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OVERVIEW

Between 1946 and 1964 about 76 million 
children were born in the United States. 
This generation, the baby boomers, grew up 
during one of the longest periods of sustained 
economic growth in U.S. history and enjoyed a 
considerably higher standard of living than any 
previous generation. The boomers represent 
a disproportionately large segment of the 
population (roughly 28 percent) and have started 
swelling the ranks of the elderly. 

By 2030, when the youngest boomers will have 
reached retirement age, the elderly population 
will be nearly double what it is today.1 By 2050, 
when the youngest surviving boomers will be 
85, the ‘85 and over’ population will have tripled. 
Currently, about 37 percent of those 85 and 
older use paid long-term care.2 As the elderly 
population grows, demand for long-term care 
will increase. By 2050, up to 14.7 million seniors 
will require some form of long-term care.3 

The possibility of a baby boomer needing long-
term care during his or her elderly years is very 
real and much more likely than most people 
realize. Many seniors may never need formal 
long-term care, but 70 percent of those who 
are currently 65 will. A sizable percentage will 
require long-term care services for an extended 
period of time, with women being at more risk 
than men. On average, elderly individuals will 
use long-term care for 3 years, and one in five 
for more than 5 years. Among those who enter 
a nursing home, the most costly and intensive 
form of care, 12 percent of men and 22 percent 
of women will be residents for over 3 years, 
while one in eight elderly women can expect to 
live in a nursing home for over 5 years.4 

The cost of long-term care is high and 
increasing, and is expected to continue its 
upward trend. Today, a one year stay in a 
nursing home costs $87,600 for a private room 
or $77,380 for a semi-private room; non-certified 

home health aides typically charge $20 per 
hour; the average base rate for the services of 
an assisted living facility is $42,000; and, one 
year of adult daycare services is $16,900.5 Since 
2005, the price of both nursing home care and 
assisted living increased at an average annual 
rate of 4.5 percent – compared to a 2.5 percent 
overall inflation rate.6 

The current system, where 33 percent of long-
term care expenditures for the elderly are paid 
by Medicaid, 34 percent by Medicare, and 20 
percent out of pocket—is not sustainable.7 Total 
annual expenditure on long-term care for the 
elderly is estimated to be $231 billion, which 
accounts for over 7.5 percent of total spending 
on health care for individuals of all ages. This is 
roughly 1.3 percent of the U.S. GDP.8 Because 
baby boomers are aging and the cost of care 
is increasing, total spending on long-term care 
is expected to increase 64 percent by 2030 
and 153 percent by 2050.9 Under the current 
system, these increases will place a heavy 
burden on Medicaid and ultimately on taxpayers, 
most of whom are working age adults. Currently 
there are about 3 employed adults per senior, 
but by 2030 there will only be 2—a 33 percent 
decline. This decline will occur while both the 
need and cost of long-term care are increasing. 

Those who do not plan for long-term care may 
face poor choices. Given the strong possibility 
that the typical senior will require long-term 
care, and given it’s high and escalating cost, 
whether seniors enjoy a comfortable retirement 
or suffer economic hardship may depend 
largely on their ability to afford long-term care. 
Most Americans have not planned for this and 
face the prospect of paying large sums ‘out-
of-pocket’ or relying on Medicaid, which in its 
current form requires ‘spending down’ virtually 
all assets and retirement income. Neither option 
is very appealing and may leave seniors and 
their spouses impoverished, with few choices.

Private long-term care insurance offers a 
solution. Private long-term care insurance 
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currently pays for only 7 percent of total nursing 
home expenditures. By comparison, private 
medical insurance pays for 34 percent of overall 
health expenditures. There is clearly a large gap 
in the market which long-term care insurance 
can fill. 

While long-term care insurance has existed for 
several decades, few people who can afford to 
purchase a policy have actually done so. If one 
in four working age adults were to purchase 
and maintain a policy throughout their senior 
years, then by 2050 the savings in Medicaid 
nursing home expenses would total $48 billion 
annually, and the savings in annual out-of-pocket 
expenses would total $69 billion.10 

A Looming Crisis

Over the coming decades the demand for 
formal long-term care is expected to accelerate 
because:

n	B aby boomers have started entering their 
elderly years.

n	L ife expectancy is increasing.

n	H ome-based care provided by family 
members is becoming a less-viable 
alternative for a growing number of elderly. 

Baby boomers account for about 28 percent of 
the U.S. population and over the next several 
decades will be reaching retirement age. More 
specifically, the oldest boomers will soon reach 
70 and the youngest will have reached 65 by 
2030. By 2050 the youngest surviving boomers 
will be 85 years of age, roughly the age at which 
long-term care is most needed.11 Between today 
and 2050 the size of this age group, those 85 
and older, will have increased more than three-
fold and the overall elderly population will have 
grown by 89 percent (see Figure 1). 

