
Announcer: Welcome to the Applied Economics Perspectives and Policy podcast, a production 

of Oxford Journals and the Agricultural & Applied Economics Association. Today's podcast will 

feature Professor Richard Frank, the author of "Long Term Care Financing in the United States: 

Sources and Institutions." His article was recently published in the second issue of volume 34 of 

AEPP. 

Joan Costa-i-Font: Welcome to the podcast. I'm Joan Costa-i-Font of the London School of 

Economics and Political Science, as well as one of the editors of AEPP. Today, I'll be speaking 

with Richard Frank, professor of health economics at Harvard University, on long term care 

reform and finance. Dr. Frank, thank you for joining me. 

Richard Frank: I'm delighted to be here. 

Joan Costa-i-Font: In your work, you suggest long term care to be an example of partial 

insurance. Why is long term care so uniquely problematic? 

Richard Frank: Long term care insurance, at least in the United States, is particularly 

problematic for a few reasons. One is that as a society, we've decided not to use a social 

insurance model in the United States, and therefore, we rely on a mix of government programs 

that partially fund long term care and private insurance, and individual risk protection. In 

combination, what that does is, it creates some difficult interactions between public and private 

programs, and it also exposes a variety of what the economists refer to as market failures in the 

private long term care insurance market. 

Joan Costa-i-Font: Thank you, Richard. You mentioned that a significant share of the U.S. 

population has private health insurance, but you mention as well in the paper that about 5 

percent, or even less, of the American population has actually private long term care insurance. 

So why would you say that that is actually happening? Why is it that, despite the U.S. as front 

runner in offering long term care insurance, less than 5 percent of Americans actually buy long 

term care insurance? 

Richard Frank: There are a variety of reasons, and let me just highlight ones that I think are 

particularly important. The first is that, as I mentioned a little bit earlier, we have a program known 

as Medicaid. It's a public program that targets people who have low incomes or disabilities, and 

older adults can quality for Medicaid if they spend their assets and essentially impoverish 

themselves. That means that people who are in long term nursing home settings fairly quickly, for 

the most part, become eligible for Medicaid, because those are very expensive settings. And so 

therefore, if you don't have a huge number of assets to protect, you're probably rational to just 



rely on Medicaid to do that. So that has been estimated to account for about half the market, half 

the potential market. So among the second part, there are a number of things. One, consumers in 

this market tend to be very myopic. When you buy long term care insurance, you're protecting 

yourself against something that's usually going to happen 30 years from when you buy your 

insurance, or maybe 40 years from when you buy insurance. And so, people have been shown 

not to be very good at anticipating extremely unpleasant things that are expensive today that will 

happen 30 to 40 years down the road. A second thing is that there's misperception among U.S. 

consumers, because our health insurance circumstances are so complicated. People very often 

get confused about the extent of coverage of their private health insurance policies. Third is 

because we rely on private markets and there's a concern about adverse selection, that is that 

the people who are most likely to become disabled actually are the ones that are potentially the 

most likely to buy the insurance, which undermines the actuarial soundness of such insurance. In 

order to prevent that from happening, there is extensive underwriting, and that has two 

consequences. One, it knocks out a number of people who would like to buy the insurance from 

the market and second of all, because it's very expensive to assess people, it means that the 

loading cost, the carrying costs for the health insurance are elevated, which makes the thing 

more expensive and less affordable. I'll stop there. 

Joan Costa-i-Font: Okay, very interesting. So based on these limitations, what, in your opinion, 

can be done to improve affordability and access to long term care later in life? 

Richard Frank: Well, I think there are several things. Recently, in the UK, scholars such as 

Nicholas Barr, who I believe is at LSE... 

Joan Costa-i-Font: That's right. 

Richard Frank: Has written a very important paper, making an argument that really, if you want 

to do long term care insurance efficiently, it should be done as social insurance. So that certainly 

is one answer for places that are in a political environment where that's likely. Unfortunately, the 

United States is not one of those places, and so what I think will have to be done is to do things 

that will better align the products that are offered with the strengths and weaknesses of the 

consumers who are interested in buying them. Let me give you a couple of examples of how that 

might entail. One would be, dramatically simplifying the policies. Right now, they are very 

complicated and they have lots of optional bells and whistles that can be purchased, which has 

the result of confusing consumers, and this has been shown in numerous studies. So 

simplification is an important thing. Improving the information and the education of consumers, so 

that they better understand what the real risks and what their real coverage is. And then third, by 

simplifying and putting out that information, you have the potential to make this much more of a 

commodity, and therefore dramatically reduce the selling costs, which again makes it more 

affordable. So those are three steps where there may be possibilities to actually get further into 



that 50 percent of the market, with rational purchase as a possibility and lift that from, say, 5 

percent to 15 or 20 percent. 

Joan Costa-i-Font: What about subsidizing some form of private insurance? What role could the 

state actually take in promoting insurance for long term care? 

