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I wish to be heard by the select committee 
1 Summary
· Removal of asset testing does not make fiscal sense in light of the ageing of the population and intergenerational equity concerns.  
· While asset testing has not actually been removed in this Bill, the opportunity to consider the appropriate funding of long-term care has been lost.

· While the removal of the earned income test for the spouse with one is care is welcome, only some Human Rights aspects of the means test have been addressed.

· The integrity of the means test (which largely remains) requires that the use of trusts be addressed.

· The broader issues of a fairer and sustainable sharing of the costs of the baby boom retirement and especially their long-term care must be examined in a public forum.  A Royal Commission is suggested.
2 What are the problems and does this Bill deal with them?

The legislation has arisen solely to meet the obligations of a political promise without a proper consultative process and a serious effort to define and address the actual problems that New Zealand faces.  

There are, in fact, four major problems facing New Zealand in thinking about long-term care, none of which are well addressed in this legislation:
· Costs of the ageing of the population
· The current badly designed means test
· Intergenerational equity concerns
· Lack of insurance for long term care for middle income people

2.1 Costs of the ageing of the population

The legislation reflects a policy process that managed to ignore the critical demographic issue. Figure 1 shows the way in which the baby boom generation first swells the numbers of the young retired aged 65-74.  This bulge will then move through the age distribution and will eventually vastly increase the health demands.
 The greatest pressures will be from the year 2030 when the baby boomers begin to enter the 85+ age group. Thus the sheer growth in numbers suggests that the financing of long-term care for those over 85 is likely to be a major policy issue by mid century. By then, the numbers of 85 are projected to rise six to seven-fold and the numbers over 100 perhaps forty-fold. 
  
Astonishingly, the costs of this new legislation as presented to the public are only projected to 2010 (Minister’s Media Statement 20 February 2004). Other publicly released information has no projections beyond 2020, however the appendices to the officials’ documents obtained under the Official Information Act do model out to 2040 and show a worrying escalation of costs.

Figure 1:Projections of numbers of older people aged 65-74, 75-84, 85+
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  Source: Statistics New Zealand (Statistics New Zealand, 1999b).

On assumptions of medium mortality (Statistics New Zealand, 2003, series 4) it is projected that there will be 77,000 aged over 85 in 2011. This is only 27,000 more than current numbers.  By 2051 however (series 4) the numbers over 85 are projected to be a staggering 294,000 on assumptions of medium mortality and 340,000 on assumptions of low mortality.  In the latter case, we are looking at a 280,000 increase over the numbers  today. 
According to the Minister, the effect of this legislation will result in an extra cost of $170 million by 2011.  Simple ratio calculations suggest that if the cost of this bill for 77,000 in 2011 is $170 million, the costs for 340,000 people in 2051 in today’s dollars may be around $750 million. The subsidy costs under existing means testing arrangements are expected to roughly quadruple by 2050. Thus the total cost of long-term care to the state by 2051 is  likely to be well over $2 billion in today’s dollars.
The government has recently promoted ‘ageing in place’ with the emphasis on keeping the old in their own homes. But with increasing longevity, entry to full time care may be delayed, not necessarily avoided. It is also clear that ageing in place policies can be expensive. This bill does not consider these costs. People should be treated consistently with respect to the share of costs that they should meet regardless of whether that care be home or residential-based, but the opportunity to resolve this issue has been missed.
2.2 Badly designed means test

Another clear problem was the anachronistic and badly designed nature of the current means test. The government papers obtained under the Official Information Act identify that the existing policies offend against the ‘Bill of Rights’ in many respects, such as discrimination on the grounds of age and marital status. 

While the removal of the joint income test when one spouse is in care is a welcome improvement, the bill has not dealt adequately with human rights issues in the means test. The spouse at home remains disadvantaged with respect to the asset test with a minimal increase in the exemption. The new exemption of $55,000 would buy an annuity for a woman of only around $3000 a year. It is therefore extremely difficult for a woman caught in this test to save for her own retirement. It also most unfairly impacts on those with few exempt assets such as house and car. 

The income from the exempt asset base is to be counted as income for the income test with only a low per person $780 exemption. It is unclear if this is before tax or after tax. These provisions do not fairly account for actual access to resources and will unduly encourage assets to be accumulated in forms that do not result in liable earnings.
The exempt assets for a single person in care are exactly the same as for a couple in care instead of twice as much as formerly. Should they divorce, they would each have an exemption of $150,000. This anomaly remains to be challenged under the Human Rights Act as blatant discrimination against married couples as unwarranted discrimination based on marital status. Pending other announcements to the treatment of same sex couples, the legislation will treat same sex couples as married but the opportunity to treat everyone as individuals has not been grasped.