Both advances in medical care and greater 
prosperity have resulted in increased life 

expectancy among the elderly. Today, a typical 
65 year old can expect to reach 84.1 years of 
age, whereas in 1950 he or she could only 
expect to live to 78.9.12 Life expectancy will 
continue to climb: by 2030, the average 65-year-
old can expect to reach 86 – and 88 by 2050.13 
Improved life expectancy increases the need 
for long-term care. As the elderly population is 
growing, the demand for formal, paid long-term 
care rises. 

Because longevity may be increasing at a faster 
pace than improvements in the quality of health, 
the typical senior may live longer in the future, 
but may also need long-term care for a longer 
period of time. An increase in life expectancy 
does not necessarily mean better health in old 
age and does not preclude the need for long-
term care. Even though there has been an 
improvement in overall disability, the specific 
disabilities that have declined are not those 
that imply better health and lower costs, but 
instead simply reflect changes in the external 
environment and improvements in assistive 
devices.14 Also, as life expectancy increases so 
does the incidence of degenerative diseases 
which require constant care and monitoring in 
their advanced stages.15 Alzheimer’s disease is 
of particular concern because 43 percent of all 
seniors 85 and over have this condition.16 

The combination of greater longevity and 
declining health suggests that the demand 
for long-term care may increase even more 
than expected. If this becomes a trend, both 
utilization rates and the length of time spent 
receiving care may further increase, placing 
an even greater financial burden on seniors, 
families, and state and federal government.

Informal home based care is a less viable option 
for a growing number of seniors because there 
are fewer family members who are able to 
provide such care. In the past, long-term care 
was routinely provided at home, informally, with 
friends and family serving as primary caregivers. 
Even today, up to 15 million Americans provide 
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unpaid care for a person with Alzheimer’s 
disease or another form of dementia.17 But 
families have become smaller and more 
geographically disbursed, a greater percentage 
of women are in the labor force, and retirement 
among both men and women is increasingly 
delayed. For these reasons, it is likely that over 
the coming decades there will be a further shift 
away from informal and toward formal care.

A growing number of seniors requiring long-
term care and a greater cost per recipient will 
result in a 64 percent increase in total long-term 
care expenditures by 2030 ($392 billion). By 
2050 expenditures are expected to increase by 
153 percent ($605 billion) (Figure 2).18 Currently, 
about 2.7 percent of all seniors reside in a 
nursing home, 4.4 percent receive some form 
of home health care, 1.6 percent reside in an 
assisted living facility, and about 175 thousand 
use adult daycare.19 Assuming recent utilization 
rates, it is expected that between the year 2010 
and 2030 the number of seniors requiring any 
form of paid long-term care will increase from 
5.7 to 10.0 million (Figure 3). Furthermore, by 
2050 the number of seniors requiring long-term 
care will increase to 14.7 million, more than 
two and one-half times greater than in 2010. 
These large increases are primarily driven by 
the number of very old, those 85 and older, 
who make up the majority of the nursing home 
population. 

Total U.S. expenditures on long-term care are 
determined by the expected number of people 
requiring these services and the expected cost 
per recipient, both of which will increase in 
coming years. Since 2005 the cost of nursing 
home care has grown by 4.5 percent annually, 
compared to an overall inflation rate of 2.5 
percent. If this trend were to continue, the 
average cost of a one year stay in a nursing 
home will increase from about $81,000 per year 
in 2014 to $146,000 in 2030.20

 2015 2020 2025 2030 2035 2040 2045 2050

$239

$281

$333

$392

$454

$508

$561

$605

FIGURE 2: Total Long-Term Care Expenditures, 
2015–2050

NOTE: In 2014 USD. Includes seniors only (age 65 and over). Based 
on nursing home care and home health care.

SOURCE: ACLI calculations based on data from Harris-Kojetin et al. 
(2013), U.S. Department of Commerce, U.S. Census Bureau, and 
data provided by the Office of the Actuary, Center for Medicare and 
Medicaid Services via personal correspondence.

 All elderly 65–85 85+

89.1%

FIGURE 1: Percent Change in Elderly Population 
2015–2050

SOURCE: U.S. Census Bureau
(see http://www.census.gov/population/www/projections/2008projections.html).