Richard Frank: That's a terrific question. One of the things that I noted in my response to your 

earlier question is that there is this interaction between public programs and private programs. It 

turns out that about a significant number of people who wind up using Medicaid, if you look at 

their lifetime earnings, actually during their working years, might have been able to purchase long 

term care insurance, because they fell into the upper two terciles of the income distribution, 

lifetime earnings distribution in the United States. So a number of those people who are drawing 

very large sums from the public program might have been able to afford private long term care 

insurance, and at the end of the day, pay for it privately and therefore relieve public budgets. If 

that's possible, and I believe that it is, that opens up the opportunity to, in a budget neutral way, 

offer subsidies where everyone wins. So I think that is possible, but I think in order to do so, you'd 

have to do it in an extraordinarily targeted fashion. 

Joan Costa-i-Font: That's really, really interesting. So it seems that in the U.S., there's a lot 

happen, and there's plenty of evidence on studies that have actually looked particularly at long 

term care insurance. So based on those studies, and of course, your own experience and your 

own evidence, what do you think the experiences that have actually taken place in the US can tell 

to reformers elsewhere in the world? Is there something we can learn from the evidence from the 

U.S., either to do or not to do elsewhere in the world, particularly in the Western world? 

Richard Frank: Well, I think that there are some observations that align with some of the points 

that Professor Barr made. For example, in the United States, our private long term care insurance 

is not only incomplete, in that it doesn't cover everybody who might benefit from it, but it's also 

fairly limited in duration and coverage. So for example, the typical long term care insurance only 

covers people for a period of three to five years, and puts a maximum dollar expenditure per diem 

of $150 per day. So what that does is, it limits both the intensity of care and the duration of care 

that you can obtain. And I think that one of the reasons for that is because of the inefficiencies 

and risk bearing that Professor Barr had pointed out. That is, that unlike other insurances, where 

there are some sick people and some healthy people, and they can cross subsidize each other, 

and the risks are independent across people, here, long term disability trends, long term cost 

trends, are borne by everybody. So it's very hard to write insurance in a private system that 

spreads the risk efficiently. So I think that's one lesson. I think the other lesson though, is that if 

you want to rely on private markets, there is some potential to do so, but the market needs to be 

designed in a very careful way, that takes advantage of strengths and weaknesses of consumers, 

that is, don't design products that play to their weaknesses, and make sure that you do things that 



play to their strengths and their concerns, so that they can make sensible decisions about these 

products. 

Joan Costa-i-Font: Wonderful. That seems really interesting. Let me just ask you a final question 

before we complete this interview. There is one element that we haven't touched upon, that is, 

the role of the family. There is some evidence of that on the existence of interim family moral 

hazard that is inhibiting the development of insurance for long term care, and even some other 

studies that talk about crowding out, that family actually crowds out the market for long term care, 

or even crowds out certain public intervention in the area of long term care. What's your take on 

that? 

Richard Frank: Well, certainly the family's very important. In the United States, roughly three-

quarters of long term care is provided by friends and family, and so if you look at all the people 

who might need long term care, most of them who get help with their disabilities get help from 

friends and family. A relatively small portion relies on paid care, primarily, and that increases with 

age. Once you're over 85, you're much more likely to rely on paid care than you are under the 

age of 85. I think that your question is important, because it raises sort of a tension. On the one 

hand, I think the idea is that we like the idea of households potentially, at least partially crowding 

out insurance, since that's historically the way we've run our society. On the other hand, the 

demographics are shifting fairly rapidly, and the ratio of people who are older adults, versus 

people who are sort of working age, is changing fairly rapidly. So there'll be fewer opportunities 

going forward, a) to get the kind of help in the same quantity that is available today, and has been 

available in recent decades. In addition, there'll be, because of longer lifespans, there'll be greater 

needs for serving that population. So the two of them combined, increasing age and increasing 

disability over time, alongside a smaller supply of potential informal caregivers, mean that we're 

going to have to address the paid care issue increasingly in the future. 

Joan Costa-i-Font: Excellent. Well, unfortunately, we have to draw the interview to a close, so 

Dr. Frank, it's been an absolute pleasure to speak with you and you can learn more about this 

topic by reading Dr. Frank's article, which is published in the latest issue of AEPP. 

Richard Frank: Thank you very much. 

Joan Costa-i-Font: Thank you. 

Announcer: Richard Frank is professor of health economics at Harvard University, and a 

research associate at the National Bureau of Economic Research, NBER. You can find his article 

in Volume 34, Issue 2 of AEPP. If you have any feedback or follow up questions, please send an 

email to podcasts@oxfordjournals.org. If you are interested in learning more about AEPP, or 



signing up for free AEPP content alerts, visit aepp.oxfordjournals.org. For more information about 

the Agricultural & Applied Economics Association, visit AAEA.org. The music featured in today's 

episode is the song "Forward" by Northbound. You can find it online at freemusicarchive.org. 

Thanks for listening. 

 


