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Executive Summary
This memorandum covers the costs of long-term aadedisability benefits for people
aged 65 and over under a range of potential reftortise funding system in England.
Under the current system, public expenditure ogi@mm care and disability benefits for
older people is projected to rise from £15.8 hillio 2007 to £37.6 billion in 2032, an
increase of 225%.
The public expenditure costs in 2007 of introducnpolicy of free personal care, along
the lines proposed by the Royal Commission on Ldegn Care (1999), would be
approximately £1,980 million more than the curreygtem; of introducing free personal
care for people living at home, proposed by thenBriMinister at the Labour Party
Conference, would be approximately £660 million entitan the current system; and of
introducing a Partnership model the along linegyssted by the Green Paper, assuming
33% of personal care costs are guaranteed (HMG)20@fuld be approximately £470
million more than the current system.
The Green Paper proposes that the new National Szakéce could be funded by
transferring some disability benefits into the abciare system. If, under the Partnership
model considered here, Attendance Allowance andHilisy Living Allowance for older
people were withdrawn, then public expenditure£os2007 would be approximately
£4,140 millionlower than under the current system.
Average weekly financial gains to care home resslemuld be largest for free personal
care (around £95 a week in 2007), but would be éetwE30 and £40 a week under
partnership options.
Average weekly gains for home care users wouldbees£20-£30 a week under free
personal care. They would be just £1 to £2 a weeleuthe partnership model or, if
Attendance Allowance and Disability Allowance werighdrawn, home care users would
lose around £40 a week on average.
Gains from all the reform options examined aredatdor care recipients in the highest
fifth of the (age-specific) income distribution aswhallest in the lowest fifth. Under the
partnership model with Attendance Allowance andabikity Living Allowance
withdrawn, losses are largest in the lowest incgnogip.
Our findings on the partnership model are dependeihe form of the means test which
would remain for that part of care costs not methaystate, particularly if Attendance
Allowance and Disability Allowance are withdrawneWave assumed that those means
tests would operate as now. If they were more grrsggains (losses) could be larger

(smaller) and more targeted on those on lower isOmM
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Paying for Long-Term Care: Potential Reforms to Furding Long-

Term Care

This discussion paper has been prepared dyl&R2030study team as a
contribution to the House of Commons Health SeBmrnmittee Inquiry into
Social Care. This inter-disciplinary team, coverangumber of institutions, is
investigating the needs and resources of olderlp¢o2030. It should be
noted at the outset that this report is independewbrk commissioned from
the PSSRU by the Department of Health, explorimgdbsts and benefits of
funding options in the Government's Green P&baping the Future of Care
TogetherHMG 2009).

The present paper covers a range of potentiamafto the funding system
for long-term care in England. It presents curaamd projected future public
expenditure costs of long-term care for older peaider the reform options
and the implications of the options for the co$tsawe borne by individuals in
different income groups. The reform options coestd here include a
version of ‘free’ personal care which was a poliegommended by the Royal
Commission on Long Term Care (1999), the versioffreé’ personal care
proposed by the Prime Minister at the Labour P@dwference, and several
versions of a Partnership model along lines suggdsy the recent Green

Paper on care and support (HMG 2009).

In light of concerns about the restricted cogeraf the current system we
compare expenditure under a selection of the refiptions to expenditure
under a potential expansion in care services fiergbeople along the lines of
the care packages recommended in the Wanless mphlrhding social care
(Wanless 2006). Such an expansion could also ctvmat @as a result of the
reforms themselves: by reducing the cost of caredividuals the reforms
might generate an increase in demand for carerdftbems could drive up the
fees that care homes charge to local authorities.sEnsitivity of the reforms
to such changes is therefore investigated. Alhesties relate to England and

are expressed in constant 2007 prices.