71.4%

202.6%
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The Costs 
to Medicaid

Absent any significant breakthrough in the 
treatment of Alzheimer’s disease and dementia, 
and absent a significant change in the system, 
nursing homes will remain the most costly 
form of long-term care and will likely dominate 
Medicaid’s long-term care expenditures over the 
next several decades. Currently, nursing homes 
comprise about 60.7 percent of Medicaid 
long-term care expenditures on the elderly. 
Most long-term care expenditures are paid by 
Medicaid, followed by Medicare, individuals 
and families (out-of-pocket), and finally private 
insurance.21 Though seniors typically prefer 
home-based care, the bulk of Medicaid’s long-
term care budget is spent on nursing home 
care. As both the number of seniors requiring 
long-term care and the cost per senior increase, 
the Medicaid program will be further burdened. 
If its overall share of expenses does not change, 
by 2030, Medicaid’s portion of total long-term 
care expenditures will reach $130 billion and 
by 2050 may be as much as $198 billion (see 
Figure 4).22 

Table 1: Number of Employed Adults
per Retiree*

Year
Number of Employed 
Adults per Retiree**

2010 2.9

2020 2.4

2030 2.0

2040 2.0

2050 2.0

* ACLI calculations and projections based on data from 
U.S. Census Bureau (as reported in the Statistical Abstract 
of the United States, various issues), and Bureau of Labor 
Statistics.

**Number of those age 20 and above who are employed 
full-time, divided by the number of those 65 and over who 
are not in the labor force (excludes those 65 and over who 
are employed full-time).

 2015 2020 2025 2030 2035 2040 2045 2050

$80

$94

$111

$130

$150

$167

$184

$198

FIGURE 4: Medical Long-Term Care
Expenditures, 2015–2050

NOTE: In 2014 USD. Includes seniors only (age 65 and over). Based 
on nursing home care and home health care.

SOURCE: ACLI calculations based on data from Harris-Kojetin et al. 
(2013), U.S. Department of Commerce, U.S. Census Bureau, and 
data provided by the Office of the Actuary, Center for Medicare and 
Medicaid Services via personal correspondence.

 2010 2020 2030 2040 2050

1.31

2.19

2.13

FIGURE 3: Long-Term Care Population,
by Age, 2010–2050 (Millions)

SOURCE: ACLI projections based on data from U.S. Bureau of the 
Census and Harris-Kojetin et al. (2013).

2.64

4.95

7.09

2.43

5.08

5.29

2.55

4.14

3.26

2.13

2.68

2.46

■  65 to 74
■   75 to 84
■  85 and over
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While the demand for and cost of long-term care 
are rising, the percentage of the population that 
pays most of the taxes is shrinking. This means 
that Medicaid and Medicare long-term care 
spending will outpace growth in tax revenues. 
At current tax rates, Medicaid and Medicare 
cannot sustain their current level of coverage. 
Because the elderly 
population is growing 
at a much faster 
rate than younger 
age groups, the 
percentage of working 
age Americans 
will soon decline. 
Today, there are 2.9 
employed adults per 
retiree, but by 2030, 
this will fall to 2.0 
(Table 1). This change 
is significant because 
people of working age 
pay the bulk of taxes 
which in turn fund 
programs such as 
Medicaid. 

Congress may 
be forced to limit 
Medicaid long-
term care spending 
either by reducing 
benefit levels or 
restricting eligibility 
requirements. In 
fact, in an effort 
to reduce costs, 
since 1991 states 
have applied for a 
Home and Community-Based Waiver. Under a 
Waiver, Medicaid recipients can receive long-
term care services in less expensive home and 
community-based settings (e.g. home health 
care) rather than in an institutional setting (e.g. 
nursing home). This has proven to be a good 
approach for younger long-term care recipients 

with fewer limitations in activities of daily living 
(ADLs), allowing many to function in their 
community. But home and community-based 
care is often not a good substitute for seniors, 
particularly those with cognitive impairments or 
those who struggle with multiple limitations. 

There is also some 
concern that the 
increased use of 
waivers will result 
in a ‘woodwork 
effect’, where less 
debilitated seniors 
who do not require 
nursing home care 
and who would 
not ordinarily 
resort to Medicaid, 
intentionally 
impoverish 
themselves in 
order to qualify 
for Medicaid.23 
Evidence of a 
woodwork effect is 
not yet conclusive. 
If it does exist, 
waivers may not 
result in cost 
savings but would 
rather drive up 
Medicaid long-term 
care expenditures. 

