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Sally has kidney disease | [—
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David has dementia .Ilmsmutefor
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Why does David pay for care but Sally doesn’t?  _ulli.iue for
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Why does the government provide health care?
Why doesn’t it treat social care in the same way?

How could we reform social care?




The government spends a lot on health care... 3"'}:?53,‘1“;5“5‘};8
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... and is going to spend more in future "IL‘;:C‘S.“S‘EJ;%‘.;S

Historic and Office for Budget Responsibility’s projected health spending as % GDP
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The UK government spent £559 billion on public "II{:?SEZﬁ“s‘fuZ"iLS
services in 2018-19

Health
£156 billion
27.9%

Everything else
£403 billion
72.1%

Note: public service spending defined as total managed expenditure less spending on social security and gross debt interest.
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Health counts for a bigger share than anything "II{:?SEZﬁ“s‘qu"iis
else

Health
£156 billion
27.9%

Education
£91 billion
16.3%

Note: public service spending defined as total managed expenditure less spending on social security and gross debt interest.
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And we’re not alone...

Public and private health spending as a percentage of national

income in 2016
us
Germany
Sweden
France
Japan
Canada
Netherlands
Belgium
Denmark
Austria
EU-15 (weighted)
UK
EU-15 (unweighted)
Finland
Spain ]
Portugal !
ltaly i
Greece |
Ireland
Luxembourg |

[ | I I Institute for
Fiscal Studies

®E Public

H Private

0 3 6 9 12 15

% of national income

Note: Figures shown here are using the OECD’s measure of health spending, which differs from that used in previous slides.
Source: OECD Health Statistics
(http://stats.oecd.org/index.aspx?DataSetCode=HEALTH_STAT)
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People dislike risk | f—

Fiscal Studies

Individuals are typically ‘risk-averse’: they don’t like uncertainty




But the future is uncertain .llmsﬁm(efor
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Will | get sick
next year?

How much do |
need to save for
retirement?

Individuals might like to buy insurance against these risks
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Governments often provide ‘social insurance’

The National Health Service is one example of this
« People pay taxes to the government
*  NHS provides treatment for patients when they are sick

* Removes threat of ‘catastrophic costs’ when ill

Equity concerns: also provides care for those with low incomes

Not just about health — other prominent examples include
unemployment benefits and disability insurance
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If people don’t like risk, why don’t they just buy health insurance?

Patients have more information about their own health than insurers
 Insurers will only offer insurance if they at least break even
* Insurers want to charge different prices based on how healthy you are

« But how do insurers distinguish who is who?

Market would break down as a result of ‘adverse selection’




These people want to buy health insurance | ——
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Ben

Ashley

Christine




Why does Ashley want health insurance? | ——

Ashley
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Ashley is pretty healthy

However, still arisk she gets sick
(10%)

If she gets sick she’ll need hospital
treatment costing £10,000

She has ‘expected costs’ of £1,000
but may have £0 or £10,000

She might want to buy insurance so
that she pays some money to avoid
the possibility of paying £10,000




If Christine needs to go to hospital she’ll
also have to pay £10,000

But she is unhealthy — so has a higher
chance of going to hospital (30%)

Her expected costs are £3,000

She might be willing to pay more to avoid
the £10,000 cost (it’s more likely)

But she would prefer to pay less
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Christine




Insurers know who is healthy and who isn’t | P—
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Insurers know who is healthy and who isn’t | P—
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Expected cost £1,000 £2,000 £3,000

If insurers can tell who is healthy and who is sick, they can charge the
appropriate price to each person
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Expected cost £1,000 £2,000 £3,000
Price £1,000 £2,000 £3,000

If insurers can tell who is healthy and who is sick, they can charge the
appropriate price to each person

Each person will accept a ‘fair’ price
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Expected cost £1,000 £2,000 £3,000
Price £1,000 £2,000 £3,000
Buys insurance? Yes Yes Yes

If insurers can tell who is healthy and who is sick, they can charge the
appropriate price to each person

Each person will accept a ‘fair’ price
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Expected cost £1,000 £2,000 £3,000
Price £1,000 £2,000 £3,000
Buys insurance? Yes Yes Yes
Insurer profit £0 £0 £0

If insurers can tell who is healthy and who is sick, they can charge the
appropriate price to each person

Each person will accept a ‘fair’ price

Full insurance provided to everyone
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Expected cost £1,000 £2,000 £3,000
Price £2,000 £2,000 £2,000
Buys insurance?