Method

4, The method is as used in an earlier study adddsribed in detail in Hancock
et al (2007). The analyses were conducted using twetnkodels — the
CARESIM microsimulation model and the Personal 8ld8ervices Research
Unit (PSSRU) cell-based long-term care finance rhdd@RESIM simulates
the incomes and assets of future cohorts of oldeple and their ability to
contribute towards care home fees or the costsmihbased care, should
such care be needed (Hancetlal.2003). The PSSRU model makes
projections of demand for long-term care and assediexpenditure, under

clearly specified assumptions (Wittenbetgal. 2006).
Policy Options Considered
Funding Policy Options Considered

5. Free personal caréhe policy of free personal care has been descahdd

discussed in detail elsewhere (Royal Commissiohamng-Term Care 1999,
Wanless 2006). The Royal Commission report enedagveral ways of
implementing free personal care, one of which \kas, for residential care,
there would be a personal care allowance, applyealitbocal authorities
(Royal Commission on Long Term Care 1999: 66 #6.8Bjs sum would be
deducted from the charges made in individual careds, leaving the balance
representing living and housing cdstEhere would be means-testing of
ability to pay for hotel costs, entitling peoplethiittle means to receive help
with the charges for living and housing. An impattéeature of this approach
is that the amount allowed for personal care idiegiple in any care home.
This ‘fixed care costs’ version of free personakda the one we model. The
weekly personal care allowance was set at £248.Apiil 2007 and assumed
to rise with general price inflation in future ysarThe cost of all need for
personal care at home, as assessed by local digthas assumed to be met

by the state under free personal care.

! The modelling of all options considered here assiopntinuation of existing eligibility criteria
relating to disabled older people who receive imfak care. Disabled older people with informal carer
are currently treated as “less eligible” for pulyitunded support than those without (DH 2003). 8om
implications of this are discussed at the end.

2 In nursing homes there is now also a standard bipfiribution to the costs of nursing care.



6. Free personal care for those with the highestisiéving in the community:

The Prime Minister announced the Government'sntie to introduce a
policy of free personal care for older people witd highest needs living at
home. We model the implications of this policydssuming that the means-
test for local authority support for home care wiblog abolished for older
people with personal care needs currently receiVirg’ or ‘very high’
packages of care, as defined by our model. Intipgathis means that those
people with personal care needs receiving packafgesme care of 5 or more
hours per week would no longer contribute to th&tsof their care. The
means test remains for people receiving fewer thaaurs of home care, for

those without personal care needs and for oldeplpdiving in care homes.

7. Options relating to a partnership madé@lhe Green Paper proposes a

partnership model in which everyone who qualifi@sdare and support on the
basis of their care needs would be entitled to lzaset proportion of their
basic care and support costs met by the state.pidp®sal has a progressive
element such that older people with fewer meanishaile more of their costs
met by the state; and those with the fewest medhbave all their care costs
met by the state (HMG, 2009). Based on our ingtgpion of the Green
Paper, we assume that all those who qualify foz eae eligible to have one-
third of their personal care costs met by the Staféae Green paper is not
specific on who would be eligible for more tharhad of their care costs. We
assume that those who under the current fundirntgrsyare entitled to a state
contribution of more than one-third of their caosts, continue to receive the

same state contribution as under the current system

8. Partnership model with withdrawal of some diBbbbenefits The Green

Paper also proposed that the new National Caraceerould be funded by
transferring monies from some elements of the bisngfstem into the social
care system. It suggests that one option is todnails Attendance Allowance

(AA) for new claimants and transfer the money itte social care system

% The Green Paper also indicates that there wouldv@stment in prevention, such as investment in
re-ablement and tele-care (HMG 2009: 51-2, 103)jis has not been included in the modelling here.
* Although the options suggested by the Green Papedelled here, relate to the partnership option, i
should be noted that there are similarities betvtbertomprehensive option and free personal care.