In fact, there is 
concern that some 
middle-income 
seniors do transfer 

their assets in order to qualify for Medicaid. 
Although originally intended for the care of 
people with very low income, Medicaid’s 
eligibility rules are currently such that middle-
income seniors may qualify for coverage if they 
deplete their income and assets. Though the 
elderly do transfer assets, there is little evidence 

Why Long-Term Care Insurance 

is Important for Women 

It is particularly important for women to own a long-
term care insurance policy. After age 65 women are far 
more likely than men to need the services of a nursing 
home, outnumbering men about 3 to 1. They also 
reside in nursing homes longer than men. A typical 
elderly female resident spends 2.6 years in a nursing 
home, compared to 2.3 years for a typical male.40 

One reason for this difference is that women are more 
likely to be widowed and to live alone than are men. 
On average they marry at a younger age than men, 
with the median age at first marriage being 28.4 for 
men and 26.5 for women, so they are often younger 
than their spouses; and, women tend to live longer, 
with life expectancy for men in the U.S. being 75.6, 
whereas for women it is 80.8.41 For these reasons they 
are more likely to spend their elder years alone. 

Women are also more likely to be primary providers 
of informal care for elderly spouses and other family 
members. Today, they provide between 60 and 75 
percent of family or informal care.42 Another study 
reports that two-thirds of unpaid caregivers for elderly 
adults are women, usually adult daughters.43 They 
are also more likely to retire early in order to care for 
a spouse or elderly parent. One study concluded that 
“women who help their parents over a two year period 
cut back their work hours by 367 hours per year, or 41 
percent on average”.44 
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to suggest that this is routinely done with the 
intent of qualifying for Medicaid.24 An important 
deterrent is the fact that there is a 3 to 5 year 
‘look-back’ period on all assets and income to 
determine eligibility. Also, because a Medicaid 
long-term care beneficiary and his/her spouse 
are allowed to keep very little income or assets, 
Medicaid does not serve as a good substitute 
for private long-term care insurance. Further, the 
array of choices are fewer than those offered by 
long-term care insurance.

On the other hand, a sizable number of middle-
income people do legitimately qualify for 
Medicaid. About 40 percent of seniors who use 
long-term care and whose primary source of 
payment is Medicaid, spent-down their assets 
before qualifying for Medicaid.25 Because 
spending down while receiving long-term care 
is common, Medicaid has effectively become 
a safety net both for the poor, and for non-poor 
who fail to adequately plan for their long-term 
care needs. 

If Americans do not plan ahead and fail to 
purchase private insurance, much of the burden 
of rising costs will continue to fall on individuals 
and their families. Currently, about 20 percent 
of long-term care costs are paid out-of-pocket 
by individuals. If this continues to be the case, 
projected out-of-pocket expenditures will 
increase from an estimated $46 billion today to 
$81 billion in 2030 and $135 billion in 2050 (see 
figure 5). This represents a 76 percent increase 
in total out-of-pocket costs for long-term care by 
2030 and a 193 percent increase by 2050.26

Lessening the Burden

To determine the extent to which long-term care 
insurance can protect Americans from financial 
hardship and reduce their risk of relying on 
Medicaid, two scenarios are considered. The 
first scenario assumes that current financing 
patterns continue (see Figure 6). The second 
assumes that one in four adults between the 
ages of 25 and 70 purchase and maintain a long-
term care policy at some point prior to requiring 
long-term care.27 The policies purchased are 
assumed to be three year term with four 
percent inflation protection, and a $200 daily 
benefit.28, 29 

Long-term care insurance can serve as a 
significant source of financing for long-term 
care and can greatly reduce both out-of-pocket 
and Medicaid expenditures. Under the second 
scenario, the share of expenditures paid by 
private insurance would increase from 6.5 
percent today to 26 percent by 2050, Medicaid’s 
share of expenditures would decline from 
34 percent to 25 percent, and out-of-pocket 
spending would fall from 20 to 11 percent 
(see Figure 7).  2015 2020 2025 2030 2035 2040 2045 2050

$48

$57

$68

$81

$97

$110

$124

$135

FIGURE 5: Out-of-Pocket Long-Term Care
Expenditures, 2015–2050

NOTE: In 2014 USD. Includes seniors only (age 65 and over). Based 
on nursing home care and home health care.

SOURCE: ACLI calculations based on data from Harris-Kojetin et al. 
(2013), U.S. Department of Commerce, U.S. Census Bureau, and 
data provided by the Office of the Actuary, Center for Medicare and 
Medicaid Services via personal correspondence.
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Increased ownership of long-term care 
insurance can save the Medicaid program $47.7 
billion in 2050 and can reduce out-of-pocket 
expenses by 51 percent, from $135 billion 
to $66 billion (see Figures 8 and 9).30 These 
projections suggest that private insurance will 
help those who need long-term care and who 
are at risk of impoverishment avoid Medicaid, 
effectively reducing the percentage of seniors 
who spend down. In this way, rather than 
serving as a safety net for middle-income 
seniors, the focus of Medicaid-funded long-term 
care can shift toward the poor.