Insurer profit

Individuals now have private information about their own health
Insurers offer a ‘pooled’ contract (average overall cost)

But now Ashley doesn’t want the insurance
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Expected cost £1,000 £2,000 £3,000
Price £2,000 £2,000 £2,000
Buys insurance? No Yes Yes

Insurer profit

Individuals now have private information about their own health
Insurers offer a ‘pooled’ contract (average overall cost)
But now Ashley doesn’t want the insurance

This makes the average cost of treatment higher
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Expected cost £1,000 £2,000 £3,000
Price £2,000 £2,000 £2,000
Buys insurance? No Yes Yes

Insurer profit £0 £0 -£1,000

Individuals now have private information about their own health
Insurers offer a ‘pooled’ contract (average overall cost)
But now Ashley doesn’t want the insurance

This makes the average cost of treatment higher




People have private information about their own .llmsﬁmefm,
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Expected cost £1,000 £2,000 £3,000
Price

Buys insurance?

Insurer profit

Insurers offer a more expensive contract (£2,500 to break even)
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Expected cost £1,000 £2,000 £3,000
Price £2,500 £2,500 £2,500
Buys insurance?

Insurer profit

Insurers offer a more expensive contract (£2,500 to break even)

But now Ben doesn’t want to buy the insurance
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Expected cost £1,000 £2,000 £3,000
Price £2,500 £2,500 £2,500
Buys insurance? No No Yes

Insurer profit £0 £0 -£500

Insurers offer a more expensive contract (£2,500 to break even)

But now Ben doesn’t want to buy the insurance
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Expected cost £1,000 £2,000 £3,000
Price £3,000 £3,000 £3,000
Buys insurance? No No Yes
Insurer profit £0 £0 £0

Insurers offer a more expensive contract (£2,500 to break even)
But now Ben doesn’t want to buy the insurance
Only Christine can get insurance (at £3,000)

Scale up to the whole population - market fails to provide insurance to the
vast majority of people
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Problem exists because healthy people can choose not to purchase
health insurance

« Address this by making sure everyone has insurance

National Health Service does this in the UK

« Government insures everyone and funds treatment through tax revenue

« Healthier people subsidise care for sicker people (e.g. Ashley subsidies
Christine)

Other countries offer other incentives to buy health insurance

* France makes it mandatory to buy health insurance

« US offers strong tax incentives to purchase health insurance




...but is insurance always a good thing? Ml scicuce for
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Insurance may change the behaviour of people — and ultimately increase
the amount of health care they use

Economists call this ‘Moral Hazard’




Insurance might change behaviour before an V| [—
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event happens...

People know they are insured against a bad event

« Undertake more risky behaviours or less preventative actions

Example: Flu shot
*  No NHS: might pay for a flu shot to prevent getting sick

«  But with NHS: risk getting sick (as they won’t face treatment costs in future)




...it could also change behaviour after the event _allinsticute for
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Insured person doesn’t face the treatment costs

« Uses more (or more expensive) care than is necessary
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What can we do about moral hazard?
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Gatekeeping

« General Practitioners (GP) control referrals for expensive further care

Regulation

« Government only funds treatment that is deemed ‘cost-effective’ by NICE
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Other countries rely more on ‘cost sharing’

- Patients pay a fixed fee for some treatment (co-payments) or a proportion
of the costs (co-insurance)

— Very limited use of this in the NHS (prescription charge)

