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1. Introduction

In many countries including Canada and its provinces of Québec and Ontario, the recent COVID-19 pandemic has shed
light on the precarious sanitary conditions of the elderly population and, in particular, of those residing in nursing homes.
There has been extensive media coverage of the dramatic consequences of COVID in nursing homes, where infection rates
and mortality have been particularly high. As we detail in Section 2, during the first wave (March to August 2020), more
than 80% of the Canadian deaths due to COVID were reported in nursing and seniors’ homes (Canadian Institute for Health
Information, 2020). More generally, the pandemic has brought attention to the often poor management of nursing homes
(even before the pandemic), their lack of staff and the negative consequences of a pandemic on the living conditions of the
dependent elderly in these facilities.

As a consequence, the pandemic has increased awareness amongst many individuals regarding their long-term care (here-
after LTC) risk, and it may have permanently affected their preferences regarding LTC solutions in the future.! The pandemic
has thus led policy makers and individuals to think about alternative solutions to nursing home care. One solution is to
receive LTC at home. The main concern for the home care option is its (out-of-pocket) costs. Home care is much more ex-
pensive than public nursing home care, in particular if dependents do not have family members that can provide informal
care (see Section 2 where we compare the costs of nursing homes versus home care).

The pandemic has pushed society to reconsider the attractiveness of home care versus nursing home care. Because indi-
viduals anticipate today the financial resources they will need tomorrow in case they become dependent, they may wish to
adapt their saving plans as well. In the same way, policy makers will need to develop LTC policies better suited to individ-
uals’ preferences. Those public solutions are multifaceted: build new nursing homes, foster the training of LTC workers, but
also make the home care option more affordable through, for instance, subsidies and tax exemptions.?

Developing adequate LTC policies regarding the type of care provision and financing solutions is crucial. Indeed, in every
developed country, the population is aging, implying that the fraction of people with important care needs is growing. Ac-
cording to OECD (2011), the fraction of people aged 80 and above is expected to grow from 4% of the total OECD population
in 2010 to 10% in 2050. Canada is not exempt from this trend. For instance, Clavet et al. (2021) estimate that the number of
individuals needing help with activities of daily living (hereafter ADLs) in Québec is likely to almost double, from 315,000 in
2020 to more than 600,000 in 2050. If households plan to use a costlier option of LTC post-pandemic, they will need more
savings to pay for it. But this form of self-insurance is costly and it may call for increased policy intervention.

The objective of this paper is to provide empirical evidence on the potential impact of the COVID pandemic on LTC
preferences, and on how shifts in expected LTC choices impact saving behavior and LTC policy preferences. The paper also
develops a theoretical model explaining the mechanisms behind the changes caused by the pandemic.

The COVID pandemic can have two long-term implications for care preferences. First, people may believe that other
pandemics will occur in the future, and that a nursing home does not provide much protection against health risks during
a pandemic. Second, individuals may view nursing home care more negatively even in the absence of a pandemic, as they
were confronted with extensive (often negative) information about the quality of nursing home care. Our paper evaluates
how preferences for home care or nursing home care may have been permanently affected by the pandemic. In particular,
we study both theoretically and empirically how a stronger preference for home care post-pandemic may have changed
savings decisions and the support for a public policy promoting home care.

We propose a model where individuals differ in their preference for home care, or, equivalently, in their degree of aver-
sion to nursing home care. Based on empirical observations, we assume that home care is more expensive than nursing
home care. We first develop the model in the absence of any pandemic risk that could affect nursing home aversion. Our
model predicts that those who plan to use home care, a more costly option than nursing home care, will choose to save
more. We then introduce a pandemic risk which worsens individuals’ view of nursing home care. As highlighted previously,
this results from either a higher (perceived) probability of catching a pandemic-related disease in a nursing home, or from
a higher degree of nursing home aversion following increased media coverage of nursing home quality in general. In our
framework, the two turn out to be isomorphic. We show that following a pandemic, a higher proportion of households
prefers the home care option and that, in order to finance this choice, they choose to save more. Further, we show that
support for a tax-financed policy subsidizing home care is likely to increase post-pandemic. We also show that the increase
in support exists across the board and is not limited to those who were already in favor pre-pandemic.

We test these theoretical predictions from our model using data from a survey on LTC-related preferences of the elderly.
In the fall of 2020, we partnered with Asking Canadians, a Canadian online panel survey organization, to field a survey to
3004 Ontarian and Québec respondents. The survey targeted respondents between 50 and 69 years old, with the intention
of learning about people’s predicted LTC choices in a post-pandemic era, instead of choices during the pandemic. The survey
elicited how LTC preferences, saving behaviour and preferences for public policies were affected by the COVID pandemic.

The empirical evidence is in line with the predictions of the theoretical model. We find a widespread increase in nursing
home aversion post-pandemic: 72% of the sample report to be less inclined to enter a nursing home because of the pan-

T LTC is defined as “help with activities of daily living such as washing and dressing, or help with household activities such as cleaning and cooking”
(OECD, 2011). LTC often comes with additional support such as medical assistance. Individuals in need of LTC are called dependent.

2 Those debates are not limited to the Canadian context that we study. For instance, increasing government spending on home health care to avoid
reliance on nursing homes is currently debated in the US as well (see Leonhardt and Philbrick (2021)).
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demic. Also, about 70% of the sample report that their view on the exposure to health risks in nursing homes worsened
during the pandemic. At the same time, many respondents are aware that the home care option is costlier, and hence that
they would have to save more to finance that option. Consistent with our theoretical model, about a quarter of the sample
report that they indeed plan to save more for old age because of COVID, and the vast majority of them say they plan to
save more to avoid entering a nursing home. Specifically, we find that increased nursing home aversion is associated with
a higher probability of increasing future savings of 8.5 to 14.0 percentage points. This is sizable and corresponds to 31.6% to
52.0% of the unconditional (weighted) mean probability of 26.9%. We further confirm that this positive association between
increased planned savings and increased nursing home aversion is robust to controlling for many potential confounding fac-
tors. Overall, our results suggest that the pandemic may have a significant lasting effect on individuals’ intended savings for
old age because of increased nursing home aversion and thus an increased willingness to utilize costlier home care.

Lastly, we document a strong support for a policy that would subsidize home care, with 70% of our sample either “very
much agreeing” or “agreeing” with it. This suggests that such a policy could have broad electoral support. Furthermore,
consistent with the predictions of our model, we find strong evidence that the increased support for such a policy post-
pandemic is mostly driven by increased nursing home aversion. Quantitatively, we find that increased nursing home aver-
sion is associated with a higher probability to “very much agree” with such a policy of 7.3 to 11.8 percentage points. This
corresponds to 36.1% to 58.4% of the unconditional (weighted) mean probability which is 20.2%.

Our paper is related to several strands of the literature, the first of which being the growing literature on the design of
appropriate LTC insurance (LTCI) policies. So far, this literature has mostly concentrated on the reasons behind the “LTCI puz-
zle” (namely, the lack of private LTCI worldwide) and on how governments could incentivize LTCI purchase.? There is also an
expanding literature on the value of (partial) public insurance (De Nardi et al. (2016); Braun et al. (2017); Achou (forthcom-
ing), to name a few). Most of these studies do not consider individuals’ choices between nursing home care and home care
(one exception is (Koreshkova and Lee, 2020), who study these choices using a structural model). We contribute to this liter-
ature by first proposing a theoretical model on how a pandemic can affect the relative preferences for home care and nursing
home care, and second, by showing whether our theoretical predictions are supported by empirical evidence. Our results
shed light on how to redesign public LTC policies post-pandemic. Our paper also relates to the literature on old-age savings
as a form of self-insurance for late-in-life risks (e.g. Palumbo (1999); Kopczuk and Lupton (2007); De Nardi et al. (2010);
Ameriks et al. (2011); Kopecky and Koreshkova (2014); Lockwood (2018); Ameriks et al. (2020)). We contribute to this lit-
erature by showing that nursing home aversion due to the pandemic can increase individuals’ willingness to save for old
age.

