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Abstract  

The reasons for low prevalence of private long-term care insurance coverage are not fully 

understood.  This paper examines one reason not previously examined: the role of information 

about long-term care.  The information types explored include information about genetics, family 

willingness to provide care, the burden and/or rewards of caregiving, and one’s own need for 

long-term care.  To understand the information effect, we exploit variation in the long-term care 

use of an adult child’s parents and in-laws, as well as variation in who provides (self, siblings, 

nursing home) and receives (parents or in-laws) the care.  Further, we explore how expectations 

for one’s own long-term care and one’s financial prospects (through inheritance) change with the 

information learned from the long-term care experience of parents and in-laws (the G1 

generation).  Using the Health and Retirement Study, we find that individuals are more likely to 

own LTC insurance if a close relative has needed long-term care, and that the effect is driven by 

nursing home use, not informal care use of the G1 family member.  This effect persists even 

when controlling for expectations about the future.  We find that genetic information does not 

play a large role, given that the effects are similar whether it was a parent or parent in-law using 

long-term care.  Finally, expectations also change after G1 members use long-term care. We find 

evidence of a demonstration effect, as individuals who provided informal care to their parents 

expect their children to provide care for them; and adult children also change their expectations 

about future inheritance receipt depending on whether a parent has used formal care (decreases 

expectation) or informal care (increases expectation).  This study indicates that information plays 

a significant role in long-term care insurance holding, even after controlling for expectations. 
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Introduction 

Long-term care (LTC) is one of the biggest financial risks facing the elderly today yet 

very few people—13% of current 65 year olds—insure against the risk of needing LTC.  This 

lack of insurance coverage has spurred much work trying to explain this phenomenon (Brown 

and Finkelstein 2007, Brown, Coe and Finkelstein 2007, Finkelstein and McGarry 2006, 

Finkelstein, McGarry and Sufi 2005, Sun 2010).  It has also spurred public policy into action, 

with 30 states and the District of Columbia offering tax breaks for private LTC insurance 

purchases as of 2011, but policy changes have not led to a widespread increase in coverage 

(Weiner et al. 2000, Meiners 2001, Courtemanche and He 2009, Goda 2011).  The recent 

national health care bill, the Patient Protection and Affordable Care Act, included a now-defunct 

program, called the Community Living and Supported Services (CLASS) Act, that would have 

created a new government-run long-term care insurance pool.     

Despite the policy and academic focus, one avenue that has yet to be explored is whether 

individuals have enough information about their future LTC needs to make informed choices.  

There are several reasons why information gaps may exist.  Individuals may be misinformed 

about: the likely need of LTC; the expense entailed in getting such care; the gaps in insurance 

coverage for LTC; and, their families’ willingness to provide informal care.  Any of these 

reasons would lead to lower than expected long-term care insurance (LTCI) purchases.   

To test what role information, or misinformation, may play in LTC and LTCI decisions, 

we exploit variation in the amount of information an individual has about his or her own future 

LTC needs.  This variation arises between individuals that have someone close to them, a parent 

or in-law, who needs and uses LTC.  Individuals who have parents or in-laws who use LTC 

services may be more aware of the costs and gaps in insurance coverage and the benefits and 
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costs of informal care provision.  In addition to learning about the formal and informal care 

sectors, an individual may learn about the aging process in general, or specific information about 

their own genetics and own potential aging path.   

This paper examines how information gained from parents and in-laws’ use of LTC 

impacts an adult child’s LTCI holding.  Further, we try to disentangle what type of information 

may be lacking in the LTC and LTCI decision, by exploiting variation in the person who needed 

care (parent or in-law), the type of care used (nursing home or informal care), and the person 

who provided informal care (the adult child him/herself or a sibling).  Finally, we test which 

mechanisms might be underlying any change in LTCI holding by examining how expectations 

about the future change after a parent or in-law uses LTC.  In particular, we analyze how a parent 

or in-law’s use of LTC impacts an adult child’s expectations about future nursing home use, 

informal care from children, and inheritance receipt.  

  The rest of the paper is as follows: Section 2 describes the information mechanisms 

provided by parents or in-laws’ use of LTC.  Section 3 discusses the data we use and the sample 

in detail.  Section 4 presents the empirical models.  Section 5 presents the results, in which we 

examine the impact of parents or in-laws’ LTC use on the purchase and holding of LTCI as well 

as the impact on the adult child’s expectations for LTC.  Section 6 concludes.   

 

2.  Information Mechanisms 

The informal care and medical literature has long posited that, by caring about others and 

their health, having an ill family member has a direct impact on one’s welfare (Becker 1976; 

Boulding 1981; Basu and Meltzer 2005).  The most recent work has focused on measuring this 
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family effect and determining how it should be used in economic evaluations (Brower et al. 

1999, Bobanic et al. 2010). 