(HMG, 2009). AA is a non means-tested benefit isaldled older people
aged 65 and over and is payable at one of two.rfesnodel a variant of the
partnership scheme in which AA and Disability LigiAllowance (DLAY are
withdrawn.Since receipt of AA or the middle or higher rateDafA
determines eligibility for a Severe Disability Priemm (SDP) in Pension
Credit we assume that if AA and DLA were withdrawire SDP would also
be withdrawn. Receipt of AA and DLA also determeligibility for Carer’s
Allowance for carers of people with impairment, dne Pension Credit Carer
Premium, but our analysis does not cover thesefitmn&odelling of the
withdrawal of AA under the current system, carred by Forder and
Fernandez (2009) for the Department of Health dflasved for some
targeting, but this does not seem to be describ#uei Green Paper itself and
has not been modelled here. The Green Papemajgi@$ some transitional
arrangements, whereby “people receiving any oféle/ant benefits at the
time of reform would continue to receive an equawllevel of support and
protection under a new and better care and suppstém” (HMG 2009: 104).

The modelling here does not take account of thesply-in of the reforms.

9. Effects of rises in care home feksindependent care homes, fees paid in

respect of residents who are supported by the kgalority are often lower
than those paid by ‘self-funders’. The free persocage and partnership model
options would increase the proportion of care hoesedents eligible for local
authority support with their fees and it is impligiassumed here that all those
receiving local authority support with their feesder the reform options
would be eligible for the lower local authority festes. There could therefore
be pressure for local authorities to increase ¢les they offer care home
owners in respect of local authority supporteddesis® Two possibilities are

considered here. In the first, local authority fass assumed to remain at their

® A similar benefit which can be received by peaied over 65 who started to receive it before
reaching that age for over 65s

® In Scotland, when a ‘fixed care costs’ versiorireé personal care was introduced, private and
voluntary care providers were reluctant to provptheces for older people under ‘integrated’ consact
under which local authorities managed the conted@trangements with care homes on behalf of older
people receiving free personal care (Age Conceatl&hd, 2003: 19-20). The underlying problem,

that local authority fees are lower than self-fustiéees, is addressed here by allowing for scesan
which local authorities increase the fees theyrdfiecare home owners.



current levels. In this case, part of the costhefchange would implicitly fall
to care home providers, which is probably unrealist fees for local
authority-funded residents do not rise, the refonwnsld yield reduced
revenue for care home providers and some mighugofdusiness. In the
second possibility, local authority fees are asslitoaise such that provider
income per resident remains at its 2007 level utitecurrent funding
system. The higher fee rates are assumed to &ppliysupported residents
and not just to those specifically benefiting fridme reformed funding system.
The state contribution to personal care is takdretanchanged so that all of
the fee rise relates to hotel costs and is suljetieans-tested user charges

under all options.
Pattern of Care Policy Options Considered

10.  Wanless pattern of car:scenario describing an expansion of services for

disabled older people is modelled along the lifab® ‘core business’
scenario described in the King’'s Fund Social Cazei®v, led by Sir Derek
Wanless (Wanless 2006). In the Wanless Reviewertiis scenario all older
people identified as having personal care needsveservices at levels

which are deemed to be cost-effective. Cost-affectervices are defined as
those which cost less than £20,000 per persongsertg produce an outcomes
gain equivalent to one ADLAY, where an ADLAY is ADL "-adjusted life
year and can be understood as a year of life Aly.-compensated. In the
scenario reported here we have expanded servidbatsihe total numbers of

older people receiving services match those regant&V/anless (2006).

11.  This scenario addresses the criticism thaetiselarge unmet need in the
current system (CSCI 2008; HMG, 2009). It also destrates the sensitivity
of the projections to changes in the eligibilitytena for care services, which
is of central importance to the partnership modedesthe offer of public
resources is available only to those who ‘qualify’ care and support
services. Combined with the free personal carepanthership funding

reforms this pattern of care can also give an mttha of the public

" ADL stands for Activities of Daily Living. Difficities in or inability to perform ADLs is a common
measure of the need for care.



expenditure consequences of demand for care inoge@msresponse to the

reduced care costs that individuals would face utitese reforms.

‘Base Case’ Assumptions

12.

The PSSRU and CARESIM models produce projestion the basis of

specific assumptions about future trends in thedkexers of demand for long

term care (Box 1). A base case projection takesuwattcof expected changes

in factors exogenous to long-term care policy, sagldemographic trends and

trends in housing tenure. It holds constant facemdogenous to long-term

care policy, such as patterns of care and the fgnslystem. The base case
used as a comparison when the assumptions of thielnarye varied in

alternative scenarios.