Finally, our paper contributes to the recent and prolific literature on the effect of a pandemic, and specifically of the
COVID-19 pandemic, on different economic outcomes. This literature studies both micro (for instance, the costs and benefits
of specific confinement measures) and macro outcomes (for instance, the effects of the pandemic on trade, labour markets
and the economic activity in general).* Directly related to our paper, Hurwitz et al. (2021) seek to understand the potential
long-run implications of the pandemic on savings for retirement. Yet, although the pandemic has hit primarily the (depen-
dent) elderly and especially those in nursing homes, we are unaware of any specific analysis of the changes in preferences
for home care and nursing home care, and of their impacts on savings and political support for home care post-pandemic.
One exception is the survey conducted by the National Institute on Ageing (2021) that asks questions similar to ours re-
garding the preferences of Canadians toward nursing home care and state intervention, as well as about their beliefs about
health risk exposure and how they have changed due to pandemic. They find that 96% of the survey respondents, aged
65 years and older, report that, as they get older, they will do everything they can to avoid moving into a nursing home.
Furthermore, 86% considered that LTC should be part of an integrated health system. In contrast to that paper, our study
provides a theoretical model that allows us to form well-defined predictions on the impact of the pandemic on intended
savings as well as on the support for a specific LTC policy (home care subsidy). Our empirical analysis demonstrates that
nursing home aversion post-pandemic is indeed the main driving force behind the increase in intended savings and supports
for such a policy.

Our paper is structured as follows. In the following section, we present the institutional background regarding the provi-
sion of LTC in Canada and how COVID affected this sector. In Section 3, we develop a theoretical model to form predictions
of individual care choices, savings, and preference for government intervention, both in the absence of a pandemic risk and
then allowing for it. In Section 4, we describe our data sample. In Section 5, we provide empirical results obtained from our
survey data regarding nursing home aversion, changes in intended savings, and support for a public policy promoting home
care following the COVID-19 pandemic. The last section concludes.

2. The institutional background

In this paper, we study individuals’ choices for home care versus nursing home care in case of dependency. In our survey
we asked a panel of 3004 respondents from Ontario and Québec about their preferences for these two care options, taking

3 About the LTCI puzzle, see the surveys by Brown and Finkelstein (2009); OECD (2011) and Pestieau and Ponthiere (2011).

4 For instance, Gollier (2020) studies the costs and benefits of different strategies to lift lockdowns, while Salanié and Treich (2020) compare public and
private incentives for protection against pandemic risk. Antras et al. (2020); Bonadio et al. (2021); Bricongne et al. (2021) study the impact of COVID on
trade and globalisation, while Kahn et al. (2020); Cajner et al. (2020), and Kurmann et al. (2021) analyze its impact on labour markets and on firms.
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into account the different features of home care and nursing home care. In this section, we provide an overview of the
characteristics of each care option in Québec and in Ontario.

We start by explaining the differences in prices paid by the elderly. If a dependent elderly enters a nursing home (pri-
vate or public), the latter provides services such as personal services (e.g. toileting and dressing), meal preparation, and
nursing/medical services. In addition, it also provides basic (hygienic) goods and services so that, apart from the price paid
for the nursing home, the elderly has to bear very few extra expenses.

The rates for a place in a nursing home vary across provinces. In Ontario, the maximum rates for an accommodation in
a public nursing home are legally set by the Ministry of Long-Term Care. In 2019, they ranged from 1891 CAD for a basic
accommodation to 2280 CAD for a semi-private room and 2701 CAD for a private one. These costs can be partly covered by a
subsidy whose maximum is 1891 CAD per month and which is conditional on an individual’s financial situation. In particular,
to be eligible for this subsidy, the elderly needs to be already receiving all provincial and federal benefits, such as the Old
Age Security (OAS), the Ontario Disability support program and the Guaranteed Income Security (GIS). The subsidy will
depend on the elderly’s net income.” In Québec, the setup is similar to that in Ontario. The prices of public nursing home
care (also called Centre d’'Hébergement et de Soins de Longue Durée, or CHSLD) depend on the type of accommodation,
and range from 1223 CAD for a basic accommodation to 1642 CAD for a semi-private room and 1966 CAD for a private
room. These costs can be partially covered by a subsidy, whose value depends on the individual’s financial situation. For the
poorest, the subsidy covers the full cost of a public nursing home with a basic accommodation, so they are exempt from
any out-of-pocket cost in using this type of nursing home.®

One crucial issue with public nursing homes both in Ontario and in Québec is the significant delay between the time an
individual is declared as needing help with ADLs and the time he/she enters a public nursing home. Data on waiting times
are relatively scarce. In Québec, the mean waiting time was around 10 months in 2017, with a lot of variation across regions
(Commission a la Santé et au Bien-étre, 2017). In Ontario, the median waiting time was evaluated to be around 108 days
in 2013-2014 (Wait Time Alliance, 2015). As mentioned in a report of the Commission de la Santé et des Services Sociaux
(2016) for Québec, these waiting times can have the undesirable consequence of pushing the elderly to enter a nursing
home far away from their family and relatives.

For these reasons, the elderly dependent may instead choose to enter a private nursing home (not under agreement), for
which there are usually no waiting times.” In Québec, the cost for a place in such a nursing home range from 5000 CAD to
8000 CAD a month (Girard, 2020).

Another alternative for the elderly facing issues with ADLs is to stay at home and to resort to home care. At-home
services can take various forms such as meal preparation, personal services (e.g. toileting and dressing) and nursing services.
Depending on the type of service required, the price of one hour of skilled nursing care varies between 15 CAD and 85 CAD
in Québec, and between 23 CAD and 70 CAD in Ontario.® Even if these services give rights to tax credits, home care can
quickly become disproportionately expensive compared to a nursing home.? Take for example the situation of a dependent
elderly who requires (only) 4 hours of care 7 days a week. The monthly cost of home care would amount to around 4300
CAD if the cost of one hour of care is (only) 35 CAD. This does not even take into account that, in addition to the costs
of home care services, an elderly staying at home will have to bear extra expenses for food, hygienic products, laundry
services and other expenses that are included in the rate of a nursing home. The individual will also have to bear additional
expenses related to lodging such as house maintenance, mortgage payments, rent or electricity bills, which, by definition,
are included in the nursing home rate. Importantly, while some policy programs help finance home care costs, they turn out
to often cover only a small share of these costs. For instance, Tousignant et al. (2007) estimate that only 8% of home care
needs are covered by the public system in Québec. As a result, individuals relying on home care face huge out-of-pocket
costs compared to those choosing the nursing home option. Therefore, they need to rely even more on dissaving, selling their
home or using a reverse mortgage to finance LTC expenses.!? These ways of paying for home care are particularly important
since in Canada, like in many other OECD countries, private LTC insurance is almost nonexistent (see OECD (2011) and
Boyer et al. (2020)).

Nonetheless, the pandemic may have made the home care option more attractive as nursing homes experienced a large
number of outbreaks and deaths both in Québec and Ontario, especially during the first wave. At the end of this first wave
(May 2020) more than 90% of the COVID deaths in Québec had occurred among individuals aged 70 and more, and around

5 See Ontario (2022b).

6 See Régie de IAssurance Maladie du Québec (2022).

7 There are two types of private nursing homes. Those under agreement are privately managed but receive contributions from the government. As a
result, they face the same rules and have to charge the same fees as public nursing homes. From a patient viewpoint, they are thus very similar to public
nursing homes. Those which are not under agreement do not receive contributions from the government and have more freedom regarding their operations
and the fees they can charge to residents. They do however need a licence to operate. When we refer to private nursing homes, we thus refer to the latter
type.

8 These values are obtained from the Canadian Life and Health Insurance Association (CLHIA, 2018).

9 In Québec, the non-refundable tax credit lies between 20% and 35% of all LTC expenses, with a cap on the claimed amount of LTC expenses at home
(see Québec (2019)).

10 The market for reverse mortgages is not very developed in Canada.
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70% of those deaths had occurred in nursing homes.!" Similarly, in Ontario, more than 70% of the COVID deaths by the end
of May 2020 had occurred in nursing homes.'?

