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Introduction

Households approaching retirement face a wide
variety of risks to their financial security. They may
live longer than planned and deplete their resources;
they may experience unexpectedly high inflation;

or they may receive unusually poor returns on their
investments. Equally consequential is the risk that
households will face major expenses to cover medical
and long-term care (LTC) costs.

This brief, which is based on a recent paper, inves-
tigates how older households and financial advisors
perceive medical and LTC risks in retirement, how
those perceptions compare to reality in terms of inci-
dence and costs, and how households plan to respond
if their resources prove inadequate.!

The discussion proceeds as follows. The first
section introduces the two components of medical
and LTC risks — individual risk and general price risk
—and discusses the extent to which each is covered
by insurance. The second section describes a new
household survey and compares households’ beliefs
to actual experiences from the Health and Retirement

Study (HRS), a large longitudinal survey. The third
section, using results from a new advisor survey,
explores advisors’ knowledge of medical and LTC
risks and their ability to transmit that information to
their clients. The fourth section assesses the reason-
ableness of households’ planned responses should
resources prove insufficient. The final section con-
cludes that older households tend to underestimate
medical and LTC risks and costs in retirement. Advi-
sors, on the other hand, have a better sense of these
risks and costs, but their older clients do not appear to
know more than households without advisors.

Healthcare Risks in
Retirement

In this brief, we use “healthcare” to refer to any health-
related costs, whether they involve periodic medical
care or long-term care. Medical and LTC risks have
different implications for retirement planning, be-
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cause they differ in terms of individual risk and gen-
eral price risk. Individual risk is the likelihood that a
retiree will actually face a medical shock or need LTC.
General price risk is the likelihood that the rising cost
of the services will erode a household’s financial se-
curity. The difference between these two components
is that individual risk can, theoretically, be insured by
risk pooling, while general price risk affects everyone
and thus cannot be handled by pooling.

Medical Risks

Medical risks are fundamentally high and uncertain.
Fortunately, much of this risk is insured by Medicare
(and Medicaid for those eligible for both programs),
which limits out-of-pocket payments. That said, for
middle-income retirees, medical premiums and co-
pays eat up about one-third of Social Security income
and one-fifth of total income.? The risk that cannot be
insured is that of premiums rising. The premiums
for Medicare Part B (doctor visits) tend to increase
faster than inflation. As a result, while retirees may
be moderately well-insured against a large medical
expense in a given year, compounding increases of
unpredictable size in premiums can erode their dis-
posable income over time.

LTC Risks

In addition to medical risks, most older adults will have
some LTC needs. In fact, only about 20 percent will get
by scot-free (see Table 1). However, among the 80 per-
cent who will require some LTC, needs vary dramati-
cally in both intensity and duration. About 40 percent
will have high-intensity needs for more than a year.?
Many in this group have Alzheimer’s disease or related
dementias — they often need around-the-clock supervi-
sion and can live for many years with the disease.

TABLE 1. LIFETIME PROBABILITY OF A 65-YEAR-OLD
NEEDING LTC, BY DURATION AND INTENSITY

Intensity
Duration ~ None
Low Moderate High
0-1 year 10% 5% 14%
1-3 years 18% 5 3 20
3+ years 5 2 18

Source: Chen, Munnell, and Wettstein (2025).

Unlike medical risks, individual L'TC risks are not
well insured. Despite the high likelihood and cost of
LTC, only about 7.5 million people have LTC insur-
ance, representing around 3 percent of all U.S. adults
or 15 percent of those ages 65+.* Medicaid, the public
insurance program targeted at low-income individuals,
has become a default insurer for catastrophic costs.
For middle-income families, however, qualifying for
Medicaid would require spending down to meet the
program’s stringent income and asset tests.’ In 2024,
the monthly income limit for Medicaid eligibility for
those over age 65 is typically around $2,800 ($5,600 for
couples) and the asset limit is typically $2,000 ($3,000
for couples), but varies by state.

Family members often cover the majority of care
hours for people with low and moderate needs and
supplement the efforts with paid caregivers as needs
increase.® Historically, women, particularly spouses
and daughters, have provided the bulk of family care.
Going forward, changes in the labor force partici-
pation of women may impact the supply of family
caregivers.’

