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FINANCING LONG-TERM CARE: LESSONS 

FROM ABROAD

By Howard Gleckman*

Introduction
As the United States searches for ways to reform its 
system of financing long-term care, it may learn from 
the experiences of other developed nations.  In Japan 
and much of Europe, public benefits for the long-term 
care of the aged have become a pillar of social policy, 
on par with retirement and health care.

Many of these nations embarked on major re-
forms in their long-term care programs beginning 
in the mid-1990s.  However, they have taken quite 
different approaches.  This brief will review the experi-
ences of Germany, Japan, France, and the United 
Kingdom and highlight potential lessons for the 
United States. 

Overview
In contrast to acute medical care, long-term care is 
aimed at assisting those with chronic illnesses man-
age their daily lives in relative comfort and security. 
Such care is provided to both the aged and the dis-
abled, and may include assistance with eating, bath-
ing or toileting, cooking or eating.  It may be provided 
at home or in an institution, such as a nursing home 
or assisted living facility.

In the United States, about half of paid long-term 
care is funded by Medicaid, the joint federal-state 
health program for the poor.  Another 20 percent 
of paid care is financed by Medicare, the universal 
federal health insurance program for seniors.  The 
remainder is paid out-of-pocket or through private 
long-term care insurance.1  However, it is important 
to note that more than half of all long-term care is in-
formal unpaid assistance by family members, usually 
spouses or daughters.2  

The growth in long-term care costs for both the 
elderly and disabled is driving substantial increases 
in government health expenditures, especially for 
Medicaid, which spent more than $100 billion on 
such assistance in 2005.3  As a result, policymakers 
are exploring ways to slow future cost growth in the 
program.

Other major industrialized nations have remade 
their long-term care systems over the past decade. 
Germany, France, and Japan have fundamentally 
restructured their financing programs.  By contrast, 
the United Kingdom continues the process of revisit-
ing its more established system by issuing major new 
studies pointing the way to change.
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As shown in Figure 1, these four countries face 
more severe demographic pressures from long-term 
care than the United States.  In 2000, about 12.4 
percent of the U.S. population was 65 or older.  The 
comparable numbers were 15.9 percent for the United 
Kingdom, 16.1 percent for France, 16.4 percent for 
Germany, and 17.4 percent for Japan.  By 2040, this 
disparity will be even wider.  About 20.4 percent of 
the U.S. population will be 65 or older, compared to 
35.0 percent in Japan.4 

It is also important to note that these four nations 
have developed their long-term care models in the 
context of well-established public health insurance 
systems. Long-term care and medical treatment often 
overlap for the chronically ill, who frequently receive 
both kinds of care at the same time.  Thus, it may be 
somewhat easier for countries with national health 
insurance to develop public systems to pay for long-
term care.  While even those countries struggle to 
make the links seamless, their environment contrasts 
with the patchwork system in the United States, 
where those in long-term care may be receiving acute 
medical benefits from traditional Medicare, private 
Medicare supplemental insurance (Medigap), Medi-
care managed care, employer-sponsored retiree health 
insurance, or Medicaid. 

Given that Japan and many European nations do 
not have such a vast array of programs, they have de-
veloped long-term care financing arrangements that 
are quite different from those in the United States.  
Both Japan and Germany have established long-term 
care as social insurance, financed through a payroll 
tax.  The United Kingdom, by contrast, operates a 
means-tested program funded through general rev-

Source: Organization for Economic Cooperation and Devel-
opment (OECD), (2005).

enues, similar to that in the United States.  In France, 
assistance is available to everyone over 60. However, 
high-income individuals receive only a small fraction 
of the maximum benefit.