Many press releases reported that in these nursing homes, some of the caretakers left their jobs because they themselves
had COVID, because of bad and unsafe working conditions, or because of work overload.!®> As a consequence, residents faced
an increased health risk as they were left in bad living conditions (not bathed, not fed enough, and not medicated). For
instance, in its report, the Protecteur du Citoyen (the ombudsman for Québec) mentions that 46% of the residents and 60%
of their relatives reported that the quality of care decreased or was insufficient during the first wave, in particular for basic
and hygienic care.'* At some nursing homes, appropriate health and satefy measures required for COVID patients have not
been taken, which led to many COVID deaths.”

In our paper, we do not consider the choice between public and private nursing homes for two reasons. First, prior
to the pandemic, several professionals from the LTC sector that we consulted told us that there is no clear evidence that
private nursing homes offer a better quality of care than public ones. Instead, as mentioned above, the main difference they
highlighted was related to waiting times and location choice. Second, both in Québec and Ontario, the pandemic strongly
affected both private and public nursing homes, and poor quality of care was not specific to public nursing homes.!® As
a consequence, we do not expect the pandemic to increase the attractiveness of private nursing homes relative to public
ones, which is indeed confirmed by responses to our survey (see Section 5). Instead, given that both public and private
nursing homes experienced a large number of COVID outbreaks in the first wave, and that the press reported instances of
substandard quality in both types of institutions, we focus on the choice between home and nursing home care.

3. The model

We model a two-period setting. In the first period, all agents have the same endowment, and choose how much to save
for the second period, in which saving is their only source of income. All agents face two risks at the beginning of the
second period: (i) dependency and (ii) catching a disease associated with a possible future pandemic, which can be seen as
being similar to COVID in 2020. Agents are homogeneous in both the probability of dependency and of catching the disease.
The only decision to be taken in the second period is for dependent agents to choose whether they prefer home care (HC
hereafter in this section) or moving to a nursing home (NH hereafter in this section), which we call the care type decision.!”

For pedagogical reasons, we first develop the model in the absence of a pandemic risk in Section 3.1. This allows us to
isolate the determinants of the choice between HC and NH in the absence of a pandemic risk. We then introduce pandemic
risk in the model in Section 3.2 in order to analyze its effect on both the savings and the care type decision of the elderly.
Finally, in Section 3.3, we introduce a social insurance program that subsidizes HC. We study how individuals’ perception
of the risk from the disease depends on the care type (possibly reflecting the relatively higher pandemic risk in NH shown
in Section 2), and how this affects the care type preferences, savings decisions as well as individuals’ preference for public
insurance covering HC.

3.1. The model with no pandemic risk

Agents all have the same endowment W in the first period. In the first period, they choose how much to save, denoted
by s, and in the second period, whether to use HC (1yc = 1) or NH care (1yc = 0) if they become dependent. To simplify
(and without loss of generality for our results), we assume away any discounting between the two periods, as well as any
real return on saving. Agents all face the same probability p of becoming dependent at the beginning of the second period.

At the beginning of the first period, agents’ expected utility is given by

uy(W —s) + (1 — p)u(s) + pl1ucVhc(s) + (1 = Tuc)Unu ()], (1)

where u; (x) denotes the first-period utility function, u(x) the second-period utility function in case of good health, and v;(x)
with j = {NH, HC} the utility function of dependent agents as a function of their care type choice. All utility functions are
increasing and (weakly) concave in consumption x. The function u(.) also satisfies the Inada condition that lim,_ ou'(x) =
+o0.

11" See Institut national de santé publique du Québec (2022).

12 See Ontario (2022c) for the cumulative number of COVID deaths at Ontarian nursing homes by date and see Ontario (2022a) for the total cumulative
number of COVID deaths in Ontario by date.

3 From March to May 2020, infections among staffs at nursing homes and residential homes represented more than 10% of Canada’s total cases
(Canadian Institute for Health Information, 2020).

14 See Protecteur du Citoyen (2020).

15 See for instance, press coverage of CHSLD Le Herron, in Québec.

16 For an example of a negative press coverage during the pandemic about private nursing homes, see Lacoursiére and Gagnon (2021).

17 We assume that households do not have private LTC insurance. As already mentioned in Section 2, very few people purchase private LTCI (the so-called
LTCI puzzle). We nonetheless address the issue of private LTCI at the end of our empirical analysis. Also, we do not make the distinction between private
and public nursing homes in studying the care type decision. We implicitly assume that the default NH option is the public one given its lower cost and
apparently-equivalent quality relative to its private counterpart.
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We assume that the type of care affects an individual’s preferences in two directions. First, each type of care is associated
with an out-of-pocket cost for the dependent agent, denoted by L;. Note that any existing public LTCI (such as subsidies
or tax credits) covering a part of LTC expenses is already embedded here, since we consider out-of-pocket expenses. As
documented in Section 2, with a limited public subsidy for home care, Canadians with any level of income and wealth face
a significantly higher out-of-pocket cost for HC than for NH. To capture this fact, we assume that the out-of-pocket cost of
HC is higher than the out-of-pocket cost of NH, that is Lyc > Lyy.'® We also assume that W > Lyc > Lyy."”

Second, agents differ in their intrinsic preference for HC versus NH care. We model this by using an additive term 6 to
the utility obtained with HC, so that the utility functions are such that

Un (%) = V(X — Ln),
Vpc(X) = V(X — Lpc) + 0,
where the function v(.) is increasing and concave in its argument. Agents are aware of their type, defined by their value of
6 € R. The econometrician does not observe each individual’s 6, but knows that 6 is distributed according to distribution
function f(6) and cumulative distribution F(6).
Together, these assumptions imply the following ranking of marginal utilities:2°
Ve (%) > Vg (%).

Agents have to choose s (in the first period) and 1y = {0, 1} (at the beginning of the second period) to maximize their
expected utility. We solve this problem in two steps. First, agents decide how much to save conditional on each care type.
Second, they compare their utility levels in HC and NH, and choose the highest among the two options.

Their preferred level of s; maximizes the expected utility under each care option j = {NH, HC}:

max EUj = uy (W —s) + (1 = p)u(s) + pv;(s).

Defining first-period consumption as ¢ = W —s, the first-order condition (hereafter, FOC) with respect to s is:
0EU;
as
which depends on the type of care chosen, j = {NH, HC}. Under the Inada condition (u/(0) — oo), we always have s* > 0.
It is straightforward to see that a higher L; increases the marginal benefit from saving, so that s};~ > sy,; when Lyc > Lyy.
Let us now find how agents make their choice between NH and HC. They will choose HC over NH if:
Vic (0) = u1 (W —sic) + (1 = p)ulsye) + p(v(sic — Luc) +0)
>Wvy = uy(W —syy) + (1 = p)ulsyy) + pv(syy — Lvn).
where sj. is defined by (2).

Denote AV(6) = Vyc(0) — Vyy. Note first that AV (0) < 0 since Lyc > Lyy (even if agents can adapt their saving level, it
is easy to see that utility decreases with L;). Moreover, since AV (0) increases with ¢, we denote by 6 the type of the agent

indifferent between HC and NH. It satisfies AV(é) = 0 or, equivalently,
Pl = uy (W —s3py) —ur (W = sic) + (1 = p)(u(siyr) — u(siic)) + p(v(Siws — Lnn) — v(Sjic — Lic))-
Hence, all agents with 8 < 0 (resp., 6 > é) prefer NH to HC (resp., HC to NH). We then obtain that:?2!

= - (c)+ (1 -pu'(s)+pv(s—Lj) =0, (2)

30 o

E = -V (s{y — Lnvy) <0,
a0 X

aTHC = U/(SHC _LHC) > 0.

Hence, an increase in Lyy (resp., Lyc) makes 6 smaller (resp., larger) so that fewer (resp., more) individuals choose to enter
a nursing home.
Observe also that:
0 1
_ / * / *
W = E[ul(W —sw) —uy(W —s50)] <0,

8 As explained in Section 2, the out-of-pocket cost varies with the individual's income and wealth in Canada due to the progressive public LTCI, in
particular for NH. Our model abstracts from this because the only element that is relevant for the main results from our model is that the out-of-pocket
cost is higher for HC than for NH whatever the agent’s income wealth or wealth level.