We hypothesize that LTC use by parents and parents-in-law (the G1 generation) will also 

have an information spillover effect on one’s welfare.  Helping or watching someone you are 

close to navigate the LTC system will make one aware of the complexities they may face in their 

own aging process.  If individuals are already fully-informed, then LTC use by parents or in-laws 

will have no effect on their own expectations about future use or their financing plan.  However, 

if individuals learn during the process of their parents or in-laws using the system, expectations 

may evolve, as well as the decision to purchase or hold LTCI.   

In addition to the overall information that comes with LTC use by an elderly parent or in-

law, we hypothesize that there is different information learned that depends on: the relationship 

type (parent or in-law); the type of care (formal or informal); and who provides the informal care 

(individual or sibling).   

 

Relationship type:  Genetic information is revealed through a parental, but not in-law, health 

decline.  Because of the common genetic link, a parent’s health decline may differentially 

influence an adult child’s expected need for future LTC.   

Type of care: Whether a parent receives formal or informal care provision could impact an adult 

child’s expectations about his/her own future care needs.  The type of care used may provide 

information about the costs of care, the willingness of family to provide care, and the ability to 

meet LTC needs in an informal setting. 
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Provision of care: The informal care literature focuses on the “caregiving effect,” the effect that 

caregiving has on the care provider, and only the care provider.  In this case, we are focusing on 

the information the care provider receives.  This information can include factors such as 

caregiving burden, which has many definitions in the gerontology literature (Zarit et al. 1980) or 

conversely, caregiving gain, such as role satisfaction (Tarlow et al. 2004), improved relationships 

with a parent (D. L. Roth et al. 2005), the knowledge that one has fulfilled a familial duty (Van 

Houtven and Norton 2004) or receiving a larger inter-vivos transfer from parents than non-

caregiving siblings (i.e. the exchange motive) (Norton and Van Houtven 2006).  Providing care 

to a parent may also provide a signal that an adult child expects his or her own children to do the 

same (i.e. the demonstration effect) (Stark 1995, Cox and Stark 2005).   

 The relationships and different types of information mechanisms are outlined in Table 1.  

All families who have a parent or in-law who use(d) LTC have the “LTC” information.  This will 

include information about the costs of LTC as well as how to navigate the LTC system.  If a 

parent needs care, then genetic information is revealed as well as the LTC information.  Genetic 

information is revealed to the adult child regardless of the kind of care the parent receives (e.g. 

informal care from the adult child, from a sibling, or from formal sources).  When slicing by type 

of care that parents or in-laws receive, between informal and formal care, it could reveal 

information about how LTC needs can best be met, as well as the willingness of the family to 

provide informal care.  All individuals providing informal care will learn first-hand about being a 

caregiver, regardless of whether they care for a parent or in-law.  As such, we can test what types 

of information, if any, impact one’s own future care needs assessments, including where they 

want it to be delivered, and financing decisions. 

3. Data 
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We use data from seven waves of the Health and Retirement Study (HRS) (1996-2006).  

In 1992, the HRS sampled the non-institutionalized 50-61 year old U.S. population.  

Respondents have been followed every two years. The HRS collects information about 

respondents and their spouses, as well as information about both of their siblings and parents.  

We use the HRS data starting in 1998 due to the inconsistent definition of LTCI in the survey 

and other key variables prior to the 1998 wave (Finkelstein and McGarry 2006), and we do not 

include observations from 2008 due to a lack of questions about inheritance expectations. 

 
Sample.  First we create a respondent-level dataset, consisting of 56,867 person-wave 

observations. Table 2 details our sample restrictions and the final number of observations in the 

sample.  We limit our analysis to individuals over the age of 65 due to question differences based 

on this age threshold.   In addition, one has to have at least one living child to be included in the 

sample.  This brings us to 17,493 person-wave observations in the largest sample we analyze.   

First, we test the influence of the G1 generation’s use of LTC on LTCI holding.  

Regarding LTCI, the HRS asks, “Not including government programs, do you now have any 

long term care insurance which specifically covers nursing home care for a year or more or any 

part of personal or medical care in your home?”  Individuals can respond yes or no.  

Second, we test the underlying mechanisms driving the potential changes in LTCI 

holding by examining how expectations about formal care, informal care, and inheritance receipt 

change after G1 LTC use.  In order to measure future formal care expectations, the HRS asks 

“What is the percent chance that you will have to move into a nursing home in the next 5 years?”  

