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Key Points 
 
 
 
 

•  The future funding of long-term care for older people is a major challenge for 
public policy given demographic change, increasing longevity and the need to 
spend more on care to raise quality.  

 
•  Proposals for state-funded universal free care, including a possible co-

payment element, have become increasingly problematic in light of the 
unprecedented transfers of wealth from younger to older cohorts that have 
occurred during a period of extended above-average inflation in property 
prices.  

 
•  A social insurance fund to pay for long-term care for older people – a National 

Care Fund – could be limited to those aged around 65 and over.  
 

•  Enrolment would involve a one-off contribution fee at a level determined by an 
assessment of means, resulting in entitlement to a standard package of care 
paid for by the Fund.  

 
•  Older people would be given maximum flexibility in when and how they paid 

their contribution, including the option to defer payment until after death in the 
form of a charge levied on their estate.  

 
•  ‘Auto-enrolment’ – automatic enrolment with the retained right to withdraw – 

could be applied to ensure high levels of participation by older cohorts.  
 
•  The poorest older individuals would have their contributions to a National Care 

Fund paid for by the state. An upper-cap would ensure the wealthiest older 
households did not have to make excessive contributions. 

 
•  A fully-fledged market in complementary private sector long-term care 

insurance products would ensure that all are able to insure themselves up to a 
level they deem appropriate.  

 
•  A National Care Fund retains the best aspects of state-funded universal free 

care – universal entitlement and social minimums of provision – without 
imposing a new fiscal burden on younger cohorts.  

 
•  A National Care Fund enables older people to use their property wealth – 

without having to move house – to insure themselves for the risk of long-term 
care and applies the principle of social insurance to facilitate the necessary 
redistribution to those less well-off. 

 
•  Asking older people to fund their own long-term care insurance is not ‘cold-

hearted’ or against the spirit of intergenerational solidarity. In fact, set against 
the fiscal pressures imposed by demographic change, it represents a 
concerted effort to preserve the intergenerational contract.  
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The Challenge 
 
 
This policy brief is concerned with one of the biggest challenges confronting the UK 
Government: the future funding of long-term care for older people.  
 
The demand for long-term care will increase substantially in coming decades as a result of 
demographic change and rising life expectancy. This increased demand will impose a 
significant economic burden on society, on top of the widely recognised need for society to 
spend more on long-term care to raise quality.  
 
Despite the risk of long-term care being both universal and ‘catastrophic’, UK citizens are 
largely uninsured against it. This contrasts sharply with the range of trivial and non-trivial 
risks, such as ill-health and mobile phone theft, which individuals are insured against through 
complex, overlapping and interacting private sector and state provision.  
 
The private-sector market for long-term care insurance remains minimal because of a range 
of demand-side and supply-side limiting factors. The role of the state in insuring citizens 
against the risk of long-term care is also limited, despite variations in the use of means-testing 
in Scotland compared to the rest of the UK.  
 
Debate on this topic has usually focused on some form of universal free care for older people 
that would be funded by the state from general taxation, with a possible ‘co-payment’ 
element. This sort of model is usually seen as the fairest solution to the challenge of funding 
long-term care for older people.  
 
State-funded services are paid for by taxpayers. The bulk of general taxation is derived from 
the working-age population through employment-based taxes, such as income tax. Universal 
free care would therefore represent a new kind of transfer from younger cohorts to older 
cohorts. This transfer can be seen as an extension of similar transfers, such as the state 
pension and the NHS, which are the embodiment of the ‘intergenerational contract’. 
 
The addition of new welfare functions to the intergenerational contract would create two 
‘transition cohorts’: the first (older) cohort to receive free care and the first (younger) cohort to 
pay for it.  
 
However, trends in assets and debt have seen current older cohorts becoming the wealthiest 
in history, resulting from rising property wealth and reflected in increasing mortgage debt 
among the young who have commensurately become the most indebted cohort in modern 
times. This represents an unprecedented transfer of wealth from young to old that has 
occurred through the property market during an extended period of above-average price 
inflataion.  
 
 
 

The Problem 
 
 
These trends create serious problems for the equity and fairness of models of taxation-funded 
universal free care for older people. The implementation of this model of long-term care 
funding would see by far the richest cohort in history becoming the first to receive universal 
free care. This would be paid for, to a significant extent, by the most-indebted cohort in 
modern times, who had in fact already transferred much of their current and future income 
and wealth to these older cohorts through the property market.  
 