— But places like Norway have small charges for staying overnightin
hospital

This is a really important trade-off!
 Reduces overuse of health care

* But exposures patients to risk once again
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Private information causes problems with health insurance market

Government intervention addresses adverse selection problem

Balanced against moral hazard concerns and risk of overuse
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The government also funds some social care

61-810¢
8T-LT0¢
LT-910¢
9T-9T70¢
ST-v10¢
¥1-€10¢
€T-¢10¢
¢T-110¢
TT-0T0¢C
0T-600¢
60-800¢
80-200¢
£L0-900¢
90-500¢
S0-¥00¢
¥70-£€00¢Z
€0-¢00¢
¢0-100¢
T10-000¢
00-666T
66-8661
86-L66T1
L6-966T

.20 === === e

N H— S, IV O P -EnkL - P =z
L - S, S i PP I, A G L .  E

LAY

0.0%

f
x
Q
—
]

WwoJul [euolleu JO %

Historic UK social care spending as % GDP




O I Institute for
Fiscal Studies

Non-medical services that support individuals with physical or learning
disabilities that cause difficulties with activities of daily living (ADL)

- Examples include: housework, washing, general mobility, dressing, cooking

Social care in England is needs- and means-tested
* Only provided free to those with low assets and low incomes
* Very different to the NHS!

Care can be provided formally (by trained carers) or informally
« Vast majority of care provided by family, friends and neighbours
— But may reduce labour supply and wellbeing of these carers

— National Audit Office (2018) estimates annual replacement cost of £100
billion




David faces potentially high care costs | ——
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And so does Sally! | F——
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Both David and Sally face potentially high costs of care

*  They might want to buy insurance

A similar problem exist in both markets
* People most likely to need care will want insurance (adverse selection)

*  Private markets for either health or social care insurance breaks down

For Sally, the state will provide insurance through the NHS

But for David, social care is needs-tested and means-tested
- David is therefore exposed to the risk of very high care costs

- But wasn’t this what we wanted to avoid!?
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“We will fix the crisis in social care once and for all,

and with a clear plan we have prepared to give every lllpgssct;tltggugggs
older person the dignity and security they deserve” —

Boris Johnson, August 2019
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Main concern with current system is large exposure to extreme care
costs

« One solution: cap lifetime contributions to social care costs

The Dilnot Commission (2011) recommend a cap of £25-50k
« Cap refers to personal care — additional payments to be made for rent/food

* Increase eligibility for means-tested help to £100,000 (from £23,500)

Proposals have still proved politically unpopular

- Similar proposal in the 2017 Conservative Manifesto was labelled a
“‘Dementia tax”
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Labour are proposing to provide free personal care to all in England

* Provides free state-provided help with activities of daily living (e.g. washing,
cleaning, dressing) at home and in residential care

Already exists in Scotland

Big costs associated with both policies
* King’'s Fund and Health Foundation estimates (in 2030/31):
— Additional £12bn for a cap

— Additional £14bn for free personal care







Funding both health and social care in future will |

be harder given demographic challenges!
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OBR spending scenarios, by public spending area (2017-18 to 2067-68)

Per cent of national income
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Funding both health and social care in future will |

be harder given demographic challenges!
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OBR spending scenarios, by public spending area (2017-18 to 2067-68)

Per cent of national income
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Funding both health and social care in future will _allimsticute for

be harder given demographic challenges!
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OBR spending scenarios, by public spending area (2017-18 to 2067-68)

Per cent of national income
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Funding both health and social care in future will _allimsticute for
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OBR spending scenarios, by public spending area (2017-18 to 2067-68)
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Individuals and governments don’t like risk — but private market for
Insurance often fails

* Adverse selection is important

« But insurance benefits tempered by overuse and cost concerns

Health and social care currently treated quite differently despite
similarities in concepts and risks

« Attempts to reform social care have proven unpopular

Regardless of systems, big challenges ahead in providing the funds for
public systems of care (and all the other things they provide!)