Prospects for Long-Term 
Care Insurance

Growth of the Product 

Both the individual and group segments of the 
long-term care insurance market are evolving:

n	T he market has grown to $11.0 billion in 
premiums, and now covers 6.9 million 
people. 

n	F rom 2007 to 2013 the long-term care 
insurance market grew 17 percent in terms 
of lives covered, and 17.3 percent in terms of 
premiums.31 

n	T he amount that has been paid out in claims 
has also been increasing with carriers paying 
$4.9 billion in benefits in 2007 and $7.7 billion 
in 2013 (Figure 10).

Medicare

33.7%

FIGURE 6: Total Long-Term Care Expenditures 
for the Elderly

NOTE: In 2014 USD. Includes seniors only (age 65 and over). Based 
on nursing home care and home health care.

SOURCE: ACLI calculations based on data from Harris-Kojetin et al. 
(2013), U.S. Department of Commerce, U.S. Census Bureau, and 
data provided by the Office of the Actuary, Center for Medicare and 
Medicaid Services via personal correspondence.

Medicaid

32.9%

Out-of-Pocket 

19.8%

Private

Ins.

6.5%

Other

7.2%

Medicare

24.7%

FIGURE 7: Total Long-Term Care Expenditures 
Assuming Greater LTC Insurance Coverage, 2050

NOTE: In 2014 USD. Includes seniors only (age 65 and over). Based 
on nursing home care and home health care.

SOURCE: ACLI calculations based on data from Harris-Kojetin et al. 
(2013), U.S. Department of Commerce, U.S. Census Bureau, and 
data provided by the Office of the Actuary, Center for Medicare and 
Medicaid Services via personal correspondence.

Medicaid

24.9%

Out-of-Pocket 

10.9%

Private

Insurance

26.0%

Other

7.8%
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Because private long-term care insurance is 
priced on the assumption that an individual 
will hold the same policy until they need long-
term care, premiums vary widely depending 
on the age of the policyholders upon entry, 
and the specific benefits and coverage chosen. 
Additionally, younger candidates for policies are 
much more likely to pass underwriting screens 
than are older candidates.32 For these reasons, 
consumers are encouraged to purchase 
insurance while they are still in their 40s and 
50s, when premiums are lower and more 
affordable. 

When long-term care insurance was first 
introduced, most purchasers were in their 60’s 
or 70’s. In recent years the average age of new 
policyholders has declined steadily. For example, 
the average age of a long-term care insurance 
purchaser in the individual market decreased 
from 68 in 1990 to 59 in 2010.33

2015 2020 2025 2030 2035 2040 2045 2050

$80.1

FIGURE 8: Potential Impact of Long-Term Care 
Insurance on Medicaid Expenditures

BILLIONS (2014 U.S. DOLLARS)

SOURCE: ACLI projections

$150.1

$197.8

■  Current Trend
■   Increased Purchases of LTC Insurance

2015 2020 2025 2030 2035 2040 2045 2050

$47.9

FIGURE 9: Potential Impact of Long-Term Care 
Insurance on Out-of-Pocket Expenditures

BILLIONS (2014 U.S. DOLLARS)

SOURCE: ACLI projections

$66

$134.9

■  Current Trend
■   Increased Purchases of LTC Insurance

 2007 2008 2009 2010 2011 2012 2013

$4.9 $5.0

$6.0

$6.7
$6.9

$7.7 $7.7

FIGURE 10: Long-Term Care Insurance
Claims Incurred (Billions USD)

SOURCE: National Association of Insurance Commissioners.
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Some reasons for the drop in age of the average 
long-term care insurance purchaser include:

n	H eightened public awareness of the power of 
long-term care insurance as a tool for financial 
security in retirement.

n	H eightened public awareness of the 
advantages of purchasing a policy at a 
younger age.

n	T he evolution of long-term care insurance 
products to provide policyholders more 
choices and flexibility at the time of claim.

n	T he introduction of combination products.

n	T he establishment of State Partnerships for 
Long-Term Care.

A better product is available. When long-term 
care insurance was first offered, most plans 
only covered nursing homes. Flexible care 
options and consumer protections have become 
available, as have hybrid products which couple 
an annuity or a life insurance policy with long-
term care insurance. 