Such tensions within the model of universal state-funded free care for older people provide 
several insights that can be used to inform a revised model. In particular, it is clear that when 
property wealth is taken account of, the majority of older people have sufficient wealth to 
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insure themselves against the cost of long-term care. Funding models that enable older 
people to use their property wealth are superior to solutions built around retirement income or 
liquid assets. The pooling of the risk for long-term care through a ‘cohort-specific’ mechanism, 
rather than across the whole population, could prevent a new fiscal burden falling on younger 
cohorts.  
 
It is also important to recognise that there will always be some older people with negligible 
means who are unable to insure themselves. Any settlement related to long-term care will 
therefore inevitably have a redistributive element.  
 
 
 

A New Approach 
 
 
The outline of a new model for funding long-term care for older people is therefore clear: older 
people able to use their property wealth to insure themselves through a cohort-specific risk-
pool, with a necessary redistributive element.  
 
A social insurance fund for long-term care would fit such parameters and could be called the 
National Care Fund. This would provide ‘pre-funded’ insurance for long-term care with 
enrolment linked to a one-off contribution, which would be proportionally determined by an 
overall measurement of assets and income. Entitlements would be the same for all those 
enrolled and fixed at a level that would, at the very least, provide the minimum level of care 
that society deems morally acceptable. 
 
A critical aspect of the success of a National Care Fund would be high rates of participation 
by older people. Two basic approaches to achieving enrolment would be voluntarism and 
compulsory contributions. However, voluntarism would risk low-levels of enrolment due to the 
behavioural barriers to participation, such as psychological barriers to considering end-of-life 
issues. Compulsory contributions would risk being viewed as equivalent to a new kind of 
taxation, and could generate widespread opposition to the Fund.  
 
A ‘middle-way’ is possible. The principle of ‘auto-enrolment’ is already at the centre of the UK 
Government’s reform of the pension system: employees will be automatically enrolled into a 
personal pension scheme but will retain the right to withdraw. This principle of auto-enrolment 
could be applied to the creation of a National Care Fund and would overcome the difficulties 
posed by voluntary and compulsory participation.  
 
Applying auto-enrolment to a National Care Fund would likely result in high rates of 
participation among all those above the lower age-limit because de-enrolment would require 
individuals to deliberately choose – and take action – to become uninsured, with the 
acceptance of associated risks. Individuals who did de-enrol would be subject to the current 
means-test on their assets for state-funded care. The Government could help to frame the 
choice to remain enrolled by communicating to individuals the risks and costs of being 
uninsured in relation to long-term care. Auto-enrolment overcomes – in one stroke – many of 
the barriers that inhibit the purchase of long-term care insurance products.  
 
Individuals who choose to de-enrol from a National Care Fund could be allowed to re-enrol, 
but charged a higher joining fee. Individuals who identified themselves as uninsured by de-
enroling could also be gently encouraged to re-enrol or to make alternative private sector 
arrangements. Those who sought to re-enrol at a much later stage, for example, when they 
were close to requiring expensive long-term care, could be allowed to re-enrol but for a 
significantly higher level of contribution, so that insurance offered by a National Care Fund 
was, in effect, an ‘immediate needs annuity’ rather than ‘pre-funded insurance’.  
 
Individuals already in need and receipt of care at the age threshold for a National Care Fund 
would be assessed and enrolled like all others. However, for every such individual, it is 
proposed the Government would contribute an extra amount to the National Care Fund, 
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equivalent to the difference in cost of an ‘immediate needs annuity’ to fund the standard 
benchmark level of care for this person. 
 
 
 

The Mechanics 
 
 
The lower-age band for a National Care Fund could be fixed either at the State Pension Age 
or some lower age. A flexible lower age-limit may be the best approach. The full range of an 
individual’s income, liquid and illiquid (property) assets would be subject to assessment. The 
assessment of means could take place through various mechanisms and could build on the 
current infrastructure for assessing older people’s means, such as the Pension Service.  
 