19 In our model, for simplicity, there is just one intensity of care needs if the agent is dependent. Our main intuitions would hold if we assumed instead
a distribution of intensity of care needs conditional on being dependent inducing a distribution for the cost of HC, Lyc (Lyy is not a function of the severity
of care needs in the public NH considered here). In that case, the LTC choice in the second period would be characterized by a probability of using each
option conditional on being dependent. The main intuitions from our model would apply in such a framework.

20 Note that we do not need to make assumptions on the comparison of marginal utilities in autonomy, v’ (x), and in dependency, v’ (x).

2 In the following, when applicable, we use the envelop theorem for sf,; and s;.
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because additional income increases the utility with HC more than that with NH (since s}, > sy, implies a smaller first-
period consumption level in HC). An exogenous increase in income then weakly increases the number of agents choosing
HC over NH, everything else constant.??

The results of this section are summarized below:

Proposition 1. In the absence of a pandemic risk, individuals save more if they want to use HC rather than NH in case they
become dependent.

An increase in the cost of nursing home care, Lyy, (resp., home care, Lyc) increases (resp., decreases) the number of individuals
resorting to home care.

3.2. Introducing a pandemic risk

We now introduce a pandemic risk, and see how it impacts individual choices. This pandemic can be seen as being
similar to the COVID-19 pandemic in its disproportionate impact on individuals in NH, as was observed in Canada (see
Section 2).

In our model, this pandemic risk is associated with a utility cost C for the person who catches the disease. This assump-
tion seems more intuitive than a monetary cost, since Canada (as most advanced countries) has a social health insurance
system that covers most if not all pandemic-related health expenditures. Therefore, the out-of-pocket cost of the pandemic
disease is usually low. Agents rather fear the risk of complications and of dying, which is better represented as a (non-
insurable) utility cost.

Agents all face the same probability pc of catching the disease whether they are healthy or in HC.2> We open up the
possibility that this probability is larger in NH, and equal to Spc with 8 > 1. Note that what we care about is the individuals’
perceived probability of risk exposure in a NH, as this is what will drive their preference for care type (and for saving). As
explained in Section 2, the press has largely disseminated the idea that NH were not a safe environment, at least during the
first COVID wave, and that the elderly in these facilities were particularly at risk of infection. In fact, evidence showed that
infection rates in NH were much higher than in the rest of the population. For that reason, we assume that agents perceive
the risk of catching the disease as being higher in NH than at home, and we set 8 > 1. We assume that the probabilities p
and pc are independent from each other.

Agents’ ex ante expected utility is then given by:

EU; = uy(W —s) + (1 = p)[(1 = po)u(s) + pe(u(s) — O] + p[ (1 = pej)vj(s) + pcj(vj(s) — C)]
= (W =) + (1= p)[u(s) — pcCl + p[v;(s) - pc,C],

where pcyc = pe and peny = Bpc. The FOC with respect to s with care type j € {HC, NH} is

JEU;
Tj = —uj () + (1= pu/(s) + pv'(s—L;) = 0. 3)
This is the same FOC as without a pandemic risk, and we thus have that s},~ > sy, > 0 since Lyc > Lyy. This means that, for
a given choice of care, neither 8 nor C has an impact on saving levels.
Agents choose HC over NH if:

Ve (0) = ur (W = sjc) + (1 = p)[u(sic) =Coc]+  p[v(sjic — Luc) — Cpc + 6]
>V = ur(W —sgy) + (1= p)[u(siu) —Cpc]+  p[v(siy — Lnu) — BCpc].

where sj is defined by (3). We then obtain that the threshold type, 0, is given by AV(@) =0, so that

B9 = 1 (W — i) s (W —550) + 1 - D [u(s) (5] @
+p[V(Sky — Lnn) — v(Sjc — Lic) + (1 = B)Cpc],

and with all agents 8 < 0 (resp., 0 > é) preferring NH to HC (resp., the opposite). Note that an increase in the pandemic
risk, through either higher 8, C or pc, is isomorphic to an increase in 6.

Like in the previous section, we find that an increase in Lyy (resp., in Lyc) decreases (resp., increases) 6. An increase in
endowment W weakly increases the number of individuals choosing HC. In addition,

d

@ = —CPC < O,

d

a = (1-8)pc <0,

22 In Section 3.3, we introduce the assumption that the first-period utility is linear in consumption, so that u;(x) = x. In that case, income W has no
impact on the decision to choose HC over NH.

23 Note that we could assume that, for those living in the community (as opposed to a nursing home), the risk of catching the disease (through pc and
C) is different depending on whether the individual is healthy or dependent. Our results would remain qualitatively unchanged, at the cost of a more
cumbersome notation.
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dd

— =(1-8)C<0.

dpc P
Thus, increasing either the health cost of the disease C or the relative exposure to a pandemic in NH compared to HC (8)
makes NH less desirable so that 6 decreases. Note that 6 decreases with pc as well, since the impact of a higher pc is larger
in NH than in HC.

Proposition 2. When there exists a pandemic risk, an increase in (i) the baseline probability of catching the disease, pc, (ii) the
perceived additional risk exposure to the pandemic in NH, B, and (iii) the utility cost associated with the disease, C, all decrease
the number of agents willing to use the NH option, and increase the savings of those who switch from NH to HC from sy, to sy

Before going further let us note an interesting feature of our model, resulting from the isomorphism between a positive
shock to 6 and an increase in the expected cost of the disease associated with NH, pc8C. There are two different ways
in which the current pandemic might impact the choice of care in the future. First, for a given distribution of 8, a higher
perceived risk of catching the disease during a potential future pandemic pushes individuals to switch from NH to HC.
Second, as people are exposed more to (negative) information about NH during the current pandemic, it may permanently
impact their preference for NH even if they do not fear another pandemic in the future. In that sense, NH aversion (or the
increased preference for HC) can be modeled either by an increase in the perceived expected cost of the disease (through
higher B, C, or p¢), or by a shock on the preference parameter for HC, 6. All have the same implications for savings and also
for support for a policy subsidizing HC (see below).

3.3. Introducing a public subsidy for HC

Let us assume now that the government considers introducing a policy which would provide a benefit P to dependent
agents choosing HC. It is financed by a lump-sum tax T on all individuals in the first period. We assume throughout that
Lyc — Lyy > P > 0 so that the transfer partially compensates the extra cost of HC.

The reason why we consider a public policy directly targeted toward HC is that the public system currently only covers
a very small share of home care needs. As a result, to cover their care needs, individuals would face a much higher out-of-
pocket cost for HC (even after tax credits) than for NH (see Section 2). The recent COVID pandemic has amplified the need
for finding solutions that would make HC more affordable.

In case HC is chosen, the individual maximizes the following expected utility function,

EUyc=ui(W —s—T) + (1 — p)u(s) + p[v(s + P — Lyc) + 0] — Cpc.

Using backward induction, we solve for the optimal saving level first, and then study individuals’ preference over the public
policy.
For the sake of simplicity, we make the following assumption:

Assumption 1. u;(x) = x.
The level of savings s satisfies:?*

U — 14 (1= ' (9) + P/ 5+ P~ L) = (5)

For those who plan on using HC, under Assumption 1, the amount of saving is not affected by the tax T but decreases with
the subsidy P. We then denote it by sj,-(P).
For agents choosing NH, the problem is now to maximize:

EUny =u1 (W —s—T) + (1 — p)u(s) + pv(s — Lyy) — Cpc (1 + p(B — 1)). (6)

Under Assumption 1, the level of savings sy, satisfies

0EUNy
as

which is affected neither by T nor by P.
Agents choose HC over NH if:

Vic(0) = uy(W = sic(P) = T) + (1 — p)u(sgc(P)) + pv(sfyc(P) + P — Lyc) — Cpc + po
>V = uit(W — sy = T) + (1 — p)ulsyy) + pv(syg — Lvw) —Cpc (1 + p(B — 1)),

=—1+1-pu'(s)+pv'(s—Lyu) =0, (7)

24 The solution is always interior with 5> 0Vj = {HC, NH} because of the Inada condition for the function u(x). Note that we do not explicitly impose
that the first period consumption must be positive, as this would complicate the analysis without bringing any new insight.