Today, policies allow customers to choose 
between in-home care, assisted living facilities, 
and nursing homes.34 Additionally, plans are 
now guaranteed to be renewable, have a 30-day 
“free look” period, offer inflation protection, and 
cover Alzheimer’s disease. Benefits are typically 
paid when a person needs help with two or 
more activities of daily living or is cognitively 
impaired.35 

Long-Term Care Combination 
Products

Products which combine long-term care with 
either life insurance or an annuity are appealing 
to both consumers and life insurers. Since they 
were first introduced in 2007, combination 
products have experienced strong growth 
due to the product’s appeal to consumers and 
tax favorability conferred under the Pension 
Protection Act (PPA) of 2006. These products 
combine long-term care with either life 

insurance or an annuity, allowing accelerated 
payment of life or annuity benefits to cover 
long-term care costs. In the event that long-term 
care is never required, consumers still receive 
a cash value. Long-term care from combination 
products is also less costly for the consumer 
when compared to a stand alone policy due to 
the self-insurance aspect of the products. After 
the self-insurance phase is spent, the insured 
receives a monthly long-term care benefit 
payment from the cash value or death proceeds 
of the product. Further monthly long-term care 
benefits continue per the terms of the rider in 
the contract.

The PPA permits long-term care insurance 
benefits to be paid on a tax free basis for linked 
benefit life or annuity contracts purchased after 
January 1, 1997. Long-term care costs are tax 
free as long as the benefit doesn’t exceed the 
greater of the actual cost of long-term care or 
daily benefit cap under the Health Insurance 
Portability and Accountability Act of 1996 
(HIPAA). Moreover, long-term care costs paid 
within a combination product are also tax free. 
Combined with long-term care coverage that 
extends past the exhaustion of the annuity, 
combination products can enable annuity 
owners to double or triple the annuity’s face 
account value.36 

Because they are tax friendly and, for many 
consumers, less costly than stand-alone 
products, combination products sales have 
grown yearly. Individual life-long-term care 
combination products have experienced double 
digit growth for five consecutive years. In 2013 
there were 98,000 new policies sold, with 
premiums reaching $2.6 billion. This continuous 
strong growth suggests a significant demand. 
Because combination products appeal to both 
consumers and producers they offer a vast 
potential market.

But combination products are not without 
challenges. They are more complex than stand-
alone products and, in most instances, are 
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single premium, which can be costly for some 
consumers.37 

Incentives 

According to a recent study by the National 
Alliance for Caregiving, 6 percent of caregivers 
quit work to care for an older person; nearly 10 
percent have to cut back their work schedules; 
17 percent take leaves of absence, and 4 
percent turn down promotions because of their 
caregiving responsibilities. Increased long-term 
care coverage would allow a significant number 
of family caregivers to remain at work and 
maintain their standard of living. 

Long-term care insurance typically covers 
assisted living facilities, which are an 
increasingly popular long-term care option 
for people who do not require the intensity 
of care provided by nursing homes. Assisted 
living refers to a variety of housing options, all 
of which offer services to assist older people 
with daily living, yet allowing them to be 
independent. Not licensed as medical facilities, 
assisted living facilities offer a wide range of 
personal care and health-related services that 
appeal to people with functional impairments. 
Though not typically covered by Medicaid, 
in some states home and community-based 
services provided in assisted living facilities 
may be covered under Medicaid Home and 
Community-Based Waiver programs. Room-and-
board costs are not covered.

Partnerships

For several years states have been exploring 
ways to partner with the private insurance 
industry to alleviate the growing burden of 
financing public long-term care. One such way 
is through the Partnerships for Long-Term Care, 
a program developed by the Robert Wood 
Johnson Foundation in conjunction with state 
governments and with the support of the private 
insurance industry. 

The Partnerships for Long-Term Care allow 
consumers to purchase a long-term care policy 
where benefits must be fully used before 
the policyholder qualifies for Medicaid. When 
benefits are exhausted, the individual may apply 
for Medicaid, just as he or she would without 
private insurance. Because the individual has 
used the insurance coverage provided under the 
partnership program, he or she is able to protect 
a certain level of assets. In this way, partnership 
programs benefit consumers, Medicaid, and 
private insurers.

The partnerships operate or are pending in 
42 states. As of December 31, 2010 there 
were 286,434 partnership policies in force 
throughout the United States.38 Partnership 
policies take two forms: a dollar-for-dollar 
model, which allows people to buy a policy 
that protects a specified amount of assets; or a 
total asset model which provides protection for 
100 percent of assets once private insurance 
coverage is exhausted. 

In 1993, shortly after the partnership pilots 
began, Congress suspended expansion to any 
additional states because of concerns that a 
publicly funded program, such as Medicaid, 
would endorse private insurance programs. 
There was also concern that the Partnership 
may increase Medicaid spending. However, 
as Medicaid costs increased, Congressional 
representatives from non-partnership states 
expressed interest in implementing new 
partnership programs. 