Individuals would be given the maximum possible choice and flexibility in how and when they 
paid their contribution into a National Care Fund including the options to pay in full on 
enrolment, to pay regular instalments from pension and other income, or to defer payment 
until after death so that an appropriate charge is levied on their estate. The option to defer 
payment would encourage continued participation in a National Care Fund since individuals 
usually ‘discount’ future losses.  
 
Deferring payment would require interest to be accumulated and paid but this could be at a 
low level, equivalent to current loans to citizens underwritten by the state, such as loans to 
cover student tuition fees. These interest rates are actually below long-term rates of growth in 
the value of assets such as property.  
 
An average contribution fee for joining a National Care Fund could be around £10,000. The 
upper level of contribution into a National Care Fund would have to be set at a level, such that 
the insurance provided would be competitive with equivalent products that could be provided 
by the private sector. In fact, large swathes of the older population would be subject to the 
upper default contribution fee.  
 
Contribution fees would be lower for poorer households. For individuals with less than the 
current means-tested capital limit of £21,500, there would be an incentive to withdraw from 
the National Care Fund. The Government could lower this limit but, preferably, could 
undertake to pay the contribution for joining a National Care Fund on behalf of the poorest 
older individuals. This new ‘benefit’ would help to normalise and universalise enrolment and, 
more importantly, would transfer risk from the state to the National Care Fund. Such a 
measure would also give the state scope to supplement from the taxpayer the redistribution 
that would take place anyway within a National Care Fund.   
 
 
 

The Insurance Provided by a National Care 
Fund 
 
 
It is proposed that nursing care for all should continue to be funded by the state. Personal 
care and ‘hotel costs’ could be funded by a National Care Fund, as well as ‘non-essential 
components’ of long-term care that may have important preventative benefits.  
 
It is important that the defined benchmark package of care funded by a National Care Fund 
be neutral in relation to type and severity of condition, setting (domiciliary vs. residential) and 
form of funding delivery (direct payment, Individual Budgets, etc.). 
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A Complementary Private Market 
 
 
The success of a social insurance fund for long-term care would be dependent on the 
existence of a fully-fledged market in complementary pre-funded long-term care insurance 
products. This is necessary to ensure that even wealthier older individuals are not subject to 
the unfairness of being forced to run-down their assets in order to pay for a level of care 
which they deem sufficient and acceptable; a pre-requisite for consensus and support for a 
National Care Fund.  
 
‘Pre-funded’ long-term care insurance products from the private sector should be explicitly 
complementary and interlocking with the ‘insurance’ provided by a National Care Fund. In 
effect, such products should ‘start’ where the cover from a National Care Fund ‘ends’.  
 
The Government would need to work with the private sector to overcome the barriers to 
private sector long-term care insurance, including financial capability and the difficulties that 
individuals have in predicting care needs, framing what would be an acceptable level of care 
and predicting the cost of care.  
 
The Government should enable the introduction of a new typology and schema of care 
services that is not ‘producer-defined’ but which is intuitive and understandable to someone 
who has had negligible contact with the care industry. Only when the Government, insurance 
industry and care sector successfully collaborate on a standardised classification and 
typology of care services will the demand for long-term care insurance truly be unlocked and 
a fully-fledged market in long-term care insurance ensue. 
 
 
 

Running a National Care Fund 
 
 
A National Care Fund would require the creation of an independent regulatory authority to 
oversee it and ensure the fair balancing of interests and risks between individuals enrolled in 
the Fund, particularly in relation to individuals currently needing care and those likely to need 
care at a considerably later stage.  
 
Many of the administrative functions of a National Care Fund could be undertaken by the 
private sector. In fact, it is proposed that a National Care Fund be split into four sub-funds 
which could be awarded to private sector companies to operate and manage on the basis of a 
competitive tender. This would reduce the scope for catastrophic error resulting from only one 
organisation trying to manage the Fund and enhance the ability of the companies involved to 
provide complementary pre-funded long-term care insurance products.  
 
