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Method

« Targetted Approach
» Covered here:
— Online survey — 26 responses

* Not covered here:
— Personal interviews — 6 interviews

Partly funded by 2012 Research Grant from the
National Seniors Productive Ageing Centre
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Results

* Awareness
— Aged Care provision
— Aged Care financing and reform
— LTCI

« Support / barriers for LTCI Iin Australia
* Views on future directions
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Awareness of Aged Care financing and reforms

How would you rate your knowledge of :
30
25 +— - - - - ONo knowledge
OLittle knowledge
20 ——
B Some knowledge
15 — ODetailed knowledge
10 + ——
5 i 000
0 _
Aged Care arrangements The financing of Aged The Productivity The Government’s
in Australia today (home Care in Australia today Commission enquiry into  “Living Longer, Living
based care services, (public and private)?  Aged Care, “Caring for Better” aged care reform
residential aged care Older Australians”, package, released in
facilities)? released in June 2011? April 20127?
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Is the risk insurable ?

« Respondents were asked “If you believe that Long Term Care need
is not an insurable risk, please specify why you think this”

* Only 4 responded, implying 22 believe the risk is insurable.
3 out of the 4 comments also considered the risk to be insurable:

| believe Long Term Care is an insurable risk, the question is one of degree.

Not sure one can define an indemnity product, but a fixed benefit seems insurable
It should be an insurable risk, but one for which awareness and therefore demand
is low.

To be an insurable risk there has to be a market for it - not sure a market exists at
the moment (value vs price)
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Potential suitablility of existing product for the
Australian market

« Survey outlined the basic structure other
of French and US products (please

SPeCity) oty
« “Do you think a private, voluntary ‘
Insurance product which paid a
regular benefit when the insured
reached a defined level of Aged
Care need could be a worthwhile
product in the Australian context?”

“Yes, but the market isn't ready for it.”
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Reasons for supporting LTCI in Australian
context

* Financial need (11)

— “unable to fund their choice, or even any, form
of aged care”

* Ageing population (3)
— "an Increasing older age population with a

defined insurance need that isn't currently
catered for.”
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Barriers to LTCI In Australian context

e Limited demand (7)
— “There would be no consumer demand for it”

« State will provide (4)
— “Too long term, perception of State provision”

* Need for government intervention (3)

— "Consumer resistance without any significant government
intervention”

 Other

— “Hard enough as it is for people to retire with adequate
retirement income”

— “impression care is fairly good even if you do not have the
resources, so not sure | see the need”’
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A ranking of supply side barriers

Rank
1

S W DN

Supply-side barrier
Limited market profitability due to current market size.

Regulatory constraints or regulatory uncertainty

Uncertainty over future costs of long term care provision.

Lack of knowledge about long term care and/or care insurance products by independent
financial advisors.

Uncertainty over future design of care provision in Australia and the future role of informal
carers; it is therefore difficult to design complementary products.

Uncertainty over the extent or composition of future demand for care insurance products,
due in part to uncertainty over the future relationship between life expectancy and health
life expectancy.

The risk of adverse selection, where demand for care insurance comes largely from
individuals with a higher risk of care needs arising, and asymmetric information means
that insurers may not be aware of the higher risk profile.

The reputational risk associated with decisions not to pay/meet insurance claims of
policy-holders in certain circumstances.

Costs associated with, and uncertainty as to the trustworthiness of, assessments of
individual care needs.

Adapted from Berry, C. (2011). Past caring? Widening the debate on funding long term care, ILC-UK.
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Other supply side barriers ¢ menions)

e Cost

— “Is an expensive product, and therefore market would
be small.”

Too long term

— “Australian consumers have generally avoided ...
paying now for something in the far future”

Lack of consumer appeal/awareness
— “Customer knowledge - lack of education”
Other

— "Potential for improved government provision of
services, removing the market for private insurance”
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A ranking of demand side barriers

Rank Demand-side barrier

1 The complexity and high cost of care insurance products.

2 Ignorance of the risk of future care needs, exacerbated by a lack of advice on risk
and/or products, and of financial capability.

3 A belief that long term care is funded entirely by the state, or an expectation by

individuals will qualify for free care under a means-tested system.

Behavioural barriers such as hyperbolic discounting, whereby individuals

4 exaggerate the value of the present and therefore discount the possibility of care
needs and/or financial problems arising in the future.

The unpredictable nature and extent of future care needs, cost of required care
services and the proportion that might be covered by insurance.

A belief that family members will provide care informally, and/or a desire to

6 preserve assets to support informal carers rather than transfer them to insurance
companies to cover a need that may not arise.

The bequest motive (a desire to preserve assets for future generations);

7 expectation of an inheritance which would cover the cost of care should need
arise.
8 Distrust of financial services.

Adapted from Berry, C. (2011). Past caring? Widening the debate on funding long term care, ILC-UK.
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Other demand side barriers umentons)

 Too long term

— "People aren't interested in buying protection against
a risk that won't eventuate until many years into the
future. That's why there is no market for lifetime
annuities and tax concessions and compulsion are
necessary to get people to invest in superannuation”
* Wealth paradox

— “Low to middle income earners feel the government
will look after them. Higher net worth, who are aware
they may need/want something better than

government provision, rely on having enough assets
to fund their need.”
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Views on future directions — impact of

LLLB

Will LLLB increase likelihood
of LTCI developing?

Other,
3.8%

No

an issue for the future, not for now. The ones that need it in near future
will not be able to afford it.

User pays only applies if you have sufficient assets. If you have
sufficient assets you don't need insurance.

General low awareness ... “she'll be right" or the "government will look
after me" etc. ... Working Australians in general have little income
protection insurance and so leave their young families with the risk of
loss of life style - why would people become interested ... If the
government is looking to reduce the burden of aging population ... then
it needs to play a greater role in promoting the need to insure.

Yes

Any transfer of potential costs onto users is likely to have some impact
on the ability for providers to market LTCI products

Costs will become more apparent earlier - ... the challenge will be to
make the products cost effective and profitable

like health insurance, increasing the profile of the need, and making it
clear that the state only provides a minimum level of care will encourage
those who can afford it to buy insurance
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Views on future directions — focus on older

population

Awareness Increased focus leads to increased awareness of

will need and development of financial solution options
Will focus on older population increase...
increase likelihood of LTCI : . ol
—— People are seeing the financial impact of older

relatives needing aged care - increased awareness
Other . of needing to fund this earlier

It's an increasing demographic (both size and
asset pool). The insurance market will be
considering how to develop products in this arena

...but | think the likelihood will increase, but it is still low.

challenges

remain LTC is a natural extension to longevity solutions.
But it will take a long time for anything significant to
happen.

Products will develop - but selling them will be the
challenge
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Conclusion

* Perception of growing need

* Openness to the role insurance ought to
be able to play

* But negatives clearly outweigh the
positives currently

* Thank you for your attention!
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* Read the full report:

 http://www.productiveageing.com.au/userfi
les/file/LongTermCarelnsurance%20Final
%20Web.pdf

 http://tinyurl.com/BrowneLTCI
« Contact the author:
bridget.orowne@anu.edu.au
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http://www.productiveageing.com.au/userfiles/file/LongTermCareInsurance Final Web.pdf
http://tinyurl.com/BrowneLTCI