Though the Partnership Programs have been 
in place for a short time, there is evidence that 
they have had a positive impact on the purchase 
of private long-term care insurance.39
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Conclusions

Because people are living longer and spending 
more years in retirement, planning for long-
term care needs is becoming more important. 
Long-term care insurance can greatly ease the 
financial burden of disability in old age, and is 
increasingly recognized as a key component to 
effective retirement planning. Whether or not 
private insurance will lower future long-term 
care costs depends on many factors including: 
whether Americans realize the possibility of 
needing long-term care and plan ahead for this 
possibility; the degree to which awareness 
can be raised about rising cost of care and the 
limitations of Medicaid and Medicare and how 
private long-term care insurance can help; and 
if the public can recognize that long-term care 
insurance is an effective solution. 
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Year 1960 2012

23.6

FIGURE 11: Birth Rate in the United States
BIRTHS PER THOUSAND

SOURCE: World Bank, World Development Indicators

12.6

Year 1960 2013

37.7%

FIGURE 12: Percentage of Women
in the Labor Force

SOURCE: U.S. Bureau of labor Statistics

57.2%

How Today’s Trends Make Family-Provided Care 

Less Likely for Boomers
Informal home-based care is less viable for 
baby boomers than it was for their parents. 
Several changes in how we live today limit 
the ways we can provide informal care to our 
families. Some of the demographic changes 
that are likely to lead to fewer options for 
informal home care include:

n	 Declining family size
n	I ncrease in job-related mobility
n	G reater labor force participation by women
n	A n increase in divorce rates
n	A n increase in single person households

In larger families, adult children are better able 
to share responsibility for their aging parents – 
either by providing informal care or contributing 
financially. However, declining birth rates have 
made families smaller: In 1960 there were 23.6 
births per 1,000 people; in 2012, there were 
12.6 births per 1,000 – a decline of 46.8 percent 
(Figure 11). 

In addition, working adults are less likely to 
remain in one place during their careers causing 
families to be separated geographically. Adult 
children are less likely to live near their elderly

parents and are thus unable to help with home-
based care.

Unlike the distant past, women and men join 
the labor force at similar rates. Combined with 
a tendency of people to delay retirement, this 
means there are fewer individuals outside the 
labor force who would be available to provide 
informal care to spouses, partners, elderly 
parents, or other family members. In 1960, 
37.7 percent of working-age women were 
in the labor force, compared to 57.2 percent 
in 2013 (Figure 12). A higher retirement age 
under Social Security standards may further 
contribute to the depletion of home-based long-
term care resources. 

A higher divorce rate and more people choosing 
to remain single means more older people 
will have no family members to care for them. 
Many of them will require nursing home 
or other expensive care which can lead to 
impoverishment. A 2005 study shows that 70 
percent of single people who require long-term 
care become destitute.

As fewer people can provide informal care for 
their families, the demand for paid elder care 
will rise, as will the cost.
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Endnotes
1	T he elderly population is defined as those age 65 

and older.

2	ACLI  calculations based on data reported in 
Harris-Kojetin (2013) and the U.S. Census 
Bureau. Includes nursing home care, home 
health care, adult daycare, and assisted living. 
Calculations assume recent usage rates.

3	ACLI  calculations based on data reported in 
Harris-Kojetin (2013) and the U.S. Census 
Bureau. Calculations assume recent usage rates.

4	B rown and Finkelstein (2008).

5	F rom: Genworth (2014). All reported figures are 
based on 2014 data.

6	F rom: U.S. Department of Labor, Bureau of 
Labor Statistics. The cost of long-term care 
services is based on Genworth Cost of Care 
surveys.

7	O nly includes nursing home care and home 
health care for individuals age 65 and over. 
Includes Medicaid Home and Community-Based 
Waivers, as well as long-term care services 
provided by Medicare, out of pocket payments, 
private insurance, and other. ACLI calculations 
based on data from the National Health 
Expenditure accounts, and data provided through 
correspondence with the Office of the Actuary, 
Centers for Medicare and Medicaid Services.

8	F rom: U.S. Bureau of Economic Analysis, 
National Income and Product Accounts. Long-
term care expenditure data is from National 
Health Expenditure Accounts.

9	M easured in 2014 USD.

10	I n 2014 USD.

11	T he average age at which a person first enters a 
nursing home is 83 for men and 84 for women 
(Brown and Finkelstein (2004)).

12	F rom: United States Center for Disease Control, 
Health, 2013.

13	F rom 1950 to 2010 the life expectancy of a 
typical 65 year old increased by 0.9 years per 
decade, and from 2000 to 2010 by 1.5 years 
(U.S. Center for Disease Control, Health, United 
States, 2013). Estimates for 2030 and 2050 are 
based on the assumption that life expectancy 
will continue to increase at a similar rate. 

14	F rom: United States Department of Health and 
Human Services (February 2003).

15	F rom: Genworth (2005).

16	 Source: Alzheimer’s Association (2011), and 
Genworth (2005).

17	A lzheimer’s Association (2011).

18	I f inflation is not controlled for total expenditure 
on nursing home care can reach $580 billion by 
2030 and $1.52 trillion by 2050. 