Individuals can respond with a probability between 0 and 100.  We rescale this to be a variable 

bound by 0 and 1.  
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As discussed in Finkelstein and McGarry (2006), there is the problem of focal answers in 

the responses to this question (See Figure 1).  Prima facie, it is unclear what to do with those 

who answer zero and 50 percent chance of entering a nursing home. Focal answers could 

indicate the true perceived probability measured with error, or that the respondent has not 

thought about nursing home needs.  In this case, since we are examining changes in perceived 

need for nursing home use, focal answers are less of an issue as long as they are equally 

“sticky”–i.e. that one is just as likely to report a change from 50 to 60 as 25 to 35, given the same 

incremental change in underlying beliefs. This assumption is difficult to test, but one we will 

maintain.1   

Regarding future informal care expectations, the HRS asks, “Suppose in the future, you 

needed help with basic personal care activities like eating or dressing. Do you have relatives or 

friends (besides your [husband/wife/partner]) who would be willing and able to help you over a 

long period of time?”  If the respondent says yes, he/she is asked, “What is the relationship to 

you of that person or persons?”  Respondents are allowed to indicate multiple options from 

among a variety of people listed.  If respondents include “child/child-in-law” in the follow-up, 

we code them as expecting children to provide informal care in the future.    

Finally, having a parent use LTC could impact expectations about future inheritance 

receipt, and thus impact one’s expectation about lifetime wealth.  Such changes could 

subsequently impact the financial planning that he or she may need to undertake to handle LTC 

in the future, including the choice between self-insuring or having private LTCI.  The HRS asks, 

“What are the chances you will receive an inheritance during the next 10 years?” Individuals can 

                                                 
1 Kleinjans and Lee (2006) find very similar results whether they treat nursing home expectations as either a 
continuous or a categorical variable. 
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respond with a probability between 0 and 100.  We again rescale this to be a variable bound by 0 

and 1.2    

The primary explanatory measures of interest are whether parents and in-laws receive 

LTC and which type of care.  We can identify informal care and formal care use of the G1 

generation.  The HRS asks respondents where each of their parents and in-laws currently lives, 

with one of the possible responses being in a nursing home.  In addition, if a parent or in-law has 

passed away since the prior survey wave, the HRS asks respondents whether that parent or in-

law ever lived in a nursing home.  We categorize parents or in-laws who currently live or ever 

lived in a nursing home as having utilized formal care.3 

In order to measure informal care provided to the G1 generation, the HRS asks each 

respondent if he/she and his/her spouse spent a total of 100 or more hours in the last two years 

helping each parent or in-law with “basic personal activities like dressing, eating, and bathing.”  

The survey then asks who was helped and how many hours of care the respondent, and 

separately his/her spouse provided.  The survey also asks which siblings and sibling in-laws, if 

any, provide help with these tasks.  

 

4. Model 

In order to examine the effect of LTC use of the G1 generation on the adult child’s LTCI 

holding, we estimate the following probit model:    

  (1) 

where LTCI is an indicator for the adult child holding long-term care insurance.  A is a vector of 

LTC received by parents and in-laws, measuring if LTC was ever provided before or during time 
                                                 
2 In 2006, the question wording changed to “What are the chances that you (or your [husband/wife/partner]) will 
receive an inheritance during the next 10 years?” 
3 The HRS does not contain information about formal home health care use of parents or in-laws. 
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t.  We consider three separate vectors of LTC received by the G1 generation: (1) Any parent or 

in-law receives any type of LTC; (2) Any parent or in-law receives formal nursing home care vs. 

any parent or in-law receives informal care; (3) Own parent uses nursing home care; own parent 

receives informal care from the respondent; own parent receives informal care from the 

respondent’s siblings, and the three in-law correlates.  H is a vector of the adult child’s health 

information, to capture LTC risk factors for future LTC needs.  This vector includes the number 

of ADLs, the number of IADLs, an indicator for a low cognition score, the number of chronic 

conditions, an indicator for incontinence problems, and indicators for whether the adult child has 

previously used a nursing home, home health, or informal care.  IC represents the potential 

informal care network available to the respondent including if there is a spouse, the number of 

male and female children, the number of living siblings, the number of co-resident children, and 

the number of children living within 10 miles (excluding co-resident children).  The individual-

level characteristics included in the vector Xit are age, age squared, gender, race, and education 

categories (less than high school, high school, and at least some college) for the respondent, and 

his/her mother and father.  We also include an indicator for being divorced, and an interaction 

term between gender and divorced, as well as an indicator for whether any parent or in-law is 

already deceased.  Fit is a vector of financial information.  This includes financial wealth 

quartiles, housing wealth quartiles, whether the respondent and his/her spouse have assets in a 

trust, whether the respondent has a will with the children included, and whether the children hold 

the deed to the house.   

We then examine the impact of the G1 generation receiving LTC on the respondent’s 

expectations using the following model:   

   (2) 
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EXP is the expectation, which is either the self-reported probability of entering a nursing home in 

the next five years, an indicator variable for whether an individual thinks his or her children will 

be willing and able to provide informal care, or the self-assessed probability of receiving an 

inheritance in the next 10 years.  For the nursing home and inheritance expectations, we estimate 

linear models, and for the expectation of receiving informal care from a child or child-in-law, we 

estimate probit models.  A, H, IC, X, and F are as defined above.   