8
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where s}f is defined by (5) and (7). We then obtain that the threshold for the indifference between HC and NH is given by
AV(é) =0, so that

PO =ty (W =3y = T) = s (W = s5;c(P) = T) + (1 = p)[u(5r) — (s5c(P)) ]
+p[V(Sky — Lnn) — v(Sjc(P) + P — Luc) + (1 — B)Cpc]
= 5c(P) = si + (1 = p)[u(si) — u(sic(P)) ]
+p[V(Sky — L) — V(Sjc(P) + P — Luc) — Cpc (B — 1),

where the second line is obtained by making use of Assumption 1. We see that this utility differential does not depend on
T, which has to be paid irrespective of the chosen type of care. Equality (8) then defines the threshold A(P) as a function
of the policy instruments, and with all agents with 6 < 8(P) (resp., 6 > 6 (P)) preferring NH to HC (resp., HC to NH), given
P. We then have, using the envelope theorem for sj;-(P),

(8)

a0

3= —pV (S§;c(P) + P — Lyc) < 0. (9)
Intuitively, when P increases, more people wish to use HC as its net cost is decreased, and 0 decreases. The intensity of that
relationship depends on the probability of becoming dependent (p).
_ Finally note that, as before, any increase in the expected extra cost of the pandemic in NH, i.e. in (8 — 1)pcC, decreases
0, and thus increases the number of people who would prefer to avoid NH.

3.4. Individual preferences for the public policy

In this section, we assume that agents are proposed an exogenous policy subsidizing HC, and analyze (i) who favors the
introduction of this policy, and (ii) how this preference is affected by (changes in) the perceived pandemic risk.

3.4.1. Political support for the HC policy

It is obvious that an agent who prefers (T, P) to (0,0) chooses HC rather than NH with (T, P) (otherwise, in NH he/she
would pay a tax and receive no transfer, and would be better off without the policy).

Let us assume for the moment that, in the absence of the policy (T, P), the best option of an agent with 6 would be to
choose NH. This means that, for this agent, 6 < 6(0), where the latter is defined as in Eq. (8) with P =0.

Such an agent would then be in favor of the introduction of the policy (T, P) if

W —siy + (1 = pulsyy) + pv(siy — Lvw) —Cpc(1+ p(B — 1))
<W =s5c(P) = T+ (1 = p)u(sfyc(P)) + pv(sfc(P) — Luc + P) — Cpc + po,

so that the agent is indifferent between the two if § satisfies

P = (stic(P) — si) + T + (1 = p) (u(sy) — u(sic(P)))
+p[V(Siy — L) — v(Sjic(P) — Luc + P) — Cpc(B — 1)), (10)

where s3,-(P) and sy, are defined by Equations (5) and (7) respectively. All individuals with 6 < O (T, P) prefer NH with
T = P =0, while all with 6 > §(T, P) prefer HC with (T, P). This threshold decreases in the extra cost of the pandemic in
NH, i.e. in (8 —1)pcC.

Note the difference between é(P) and (T, P). The threshold é(P) determines who prefers HC to NH in the presence of
a policy defined by (T, P). It is the choice made in the last stage of the game, when (T, P) has already been imposed. The
threshold & (T, P) rather determines who is in favor of the policy (T, P), in case this individual prefers NH to HC without
subsidy. This explains why & is a function of T while 9 is not.

It remains to be checked that 8(T, P) < 8(0). This condition is equivalent to

T < $5c(0) = 55c(P) + (1 = P)[u(sjic(P)) = u(s5ic(0)) ]
+p[V(siic(P) — Luc + P) = v(sc(0) — Lic) .

which is true if T is small enough or P is large enough.?> The condition is intuitive. An agent with a value of  low enough
to prefer NH over HC in the absence of a social program (i.e. with 6 below 6(0)) requires the program to be generous
enough (small tax and/or large transfer) to favor this policy (and move to HC to benefit from it).

To summarize the analysis so far, the support for an exogenous (T, P) among those with 6 < 6(0) is given by F 6(0)) -
F(G(T, P)) if condition (11) is satisfied, and zero otherwise.

(11)

25 Using the envelope theorem for stic(P), we can prove that the RHS of (11) increases with P. Note that this assumption is satisfied if the social program
(T, P) is actuarially fair.
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6(T, P) 8(0)
In the absence of policy: NH NH HC
Who is in favour of (T, P): ‘
disfavour the policy favour favour

Fig. 1. Partition of the population when the condition in Equation (11) is satisfied.

Assuming that the condition is satisfied, the derivative of the political support for (T, P) with respect to the utility cost
of the disease, C (among those who prefer NH in the absence of policy) is given by:

@022 89(0) —p@a TP pp- D[F@) - r@.ry] 2o

so that it is not clear whether an increase in C increases or decreases the support for the policy among those who initially
preferred the NH option. Note that the first term on the right-hand side, —pc(8 —1)f (6(0)), is the marginal density of
those who switch from NH to HC when facing a higher pandemic risk, even in the absence of the subsidy. The second
term, pc(B — 1)f(6(T, P)), is the marginal density of those who are in favor of the policy but who would have still chosen
NH in the absence of the subsidy. So, assuming for instance a uniform distribution, this expression becomes null so that
the support for (T, P) among the agents who prefer NH in the absence of a subsidy is independent of C (equivalently, also
independent of p. or ).

Note that if condition (11) is not satisfied, it means that the program is not generous enough to attract the favor of those
who prefer NH in the absence of the program.

We now turn to those individuals with 6 > @(0). Such agents would be in favor of the introduction of the policy (T, P)
if:

W —s5c(0) + (1 = p)u(syc(0)) + pu(sjyc(0) — Luc) — Cpc + po (12)
< W =s3c(P) =T+ (1 = p)u(siic(P)) + pv(sic(P) — Lnc + P) — Cpc + pb,

which corresponds exactly to condition (11). R

If this condition is satisfied, then all agents with 8 > 6(0) are in favor of (T, P). Once more, the policy has to be generous
enough to attract some support. But in this case, the specific value of the individual preference for HC, 6, plays no role
(provided of course that 0 > §(0)) since those agents compare two situations (with and without the program) in which
they prefer HC to NH anyway.

If condition (12) (or equivalently, condition (11)) is satisfied, then the support for (T, P) among those agents who initially
preferred HC, is given by 1 — F(6(0)) and its derivative with respect to C is given by:

_F(6(0)22Q 39(0) — pe(B—1)f(@(0)) > 0.

More agents then prefer HC with a public policy (T, P) as C (or pc or B) increases.

If condition (12) is not satisfied, then the policy (T,P) has no support, neither among those with 6 < 6(0) nor among
those with 6 > §(0).

We then have two possible cases, depending on whether the condition in Eq. (11) is satisfied or not. In the following
proposition, we sum up the above findings and show how the support within the entire population changes when the
expected cost of the pandemic increases.

Proposition 3. (i) If T is small enough compared to P that the condition in Eq. (11) is satisfied, then the fraction of agents in
favor of (T , P) is given by:

S(T,P) =1—F(4(T, P)),
and increases with C (as well as with B and pc) since:

85(aTcP) —f@. P))ae(T ) pe(p - 1)F@.P)) > 0.

(ii) If T is large enough compared to P that the condition in Eq. (11) is not satisfied, then no one is in favor of (T, P).

Fig. 1 below illustrates the partition of society between those who prefer NH over HC in the absence of the policy as
well as the partition of society between those who favor the policy and those who do not.

Proposition 3 informs us about how the support for (T, P) (i.e., the set of people in favor of the policy) varies with the
risk of a pandemic. We show that §(T, P) and #(0) decrease with C, translating into a larger set of agents favoring the policy
(T, P).
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In this first step of the analysis, we stepped aside from the intensity of the preferences for the policy and focused on
how a pandemic risk would affect who will support the policy. In the next subsection, we study the intensity of individuals’
preference for the policy.

3.4.2. Preference intensity

We now analyze how for a given care preference, a pandemic risk affects the intensity of preferences for policy subsi-
dizing home care.