19	T he total hours of home health care per week 
varies between individuals.

20	I n current USD. This assumes that in 2014 the 
cost of a private room is $87,600 per year and 
the cost of a semi-private room is $78,842. 
Further, it is assumed that 28 percent of 
residents stay in the former and 72 percent in 
the later.

21	M edicare covers hospital-based and some post-
hospitalization skilled long-term care services for 
a limited time. It does not pay for non-medical 
home care.

22	R eported in 2014 USD. Not controlling for 
inflation, under current trends in 2030 Medicaid 
is expected to pay $190 billion for long-term 
care and by 2050 will pay $465 billion. These 
estimates do not include those under age 65.

23	 See Eiken et al. (2013).

24	A ccording to U.S. GAO (September 2005, p. 2): 
“The evidence on the extent to which individuals 
transfer assets to become eligible for Medicaid, 
long-term care is generally limited and often 
based on anecdotes”.

25	F rom: Wiener et al. (1996).

26	R eported in 2014 USD. Under current trends, 
not controlling for inflation, in 2030 out-of-pocket 
payments are projected to be $119 billion and by 
2050 $319 billion. Does not include those under 
age 65.

27	 When first introduced, long-term care insurance 
policies were designed to maintain a level 
premium (i.e. the premium remains fixed 
throughout the life of the policy). Due to an 
unprecedented low interest rate environment 
and unusually low lapse rates, premiums on 
many policies were raised. An increase in 
long-term care insurance policy premiums is 
permitted “if insurers request an increase for 
the entire group of people who purchased a 
particular policy. [However, such an increase 
can be only be justified by inadequate medical 
underwriting, premiums that were initially set 
too low, or insufficient growth in reserves meant 
to cover future claims] (Desonia (2004, p. 17)”.

28	U sing this criterion and U.S. income distribution 
by age as a guide, long-term care insurance is 
most affordable at age 50. At that point, 41.9 
percent of income earners can afford the type 
of policy specified above. Please note that this 
estimate is based on conservative assumptions. 
There are many policies which are more 
affordable than those assumed in our analysis. 
Neither academic nor policy literature define 
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‘affordability’ in a rigorous way (see Bundorf 
and Pauly (2002) for a comprehensive literature 
review). Because ‘affordability’ is subjective, a 
single standard of affordability cannot apply to 
all people. However, for the purposes of this 
analysis it is assumed that income and the price 
of premiums are the only quantifiable barriers to 
purchasing a policy. Because premiums depend 
on the age at which an individual purchases 
a policy, it is also taken into consideration. 
Throughout this analysis, it is assumed that a 25 
to 33 year old can afford to devote 1 percent of 
his/her income toward the purchase of long-
term care insurance. This gradually increases to 
2 percent by age 40, 3.5 percent by age 50, 5 
percent by age 60, and 6.5 percent by age 70.

29	 Premium data was obtained from: https://
ltcfeds.com/ltcWeb/do/assessing_your_needs/
ratecalcOut. 

30	C alculation does not include spending on 
premiums.

31	F rom: National Association of Insurance 
Commissioners.

32	F or example, for the 40 to 44 year old age group, 
89 percent of people pass underwriting screens, 
whereas for the 60 to 64 year old group 79 
percent of people pass underwriting screens 
(see: Merlis (2003)).

33	F rom: AHIP (2013).

34	 Policies offer the services of a care coordinator 
at the time of claim to help craft a plan of 
care and identify local care providers. Other 
common benefits include: respite care to 
provide temporary relief to family caregivers; 
homemaker or chore services; restoration of 
benefits; coverage of some medical equipment; 
survivorship benefits; payment of family 
caregivers; spousal discounts; and paid-up 
policies.

35	A ctivities of Daily Living include: bathing, 
dressing, toilet use, transferring in and out of 
chair or bed, urine and bowel continence, and 
eating.

36	F riedrich (2012).

37	I n 2011, average single premium for a life 
combination product was $70,000, for a 
face amount of about $146,000. Those life 
combination products that have regular 
premiums, average annual amount was almost 
$5,500 for a face amount of $278,000 (see:  
http://thescanfoundation.org/overview-current-
long-term-care-financing-options).

38	 See:  http://w2.dehpg.net/LTCPartnership/
Reports.aspx (accessed in 2013).  

39	 See:  Greenhalgh-Stanley (2014).

40	AALTCI  (2010).

41	U .S. Census Bureau, “American Community 
Survey”, 2009.

42	AALTCI  (2010). 

43	 Johnson and Weiner (2006) 

44	 Johnson and Lo Sasso (2006) 
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