Paid LTC is very expensive — in 2023, the median
annual costs were $116,800 for a private room in a
nursing home, $75,500 for home health aides, and
$64,200 for an assisted living facility.®* The extent of
the general price risk households face in the future
is unclear. The shortage of qualified workers and
growing need for specialized care has driven up the
general price of paid LTC.® Albeit, some studies sug-
gest that the shift from nursing home care to home-
and-community-based services in recent decades
may help slow the price trends for formal care.'

In short, households face the prospect of large out-
lays for healthcare costs in retirement. The question
is the extent to which households and their advisors
perceive these risks and have plans to address them.
To answer these questions, the next section turns to
the results of two recent surveys conducted by Green-
wald Research in July and August of 2024.

Perceptions of Healthcare
Risks

For the household survey, Greenwald Research inter-
viewed online 508 individuals ages 48-78 with at least
$100,000 in investable assets in July 2024. In the case
of married/partnered individuals, the survey partici-
pant must at least share financial decision-making
responsibilities. The survey asked participants about
their perceived likelihood of experiencing a medical
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shock or needing extensive LTC, as well as the po-
tential cost of these events. The responses were then
compared to the actual experiences of older adults

in the HRS to determine whether households have a
good sense of the likelihood of their shocks and their
uninsured risks.

Before looking at the specific responses, it is inter-
esting to note that medical and LTC needs were low
on most respondents’ list of concerns (see Figure 1).
This finding is consistent with other studies showing
older households rank healthcare worries quite low.!!

FIGURE 1. PERCENTAGE OF RESPONDENTS WHO
ARE WORRIED OR VERY WORRIED ABOUT VARIOUS
RETIREMENT RiIsKs

High and rising prices 47%

Political instability 47%

Reductions in Social Security

N

2%
Stock market decline

LTC affordability

Maintaining lifestyle in

. 28%
retirement

Covering medical expenses 24%

0% 25% 50% 75% 100%

Source: Authors’ calculations from the 2024 Greenwald
Research household survey.

Respondents were then asked whether they were
concerned about having a major illness, developing
LTC needs, or having cognitive impairment. Interest-
ingly, only about a third of them were concerned with
any of these risks.

In reality, households are much more likely to ex-
perience a major illness than the 35 percent predicted
by survey participants (see Figure 2).”? But the finan-
cial implications for households in underestimating
their risk of a medical shock may not be that severe
because most of these costs are insured.

LTC costs, on the other hand, are not well insured,
and only 32 percent of households are worried about
developing LTC needs. In reality, over half of house-
holds ages 65+ will need some high-intensity care (see
Figure 3).”* On the other hand, participants’ assess-
ment of the risk of cognitive impairment is very close
to reality.

F1GURE 2. WORRIES ABOUT MAJOR ILLNESS VERSUS
ActuaL Risk oF MAJoR MEDICAL EVENTS

100%

75% 68%

6/%

55%

50%
35%

25% -

9 T T T T
0% Worried/ Hospitalization — Injury Diagnoses of
very worried  for 5+ days duetoafall cancer, lung
about major or broken hip disease, or
illness stroke

Note: For details of calculations, see Endnote 12.

Sources: Authors’ calculations from the 2024 Greenwald
Research household survey; RAND Health and Retirement
Study (HRS) Longitudinal File (1992-2020v2); and University
of Michigan HRS (1992-2020).

Having a good estimate of the likelihood of health-
care needs as one ages is only half of the retirement
planning equation. The other important component
is having a good sense of how much these needs
might cost.