BOX 1

KEY ASSUMPTIONS OF THE BASE CASE

The number of people by age and gender changaseannith the Governmen
Actuary’s Department 2006-based population prapectifor England.

Marital status changes in line with GAD 2006-basedrital status and

cohabitation projections for England and Wales.

Prevalence rates of disability by age and gendeaie unchanged, as reported
the 2001/2 General Household Survey (GHS) for GBeiddin.

Home-ownership rates, as reported in the pooled3/20@2004/5 and 2005/6
Family Resources Survey (FRS), change in line pithections produced by the

CARESIM model.

The proportions of older people receiving inforroale, formal community cane

—

is

n

services, residential care services and disalbktyefits remain constant for each

sub-group by age, disability and other needs-rélakaracteristics.

The funding system remains unchanged as the cisystém for England.

Health and social care unit costs rise by 2% per ye real terms (but non-staff

revenue costs remain constant in real terms). Gezds Domestic Product rises
line with HM Treasury assumptions.

The supply of formal care will adjust to match dewhaand demand will be no

more constrained by supply in the future than enlibse year.

n
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Public Expenditure under Current Funding System andPolicy Options

13.

All results relating to public expenditure untiee current funding system and
policy options are shown in Tables 1 and 2 andrféidu

Public Expenditure under Current Funding System

14.

Public expenditure on long-term care and digplbenefits for people aged
65 and over is projected to rise, under base casengtions, from £15.8
billion in 2007 to £37.6 billion in 2032, an incesaof 225%. These figures
relate to public expenditure on long-term healttvises and social services
and to all disability benefits for older peoplelEmgland. If Gross Domestic
Product (GDP) rose in line with HM Treasury assuong public expenditure
on long-term care and benefits would rise from %28f GDP in 2007 to
2.05% in 2032. These projections are sensitiveaxying the assumptions
about future life expectancy, trends in disabili#éges and trends in real unit
costs (Wittenberget al. 2006). They relate to the funding system currently

used in England.

Public Expenditure Costs of Options

15.

16.

Under_free personal cafixed care costs variant) around 100,000 priyatel

funded care homes residents and around 200,00at@ignvfunded users of
home care would become eligible for public suppbine additional net public

expenditure cost, compared to continuation of theent funding system,

would be around £1,980 million at 2007 prices casipg an additional cost

of around £2,075 million to social services, offegta saving of around £95
million in disability benefits. This saving occurecause publicly-funded care
home residents cease to receive AA/DLA and undse fsrersonal care, all
care home residents are publicly-funded. The anithitinet public expenditure
cost would rise to around £3,750 million in 202'd &4,890 million in 2032 at

constant 2007 prices. Public expenditure on lomgrteare and disability

benefits would rise from 1.46% of GDP in 2007 t8126 in 2032.

Under free personal care at home for people mith needshe additional net

public expenditure cost would be around £660 mmllim 2007. The net
additional cost would rise to around £1,380 millinr2027 and £1,770 million



11

in 2032 at constant 2007 prices. Public expenditurdong-term care and
disability benefits would rise from 1.35% of GDP2807 to 2.14% in 2032.

17. Under a Partnership modelith 33% of personal care costs guaranteed), the
additional net public expenditure cost, above cumtion of the current
system, would be around £470 million in 2007, casipg a cost of around
£570 million to social services offset by a savofgaround £95 million in
disability benefits. The net additional cost wotike to around £1,170 million
in 2027 and £1,590 million in 2032 at constant 2pfi¢es. Public expenditure
on long-term care and disability benefits woulderfsom 1.33% of GDP in
2007 to 2.13% in 2032.

