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Asymmetric Information, Long—Term Care Insurance Benefits and Policy Optimization
Feng Jin, Xie Yufer and Wang Zitai
(School of Economics, Fudan University)

Abstract: The Long—Term Care Insurance (LTCI) system faces a serious information asymmetry problem, and appropriate benefit
schemes can help alleviate this problem. Based on the Long—Term Care Insurance program pilots in China,the paper first proposes a theo-
retical framework to look into applicants” incentives to overreport disability status under four major benefit schemes, and then empirically
tests for overreports using the policies in a typical pilot city with administrative data. We robustly find that cash subsidies conditional on a
specific disability grade significantly increase the proportion of individuals graded four or higher by 7.0 to 11.0 percentage points, and het-
erogeneity analysis finds that the overreporting problem is more severe among applicants with better initial health status. We then analyze
the welfare effect of two alternative reimbursement schemes under a fixed government expenditure constraint through simulation. Results
suggest that a pure service reimbursement with a higher service reimbursement ceiling helps to reduce information asymmetry and efficient-
ly distributes more resources to most severely disabled individuals. Cash subsidies that are contingent on a specific amount of service con-
sumption can also reduce incentives for overreporting, but it may lead to moral hazard. The report of the 20th National Congress of the
Communist Party of China has pointed out to "establish a Long—term Care Insurance system". The findings of this paper can provide some
insights for the system design.

Keywords: long—term care insurance; disability benefit; information asymmetry
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Asymmetric Information, Long—Term Care Insurance Benefits
and Policy Optimization
Feng Jin, Xie Yufei and Wang Zitai

(School of Economics, Fudan University)

Summary: The Long—Term Care Insurance (LTCI) system faces a serious information asymmetry problem, and
appropriate benefit schemes can help alleviate this problem. In China’s LTCI program, there are various benefit
schemes. However, very few studies have provided empirical evidence on policy effectiveness or conducted counter-
factual welfare analysis for different schemes. This paper attempts to fill this gap by using administrative data to in-
vestigate whether different reimbursement schemes would induce individuals to overreport their disability. We also
present some simulation results based on a welfare analysis of different reimbursement proposals conditional on
fixed government spending.

China has been piloting Long—Term Care Insurance since 2016. By July 2022, 49 cities have piloted the
Long—Term Care Insurance system, covering 145 million people, of which about 1.72 million are entitled to bene-
fits. However, the LTCI benefits take different forms. We first propose a theoretical framework to examine individu-
als” incentives to report their disability status under four main benefit schemes, including pure reimbursement of
long—term care services, reimbursement of services supplemented by cash subsidies, direct cash subsidies, and free
service quotas. Empirically, we focus on the policy in a pilot city that provides additional cash subsidies to individ-
uals aged 90 or older with severe disabilities (disability level four or higher), while others receive only service reim-
bursement. We use administrative data to examine the impact of cash subsidies on applicants” incentives to report
their disability status. We robustly find that conditional cash transfers significantly increase the proportion of indi-
viduals with a disability grade of four or higher by 7.0 to 11.0 percentage points, and heterogeneity analysis shows
that the over—reporting problem is more severe for applicants with better initial health status.

We then use simulations to analyze the welfare effects of two alternative reimbursement schemes under a fixed
government expenditure constraint. The results suggest that a pure benefit reimbursement scheme with a higher
benefit ceiling helps to reduce information asymmetry and efficiently allocates more resources to the most disabled.
Cash subsidies conditional on a certain level of service consumption can also reduce incentives for overreporting
but may lead to moral hazard.

This paper makes several contributions. First, the paper contributes to a large strand of the literature testing
for asymmetric information. We document misreporting behaviors induced by cash subsidies, which adds to the ex-
isting literature by providing evidence from social insurance programs in China. Second, from a policy perspective,
the report of the 20th National Congress of the Communist Party of China has pointed to the "establishment of a
long—term care insurance system". The findings of this paper can provide some insights into the design of the sys-
tem.

Our findings have several policy implications. First, appropriate benefit schemes can help reduce the informa-
tion asymmetry faced by the LTCI system, improving its sustainability. Second, increasing the benefit limits for the
severely disabled can reduce incentives for overreporting and better meet the care needs of the severely disabled,
and this could be the major benefit scheme in the future. Third, the LTCI benefit schemes could be considered to
further favor the severely disabled individuals with low income in the future. Finally, strengthening the assessment
of the degree of disability remains a key aspect of the LTCI system, thereby appropriately determining long—term
care needs of the beneficiaries and improving the efficiency of long—term care resource allocation.

Keywords: long—term care insurance; disability benefit; information asymmetry
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