 
 

Promoting a National Care Fund 
 
 
Promoting a National Care Fund to the public would involve several steps, including raising 
awareness of the universal risk of needing long-term care and the need to be insured in 
relation to it. The cohort-specific nature of a National Care Fund would allow the Government 
to tap into notions of cohort solidarity. The Government could emphasise the enablement 
provided by a National Care Fund, in that individuals would be enabled to use their assets to 
insure themselves. The Government could also emphasise that remaining enrolled in a 
National Care Fund would ‘protect the inheritance’.  
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Some particular benefits of a National Care Fund include: universal provision; social 
minimums of provision; removal of the agency problem around care and assets; the scope for 
social solidarity to reduce avoidance of contribution fees; the scope for the Government to 
encourage those who have de-enrolled to become insured; choice, and adaptability to future 
changes in demography and wealth. By enabling older people to use their housing wealth to 
fund basic long-term insurance, a National Care Fund would also effectively free up income 
and liquid assets for other purchases including complementary private-sector long-term care 
insurance.   
 
 
 

A National Care Fund in the Wider Context of 
Public Policy  
 
 
Despite its radical features, a National Care Fund is feasible. In contrast to state-funded 
models, which are widely acknowledged to be unaffordable, the model of a National Care 
Fund recognises that for most older people, all the wealth that could ever be needed to insure 
them against the cost of long-term care is available in their property. It is easier to build a 
solution to long-term care funding around money that is there, than money that is not. The 
National Care Fund would give older people the opportunity to make the social insurance 
contributions going forward that they were not required to make during their working-life. 
 
Simultaneous to current public policy debate on long-term care funding is an active debate 
around how to support unpaid carers. The argument for using tax revenue to support carers is 
far more compelling than providing free long-term care for individuals who have more than 
enough wealth to contribute to an insurance scheme.  
 
The strain on public finances imposed by demographic change in the coming decades will 
amplify threats to the intergenerational contract. By seeking to extend the intergenerational 
contract through state-funded universal free care, supporters of this model risk stretching it to 
destruction. Asking older people to fund their own long-term care insurance is not ‘cold-
hearted’ or against the spirit of intergenerational solidarity. In fact, it represents a concerted 
effort to preserve the intergenerational contract. 
 
 
 

Conclusion 
 
 
Ultimately, the success of a National Care Fund would be dependent on large numbers of 
older people choosing to remain enrolled in the Fund. The set of incentives to remain insured 
and enrolled would necessarily be far more powerful than any set of incentives that the 
private sector on its own could put forward to purchase long-term care insurance.  
 
To demonstrate how this set of incentives would operate, it is possible to imagine a letter from 
the National Care Fund to an individual:  
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 Tuesday February 26th 2013 

 
Dear Mr Smith, 
 
I am writing to inform you that having reached the age of 65, you have 
been enrolled into the National Care Fund, which will pay for the cost of 
standard-class care for you if you are assessed as requiring long-term 
care at a later stage in your life.  
 
The fee you have been assessed to pay for joining the National Care Fund 
is £9500. This fee does not have to be paid now. You can pay the fee at 
any time and in several different ways. If you prefer, you can do nothing 
and the fee will simply be charged as a levy on your estate after your 
death. It will however be necessary to charge a basic rate of interest on 
this fee, until it has been received by the National Care Fund.  
 
Enrolment into the National Care Fund is not compulsory. If you wish, you 
can withdraw at any time during the next 12 months by filling in a form 
available from your GP surgery, Post Office or local council. If you do 
withdraw, you will not have to pay the joining fee of £9500. However, by 
withdrawing from the National Care Fund, you will then be liable for the full 
cost of any long-term care you need in future years, which for many 
people can amount to tens or even hundreds of thousands of pounds.  
 
The National Care Fund will pay for a standard-class package of care, 
which comprises a basic level of care appropriate to your needs, and 
adjustable to your living situation and preferences. It is important that you 
understand what is included in this standard-class package of care. 
Further details are contained in the enclosed leaflet. Alternatively, for more 
information about the National Care Fund, what types of care it will pay 
for, and the different ways you can pay your joining fee, you can call the 
Freephone number: 0800 1234 5678.  
 
You may wish to make provision for higher levels of care, on top of the 
standard-class package of care paid for by the National Care Fund. You 
can do this by purchasing one of the many long-term care insurance 
products available from approved insurance companies. To learn more 
about these, you can talk to an adviser from the National Financial Advice 
Service, an independent financial adviser, or visit the website of the 
National Care Fund: www.ncf.org.uk  
 
Yours sincerely, 
 
T. Daniels 
Northwest Enrolment Manager 
National Care Fund 
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