18. If, under a_Partnership model, disability béseére withdrawn net public

expenditure cost would be around £4,140 millimwer than under the current
system in 2007. There would be additional costs of around £1 fiflon to
social services but this is offset by a reductibt® 320 million in disability
benefits. The net reduction in public expenditwild rise to around £6,040
million in 2027 and £6,480 million in 2032 at coenst 2007 prices. Public
expenditure on long-term care and disability besefiould be 0.95% of GDP
in 2007, which is a lower figure than the curreetgentage (1.29%). This
would rise to 1.69% in 2032, which again would beér than the percentage
in 2032 under the current system (2.05%).

Sensitivity Analysis: Care Home Fees

19. Under free personal care where care home tededal authority-supported

residents risethe additional net public expenditure cost, abowetinuation of
the current system, would be around £2,200 millbr2007 prices rising to
around £4,220 million in 2027 and £5,510 million26832 at constant 2007

® The modelling looks at the effects if AA and DLérfpeople aged 65 and over were withdrawn in
2007 and therefore does not take into accountitramal arrangements, which the Green Paper
suggests would be introduced (see #7 above).

° A reductionin net public expenditure costs is also showr@impact assessment prepared by the
Department of Health, which shows a reduction iblistexpenditure of £1.1 billion in 2024 under the
partnership option with withdrawal of some disapibhenefits (DH 2009: 3). This is a smaller
reduction than that shown here in 2027, but theipeereasons for the difference are difficult to
ascertain because the DH has not yet publishedsdetats modelling of the reform options.



20.

21.

12

prices. Public expenditure on long-term care waide from 1.47% of GDP in
2007 to 2.34% in 2032.

Under the Partnership model where care home rise the additional net

public expenditure would be around £710 million2@07 rising to around
£1,660 million in 2027 and £2,200 million in 2032 apnstant 2007 prices.
Public expenditure on long-term care would risenfrb.35% of GDP in 2007
to 2.17% in 2032.

If, under the Partnership model, disability éfér are withdrawn and LA fees

rise, net public expenditure cost would be around 83,80llion lower in

2007. The reduction in public expenditure woulddbeund £5,540 in 2027
and £5,820 million in 2032 at constant 2007 pridesblic expenditure on
long-term care would rise from 0.97% of GDP in 200671.73% in 2032.
These percentages are both lower than their regpesuivalents under the

current funding system.

Sensitivity Analysis: Wanless Packages of Care

22.

23.

This sensitivity analysis considers the net lipubxpenditure cost of an

expansion of care service®r older people as per the care packages

recommended in the Wanless report on the fundingsamfial care. The
additional net public expenditure cost, compareth wontinuation of current
care packages, would be around £3,200 million & 2@rices comprising a
cost of around £2,550 million to social servicegD& million to the NHS and
£485 million in disability benefits. The net cosbwid rise to around £8,110
million in 2027 and £10,140 million in 2032 at ctarg 2007 prices. Public
expenditure on long-term care would rise from 1.5684GDP in 2007 to

2.60% in 2032.

If free personal care was implemented alongsigmnded packages of care

the additional net public expenditure cost wouldabeund £5,640 million in
2007 rising to around £12,750 million in 2027 arddb A 00 million in 2032 at
constant 2007 prices. Public expenditure on longrteare would rise from
1.76% of GDP in 2007 to 2.92% in 2032.
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24. If partnership was implemented alongside expdnplackages of carehe

additional net public expenditure cost would beuah£3,610 million in 2007
rising to around £9,170 million in 2027 and £11,58dlion in 2032 at
constant 2007 prices. Public expenditure on longrteare would rise from
1.59% of GDP in 2007 to 2.27% in 2032.

Table 1
Public expenditure on long-term care and disabilitybenefits for people aged 65

and over under potential reforms to funding long-tem care, England, 2007

£ million
Public Long-term care Disability
expenditure Personal NHS benefits for
on long-term Social people aged
care and Services 65+*
disability
benefits for
people aged
65+
Base case — Current
funding arrangement 15,810 6,765 3,725 5,320
in England
Free personal care in
all settings 17,790 8,840 3,725 5,225
Free personal care for
high/very high
domiciliary care users 16,465 7,420 3,725 5,320
Partnership with 33%
guarantee 16,280 7,330 3,725 5,225
Partnership, AA/DLA
(65+) discontinued 11,670 7,945 3,725 0
Free personal care +
fee rise 18,010 9,060 3,725 5,225
Partnership +
fee rise 16,515 7,565 3,725 5,230
Partnership, AA/DLA
(65+) discontinued +
fee rise 11,910 8,185 3,725 0
Wanless packages of
care 19,015 9,295 3,915 5,805
Wanless packages of
care + free personal 21,455 11,855 3,915 5,685
care
Wanless + partnership 19,425 9,825 3,915 5,685