F1GURE 3. WoORRIES ABOUT LTC NEED AND COGNITIVE
IMPAIRMENT VERSUS ACTUAL RISk

100%
m Worried/very worried
O Actual risk
75%
54%
50%
32% 35% 300,
25% - —
0%
LTC need Cognitive impairment

Notes: “LTC need” is defined as requiring some high-inten-
sity care. For details of the calculations, see Endnote 12.
Sources: Authors’ calculations from the 2024 Greenwald
Research household survey and Chen, Munnell, and Gok
(2025 forthcoming).
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As noted earlier, individual medical risk is well
insured; the big risk is general price risk. Indeed,
Medicare Part B premiums have grown 20 percent
faster than the Consumer Price Index (CPI) in the
last 10 years, 70 percent faster in the last 20 years,
and more than twice as fast in the last 30 years (see
Table 2). Only a third of survey respondents, howev-
er, were worried about rising Medicare costs. For-
tunately, Part D (prescription drug) premiums have
remained relatively low in dollar terms.

TABLE 2. MEDICARE PART B PREMIUM INCREASE
RE1ATIVE TO THE CPI OVER VARIOUS PERIODS, 2023

Time period Percent faster than CPI

Last 10 years 20%
Last 20 years 70
Last 30 years 114

Note: Medicare premium inflation is based on the Medicare
Part B standard premium.
Source: Centers for Medicare & Medicaid Services (2024).

LTC costs, of course, are not well insured, which
makes it more important that individuals have a
sense of the costs they may face. Figure 4 shows that
only 39 percent of older households could correctly

FIGURE 4. PERCENTAGE OF RESPONDENTS WHO
CORRECTLY ESTIMATE AVERAGE ANNUAL LTC CosTs

100%

19%
29% 29% ’
15%
50% -
63%
25%
32%
15%
0%
Nursing home Home care Assisted living

‘ 0 Underestimate m Correct B Overestimate [J Cannot estimate‘

Note: For details of the calculations, see Endnote 14.
Source: Authors’ calculations from 2024 Greenwald Re-
search household survey.

estimate the cost of a nursing home, 34 percent for
home care services, and only 15 percent for assisted
living facilities.*

One reason that households have such big misper-
ceptions about both the risks and the costs of LTC is
that survey after survey has found that many mis-
takenly believe that Medicare covers LTC. The most
recent comprehensive survey on LTC affordability was
conducted by KFF in 2022. The results, presented in
Table 3, show that 45 percent of respondents ages 65+
think that Medicare will pay for their LTC. Another 9
percent think that their private health insurance will.”

TABLE 3. PERCENTAGE BELIEVING SOURCE WoOULD
CovER LoNG-TERM NURSING HoME CARE IF NEEDED,
AGES 65+, 2022

Source Ages 65+
Medicare 45%
Private health insurance 9
Personal income or savings 18
Medicaid 6
Long-term care insurance 3
Financial help from family 1
Not sure 15

Source: Hamel and Montero (2023).

In short, misperceptions about who bears the cost
of LTC may play an important role in how households
plan for risks in retirement. The remaining ques-
tions are whether financial advisors have a better
sense of healthcare risks and costs and whether their
advice affects their clients’ perceptions.

The Role of Financial Advisors

About two-thirds of the households surveyed work
with a financial advisor. An important question is
whether advisors have a better sense of healthcare
risks and costs. And if so, do households with an
advisor have a better sense of their risks and make
better plans? To answer this question, Greenwald
Research fielded a survey online of 401 financial advi-
sorsin late July and early August of 2024.%
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Unlike the households, financial advisors surveyed
think that LTC affordability or covering medical costs
are the biggest risks their clients face to ensuring a
secure retirement (see Figure 5). Almost three-fifths
of advisors believe that LTC affordability is a major
risk compared to just 33 percent of older households.
Similarly, almost half of advisors are worried about
their clients covering medical expenses compared to
just 24 percent of survey respondents. Advisors also
rank these two risks as the highest for their older
clients, while investors themselves rank them among
the lowest.

FI1GURE 5. PERCENTAGE OF ADVISORS WHO THINK
Var1ous ITEMS ARE A MAJoOR Risk To CLIENTS’
FINANCIAL SECURITY

LTC affordability 56%

Covering medical expenses 47%
Risk of outliving assets 47%
High and rising prices 3%
Maintaining lifestyle in
retirement
Death of a client’s spouse

Stock market decline

Reductions in Social Security

Children needing financial
support

0% 25% 50% 75% 100%

Source: Authors’ calculations from 2024 Greenwald Re-
search household survey.