Finally, in order to examine the direct effect of parents and in-laws receiving LTC on 

LTCI holding, we re-estimate equation (1), but add controls for the above-mentioned 

expectations.  It is important to add expectations in order to disentangle the direct information 

effect of the G1 generation’s use of LTC on the adult child’s LTCI holding from the indirect 

effects that operate via changes in expectations.  Therefore, we estimate the following probit 

model: 

  (3) 

where LTCI is an indicator variable for holding a long-term care insurance policy, and EXP is the 

vector of expectations about entering a nursing home, informal care provision from children, and 

inheritance receipt.  A, H, IC, X, and F are as defined above.    

We also analyze the effects of parents and in-laws receiving LTC on LTCI purchases, 

rather than holding.  To do so, we re-estimate the above equations on the sample of respondents 

without LTCI in the prior survey wave and who were eligible as of the prior survey wave to 

purchase LTCI (i.e. no IADLs or ADLs and no recent strokes).   
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5. Results 

Table 3 presents the descriptive statistics for our primary analysis sample.  The average 

expected probability of using a nursing home in the next 5 years is approximately 11 percent, 

while about 50 percent of the sample expect their children to provide informal care in the future.  

The average expected probability of receiving an inheritane in the future is 9 percent.  

Approximately 14 percent of the sample holds LTCI, which is consistent with the cross-sectional 

coverage rates found in the HRS.  Overall, almost 70 percent had some interaction with the LTC 

system via their parents or in-laws.  60 percent of the G1 generation used a nursing home while 

38 percent used informal care.   

 Since the sample is restricted to individuals age 65 and older (due to HRS questionnaire 

design), it is not surprising that the average age is 69.  The gender split is 50/50, and 71 percent 

of the sample is married.  Some of the respondents have already used LTC themselves–3 percent 

have received informal care, 11 percent have used formal home health care, and 2 percent have 

stayed in a nursing home.   

 On average, this sample has many potential informal care providers.  70 percent of the 

sample is married, and they have 2.7 living siblings, 1.9 sons and 1.8 daughters on average.  On 

average, 1 of these children lives within 10 miles.   

 

G1 LTC Use on LTCI Holding: Table 4 presents the marginal effects and standard errors from the 

probit model measuring the impact of parental and in-law LTC use on LTC insurance holding.  

Column 1 presents the model estimating the effect of any G1 using any type of LTC on LTCI 

holding.  Column 2 breaks G1 LTC use between formal (nursing home) and informal care 

receipt.  Column 3 presents the results broken down into 6 categories: Parent uses formal care, 
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respondent provides informal care to parent, sibling of the respondent provides informal care to 

parent, and the 3 in-law correlates. 

 Column 1 indicates that individuals are 2.4 percentage points more likely to own LTC 

insurance after they have a close relation use any type of LTC.  Column 2 indicates this effect is 

driven by formal nursing home use–individuals who have a G1 member use a nursing home are 

3.7 percentage points more likely to own LTC insurance.  Finally in column 3, the results 

indicate that it does not matter who in the G1 generation uses a nursing home, but it is nursing 

home use, as opposed to informal care use, that is correlated with an increase in LTCI holding.  

Because the effects of in-laws and parents using nursing homes are not statistically different 

from one another, this suggests that it is not genetic information that is being learned about one’s 

own future aging process.  Instead, it is more likely related to the costs of LTC and the 

incomplete insurance provided by Medicaid and Medicare. 

 The other covariates influence LTC insurance holding largely as expected.  Age is an 

important predictor for LTC insurance holding, albeit at a decreasing rate.  Divorced men are 

less likely to have LTC insurance, while divorced women are more likely to hold it, relative to 

single men.  Higher education is correlated with higher LTC insurance holding rates, and not 

answering the cognition questions (likely due to a proxy respondent) and living with children are 

associated with lower LTC insurance holding.  Both housing wealth and financial wealth show 

non-linear relationships with LTC holding, which is consistent with some of the richer 

individuals in the sample being able to self-insure rather than hold LTC insurance policies.  

Individuals with trusts or children named in their will are more likely to have LTC insurance.  

Interestingly, those who have received informal care in the past are less likely to hold LTC 

insurance, which may be picking up poor health to the point where the respondent cannot qualify 
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for LTC insurance or may reflect the individual’s children’s willingness to provide care 

informally.   

 To further our understanding of the mechanisms leading to increased LTCI holding, we 

explore how expectations about future care needs and how they will be met change after one has 

a G1 family member experience LTC.  Table 5 presents the coefficients and standard errors of 

the linear model of the expectations of entering a nursing home in the next 5 years.  Columns 1-3 

represent the same model specifications as in Table 4. 

We see very similar effects of the G1 generation using LTC on one’s own expectations 

for future nursing home use.  Individuals who have a G1 member use LTC experience a 1 

percentage point increase in their own expected probability of using a nursing home in the next 

five years.  Again, this is driven by the G1 generation using nursing homes, and the effect is 

similar regardless of whether it is a parent or in-law using the nursing home.  Again, this 

suggests that the G1 generation’s experience is providing information about the LTC system and 

the aging process in general, not specific genetic information.   