Some countries have chosen to provide extremely 
flexible benefits, while others have not.  While the 
United States is making some consumer-directed care 
available through Medicaid, most payments are still 
made directly to highly-regulated and licensed provid-
ers, such as nursing homes or home health agencies. 
Japan provides only services.  In France, seniors re-
ceive a cash payment, which they may use to purchase 
any assistance they choose.  Germany and the United 
Kingdom allow families the option of a cash grant or 
direct benefits.  In many of these countries, benefits 
are designed to encourage home care rather than 
institutionalization. 

Controlling the costs of long-term care is one 
common concern among the different countries.  
Currently, the costs in the major industrial countries 
studied in this brief are roughly 1 percent of GDP (see 
Figure 2).  A major question facing policymakers is 
whether the widespread availability of insurance or 
government-funded care will drive out unpaid care by 
family members and increase the demand for paid 
care, forcing costs to unsustainable levels.  It remains 
unclear from the Japanese and European experience 
whether this phenomenon, sometimes called the 
“woodwork effect,” is a serious concern.  In Japan, 
long-term care costs appear to be far higher than 
expected.  However, more than one quarter of those 
eligible for government benefits choose not to receive 
them.  In Germany, the number of families tak-
ing cash benefits for home care has remained fairly 
steady over the life of the program.  At the same time, 

Figure 1. Percent of Population Age 65 and 
Older, 2000 and 2040
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Figure 2. Public and Private Expenditures on 
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the number of individuals relying on nursing home 
care has increased somewhat, especially for those 
with lower levels of acuity.     

Germany
         
In 1995, Germany created a mandatory, universal 
long-term care insurance system.  The social insur-
ance portion is funded with a payroll tax of 1.7 per-
cent, divided equally between workers and employers. 
In 2005, an additional premium of 0.25 percent was 
imposed on those with no children.  The premium 
was added to reflect the likelihood that this group will 
require higher insurance benefits in the absence of 
children to provide unpaid care. 

The social insurance program covers about 70 
million people.  Another 9 million higher income in-
dividuals choose to purchase private insurance, rather 
than participate in the public program.  All workers, 
however, must have some long-term care coverage.5 

Insurance provides both 
home and institutional Germany and Japan
care.  Families may opt 
to obtain benefits in one through a socia
of three ways.  They may 
receive cash, which they can 
use for a wide range of purposes that include hiring 
professional caregivers, paying family members for 
caregiving, or renovating their homes to make them 
accessible to the disabled. They may opt for an in-kind 
service benefit, where care is provided directly by an 
agency under contract to the insurance program, or 
they may choose a combination of both.6 

The cash payment is significantly lower than the 
direct service benefit.  For instance, a patient who 
needs around-the-clock long-term care at home is 
eligible for direct benefits valued at the equivalent of 
$1,927 per month, but would receive a monthly cash 
payment of only $895.  Those who need full-time 
institutional care also receive up to $1,927 per month, 
depending on their level of disability, with an added 
supplement of up to $619 for those with dementia.  It 
is important to note that the institutional benefit level 
is based only on the cost of care services in a nursing 
home, but does not pay for room and board.

The social insurance program also provides for Japan created its own social insurance system for 
long-term care in 2000.  Unlike Germany’s program, 
which provides assistance for all, regardless of age, 
Japan limits benefits to those 65 and older.  Those 
who are 40-64 are only covered if they suffer from 
age-related diseases, such as dementia. 

medical equipment, respite care, and caregiving train-
ing for family members.  Benefits are available for 
both the aged and the disabled.  However, applicants 
must show a considerable need for care before receiv-
ing benefits.7   

The program has succeeded in substantially 
reducing the number of long-term care patients on 
public assistance, especially for those receiving care 
at home.8  It has also provided families with flexible 
benefits they may tailor to their individual needs.   