Long-term care affordability heads the list of the
major risks facing clients. Indeed, close to 60 percent
of advisors think that at least a quarter of their clients
will need 3+ years of LTC in retirement. The advisors
also have a pretty good sense of how much various
LTC services cost, with over 80 percent estimating the
correct range for nursing home and assisted living
costs (see Figure 6). Advisors were slightly less knowl-
edgeable about home care costs but, even then, nearly
three-quarters of advisors provided a good estimate.
Moreover, roughly 90 percent of advisors were at least
somewhat confident about their cost estimates.

F1GURE 6. PERCENTAGE OF ADVISORS WHO CORRECTLY
EstiMATE LTC CosTs
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Notes: For details of the calculations, see Endnote 14.
Source: Authors’ calculations from 2024 Greenwald Re-
search advisor survey.

Do Advisors Influence Their Client’s Risk
Perceptions?

Despite the fact that financial advisors have a pretty
good sense of costs, older households with advisors
do not seem to have a better sense of their risks. In
fact, those with advisors are even less worried about
their risks and their ability to cover the cost of major
healthcare shocks (see Table 4).

TABLE 4. PERCENTAGE OF RESPONDENTS WHO ARE
WORRIED OR VERY WORRIED ABOUT VARIOUS
HEALTHCARE RISKS IN RETIREMENT, WITH AND
WITHOUT A FINANCIAL ADVISOR

Has a financial advisor

Yes No

Incidence

Cognitive impairment (incl. spouse)  34% 38%

Having a major illness 30 44

Developing LTC need 25 44
Cost

LTC affordability 31 49

Medicare or Medicare Advantage 30 46

cost inflation

Cost of major illness 19 45
Sample size 319 189

Source: Authors’ calculations from 2024 Greenwald Research
household survey.
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One reason may be that households with a
financial advisor are more prepared to handle the
risks. For example, they could have LTC insurance,
be wealthier, and/or be married and have children
who may be able to take care of them. However,
regression analysis shows that even after controlling
for LTC insurance, wealth, marital status, and other
demographic characteristics, those with an advisor are
still less concerned about their healthcare risks than
those without.

A second reason may be that financial advisors are
not discussing these risks with their clients. How-
ever, the survey results show that the vast majority of
advisors at least discuss LTC risks with their clients
and over 60 percent either recommend a policy or
recommend their clients to a professional who is
more knowledgeable about LTC insurance products
(see Figure 7).

F1GURE 7. LTC STRATEGIES THAT ADVISORS DIscuss
wITH THEIR CLIENTS

Recommend an LTC policy h 49%

Refer dient to LTC specialist

Discuss the risk of LTC but
do not recommend a product
or specialist

Do not discuss the risk of
needing LTC

m -

0%  25%

50% 75% 100%

Source: Authors’ calculations from 2024 Greenwald Re-
search advisor survey.

If advisors do indeed discuss LTC risks with clients,
a third reason for low client knowledge could be that
they rely on the advisors to understand these issues for
them and do not focus on absorbing the information.

A key question is why advisors, despite their own
knowledge and awareness, have very little impact on
how older households view these risks. Studies on
the impact of financial advisors on retirement security
have largely focused on their roles in helping clients
make investment decisions.” A few limited studies

have shown that financial advisors can be helpful in
guiding households to set savings goals.’® However,
virtually no research has focused on how financial ad-
visors can help their clients manage the large spend-
ing risks from medical and, particularly, LTC needs in
retirement. This area is ripe for future research.

Implications of Underesti-
mating Healthcare Risks

The implications of households underestimating
their healthcare risks are that they may not plan well
to protect themselves against these risks. The main
reasons advisors cite for their clients not buying LTC
insurance is that they “underestimate the cost of LTC”
or they “would rather not think about needing LTC.”
Without the appropriate insurance or resources,
older households may have to make substantial adjust-
ments or consider less-preferred options. When asked
what contingency plans they would consider if they
could not afford their medical or LTC expenses, over
60 percent said they would consider spending down
to Medicaid, while only 30 percent said they would
consider using their home equity or moving in with
their children (see Figure 8). However, many of these
preferences may not be realistic.