Interestingly, we find that the respondent providing informal care to an in-law 

significantly increases one’s own expectations about future nursing home care.  This could be 

interpreted in various ways.  One, it could reflect updated information about one’s spouse’s 

aging process and ability to provide informal care to the respondent.  Secondly, it could reflect 

differential caregiving burden based on the relationship with the care recipient.  Because of the 

“familial duty,” one may reap more rewards from caring for a parent rather than an in-law, and 

thus prefer to receive care in a formal setting in the future themselves after having provided care 

to an in-law.   
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 Next we explore how the G1 experience influences the adult child’s expectations about 

his/her own children providing informal care should care be needed.  Table 6 presents the 

marginal effects and standard errors from the probit model.  Here we find evidence of the 

demonstration effect.  If a parent (G1 generation member) uses formal care, respondents are 3 

percentage points less likely to think their own child will provide care for them.  If individuals 

provide informal care to their parent, they are 3 percentage points more likely to think their 

children will care for them.  The effects for in-laws are in the same direction but smaller in 

magnitude, and not statistically significant. 

 The last expectation that we explore is the effect of G1 LTC use on expected inheritance 

receipt.  Marginal effects and standard errors from the linear model are presented in Table 7.  On 

average, after someone in the G1 generation uses LTC, individuals experience a 1.6 percentage 

point increase in the likelihood of receiving an inheritance.  This is likely picking up health of 

the G1 generation, and new information on the respective life expectancy.  Interestingly, we find 

that the direction of the effect on inheritance expectations depends on the type of care the G1 

generation utilizes.  After the G1 generation uses nursing home care, individuals decrease their 

expectations about future inheritances by 1 percentage point, while they increase their 

expectations by 3 percentage points if the G1 generation uses informal care.  This pattern makes 

intuitive sense given the relative financial costs of each type of care.  In addition, the decrease in 

expected inheritance receipt after a parent uses nursing home care may be explained by the child 

observing that there is less money to inherit as a result of the parent spending down to qualify for 

Medicaid. These effects are driven by parental LTC use--while again the sign of the effect for in-

laws is the same, the magnitude is smaller and statistically insignificant.  Interestingly, it does 

not matter if one provides informal care themselves or a sibling provides informal care to the 



 

15 
 

parent–both lead to similar increases in the expectation of inheritance receipt (2.5 and 3.3 

percentage points respectively, which are not statistically significantly different from each 

other).4     

 Finally in Table 8, we examine the independent effect of LTC use among the G1 

generation on LTC insurance holding, conditioning on all of the expectations we just explored.  

Interestingly, while the expectations are significant determinants of LTC insurance holding, 

adding these controls has virtually no impact on the estimated impact of the G1 generation using 

LTC on LTC insurance holding patterns (comparing Table 4 and Table 8).  Having a parent or 

in-law use a nursing home is associated with increased LTC insurance holding by 3.4 and 2.6 

percentage points, respectively (these effects are not statistically different from each other).  

Those who provide informal care to their parents are 2.2 percentage points less likely to hold 

LTC insurance (p<0.10). 

 

Total Effect of G1 LTC Use on LTC Insurance:  Since G1 LTC use impacts expectations and 

expectations influence LTC insurance holding, we run a simple counterfactual exercise to 

estimate the total effect G1 LTC use has on LTC insurance holding.  We use the estimated 

models to predict the counterfactual case where no one had a G1 generation with LTC, and then 

again where everyone had a G1 generation that received LTC.5  We perform the counterfactual 

for each of the 3 expectations, and then on the full LTC insurance model accounting for the 

expectations as well as the direct effect on LTC holding.  The results are presented in Table 9. 

                                                 
4 It is important to note that we are only measuring expectations about receiving an inheritance, not how much, and 
thus the identity of the informal care provider may be less important.  However, previous work suggests that parents 
often leave the exact same amounts to children in a will, regardless of informal care provision (McGarry 1999). 
5 More specifically, we separately predict six counterfactual cases where no one vs. everyone: (1) had a parent use 
nursing home care; (2) provided informal care to a parent; (3) had a sibling provide informal care to a parent; (4) had 
an in-law use nursing home care; (5) provided informal care to an in-law; (6) had a sibling in-law provide informal 
care to an in-law. 
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 The results in Table 9 reiterate the regression results.  Having a parent or an in-law use 

formal care increases the probability of an individual holding LTC insurance, and there is not a 

differential effect between parents and in-laws’ use of formal care.  This suggests that one learns 

information about LTC in the process.  This information could be about the costs of LTC, the 

incomplete insurance for these costs, or about general aging processes.   Given that the effect is 

the same regardless of the relationship with the G1 care recipient, it is unlikely that the new 

information is about one’s own genetic predisposition in the aging process.   

