





PUBLIC-PRIVATE PARTNERSHIPS IN HEALTHCARE FINANCING

not benefit from the asset protection clause. Purchase
decisions by both of these groups merit attention because
they suggest that the Partnership may be targeting the
wrong population or failing to provide adequate
information to purchasers. In either case, the state’s
intervention exacerbates existing market failures rather
than improving upon them.

Since New York State has a limited budget for long-
term care, it is important to determine the best allocation of
public resources. There is a clear role for government
intervention to correct the flawed decision-making behavior
motivated by the imperfect information of purchasers.
Anecdotal information from insurers suggests that people
requested Partnership policies more when they were being
advertised and numerous studies have showed that LTCI
purchasers are more knowledgeable about long-term care
than non-purchasers (Shahan, 2002; Morgante, 2001;
Lifeplans, 2000). This indicates that information available
to people motivates their purchase decisions and suggests
that if resources were devoted to education rather than
subsidies of insurance purchase, which tend to benefit those
who would buy insurance anyway, the size of the
misperception groups could be minimized. This could
result in socially desirable outcomes where those who
cannot really afford LTCI would divert their money to a
utility-maximizing allocation and more affluent individuals
would purchase the correct amount of insurance.

The Partnership is a publicly supported program,
which introduces equity concerns with its impact. The
public may not prefer to spend limited resources on care
provision and asset protection for affluent, well-educated
couples. However, if the Partnership entices people who
would otherwise. spend down their assets and eventually
rely on Medicaid to cover the cost of their care to shift risks
to the private insurance market, the state will be able to
increase spending for services benefiting poor elderly. The
higher percentage of Partnership purchasers reporting that
they would have used MEP absent the Partnership relative
to those who did not buy suggests that the state may be
encouraging personal responsibility among the right people.
However, this is limited, self-reported data from a
population that may not be representative of all Partnership
purchasers. Without the chance to observe MEP behavior
in a counterfactual situation where individuals do not have
the opportunity to obtain additional Medicaid asset
protection, these data are not strong enough to ascertain
many strengths of the Partnership.

Conversations with the insurers suggest that many
people still do rely on Medicaid Estate Planning and that
choice of policy is partially dictated by a client’s asset and
income position. Horizontal equity suggests that people
with similar endowments should be treated similarly by
public policy. The Partnership violates this principle by
refusing to treat people with equal amounts of total net

worth as equals. A purchaser with the foresight to spend a
lot of his savings on an annuity in order to ensure a
generous income stream through retirement will be
penalized for his advance plauning because he will be
expected to contribute his income toward the cost of
Medicaid long-term care once his private insurance
benefits are exhausted. However, another policyholder
who  had converted his savings to housing equity by
purchasing a lavish home for himself and his wife, paying
monthly expenses with Social Security and a small pension
would receive greater asset protection from the Partnership
and contribute less to the overall cost of his care.

While proponents of the Partnership assert that it
enhances the public good by shifting costs to the private
insurance market that would otherwise be passed on to
Medicaid, the extent of this claim has to be questioned
(McCall, 1995). The data analyzed in this paper suggest
that people able to afford the Partnership are significantly
better off than those who cannot, and more likely to be
able to draw upon informal support networks through
their families. Therefore, unless these people engage in
MEP, most of them should be able to afford much of the
cost of their care and might be better off with a policy that
provides a richer benefit stream or costs less, as several
insurers had suggested.

All other things equal, vertical equity theory gives
preference to the less wealthy, Society is assumed to be
better off when people who cannot afford private services
are able to consume a higher level of public services than
those who can substitute through the private market.
Encouraging Medicaid use as a form of asset protection
increases the pool of competition for Medicaid nursing
home beds, threatening to crowd out those with no other
options. However, if the Partnership is only reaching the
population with income and assets that would be depleted
through Medicaid spend-down and merely prevents or
delays the eventual event by making private insurance
purchase more attractive, the state may not face any
change in expenditures. In this case, the state benefits by
enlarging the private market and actually reduces
Medicaid spending on the more affluent.

While our government has generally encouraged
policies that support homeownership and savings, a
program such as the Partnership, which violates horizontal
equity, distorts individuals’ savings preferences and takes
away their ability to maximize personal utility through a
savings allocation that best suits their needs. By endorsing
a distorted policy, the government assumes that the
distorted preferences are more socially desirable than the
outcome an individual would have selected independent of
the government. However, there is little evidence to confirm
that the present private insurance market or the Partnership
program offers better outcomes for purchasers.  The mean
nursing home stay is only two and one half years, which
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means that, depending on their homecare needs, many
purchasers will never qualify for Medicaid asset protection
even if they are in the portion of the population which
eventually requires some form of long-term care. Only 20
percent of nursing home patients nationally have stays in
excess of 3 years (Cohen et al., 1992),

FUTURE DIRECTIONS

Both the quantitative data analyzed and the
qualitative reports from insurers show that the New York
State Partnership for Long-Term Care clearly targets a
particular portion of the state population. It is not a viable
option for those whose health or finances preclude them
from passing insurance underwriting and paying annual
premiums, despite the fact that this population is most
likely to be using or spending down to Medicaid. The
Partnership is not popular with widows or residents of
urban areas, two groups frequently served by public
support programs, especially in old age A
comprehensive response to problems of long-term care
financing should incorporate these groups.

Medicaid is unprepared to finance the long-term care
expenditures of the aging American population and as a
means-tested support program should not be paying for
the care of those who are able to contribute toward the
cost of their own care. Thus far, the private insurance
market has been unable to provide a viable alternative
that reaches the majority of the population. Long-term
care financing in the United States remains a situation
where the market failures surrounding current
alternatives indicates a role for government intervention.
The NYSPLTC demonstrates that in some cases
governments may only want to target particular segments
of the population in order to improve overall market
conditions, Future research should survey purchasers in
order to determine whether the Partnership is an effective
way to prevent MEP and bring younger, healthier people
into the private insurance market. The asset protection
clause increases the value of the policies to purchasers
and may combat adverse selection by giving good risks
more incentive to stay in the market.

Improving risk pooling in the private market
enhances the public good because it leads to a greater
availability of low-cost policies as the good risks lower the
expected value of the overall loss. If government
intervention can find more ways to bring these people into
the private market, some of the presently observed
problems in the public market can be mitigated,
Increased private insurance use can remove some of the
long-term care financing burden from Medicaid by
creating an affordable option for those with income and
assets that would otherwise be spent down in order to pay
for nursing home or home care costs.
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Future long-term care financing initiatives should
continue to try public-private partnerships in order to
improve conditions and use of the private market. The
government can encourage individual responsibility in
care financing in order to ensure that there will be
resources available to finance the care of everyone who
needs it. If more people can be brought into the private
insurance market, interventions from other countries can
be used in conjunction with private insurance to improve
conditions domestically. Research should also find ways
for private insurance policies to compensate informal
caregivers if they can provide effective care. Allowing
patients more alternatives to institutional care enhances
independence and prevents moral hazard (the tendency to
over-consume care when one does not bear its full cost),
because people are more likely to consume only the level
of care that they need. Future research as well as
collaboration between the public sector and the private
insurance market can result in more socially desirable
methods of long-term care in the future.

NOTES

" Policyholders can qualify for Medicaid after three years of nursing
home care, six years of home care, or an equivalent combination of the
two (NYSPLTC, 2001).

* This term refers to a non-institutionalized spouse who continues to rely
on the couple’s income.

? Gregory Serio (2001). Insurance Policies Covering Long Term Care
Services in New York State, State of New York Insurance Department,
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