FIGURE 8. PERCENTAGE OF RESPONDENTS MAKING OR
CONSIDERING VARIOUS CHANGES

Spend down assets to qualify

for Medicaid for LTC 61%

Retire to a lower-cost state

55%

Retire to a lower-cost country

Use home equity to manage

0,
healthcare/LTC costs 31%

Move in with children to
manage cost of care (among
those with children)

30%

0% 25% 50% 75% 100%

Note: Data show the share of those who have already made,
considered making, or may consider making changes.
Source: Authors’ calculations from 2024 Greenwald Research
household survey.
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Spend Down to Medicaid

Many older households who believe they can always
fall back on Medicaid may not realize that the pro-
gram’s income and asset limits require impoverish-
ment. Among households with more than $100,000
in investable assets, like those in our survey, almost
none would qualify based on the standard income
rules because their Social Security benefit and defined
benefit income would put them above the limit.
Several states have special income rules for long-term
care with slightly higher limits. Even then, 70 percent
of households in our sample would not qualify. In
reality, only 15 percent of households with more than
$100,000 in initial assets will actually end up on Med-
icaid, compared to the 60 percent of households who
think that spending down to Medicaid is an option for
them (see Figure 9).

F1Gure 9. CUMULATIVE LIKELIHOOD OF HAVING

MEDICAID, BY AGE
/ 1%

16%

12%

8% /
4% /
1%

60 65 70 75 80 85 89
Age

0%

Note: Sample is only among households with more than
$100,000 in investable assets at their first interview.
Sources: Authors’ calculations from RAND HRS Longitudi-
nal File (1992-2020v2) and HRS (1992-2020).

Tapping Home Equity

One of the least popular contingency options for
financing healthcare costs is tapping home equity.
Less than a third of households said they would
consider it. However, in reality, over 40 percent will
tap home equity in retirement — either by getting a
second mortgage, applying for a home equity line of
credit or other loans against the house, or downsizing
and moving to a less valuable house (see Figure 10)."”

F1GURE 10. CUMULATIVE LIKELIHOOD OF TAPPING INTO
HowMme EQuity, BY AGE
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$100,000 in investable assets at their first interview. Tap-

ping home equity includes any instances of second mort-

gage, home equity line of credit or similar loans against a

house, as well as downsizing.

Sources: Authors’ calculations from RAND HRS Longitudi-

nal File (1992-2020v2) and HRS (1992-2020).

Living with Children

Finally, another unpopular option for managing
healthcare needs among respondents is moving

in with children. Again, less than a third say they
would consider this option. Interestingly, in the real
world, only about a quarter of older households in
our wealth group end up living with their children
(see Figure 11 on the next page). So, this option does
seem like the least preferred back-up if plans fail.
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F1Gure 11. CUMULATIVE LIKELIHOOD OF MOVING IN
WITH A CHILD OR A CHILD MOVING IN WITH THEM IF
Housenoip Has Kips, BY AGE
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Note: Sample is only among households with more than
$100,000 in investable assets at their first interview.
Sources: Authors’ calculations from RAND HRS Longitudi-
nal File (1992-2020v2) and HRS (1992-2020).

Conclusion

The uninsured components of healthcare costs in
retirement can be substantial, and older households
need to have an accurate perception of these risks to
plan their spending appropriately.

The results of new surveys show that older house-
holds tend to underestimate their healthcare risks in
retirement and have very little sense of how much
medical shocks or LTC services may cost. Advisors,
on the other hand, have a better sense of the preva-
lence and costs. Interestingly, older households who
work with advisors do not seem to know more about
these risks or costs than those without an advisor. It
is not clear why advisors have little impact on their
clients’ perceptions.

The implications of older households underesti-
mating healthcare risks are that many may have to
make substantial adjustments or consider unpalatable
options. The majority of older households say they
would spend down to Medicaid and prefer to preserve
their home equity. In reality, many end up tapping
home equity and only a minority end up on Medicaid.
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Endnotes
1 Chen, Munnell, and Wettstein (2025).
2 Mclnerny, Rutledge, and King (2022).