Informal care provision to parents has no impact on LTC insurance holding.  The 

increased likelihood of expecting children to provide care counteracts the wealth effect due to an 

increase in the expected inheritance.  The difference predicted between an individual providing 

informal care versus his/her siblings providing informal care is driven by the direct negative 

(although insignificant) effect of siblings providing informal care on one’s LTCI holding (even 

after accounting for the changes in expectations generated by siblings providing care to a parent). 

 

Specification Tests: To address the concern that families with LTC use are different from 

families without any LTC use, we have re-run the regressions on the subsample of individuals 

who have someone in the G1 generation accessing LTC at some point.   Thus, the comparison is 

between before and after LTC use among LTC-using families.  The results remain quantitatively 

unchanged. 

 Everything we have presented thus far examines LTC insurance holding, not the purchase 

decision.  There may be lingering concern as to the timing of the information gained and the 

LTC insurance purchase.  If the policy was purchased before the G1 generation used LTC, then 

the information story does not hold.  We have re-run all the specifications on the subsample that 
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is healthy enough to buy LTC insurance–no recent strokes, no ADLs and no IADLs reported–

and did not have LTC insurance in the previous period.  The results are presented in Table 10.  

While we lose some of the significance due to the decreased sample size, the estimates are 

consistent with the previous results–LTC use among the G1 generation provides information to 

the adult children, which changes their expectations about their own care, their care delivery 

preferences, and their financial preparation to meet these future needs.   

 

6. Conclusions 

This project measures the effects of information gained through having parents and in-

laws nagivate LTC on one’s own future care preferences, needs, and financial preparation.  We 

find that information gained via formal care use has the largest impact on both individual 

expectations about their own future LTC and their financial preparation to meet those needs, in 

terms of increased private LTC insurance coverage.  Individuals appear to have full information 

about their own genetic aging process, as the effects of parents and in-laws using LTC are 

viritually identical in changing expectations and LTC insurance coverage.  Informal care tends to 

have a negative effect on LTC insurance holding, largely through increasing the expectation that 

children will provide care (the demonstration effect) and decreasing the expectation of formal 

care use in the future.   

Our findings are also interesting considering the standard asymmetric information (AI) 

model and work by Finkelstein and McGarry (2006) on LTCI.  Standard AI models predict that 

in equilibrium there will be a positive correlation between the amount of insurance and the 

occurrence of the risky event (Chiappori and Salanie 2000; Dionne et al. 2001; Chiappori et al. 

forthcoming).  Finkelstein and McGarry posit that two type of individuals may lead to violations 
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in the standard model: individuals with private information that they are higher risk than the 

insurance company expects (e.g. unobserved health status); or individuals with private 

information that they have a strong taste for insurance and are lower risk than the insurance 

company expects (e.g. risk aversion).  Aside from unobserved health status or risk aversion, our 

analysis suggests that informal care provision and formal care use of parents and in-laws make 

individuals change expectations about their own use of LTC in the future, as well as the uptake 

of LTC insurance independently. The contribution of this type of information in the AI models 

has not been explicitly considered. The total estimated effect that we find is in line with the 

effects of state tax deductions on LTC insurance holding. 



 

19 
 

Table 1: Information Set Gained Through Parents and In-Laws’ LTC Use 
 
 
 Formal Care Informal Care 
  Self Siblings 
No Family  -- -- -- 
Parent LTC 

Genetics 
Formal care need 

LTC 
Genetics 
Caregiver  

Family willingness 

LTC 
Genetics 

Family willingness 

In-Law LTC 
Formal care need 

LTC 
Caregiver  

Family willingness 

LTC  
Family willingness 

 
 
 
 
 
 
