Care Expenditure 

The non-demographic drivers are related mainly to the share of formal and informal care and 
their evolution over upcoming decades. These are labor force participation, wage trends for 
professional carers, carers' labor productivity, income growth and when speaking of public 
long-term care – demand for the services in this kind of setting. 

As the major bulk of the long-term care is being provided by informal carers, labor 
participation will be a deciding factor. With the demographic shift in action the portion of 
work force in the population is expected to shrink (OECD, 2011). Figure 1 exemplifies this 
trend. 

 

 

At the same time the labor force participation is projected to increase in the future which may 
lead to a shrinkage in the potential pool of old family carers. These trends could very likely 
lead to an increase in expenses for formal long-term care (OECD, 2006; OECD, 2011). 
According to the latter study the very old-age dependency ratio (percentage of people over 80 

 

Figure 1: The share of the working-age populations, Population aged 15-64 (OECD, in: OECD, 
2011, p. 64) 
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in a population) will triple from 4 % to 12 % by 2050. Figure 2 is presenting this numbers 
graphically. 

Another societal factors will also tend to diminish the number of available family carers. 
Among those: declining family size, rising childlessness, changing living arrangements, 
decreasing inter-generational co-residency, high divorce rates, rising female participation in 
the formal labor market or a decline in willingness to care (Jenkins et al., in: OECD, 2011). 
These forces – especially the female participation or exit rate from the labor force are being 
used in models projecting long-term care costs as proxies for informal care and turn out to be 
significant (OECD, 2013). 

 

Wage trends of professional formal care workers is another critical driver of LTC costs. 
According to studies on the personnel cost in public sector found that those accounted for 
between 70% and 90% of total unit costs (Netten et al., in: OECD, 2006; Reinhold, in: OECD, 
2006). These may be limited though by growing share of immigrants among long-term care 
workers. According to OECD (2011) workers born in other countries play a critical role in 
some countries and their importance is still growing. Due to the fact that their wage is still 
lower than that of native workers and their bargaining power weaker, it will still take some 
time for these wage levels to get equalized. 

The prices for long-term care – even that those are quite labor intensive – are not expected to 
acquire higher productivity in the future, while other goods and services in the economy 
would profit from productivity gains thus becoming less expensive. The price-inelastic 

 

Figure 2: Population aged over 80 per 100 population aged (15 to 80) (OECD Labour Force and 
Demographic Database, in: OECD, 2011, p. 65) 
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demand for long-term care services would mean that the share of money spent on those would 
not change thus leading to an overall increase of portion of GDP over time. 

Positive income growth may increase the long-term care expenditure. Literature (OECD, 2013) assumes 
that there is a direct link between income growth and increases in living standards (GDP per capita) and 
an indirect one to cost-disease (relative productivity) effects. These two being highly correlated, it is 
hard to distinguish which one is responsible for the increasing expenditure. OECD (2011) postulates that 
as real income levels are rising, demand may be directed at higher quality services thus incurring higher 
costs. Due to the level of informal services within the long-term care sector, the demand for public 
spending on long-term care is assumed to depend also on developments in formal labor force 
participation. 

2. CONCLUSION 
 
Due to the fact that current projections of long-term care expenditure are uncertain and subject to several 
risks, these drivers may contribute to a more moderate evolution in spending. Drivers behind this 
development may be more spread out cost-saving technologies or more aggressive cost-containment 
policies implementations). However there are risks which may lead to increased spending. The 
technological and technical progress may lead to higher than expected cots. Also, as longevity increases 
within the demographic drivers, so does the pre-death period of ill health. Even increasing trends of 
obesity or dementia may contribute to higher long-term care costs in the future. If policy makers are to 
manage these costs, they need to stimulate the delivery of integrated care and influence health care 
expenditure through different means (e.g. financial agreements, labor supply policies, immigration 
policies, etc.) focusing on the drivers of these costs mentioned in this article. Further studies should 
focus on micro- and macro-level implications of these drivers and propose effective measure to tackle 
the potential to reduce health care expenditure. 
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