We define the intensity of the preference for policy (T, P) of an agent with type 6, denoted by I(0, T, P), as the difference
between the utility levels attained with and without the policy. In each case (i.e., with and without the policy), the agent
chooses her optimal care type. We know from above that agents with 6 < 0 (P) choose NH while the others choose HC
under the proposed transfer P. We also know that 6 decreases with P, so that 6(P) < 6(0). We then face three types of
agents: (i) those with 6 < é(P) choose NH whether the policy (T, P) is enacted or not, (ii) those with 0> 67(0) choose HC
with or without the policy, and (iii) those with 8(P) <8 < 6(0) prefer NH in the absence of the transfer, but switch to HC
when the policy (T, P) is enacted.

Agents with 6 < 6(P) remain in NH with and without the policy, so that their utility differential (6, T, P) is given by:

Vg (@, T,P) —Vyy(6,0,0) = —T.

These agents dislike t‘he program (since 0 < 0 (P) < 8(T, P)) because they pay a tax to cover the cost of the program without
enjoying its benefit.?®
Agents with 6 > 6(0) remain in HC with and without the policy, so that their utility differential I1(6, T, P) is given by:

Ve (0, T, P) = Viuc(0, 0, 0) = s55(0) — 55,c(P) = T + (1 = p)[u(s5;c(P)) — u(s5,¢(0)) ]
+p[v(s5;c(P) — Liic + P) — v(s,c(0) — Lc) ].

whose sign is positive under condition (11). R
Finally, the care choice of agents with 6(P) <6 < 6(0) depends on the policy. For these agents, the utility differential
1(6, T, P) is given by:

Viac(8, T, P) = Vi (0, 0,0) = (siy — S5ic(P)) = T+ (1 = p) (u(sjc(P)) — u(siy))
+p[v(s5;c(P) — Luc + P) — v(siyy — Lun) +Cpc(B — 1) + 6],

and is negative if & < (T, P) and positive otherwise. Both groups will choose NH in the absence of the policy and HC under
the policy. But the utility gain from switching to HC is linearly increasing in 6, leaving only those with high enough 6, i.e.
6 > G(T, P), in favor of the policy.

Figure 2 depicts the intensity of the preference for the public policy, I(8, T, P), as a function of the agent’s type 6.

We now study how this intensity is affected by an increase in NH aversion. This higher NH aversion can take the form
of either an increase in C, pc or B, or equivalently of an increase in 6. It will prove easier to discuss the second possibility.
We then assume that the pandemic risk results in an increase in the value of € of each agent by the same amount A6 > 0.

Agents with initial 0 < 0(P) — A6 remain in NH with and without the policy, even after the pandemic shock. The inten-
sity of their preference against the policy is unaffected by the pandemic, i.e. I(8, T, P) = —T. In terms of Fig. 2, they remain
on the flat part of the curve on the left despite the increase in NH aversion A6. Likewise, agents with initial 6 > é(O) re-
main in HC with and without the policy, before and after the pandemic shock. The intensity of their preferences in favor
of the policy is then also unaffected by the shock, and defined as in Equation (13). They remain on the flat portion of the
curve on the right in Fig. 2.

All other agents see the intensity of their preference for the policy increase following the pandemic shock. In terms of
Fig. 2, the increase in A moves them to a higher portion of the curve. We can identify three subgroups among those types:
(i) agents with OpP) <0 <0 (0) — A6 prefer NH without the policy and HC with the policy, before and after the shock, (ii)
agents with 8 (P) — A6 < 0 < 6 (P) prefer NH without the policy but move to HC with the policy only once the shock occurs,
(iii) agents with 6(0) — A@ < 6 < §(0) prefer HC even without the policy after the shock.

We will refer back to this theoretical analysis when analyzing survey responses concerning a tax-financed subsidy for
home care, in Section 5.3.2.

(13)

4. Data
The empirical analysis in Section 5 uses data from a survey we conducted between December 18™ and December 315t

2020 in partnership with Asking Canadians, an online panel survey organization. The survey was fielded to residents of
the Canadian provinces of Québec and Ontario aged 50-69 years. The survey screens out those respondents who have at

26 Comparing (8) and (10), we obtain:

4(T.P) :é(P)+% > 0(P).

1
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Fig. 2. Long-term care preferences, and support for home care subsidy.

least one ADL limitation at the time of the survey because the focus of the study is on the impact of the pandemic on
the future plans for LTC instead of the current usage. We constructed survey weights by age, gender, and education using
the 2016 Canadian Census to correct for under- and oversampling of certain subgroups, and make it representative of the
Ontarian and Québec population. For questions for which we expected a significant proportion of missing information, such
as income, we use unfolding brackets. We then use multiple imputation to assign missing values with information from the
bracketing, conditional on basic socio-demographic covariates (age, gender and education).

Respondents could choose to answer the survey questionnaire in English or French. Upon completion of the survey,
respondents received a loyalty reward from their choice of retailer (respondents could choose from a list of major retailers
such as Walmart, Petro-Canada, and Hudson’s Bay). In total, 3004 respondents completed the survey.

The questionnaire consists of six main parts: questions about (i) demographics (including age, gender, education, marital
status, number of children, health condition), (ii) financial situation (employed or retired, income level, savings amounts
and composition, mortgage and property value), (iii) risk perceptions (regarding mortality and needing help with activities
of daily living) and (iv) preferences (regarding risk aversion, preference for care from children and, preferences for leaving
bequests), (v) a set of strategic survey questions (not used for this paper) and (vi) a set of COVID-related questions. The
entire questionnaire except for part (v) can be found in the Appendix A (see supplementary material for the Appendix).

Table 1 summarizes the main socioeconomic and demographic characteristics of our weighted sample. We compare char-
acteristics of our sample with those of respondents aged 50 to 69 in the 2016 Census and the January 2021 Labour Force
Survey. Consistent with the construction of our weights, our survey delivers statistics for age, education and gender similar
to those in the Census. In terms of marital status, our sample delivers figures broadly in line with those in the Census al-
though it was not used in the construction of the survey weights. In particular, about two-thirds of our respondents have a
spouse or partner. A little more than half of our sample is employed and about a third is retired. These figures align well
with figures from the Labour Force Survey for the same age range although the work status categories do not map perfectly
(see table notes). About two-thirds of our respondents have at least one child, and a vast majority of them have at least
one child living less than 20 km away. Mean individual income is about 64,000 CAD. By comparison, according to Statistic
Canada, mean income in Ontario in 2019 was 69,000 CAD for those aged 45 to 54, and 57,000 CAD for those aged 55 to 65.
For Québec, the figures are 65,400 CAD and 48,600 CAD.?’ Finally, given that our respondents are relatively old and have
had time to accumulate wealth, average household (net) wealth (or net worth) in our sample is quite large at about 765,000
CAD.

5. Empirical results

Recall that in Section 3, we examine the theoretical implications of nursing home aversion post-pandemic on late-in-
life precautionary savings and on the support for a policy subsidizing home care. As shown in Proposition 2, nursing home
aversion increases due to a pandemic if the perceived relative exposure to a pandemic in a nursing home compared to home
care (f) increases, if the overall perceived risk of a pandemic (C and p¢) increases (given B > 1), or if individuals update

27 See Statistics Canada (2022).
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Table 1
Descriptive statistics.

Our survey  Census | LFS

Québec province (%) 39.0 38.8
Age (%)

50-54 28.5 28.5
55-59 27.6 27.6
60-64 234 234
65-69 20.5 20.5
Female (%) 514 51.4
Marital status (%)

Married 51.8 59.0
Common-law 13.6 12.0
Widowed, separated, divorced 18.2 18.3
Never married 16.4 10.7
Education (%)

High school or less 43.2 432
College 353 353
University 215 21.5
Has a child (%) 66.8 -
Has a child < 20km (%) 51.0 -
Work status (%)

Employed 55.0 54.4
Retired 353 41.1
Not working | Looking for work 9.6 5.2

Individual income (average, CAD) 64,028 -
Household wealth (average, CAD) 765,205 -

Notes: The table compares the weighted statistics from our survey to
statistics for similar variables in the 2016 Census and in the January
2021 Labour Force Survey (the latter is only used for work status).
There is not a perfect mapping between our work status categories
and those in the LFS. In the LFS, we classify those “employed at work”
or “employed, absent from work” as “employed,” those “absent from
work |/ unemployed” as “not working / looking for work” and the rest
(those “not in the labour force”) as “retired.”

negatively their preferences for nursing home care versus home care (equivalent to an upward shift in the distribution of
0) following new (negative) information about nursing homes (e.g. about the general quality of the care provided). Also
as shown in Proposition 2, a higher nursing home aversion should increase the likelihood to save more (as the cost of
home care is higher). In addition, as the model predicts that those who plan to use home care would favor a policy which
subsidizes it, we expect the additional support for such a policy post-pandemic to stem mainly from those whose nursing
home aversion increases, and who would now prefer to use HC.28

In this section, we provide survey-based empirical evidence for these theoretical predictions. Recall that our sample is
aged between 50 and 69 years, so that the questions are not about their immediate use of LTC during the current pandemic
but about what they expect to do post-pandemic, as they age.?’