The proposed changes are claimed to ‘progressively remove’ the asset test. They do not. The new provisions are more accurately described as a ‘revised asset test’. The asset test exemption rises $10,000 a year until it is ‘ultimately removed’. For the first 15 years the annual increase is an average of 4.7%, barely enough, one suspects, to cover inflation in real estate prices. From 2020 to 2050 the average increase is just 2% per annum, and is negligible thereafter. In other words the exemption is set to fall in real terms at the point the baby-boomers dramatically increase the demand for long-term care.  
This is not an argument for the removal of the asset test or full indexation of the exempt level of assets. Rather it suggests that the asset test will remain significant and therefore both the design of the test must be improved and proper insurance arrangements must be considered (see below). 
2.3 Intergenerational equity concerns

The fiscal pressures associated with reduction of asset testing will reduce other worthwhile government spending, or require higher taxes, again impacting on the community and working-age population. 

Since 1996, policies have continually funneled money to the richest of the elderly. Since 1996 the best-off couples have received an additional net $385 per week as the result of removing the surcharge, tax cuts, and indexation of the benefit.  In a society were students are laden with student debt and child poverty is rampant, the partial removal of asset testing poses huge intergenerational equity questions (St John, 2003). 
The inequity that has arisen from an aggressive use of trusts to evade the means test has been ignored in this legislation, and the incentive the affluent have now to set up trusts remains strong. To the extent that trusts are more widely used as an effective means of asset protection, the more arbitrary and ineffective asset tests become as a means of funding long-term care.
 

2.4 Lack of insurance for middle income people
The crucial problem is the lack of insurance provisions for long-term care for all but the least well-off. Those with a low income and few assets are subsidized by the tax-funded social insurance arrangement of the current rest-hone subsidy but middle-income people, in particular, are badly exposed and must meet the first $636 a week from their own assets and then income.

The point is not that the individual should not be expected to make a contribution if they can afford to do so, it is that their contribution should be in the form of some kind of premium so that the costs are shared and the risks are pooled. There are easily understood reasons for the non-existence of a private market in long-term care insurance (St John, 2003a).
 The result of this gap however has been to load up a few unfortunate older people and their families with catastrophic costs.  The Bill mitigates a little of the inequity, but only by imposing the costs on the working age population. The inequity is worsened to the extent that the financially astute have been able to protect themselves by setting up trusts to protect assets while the others carry the full burden.

While more people are to be covered with the rise in the exemption and the moderation of the income test, those whose assets are above the still very modest exemption and their families are still seriously exposed to the rapid erosion of their capital and do not therefore have an adequate insurance protection. A full consideration of the insurance issues would suggest that more intragenerational sharing of risk is desirable (St John 1993)
3 What were the officials’ concerns?

Many concerns about the means test, long and short-term implications were explored in the various documents placed in front of the Minister, the Hon Ruth Dyson (Ministry of Health, 2001-2002). In late 2001 for instance, the officials wrote:

Officials believe…that a fundamental rethink is needed of how long-term care for older people is funded 

· To align the incentives for community-based and residential care consistent with the government’s objectives for ageing in place.
· To put in place sustainable, affordable and fair policies for all taxpayers, in view of the increasing numbers of older people expected to peak between 2010 and 2050.

There was also concern new anomalies are raised by only looking at one part of the means test:

New problems generated by changes to asset testing include: The income test will still apply and people with income will be treated differently from people with assets.

Different perverse incentives will arise eg people will maximise assets in preference to income or investment in more productive parts of the economy, to reduce their risk of having to pay for care.

Officials repeated their concern about the treatment of the younger spouse with a partner in care:

Means testing thresholds vary according to whether people are married or single.  Some families experience considerable difficulty.  For example, a younger spouse under 65 with a spouse in residential care may retain the family home, car and personal possessions, but savings of only $45,000. If there are dependent children the threshold is widely regarded as inadequate for the on-going needs of the younger family. The draining of resources may also have a severe impact on the spouse’s ability to save for their own retirement.
The resulting legislation must be judged a poor attempt to grapple with any of these problems. 
4 The under-funding of long-term care

The changes to asset testing are likely to increase rather than ameliorate the underfunding problem currently faced providers of long-term care. When the means test for rest homes was first introduced a far greater proportion of those in care were in need of secure accommodation rather than custodial care. Nowadays the level of care is much more medically based, intense and expensive. A recent report, (National Health Committee, 2000,p.4 ) notes:

[T]he 20 year trend of increasing severity and complexity of the health needs of older people on admission to long-term facility care, which has accelerated over the past five years; funding of these services has not increased to reflect the increased costs of providing long-term care for these people. 