Table 2: Sample Restrictions  
 
 Analysis 

Sample 
All HRS respondents waves 1998-2008 56867 
Age 65 and over 31486 
Wave 2008 drops since no inheritance expectations question 24139 
Respondent has living children 22860 
Probability of entering a NH in next 5 years answered  19030 
Informal care expectations answered  17698 
Inheritance expectations and LTCI questions answered 17572 
Person-wave observations with full set of control variables 17493 
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Table 3: Descriptive Statistics  
 Analysis Sample 
Probability of entering a NH 0.108 
Expect informal care from children/children-in-law 0.502 
Probability of receiving inheritance 0.092 
LTC insurance 0.139 
Any G1 received LTC 0.697 
Any G1 used nursing home care 0.570 
Any G1 received informal care 0.381 
Parent used nursing home care 0.395 
In-law used nursing home care 0.321 
Parent received informal care from self 0.135 
Parent received informal care from sibling(s) 0.187 
In-law received informal care from self 0.079 
In-law received informal care from sibling(s)-in-law 0.155 
Age 69.392 
Female 0.496 
Married 0.712 
Divorced 0.112 
Non-white 0.148 
Education  
     Less than high school 0.240 
     High school graduate 0.367 
     Some college 0.393 
# of ADLs 0.173 
# of IADLs 0.042 
Low cognition 0.054 
Incontinent 0.175 
# of chronic conditions 1.804 
Ever used informal care 0.029 
Ever used formal home health care 0.114 
Ever used nursing home care 0.019 
# of living siblings 2.650 
# of male children 1.881 
# of female children 1.807 
# of co-resident children 0.223 
# of children within 10 miles 1.009 
Has a trust 0.112 
Has children on deed to house 0.042 
Has children on will 0.547 
Mother’s Education  
    Less than high school 0.558 
    High school graduate 0.249 
    Some college 0.103 
   Missing 0.090 
Father’s Education  
    Less than high school 0.572 
    High school graduate 0.202 
    Some college 0.109 
   Missing 0.117 
Person-wave observations 17493 
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Table 4:  LTCI Holding, by G1 Care Use     
  I   II   III   
Any G1 use LTC  0.0243 ***      
 (0.0077)       
Any G1 uses Formal Care     0.0374 ***    
    (0.0073)     
Any G1 uses Informal Care    -0.0085     
    (0.0074)     
Parent uses Formal Care      0.0347 *** 
      (0.0073)   
In-Law uses Formal Care      0.0274 *** 
      (0.0074) 	  	  
R provides care to parent      0.0005 	  	  
      (0.0437)   
Sibling provides care to parent      -0.0145   
      (0.0244)   
R provides care to in-law      -0.0214   
      (0.0002)   
Sibling provides care to in-law      -0.0020   
      (0.0115)   
Observations 17493  17493  17493 	  	  
Pseudo R-Squared 0.11   0.11   0.11 	  	  
Standard errors in parentheses 	   	   	   	   	   	  
* significant at 10%; ** significant at 5%; *** significant at 1% 	   	  
Note: Regression also includes: age, age squared, race, gender, married and divorced indicators, interactions 
between gender and divorced, education health indicators (number of ADLs, number of IADLs, number of 
chronic conditions, low cognition indicator, missing cognition score indicator, incontinence indicator, 
indicators for ever receiving nursing home, informal care, or formal home health care), number of living 
siblings, mother's education, father's education, financial wealth, housing wealth, number of children: male, 
female, living within 10 miles; indicator for living with children, having a trust, having a kid's name on the 
deed, having a will that names a child, and indicator for having a parent or parent-in-law die. 
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Table 5:  Expectations for Future Nursing Home Use, by Caregiving Relationship  
  I   II   III   	  
Any G1 use LTC  0.0095 **      	  
 (0.0040)       	  
Any G1 uses Formal Care     0.0141 ***    	  
    (0.0038)     	  
Any G1 uses Informal Care    -0.0009     	  
    (0.0037)     	  
Parent uses Formal Care      0.0086 ** 	  
      (0.0038)   	  
In-Law uses Formal Care      0.0097 ** 	  
      (0.0040)   	  
R provides care to parent      0.0000   	  
      (0.0056)   	  
Sibling provides care to parent      -0.0016   	  
      (0.0049)   	  
R provides care to in-law      0.0131 * 	  
      (0.0069)   	  
Sibling provides care to in-law      0.0001   	  
      (0.0050)   	  
Observations 17493  17493  17493   	  
R-Squared 0.02   0.02   0.02   	  
Standard errors in parentheses 	   	   	   	   	   	   	  
* significant at 10%; ** significant at 5%; *** significant at 1% 	   	   	  