5.1. General patterns

Table 2 summarizes the responses to the key questions related to these predictions (see Appendix A for the question-
naire). First, nursing home aversion post-pandemic is widespread among older Canadians (Panel A). More than 70% of the
respondents reported being less inclined to enter a nursing home than before the pandemic. This is not surprising given
the media coverage of the COVID-19 outbreaks in nursing homes. To help understand reasons for this increased nursing
home aversion, we further ask how respondents’ perceived exposure to health risks in nursing homes had been affected by
the COVID-19 pandemic (Panel B). Again not surprisingly, the current pandemic made many respondents believe that being
in a nursing home will make them more vulnerable to health risks, with almost no difference between private and public
nursing homes in that regard. Relating these findings to our theoretical model (see Proposition 2), this is equivalent to con-
sidering an increase in the parameter f, if we believe that the health risk respondents had in mind was a higher exposure
to a pandemic. However, it could also be interpreted as a general upward shift in the 6 distribution if we believe that these
responses reflect more a permanent loss of confidence in nursing homes being able to offer some protection against general
health risks such as those arising from a pandemic.

Consistent with our theoretical prediction from Proposition 2, intended savings for older ages increase and the nursing
home aversion seem to be a key driver of these higher intended savings (Panel C). Slightly more than a quarter of the

28 See Proposition 3 and Section 3.4.2.
29 Recall also that our survey excludes any respondent who was already in need of LTC services at the time of the survey.
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Table 2
Intended nursing home use, savings, and preferences for home care subsidies post-pandemic.

A. Intended nursing home use
More inclined to enter a nursing home  2.1%

No change 26.1%

Less inclined to enter a nursing home 71.7%

N 2,516

B. View on the exposure to health risks at nursing homes

1) Public nursing homes 2) Private nursing homes
Improved 12.9% Improved 11.7%
No change 18.3% No change 17.8%
Worsened 68.9% Worsened 70.5%

N 2795 N 2,803

C. Saving for older ages

1) Changes in willingness to save 2) Save more to avoid a nursing home?*
Save more 26.9% Yes 82.7%
No change 69.1% No 17.3%
Save less 4.1%

N 2,755 N 649

D. View on home care subsidy

1) Opinion on the policy 2) Changes in the opinion
Very much agree 20.2% More in favor  37.9%
Agree 48.2% No change 49.6%
Disagree 20.1% Less in favor 12.5%
Very much disagree  11.5%

N 2504 N 2294

Note: The number of respondents who completed the survey is 3,004. The tabulation for each ques-
tion in this table does not include those who chose “Don’t know” or “Prefer not to say” as well as
those who skipped the question. All the tabulations use the sampling weights. *This is a follow-up
question for those who reported the willingness to save more.

sample (27%) reported being willing to save more for old age because of the pandemic (69% reported no change, while only
4% reported being less willing to save due to the pandemic). Among those who indicated a higher willingness to save, the
vast majority (83%) said it is to avoid entering a nursing home.

The attitude towards a policy that subsidizes home care (see Panel D) is also consistent with the theoretical prediction
(see Proposition 3). The exact question asked is: “Suppose the government were to propose a policy to increase the access
to home care for people needing help with activities of daily living (ADLs) in order to reduce their likelihood of going to
a nursing home, but would increase taxes to finance this policy. What do you think would be your opinion about such a
policy?” The question thus makes it explicit that such a policy would not be costless and would likely result in higher taxes.
Nonetheless, a majority of respondents indicated they would support this policy (20% very much agreed while another 48%
agreed). Many (38%) also reported that the pandemic made them more favorable to such a policy (only 13% reported being
less in favor due to the pandemic).

The unconditional distributions of survey responses are therefore in line with the predictions from Section 3. Older
Canadians become less inclined to use nursing homes, which, in turn, increases their intended savings and also makes them
more favorable towards a policy subsidizing home care. In the remainder of this section, we present evidence suggesting that
the increase in the willingness to save as well as in the support for home care subsidies stem from individuals’ nursing home
aversion. We also investigate which socioeconomic characteristics predict nursing home aversion, changes in precautionary
savings, and support for home care subsidies.

Table 3 examines the sample characteristics of the respondents who declared to be less inclined to enter a nursing home
due to the pandemic relative to the other respondents. Compared to those whose nursing home aversion did not increase,
those who express a higher nursing home aversion (i.e. those who are less inclined to enter a nursing home) post-pandemic
are more likely to be Québécois (as opposed to Ontarians), older, females, to live in common-law unions, to hold a university
degree and to be retired. On the other hand, we do not find a meaningful difference between those with or without children
(nor with or without children living close by), nor by average income or net worth. Overall, these results show that increased
nursing home aversion is not confined to a specific socioeconomic group.

5.2. Nursing home aversion and savings

The results in Table 2(C) already established that the increase in the willingness to save more is mainly driven by nursing
home aversion. We confirm the link between the two by estimating a linear probability model where the dependent variable
is the dummy variable of planning to save more due to the pandemic, and the key explanatory variable is the dummy
variable of being less inclined to enter a nursing home post-pandemic.

As being less inclined to go to a nursing home because of the pandemic is correlated with demographic or socioeconomic
variables such as age or education (see Table 3), we control for a large set of potential confounding variables. In particular,

14



B. Achou, P. De Donder, F. Glenzer et al. Journal of Economic Behavior and Organization 201 (2022) 1-21
Table 3
Who are less inclined to enter a nursing home post-pandemic?.

(1) (2) (3)

Not less inclined  Less inclined  Difference

2)-(m
Québec province (%) 33.6 39.7 +6.1%**
Age (%)
50-54 31.9 26.3 -5.5%**
55-59 28.6 25.9 -2.7
60-64 22.0 243 +2.2
65-69 17.5 235 +6.0%**
Female (%) 47.6 51.7 +4.1%
Marital status (%)
Married 52.8 51.6 -1.2
Common-law 11.9 153 +3.3**
Widowed, separated, divorced 20.8 17.8 -3.0*
Never married 14.5 153 +0.9
Education (%)
High school or less 44.5 384 -6.1%**
College 29.8 30.5 +0.7
University 25.7 31.1 +5.4%**
Has a child (%) 69.1 68.6 -0.5
Has a child < 20km (%) 53.1 51.7 -14
Work status (%)
Employed 61.8 51.8 -10.0%**
Retired 29.7 39.6 +9.9%x
Not working | Looking for work 8.5 8.6 +0.1
Individual income (average, CAD) 67,767 65,313 -2,454
Household wealth (average, CAD) 772,824 873,181 100,357

Note: All the tabulations use the sampling weights. *, **, ***: significant at 10%, 5% and
1% level respectively.

Table 4
Nursing home aversion and saving for older ages.
(1) (2) 3) (4)

Less inclined to enter a nursing home  0.085***  0.105***  0.112*** 0.140%**
(.028) (.028) (.019) (.020)

N 2374 2261 2374 2261
adj. R? 0.007 0.048 0.012 0.065
Controls N Y N Y
Use sampling weights Y Y N N

Note: This table presents OLS regression results where the dependent variable is whether
respondent plans to save more due to the pandemic. Robust standard errors are in paren-
theses. See the text for the control variables included. *, **, ***: significant at 10%, 5% and
1% level respectively.

we control for wealth, income, risk aversion, gender, age, province, education, marital status, having children, having child
living close by, the number of diagnosed health problems and work status (see Appendix B for further details).>?