About 2 million Germans are receiving benefits 
under the program.  Two-thirds opt for home care.9   
However, there has been a slight increase in demand 
for nursing home care since the program was created. 
In 1997, the first full year that institutional care was 
funded under the new program, 24.6 percent of bene-
ficiaries chose nursing homes.  In 2005, 27.9 percent 
were using such care.  Expenditures for institutional 
care increased from about 42 percent to 48 percent.10  

In terms of financing, German long-term care 
is operated as a parallel, but separate, system to its 
health insurance plan.  It is governed and financed 
through the states (or Länder).  Initially, the program 
built up strong cash balances, although it was intend-
ed to operate as a pay-as-you go system. 

Since, 1999, 
however, the 

 provide broad coverage system’s annual 
cash flow has been 

l insurance model. consistently nega-
tive, though by 

modest amounts. In 2004, for instance, expenditures 
exceeded revenues by 4.5 percent.11  Some analysts in 
Germany are troubled by this trend, especially as they 
look ahead to the nation’s growing dependency ratio.12  

Maintaining current standards of care could 
require significant payroll tax increases in coming 
years.  According to one estimate, the payroll tax rate, 
which the Germans prefer to call a premium, would 
have to increase to at least 3.2 percent by 2040.13   

In sum, the German system has provided uni-
versal coverage for long-term care.  It has reduced 
the number of people receiving such care who are 
on public assistance.  It remains financially viable, 
though long-term cost trends are potentially trou-
bling.  As a result, the nation is in the midst of an 
intense debate about future changes to the program.
    

Japan



The system was explicitly aimed at meeting four 
objectives: reducing the burden of home care on fami-
lies of the elderly; linking benefits to premium costs; 
providing more comprehensive care by integrating 
medical and long-term care programs; and reducing 
the numbers of hospitalized elderly.14  

The pressures on Japan to address long-term care 
were among the most severe in the world.  High life 
expectancy, low birthrates, and restrictive immigra-
tion policy have all combined to create severe demo-
graphic challenges.  At the same time, the nation 
struggled with difficult payment and delivery issues. 
For example, because Japan offered free hospital 
care to the frail elderly, but provided no long-term 
care benefits outside of these institutions, hospitals 
had become the default care setting for many elderly 
Japanese.  As many as one-third of elderly patients 
remained hospitalized for a year or more.15      

The insurance program is designed as a pay-
as-you-go system.  While it is structured as social 
insurance, it is financed 
by a combination of both 
contributions and general France targets covera
tax revenues.  The general benefits for higfund portion, which covers 
half the program, is divided 
among the central government, prefectures, and mu-
nicipalities.  The social insurance element is financed 
by a combination of payroll taxes and modest monthly 
premiums. 

All workers aged 40-64 pay a contribution rate of 
0.9 percent, divided equally between employers and 
employees.  This amount is an add-on to the health 
insurance payroll tax.  Those 65 and older pay an in-
come-based monthly premium, which averages about 
$30 and covers about 17 percent of the program’s 
cost.  Together, the premium and payroll contribution 
finance about 50 percent of costs.  Users of the long-
term care are also required to contribute a 10 percent 
copayment for all services.16   

In 2003, 3.7 million Japanese were certified as in 
need of long-term care, and 2.7 million were receiv-
ing benefits.17  The system covers both institutional 
and home care but, unlike in Germany, it provides no 
cash benefits, only services.  While a growing share 
of home care is provided by newly-created for-profit 
firms, institutional care is delivered by non-profits.  
For those in nursing homes, the insurance system 
pays for care only.  The cost of housing and meals is 
not covered. 

The program is built on what one analyst calls a 
decentralized yet centralized system.  The insurance 
is provided by each of Japan’s 3,200 municipalities, 

g
h

and eligibility and premiums vary by jurisdiction.  
However, prices, and co-payments are fixed by the 
entral government.18  

Once individuals apply for benefits, they are given 
 medical assessment and approved for one of six 
evels of care.  Monthly benefits for each level of care 
re capped and any costs that exceed those maxi-
um levels are borne by the aged and their families. 
enefits range from around $632 to $3,702.  Patients 
re assigned a care manager who helps them build an 
ppropriate care plan.19    