Note: Regression also includes: age, age squared, race, gender, married and divorced indicators, 
interactions between gender and divorced, education health indicators (number of ADLs, number 
of IADLs, number of chronic conditions, low cognition indicator, missing cognition score 
indicator, incontinence indicator, indicators for ever receiving nursing home, informal care, or 
formal home health care), number of living siblings, mother's education, father's education, 
financial wealth, housing wealth, number of children: male, female, living within 10 miles; 
indicator for living with children, having a trust, having a kid's name on the deed, having a will that 
names a child, and indicator for having a parent or parent-in-law die. 	  
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Table 6:  Expectations for Future Informal Care Provision from Children, by Caregiving  
  I   II   III   
Any G1 use LTC  -0.0165       
 (0.0118)       
Any G1 uses Formal Care     -0.0271 **    
    (0.0111)     
Any G1 uses Informal Care    0.0020  	     
    (0.0108)  	     
Parent uses Formal Care      -0.0304 *** 
      (0.0111)   
In-Law uses Formal Care      -0.0174 	  	  
      (0.0119)   
R provides care to parent      0.0301 * 
      (0.0168)   
Sibling provides care to parent      0.0102   
      (0.0150)   
R provides care to in-law      0.0118   
      (0.0199)   
Sibling provides care to in-law      -0.0142   
      (0.0153)   
Observations 17493  17493  17493   
Pseudo R-Squared 0.06   0.06   0.07   
Robust standard errors in parentheses 	   	   	   	   	  
* significant at 10%; ** significant at 5%; *** significant at 1% 	   	  
Note: Regression also includes: age, age squared, race, gender, married and divorced indicators, interactions 
between gender and divorced, education health indicators (number of ADLs, number of IADLs, number of 
chronic conditions, low cognition indicator, missing cognition score indicator, incontinence indicator, 
indicators for ever receiving nursing home, informal care, or formal home health care), number of living 
siblings, mother's education, father's education, financial wealth, housing wealth, number of children: male, 
female, living within 10 miles; indicator for living with children, having a trust, having a kid's name on the 
deed, having a will that names a child, and indicator for having a parent or parent-in-law die. 
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Table 7:  Expectations about Future Inheritance Receipt, by Caregiving Relationship 
  I   II   III   
Any G1 use LTC  0.0159 ***      
 (0.0052)       
Any G1 uses Formal Care     -0.0102 *    
    (0.0053)     
Any G1 uses Informal Care    0.0318 ***    
    (0.0055)     
Parent uses Formal Care      -0.0186 *** 
      (0.0055)   
In-Law uses Formal Care      -0.0028   
      (0.0059)   
R provides care to parent      0.0246 *** 
      (0.0090)   
Sibling provides care to parent      0.0329 *** 
      (0.0079)   
R provides care to in-law      0.0115   
      (0.0109)   
Sibling provides care to in-law      0.0108   
      (0.0077)   
Observations 17493  17493  17493   
R-Squared 0.05   0.05   0.05 	  	  
Robust standard errors in parentheses 	   	   	   	   	  
* significant at 10%; ** significant at 5%; *** significant at 1% 	   	  
Notes:  Marginal effects from probit estimation and standard errors are shown.  Note: Regression also 
includes: age, age squared, race, gender, married and divorced indicators, interactions between gender and 
divorced, education health indicators (number of ADLs, number of IADLs, number of chronic conditions, low 
cognition indicator, missing cognition score indicator, incontinence indicator, indicators for ever receiving 
nursing home, informal care, or formal home health care), number of living siblings, mother's education, 
father's education, financial wealth, housing wealth, number of children: male, female, living within 10 miles; 
indicator for living with children, having a trust, having a kid's name on the deed, having a will that names a 
child, and indicator for having a parent or parent-in-law die. 
 



 

25 
 

 
Table 8:  Direct Effect on LTCI Holding, by Caregiving Relationship  
  I   II   III   
Any G1 use LTC  0.0225 ***      
 (0.0076)       
Any G1 uses Formal Care     0.0360 ***    
    (0.0072)     
Any G1 uses Informal Care    -0.0093  	   	  	  
    (0.0073)  	   	  	  
Parent uses Formal Care      0.0343 *** 
      (0.0077)   
In-Law uses Formal Care      0.0261 *** 
      (0.0081)   
R provides care to parent      0.0001   
      (0.0115)   
Sibling provides care to parent      -0.0152   
      (0.0096)   
R provides care to in-law      -0.0224 * 
      (0.0125)   
Sibling provides care to in-law      -0.0026   
      (0.0104)   
NH Expectation 0.0956 *** 0.0935 *** 0.0938 *** 
 (0.0150)  (0.0150)  (0.0149)   
Informal Care Expectation -0.0115 * -0.0108 * -0.0099   
 (0.0061)  (0.0061)  (0.0061)   
Inheritance Expectations 0.0257 ** 0.0292 *** 0.0315 *** 
 (0.0112)  (0.0112)  (0.0112)   
Observations 17493  17493  17493   
Pseudo R-Squared 0.11   0.11   0.12 	  	  
Robust standard errors in parentheses 	   	   	   	   	  
* significant at 10%; ** significant at 5%; *** significant at 1% 
Notes:  Marginal effects from probit estimation and standard errors are shown.  Note: Regression also 
includes: age, age squared, race, gender, married and divorced indicators, interactions between gender and 
divorced, education health indicators (number of ADLs, number of IADLs, number of chronic conditions, low 
cognition indicator, missing cognition score indicator, incontinence indicator, indicators for ever receiving 
nursing home, informal care, or formal home health care), number of living siblings, mother's education, 
father's education, financial wealth, housing wealth, number of children: male, female, living within 10 miles; 
indicator for living with children, having a trust, having a kid's name on the deed, having a will that names a 
child, and indicator for having a parent or parent-in-law die. 
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Table 9: Counterfactual Scenarios 

 Model LTCI Coverage No one Everyone 
 

Difference 

III NH, parent  12.3% 15.9% 
 

3.6 

 NH, in-law 14.7% 17.9% 
 

3.2 

 Respondent provides informal care, parent 17.8% 17.8% 
 

0.0 

  Sibling provides informal care, parent 18.1% 16.3% 
 

-1.8 

 Respondent provides informal care, in-law 16.5% 13.9% 
 

-2.6 

 Sibling in-law provides informal care, in-law 13.8% 13.7% 
 

-0.1 