Source: Caresim and PSSRU Models
Note: *Disability benefits for people aged 65 aonker’ refers to Attendance Allowance (AA)
and Disability Living Allowance (DLA).
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Table 2
Public expenditure on long-term care and disabilitybenefits for people aged 65
and over under potential reforms to funding long-tem care, England,
2007 and 2032
(£ million, % GDP)

Public Expenditure Public expenditure
- in £ million (2007 prices) % GDP
2007 2032* 2007 2032*
Base case — Current
funding arrangement 15,810 37,590 1.29 2.05
Free personal care 17,790 42,480 1.46 2.31
Free personal care for
high/very high 16,465 39,355 1.35 2.14
domiciliary care users
Partnership 16,280 39,180 1.33 2.13
Partnership, no AA/DLA 11,670 31,115 0.95 1.69
Free personal care + fee
rise 18,010 43,100 1.47 2.34
Partnership + fee rise 16,517 39,815 1.35 2.17
Partnership, no AA/DLA 11,910 31,770 0.97 1.73
+ fee rise
Wanless 19,015 47,735 1.56 2.60
Wanless + free personal 21,455 53,685 1.76 2.92
care
Wanless + partnership 19,425 49,165 1.59 2.67

Source: Caresim and PSSRU Models

Note: * Projections of public expenditure are unéstimates since they assume
constant take-up rates of DLA by age and genderdandot allow for maturation of
the DLA scheme.
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Figure 1
Public expenditure on long-term care and disabilitybenefits (65+):
Difference between current system and reform optiosy England, 2007
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£ million
20,000
15,000 | ]
$ 10,000
o
5
N~
02007
S 5,000 |
g 02032
5
B 0 —
@ . °
Q [¢] = QO
- = g - 5 ~
5,000 2 4 5 1 S 3
g 5 ] 8 5 &
Q O 3} ~ = 8
- IS L @
-10,000 & 3 & = 3 )
' T S a & 8 &£
ag;) £ 2 o
11 T T &
3 2 = I3
s g

Source: Caresim and PSSRU Models
Notes: see notes to Tables 1 and 2

Financial Gains and Losses to Care Home ResidentagadHome Care Users from

the Reform Options
The average financial gains from reform optiemgounds per week (April
2007 prices), are shown in Table 3. Figures arergfor people aged 65+ and
aged 85+ in 2007, and aged 85+ in 2027. Theylarenrs separately and in

combination for care home residents and home G@esu The gains are

25.

largest under free personal care for care homdeets who would be on

average about £95 a week better off in 2007 an® £12027, or a little lower
if care home fees rise. Gains to care home resdeould be between £30

and £40 a week under the partnership options.



26.

27.

16

Under free personal care, gains are somewWat lior home care users —
some £20-£30 per week. They are a little highelenwWanless patterns of
care. This is because these patterns of care ashiatnmore people are cared
for at home with more expensive packages of cane #t present. A move
from the current funding system to free personed cader these patterns of
care is therefore more beneficial for home caresuben under current
patterns of care. Home care users gain only ssuals from the partnership
model when AA and DLA are retained. If AA and Dlafe withdrawn they

lose about £40 a week.