The 2000 law that created the social insurance 
ystem called for a five-year review in 2005.  Partly as 
 result of higher-than-anticipated costs, the govern-
ent made several changes to the program by both 

aising fees and reducing benefits.  The changes 
ncluded requiring families to pay an additional $300 

onthly fee for nursing home care.  Benefits for 
hose requiring the lowest levels of care were also cut, 
nd were limited to preventative services.20  

Despite these 
changes, the system 

e by income, reducing continues to face 
financial strains.  -income seniors. Long-term care insur-
ance outlays were 

stimated at the equivalent of $50 billion in 2004, but 
y 2025 are expected to reach $200 billion.21  Japan 
as seen a significant increase in demand for paid 
are, especially at lower levels of acuity.  Japan has 
lso seen an increase in waiting lists for skilled nurs-
ng facilities since the adoption of the social insurance 
ystem.22  
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France
France, along with Germany and Japan, has substan-
tially reformed its long-term care system in recent 
years.  However, while Germany and Japan adopted 
social insurance as a model for providing long-term 
care needs, France chose a hybrid approach.  The Ger-
man and Japanese systems provide benefits based on 
medical need, regardless of income, and are funded 
in large part by contributions and dedicated payroll 
taxes.  The French program reduces benefits for 
high-income seniors and is financed entirely through 
general tax revenues.  (See Table 1 on next page for 
key features of long-term care systems in different 
countries). 

France adopted its new system, called the Alloca-
tion Personnalisée d’Autonomie (APA) or Personal-
ized Independence Allowance, in 2002.  It offers a 
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monthly cash benefit, which individuals may use for 
a wide variety of long-term care purposes, from hiring 
caregivers to renovating homes.  The cash benefit 
may be used to hire family members as caregivers 
(though not spouses).

The APA is available for those 60 and over.  Ben-
efits are paid based on four levels of need.  Eligibility, 
however, is quite strict.  No benefits are paid unless a 
patient needs help with at least three activities of daily 
living — a test comparable to what is required by pri-
vate long-term care insurance in the United States.23 

Everyone who meets the minimum disability test 
is eligible for some benefits.  However, the level of as-
sistance declines sharply with income.  For instance, 
an individual with resources of $1,232 per month or 
less is eligible for benefits of up to $1,436 per month. 
A person at the same level of medical need, but with 
resources of $4,104 would receive only $286.24 

While the program is managed by the regional 
departments, benefits are equal throughout the coun-
try.  To compensate for differences in resources across 
regions, the central government redistributes funds to 
the departments.25  

The APA was enacted amidst great uncertainty 
about the number of families which would take up as-
sistance.  Two previous attempts at reform had failed, 
in part, because so few elderly participated.  However, 
both participation and program costs have been far 
higher than anticipated.  For example, the expected 
first-year cost was $3.6 billion, but actual expendi-
tures reached $4.9 billion. 

In response to these costs, the government began 
trimming benefits in 2003.  Among the changes: a 
longer waiting period before benefits may be ac-
cessed, restrictions on how the benefit may be spent, 
and a reduction in the income ceiling below which 
one can receive full benefits.26   

United Kingdom 

In many ways, the U.K. long-term care system is most 
similar to that of the United States.  In a scheme remi-
niscent of Medicaid, personal long-term care services 
are provided on a means-tested basis by local govern-
ment.

Nursing care both at home and in skilled nursing 
facilities is provided at no cost by the National Health 
Service (NHS).  However, personal care, which is 
excluded from the NHS, is financed separately through 
the long-term care system.  Interestingly, Scotland has 
established its own separate system, through which the 
government pays for personal care as well as medical 
care.