Thus one implication of the costs of this Bill is that the criteria for accessing long-term care needs will tighten even further, the bare minimum level of care will continue to fall, and user pays charges will increase for the basics as well as additional extras. 
The indexation of the $636 cap from 2005 does not recognise the severe erosion in the cap’s value since 1994 when it was put in place and the cost difficulties face by the rest home operators. If this issue is not addressed there will be critical supply shortages in the industry. The costs of reduction in the asset test in the Bill could have been more usefully allocated to increasing the existing subsidy (with a higher cap).
5 Concluding comments

The issues of paying for long-term care have received a great deal of public attention in other countries, but in New Zealand the process has been confined to a limited and secret discussion in a cabinet committee.

The revised asset test will impact most severely on the government’s budget from 2030 as the first of the baby-boomers reach 85. In a world that has persistently favoured better-off older New Zealanders (no capital gains tax, no death duties, no inheritances taxes, universal basic pensions), there are serious intergenerational equity issues involved in reducing means testing for old age care.
However, it is noted that in practice the asset test will not be removed, leaving for the future the possibility that the implicit insurance issue might be addressed. A consideration of an intragenerational sharing of the risks will be necessary to reduce the costs that fall directly on the working age population. 

It is to be hoped that the lessons from policy changes in the area of the state pensions over the past 3 decades will be heeded. Unilateral political decisions on long-term policies for the elderly are inadvisable and do not make for the stability that is desirable (St John, 1999a).  It is time New Zealand grappled with this issue. A Royal Commission of Inquiry on long-term care funding is urgently needed.
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� Those over 85 require thirty times more public funding per person than those of younger ages � ADDIN EN.CITE <EndNote><Cite><Author>National Health Committee</Author><Year>2000</Year><RecNum>219</RecNum><Suffix>, p.7</Suffix><MDL><REFERENCE_TYPE>16</REFERENCE_TYPE><AUTHORS><AUTHOR>National Health Committee,</AUTHOR></AUTHORS><YEAR>2000</YEAR><TITLE>Report of the National Health Committee on healthcare for older people</TITLE><PUBLISHER>National Advisory Committee on Health and Disability</PUBLISHER><URL>http://www.nhc.govt.nz</URL></MDL></Cite></EndNote>�(National Health Committee, 2000)�  


� Statistics New Zealand � ADDIN EN.CITE <EndNote><Cite><Author>Statistics New Zealand</Author><Year>1999</Year><RecNum>190</RecNum><MDL><REFERENCE_TYPE>10</REFERENCE_TYPE><AUTHORS><AUTHOR>Statistics New Zealand,</AUTHOR></AUTHORS><YEAR>1999</YEAR><TITLE>Demographic trends</TITLE><PLACE_PUBLISHED>Wellington</PLACE_PUBLISHED><PUBLISHER>Statistics New Zealand</PUBLISHER></MDL></Cite><Cite><Author>Statistics New Zealand</Author><Year>2003</Year><RecNum>351</RecNum><MDL><REFERENCE_TYPE>10</REFERENCE_TYPE><AUTHORS><AUTHOR>Statistics New Zealand,</AUTHOR></AUTHORS><YEAR>2003</YEAR><TITLE>Demographic trends</TITLE><PLACE_PUBLISHED>Wellington</PLACE_PUBLISHED><PUBLISHER>Statistics New Zealand</PUBLISHER></MDL></Cite></EndNote>�(1999a, 2003)�


� The projections are subject to a number of caveats and uncertainties. By 2040/41, the cost of raising the asset threshold to $150,000 and increasing it by $10,000 per annum after that is projected to be $519m.  


� This contrasts with the marriage-neutral treatment of New Zealand Superannuation where each is treated for tax (and formerly surcharge) like an individual albeit with a lower rate for married people.


� This may be contrasted with attention paid in Australia to this matter � ADDIN EN.CITE <EndNote><Cite><Author>Newman</Author><Year>1999</Year><RecNum>313</RecNum><MDL><REFERENCE_TYPE>10</REFERENCE_TYPE><AUTHORS><AUTHOR>Newman,J</AUTHOR></AUTHORS><YEAR>1999</YEAR><TITLE>Private trusts and private companies. Maintaining the integrity of the means test</TITLE><PLACE_PUBLISHED>Canberra</PLACE_PUBLISHED><PUBLISHER>Department of Family and Community Services</PUBLISHER><TYPE_OF_WORK>Discussion paper</TYPE_OF_WORK></MDL></Cite></EndNote>�(Newman, 1999)�.


� Many of the features of long-term care make it an unlikely candidate for private insurance. For example, it is hard for a company to provide cover for costs that will occur so far into the future for most people when the costs of care may increase relatively as well as with inflation. Private companies have an incentive to exclude the bad risks on medical grounds and the  problem of adverse selection causes the good risks to find insurance too expensive.  In particular, those most in need are the ones most unlikely to be able to pay an actuarial premium. Women live longer than men and have fewer resources and are much more likely than men at each age over 65 to be in long-term care. It is therefore not surprising that long-term care insurance is not available in New Zealand, or in most countries to any significant extent. 








PAGE  
1