These losses need some explanation. Becauseatieevariations in how local
authorities charge for home care services, we hasemed a standard means
test that embodies the principles set out in natignidance. We have also
had to make assumptions about how the means testd work if AA and
DLA were withdrawn. For the current funding systes assume that all
Local Authorities include AA and DLA in the incomshich is taken into
account in assessing user contributions to honee date also assume, to
comply with national guidance, that they therefdisgegard part of any
AA/DLA that the recipient uses towards DisabilitglRted Expenditure
(DRE)'. Under current guidance, if LAs disregard AA/Diso account in
the means tests, they do not need to make anyaailmsvfor DRE. We have
assumed that if AA/DLA were withdrawn, LAs wouldtrmoake any
allowance for DRE but would apply an otherwise sammeans test to the
proportion of care costs not met by the state tiive-thirds). Thus although
some users gain from the non means-tested 33%cstatigbution, the loss of
AA/DLA (and in consequence the DRE disregard) mbea outweighs this

gain for most.

Y DRE can include e.g. higher transport, laundry laeating costs attributable to the person’s
disability.



Table 3: Average weekly gains, care home residerasd home care users, 2007 and 2027

£s pw, A@U07 prices

Care home residents and
home care users combined

Care home residents

Home care users

2007 2027 2007 2027 2007 2027

65+ 85+ 85+ 65+ 85+ 85+ 65+ 85+ 85+

Free personal care in all settings 47.0666.30 71.30 9550 96.30 131.20 24.60 28.40 31.30
Free personal care for high/very high needs homeusers 12.40 13.20 14.10 0.00 0.00 0.00 18.10 22.40 23.50
Partnership model, 33% guarantee 12.906.60 25.70 37.30 38.10 61.10 1.60 1.70 2.10
Partnership model, AA/DLA (65+), discontinued -16.1 -8.20 0.80 37.30 3810 61.10 -40.80 -40.50 -39.50
Free personal care + LA fee rise 43.8052.10 64.30 85.30 86.30 112.60 24.60 28.40 31.30
Partnership + fee rise 10.10 13.10 19.20 2840 29.10 44.70 1.60 1.70 2.10
Partnership with AA/DLA (65+) discontinued + fesei -19.00 -11.90 -5.80 2840 29.10 44.70 -40.80 -40.50 -39.50
Free personal care in all settings under Wanle$srpa of care 44.60 54.60 65.70 96.00 101.70 135.70 31.80 38.30 42.60
Partnership under Wanless patterns of care 8.71.50 1750 36.80 40.00 62.90 1.70 1.70 2.50
Partnership with AA/DLA (65+) discontinued under kless -18.90 -13.00 -10.40 36.80 40.00 6290 -32.70 -31.20 -34.70

patterns of care

Source: CARESIM model



How do Financial Gains and Losses Vary by Incomeup?

28.

29.

30.

To assess how the financial effects of thernefoptions for care recipients are
likely to vary across different income groups, #verage gains within each
fifth (quintile) of the income distribution are cpared™. Care recipients are
classified according to the quintile of the incodigtribution in which their
income falls, where that distribution is specibdive-year age group. In the
analysis that follows, someone classified as haamgicome in the highest
income quintile has a high income relative to peagla similar age. This

may not be a high income relative to the total paten. When compared to
the total population income distribution, older pksoare in general
concentrated in the second and third quintilehefihcome distribution, and

this is even more pronounced for those aged 8aead

Financial gains and losses are measured byeban users’ disposable
incomes after meeting care cdétsThe distribution of these gains and losses
are shown for care recipients aged 85 and ovédigunes 2 (2007) and 3
(2027).

Under all the options, gains are highest asgds smallest in the top income
group; gains are smallest and losses largest ilotinest income group. In
2007 care recipients (aged 85+) in the top incormeamgain around £90 a
week from free personal care, some £20 a week thenpartnership options
and lose a maximum of £8 a week under the partigensbdels when
AA/DLA is withdrawn. Care recipients in the lowestome group gain £20-
£25 a week from free personal care, between £E@radweek from
partnership options which retain AA/DLA and loseta£26 a week on

average, when AA/DLA is withdrawn.