Local governments have coordinated the U.K. 
system since 1993.  It is funded with a mix of central 
government grants, local taxes, and beneficiary copay-
ments.27  The United Kingdom spends $30.8 billion, or 
about 1.5 percent of GDP on long-term care.  One-third 
is paid privately, while the government pays the rest.28 

Roughly 5 percent of the aged in the United King-
dom receive institutional care.  In 2006, those with 
assets that exceeded $41,700 were not eligible for 
government support.  Those who fall below that cap 
must share costs.  This copayment rises with income. 
As noted, these costs exclude nursing care.29  

An estimated 4 percent of seniors in the United 
Kingdom receive government provided home care, 
while about 9 percent have purchased it on their own. 
Again, actual nursing care is funded through the 
NHS.  All other personal assistance, sometimes known 
as social care, is subject to means-tested copays that 
are set by local governments.30  Provider fees are set 
by contracts with local governments and vary widely 
throughout the country.
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Table 1. An International Spectrum of Long-Term Care

Country Funding Eligibility Means-testing Benefits

Germany Payroll tax Universal No Cash, services, or both

France General revenues 60 and older Benefits tied to income Cash only

U.K. Local taxes, federal grants, Varies by benefit Yes Cash or services
copayments

Japan Payroll tax, premiums, 65+, limited for 40-64 No Services
copayments

U.S. Medicaid, state/federal match Aged and disabled Yes Services, limited cash 
pilot programs

Sources: Weiner, Tilly, and Cuellar (2003); OECD (2005); and Merlis (2003).



Following the recent trend in Europe, local govern-
ments have been required since 2003 to provide a 
cash alternative to traditional in-kind service benefits.  
The take-up rate has been very low however, only 0.5 
percent of those over 64 after the first year.31  The 
United Kingdom also provides an additional Carer’s 
Allowance — an extra cash benefit to low-income 
families who provide an intensive level of care.32 

The level of government support for long-term 
care has been the subject of intense policy debate in 
the United Kingdom for nearly a decade.  In 1999, a 
Royal Commission proposed that both nursing and 
personal care be paid through general tax revenues, 
with no means test for beneficiaries.  An asset test 
would be imposed only for room and board.33  Scot-
land adopted these recommendations.  England 
dropped the means test only for nursing care in nurs-
ing homes.

In 2006, two important new studies were re-
leased.  The first, by the Joseph Rowntree Foundation, 
followed a 1999 report by the same organization. It 
found that “the public finds the present system in-
comprehensible and considers its outcomes unjust.”  
It recommended fundamental reform, but also sug-
gested some incremental changes.  These included 
providing more flexible benefits, increasing the 
personal allowance for those in nursing homes, and 
requiring those who are admitted to nursing homes 
under the NHS to pay room and board, and using 
the savings to increase benefits for all nursing home 
patients.34         

The second study came from the Kings Fund and 
was authored by Derek Wanless, a former chairman 
of NatWest and an outside adviser to the Blair govern-
ment on long-term care issues.  This report included 
an extensive review of several different funding 
models.  It recommended what it calls a partnership 
model.  Under this plan, the aged would receive a 
minimum guaranteed level of care at no cost.  This 
care would represent about 66 percent of need.  
Additional assistance would be funded on a 50/50 
match between individuals and government.  This 
proposal would substantially increase both overall 
costs and government expenditures.35 

Conclusion
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Japan, France and Germany have all reformed 
their long-term care systems since 1995, while the 
United Kingdom, like the United States, continues 
to struggle in its efforts to restructure the way it 
delivers and finances this care.  The social insurance 
model adopted by Germany and Japan has succeeded 
in increasing financial support for the aged, those 
under 65 with coverage, and their families.  Especially 
in Japan, however, the cost has been far more than 
anticipated.  France’s hybrid model has been aimed at 
focusing benefits on those who need them most, but 
its costs have been higher than anticipated as well.

This brief is the second in a series on long-term 
care.  The first looked at the structure and financing 
of long-term care in the United States.  Succeeding 
briefs will review private long-term care insurance 
and describe reform options for the United States. 
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