3 This estimate is consistent with Favreault and Dey
(2015); Belbase et al. (2021); and Johnson and Dey
(2022).

4 See Gruber and McGarry (2023) and American
Association of Long-term Care Insurance (2020).

The market for private stand-alone LTC insurance
peaked in the early-2000s. Over time, many insur-
ance providers have dropped out of the market or
consolidated. By the early 2010s, many large insurers
stopped selling LTC policies. Recently, there has been
some increase in LTC policies that are combined with
life insurance or annuities (Spillman et al. 2020).

5 For households where one spouse is still living in
the community, their house can be exempt from the
Medicaid asset limits. In some states, the communi-
ty-living spouse’s 401(k) or IRA assets can also be ex-
empt. Additionally, a certain amount of the couple’s
income is protected to prevent spousal impoverish-
ment, although the rules vary by state.

6 See also Spillman (2009); Johnson and Wiener
(2006); Spillman and Pezzin (2000); Wolff and Kasper
(2006); and Freedman and Spillman (2014).

7 Additionally, children and other relatives will be
limited in how much care they can provide if they
live far away. The share of retirees with children
who lived within 10 miles fell from 68 percent to 55
percent between 1994 and 2004 (U.S. Congress Joint
Economic Committee 2019). However, some stud-
ies suggest that the growth in remote work, even
before the pandemic, may help children remain
closer to their parents (Chokshi 2017; Radu 2018;
and Gohringer 2017). Finally, declining fertility also
suggests that fewer kids will be available to care for
older parents in the coming decades (Wettstein and
Zulkarnain 2019).

8 Genworth Financial (2023).
9 Spillman et al. (2020).
10 Although not always the case, home care can be

more cost-effective than nursing home care (Spill-
man, Allen, and Favreault 2021).

11 See Hou (2020).

12 Actual risk is calculated for a sample of house-
hold heads born in 1931-1941 who had $100,000 in
investable assets (in 2023 dollars), who were not in

a nursing home or on Medicaid during their first
interview, and who have died since or have been inter-
viewed at least once after age 80. The risks are for the
household (incidence for either spouse) and exclude
hospitalizations right before death.

13 These numbers are slightly higher than the share
of individuals who will have high-intensity needs in
Table 1 because they represent household-level risks
while Table 1 represents individual-level risks.

14 Since LTC costs vary substantially across geo-
graphic area, the calculations are based on a broad
range of estimated costs. Respondents are catego-
rized as being correct if they estimate that nurs-
ing home costs are at least $75,000 per year, home
care costs are between $20-$50 per hour ($45,760-
$114,400 per year), and assisted living costs are
between $50,000-$150,000 per year.

15 Hamel and Montero (2023).

16 Respondent qualifications included the following
criteria: 1) currently work as a financial professional; 2)
work with a national full-service broker-dealer, regional
broker-dealer, independent broker-dealer, RIA, bank
broker-dealer, or insurance broker-dealer; 3) been a
financial professional for at least three years; 4) derive
at least 50 percent of income from individual sales;

5) have at least $30 million in AUM; 6) make recom-
mendations directly to clients; 7) at least 40 percent of
clients are ages 50+; and 8) serve at least 75 clients.

17 A number of papers have examined the impact of
financial advisors on household finances, with mixed
results: (Shapira and Venezia 2001; von Gaudecker
2015; Hackethal, Haliassos, and Jappelli 2012; Kramer
2012; and Chalmers and Reuter 2020). Advisors
could help clients manage risks by diversifying their
portfolios (Goetzmann and Kumar 2008; French and
Poterba 1991; and Grinblatt and Keloharju 2001)

or reducing risks during financial downturns (Liu,
Finke, and Blanchett 2024).
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18 See Kim et al. (2018) and Marsden, Zick, and
Mayer (2011).

19 In a new study (Chen, Munnell, and Wettstein
2025 forthcoming), we find that older households
who draw down their home equity often do so in
response to a long-term care shock.
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