M Income is the net income (before housing costsh@family unit (single older person or older
couple) that they would receive when living in th@ivn homes without any care needs. The before
housing costs definition is not identical to thaed in the annual National Statistics publication
‘Households Below Average Income’. Here we doinolude Housing Benefit (HB) as income on the
grounds that high HB is at least in part the restitiigh rent so that to include it in income, vaith
deducting rent, may exaggerate the economic wétighaf people with high rents. Income is adjusted
for family size using the OECD equivalence scalé &dr the first adult, 0.5 for each subsequent
person aged at least 14 years and 0.3 for eadhaddd under 14.

2 There may also be changes in users’ wealth iftakigi depleted at different rates under the dififeer
options. This is not taken into account explicitly



31.

32.

33.
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The picture in 2027 is similar to that in 208X¢ept that the extent to which
the highest income group gain compared with a naation of the current
funding system is more marked, and differencesingjlosses across the

lowest three income groups are less pronounced.

The distributional results take no accounta the revenue to finance the
reform options might be raised, yet these may affexresults. In past work,
we have examined the effect of financing free peskoare by an increase in
the higher rate of income tax and found that gaims free personal care
would in fact be redistributive (Hancoek al2007: 79). Under the
partnership options where AA and DLA for those a§Bdind over is
withdrawn, we have not shown the effect for peaph® are not receiving

care services who would also lose their AA or DLA.

There are of course many different ways in twihevenue could be raised to
finance extra public spending on long-term caretaeg will differ in their
distributional effects. Analysis of a range of reue raising options is planned
for the future as part of MAP2030.

Discussion of Findings

34.

A key finding is that current public expenddwrould be lower by
approximately £4 billion if disability benefits falder people were
discontinued, even if a partnership model was duoed. The Green Paper
does not contain much detail about its proposalstiae modelling here has
therefore relied on an interpretation of its intems. For example, the Green
Paper proposes to improve preventative services, asire-ablement and tele-
care, but these were not included in the modehieig because there is no
indication of the extent of increases in spendinghese services that might
be implied. Nevertheless, if we had included thes@personal care costs,
public expenditure costs would have been highebli® expenditure costs
would also have been higher in the initial periftérathe introduction of the
reforms, had allowance been made here for somenghlesof the changes.
Finally, the detailed implementation of any withded of disability benefits
for older people, such as a targeting of the wakagd, would also affect

public expenditure costs and distributional effects
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However, there are also reasons why a disagation of disability benefits
would reduce public long-term care expenditure uadeartnership model.
One reason is that disabled older people use titgdienefits to pay for other
disability-related expenditure, such as extra ngadind special diets. A
second reason is that disability benefits are aeausal entitlement and all
disabled older people, including those with infolwerers, receive them.
However, the Partnership model would not necegsbe&luniversal in this
sense. The Green Paper seems ambiguous on this poilowing some
statements in the Green Paper (HMG 2009: 103-1i043s been assumed
here that there would be a continuation of exiséhgjbility criteria, under
which disabled older people with informal carergluding some of the most
severely disabled in the community) are regard€itkas eligible” for
publicly-funded long-term care than those withaiibrmal carers (Royal
Commission on Long Term Care 1999, FACs 2003, CR08). Elsewhere,
the Green Paper seems to suggest that the newnbliaGare Service might
include disabled older people with informal car@tsG 2009: 119). If the
modelling were to assume a genuinely universatlentent to publicly-
funded social care bgll disabled people, public expenditure on long-term
care would be greater and more of the public exp@mdsaved from
withdrawing AA/DLA would be transferred to sociare funding.

Our modelling highlights the importance of {ae yet unspecified) details of
how, under the Partnership Model, the means testhé part of the care costs
not met automatically by the state would operadetiqularly if AA/DLA are
withdrawn. If for example, LAs were required torédigard DRE even with
AA/DLA withdrawn, home care users would lose lesgwen gain under this
scenario. Likewise, if the means test applied &tto-thirds of care costs for
care home residents were more generous than &npyése proposals would

benefit those on lower incomes more than our resuigjgest.
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Figure 2

Distribution of weekly gains, £s pw, April 2007 prices: care home residents and home care users
aged 85+, 2007
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Figure 3

Distribution of weekly gains, £s pw: care home residents and home care users aged 85+, 2027
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Source: CARESIM model