Table 4 shows the estimation results. Results of regressions without controls suggest that being less inclined to enter
a nursing home increases the chance of intending to save more by 8.5 percentage points, which is about one-third of the
unconditional average reported in Table 2C. When we add controls (Column (2)), the point estimate is even larger, at 10.5
percentage points. Both estimates are statistically significant at the 1% level. The estimated patterns are similar when the
sample weights are not used (Columns (3) and (4)). If anything, the point estimates are larger. These results confirm that
nursing home aversion is one of the main drivers of the increase in intended savings post-pandemic and that this is not
sensitive to controlling for a large set of demographic and socioeconomic variables.?!

30 We use imputed income where it was not reported, but excluding respondents who did not report income delivers similar results. Also, we did not
include respondents’ perceived risk of needing help with ADLs nor their subjective survival probabilities as controls, as doing so significantly reduces
the number of observations. Running similar regressions controlling only for these subjective risk variables delivers comparable point estimates to those
reported here.

31 Arguably the first period in our model could apply more closely to (younger) non-retired individuals rather than to (older) retired ones so that the
effect of NH aversion we find might be driven by non-retirees. However, this is not necessarily the case as the retirees in our sample are rather young (69
or younger) and so might still be accumulating wealth (as we know from the evidence on the retirement-saving puzzle). To evaluate whether our results
are solely driven by non-retirees, we reran the regressions in Column (2) of Tables 4 to 6 separately for non-retirees and retirees. We find that our results
are not driven by non-retirees as the estimates are comparable between non-retirees and retirees.
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Table 5
Support for home care subsidy and nursing home aversion.
(1) (2) (3) (4)
Very much agree 0.118*** 0.100*** 0.094*** 0.073***
(.026) (.027) (.022) (.023)
Agree -.077** -.079***  -.066***  -.067***
(.031) (.032) (.024) (.025)
Disagree -.039 -.033 -.022 -.009
(.025) (.026) (.018) (.019)
Very much disagree -.002 0.012 -.006 0.003
(.012) (.019) (.015) (.015)
N 2229 2134 2229 2134
Controls N Y N Y
Use sampling weights Y Y N N

Note: This table presents the average marginal effects of being less inclined
to enter a nursing home on being in each category of support for a pol-
icy that subsidizes home care, estimated from multinomial logit regressions.
Robust standard errors are in parentheses. See the text for the control vari-
ables included.

*, =, *+* significant at 10%, 5% and 1% level respectively.

Table 6
Change in the support for home care subsidy and nursing home aversion.

(1) (2) (3) (4)

No change =344+ =337+ -.345%** -.354x*+
(.026) (.027) (.021) (.022)

Less in favor 0.095%** 0.099*** 0.0871*** 0.094***
(.028) (.027) (.020) (.021)

More in favor 0.249*** 0.237*** 0.264*** 0.260***
(.032) (.032) (.025) (.026)

N 2081 2002 2081 2002

Controls N Y N Y

Use sampling weights Y Y N N

Note: This table presents the average marginal effects of being less inclined
to enter a nursing home on being in each category of change in the support
for a policy that subsidizes home care, estimated from multinomial logit re-
gressions. Robust standard errors are in parentheses. See the text for the
control variables included. *, **, ***: significant at 10%, 5% and 1% level re-
spectively.

Regarding covariates, we find that being in Ontario, having a child that lives nearby, and being in the workforce predict
a higher likelihood to be willing to save more for older ages because of the pandemic (see Table B.1 in the Appendix for
details).

5.3. Nursing home aversion and home care subsidy

5.3.1. Support for home care subsidy

Next, we examine the relationship between the support for a policy that subsidizes home care and increased nursing
home aversion. To do so, we plot in Fig. 3 the percentage of those who “very much disagree,” “disagree,” “agree,” and “very
much agree” with the policy, separately for those whose nursing home aversion has increased and the rest. Among those
who report to be less inclined to go to a nursing home, 23.8% report they very much agree with the policy, against 13.2%
of those who declared to be more or equally inclined to go to a nursing home. Hence, this figure suggests that increased
nursing home aversion increases the support for home care subsidy by increasing the probability to “very much agree” with
the policy at the expense of the probabilities to “disagree” or simply “agree” with the policy. The most important shift seems
to be from the “agree” response to the “very much agree” one.

To confirm this, we present in Table 5 the estimation results from multinomial logit models where the dependent variable
is a dummy variable of the support for the policy in four categories (“very much agree,” “agree,” “disagree,” and “very much
disagree”), while the key explanatory variable is being less inclined to enter a nursing home post-pandemic. We use the
same set of control variables as in Table 4. Each column shows the average marginal effects of nursing home aversion in
each model. Without any controls (Column (1)), we find, in line with Fig. 3, that increased nursing home aversion raises
the chances of very much agreeing with subsidizing home care. Indeed, among those respondents who declared to be less
inclined to enter a nursing home, their chances to very much agree with the policy is about 12 percentage points higher.
This increase in the likelihood to very much agree with the policy is more than half the share of those who very much agree
with such a policy (Table 2D). The effect is statistically significant at the 1% level. The estimated marginal effects are similar
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Agreement with HC policy by change in NH inclination
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Fig. 3. Agreement with home care subsidy by change in inclination to go to a nursing home. Notes: This figure uses sampling weights.
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Fig. 4. Long-term care preferences and mapping to the categories of the support for HC subsidy.

if we include controls (Column (2)). They are also robust to not using sampling weights, though the estimated magnitudes
are slightly smaller in that case. In line with what we observe in Fig. 3, the table confirms that increased nursing home
aversion increases the probability to very much agree with the policy, primarily at the expense of the probability to simply
agree with the policy.

To map these empirical results to our theoretical model and to make sense of the observed patterns, we first reproduce
in Fig. 4 the relationship between LTC preferences and the support for home care subsidy from Fig. 2 in Section 3.4.2. Recall
that the vertical axis of this figure displays the (net) valuation of the subsidy P (with corresponding taxes T) as a function
of the relative preference for home care (8). This valuation, denoted I(8, T, P), is the difference between the utility with the
subsidy V (0, T, P) and without the subsidy V (6, 0, 0), measured for the chosen type care in each case. Those with 0 < é(P)
choose to go to a nursing home (conditional on needing care) even with the subsidy, and hence, they exhibit the lowest
support for this policy. On the other hand, those with 6 > 6(0) would choose home care even without the subsidy, and so
they value the subsidy the most. Those with 6 € [é(P), é(O)] will use home care only if the subsidy is implemented. Their
support for the policy increases with 6, where the cut-off for being in favour of the policy is & (T, P).

We map the level of support for the subsidy in Fig. 4 to the four categories of policy support in Table 5 in the following
way. The cutoff between “agree” and “disagree” with the policy corresponds to & (T, P), with a negative (resp., positive) net
benefit from the policy below (resp., above). The thresholds used to separate “very much disagree” from “disagree” (I) and
“very much agree” from “agree” (I) are somewhat arbitrary, and we assume that the former is above the minimum level of
support (i.e. the level of support arising from those with 6 < 0 (P)) while the latter is below the maximum level of support
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(i.e. that from those with 6 > é(O)), as depicted in Fig. 4. The corresponding thresholds in terms of preferences are denoted
0; and 6;.%?

© We rilodel the nursing home aversion caused by the pandemic in the following way. The distribution of 6 before the
pandemic is denoted by F(6). During the pandemic, a random subset of the population learns negative information about
nursing homes and hence, their relative preference for home care increases by Af > 0. These agents form the ‘less-inclined’
group from Fig. 3. As a result, the preference distribution of the less-inclined group is a parallel rightward shift of that of
the complementary group (i.e. the ‘not less inclined’ group in Fig. 3).

Under this assumption, the distribution of the policy support within the group with no change in LTC preferences (i.e. the
blue bars in Fig. 3) reveals the underlying distribution F(6) pre-pandemic. A majority (52.7%) belong to the “agree” category
(ie., those with @ e (A(T, P), 6;)). They would have used home care only with the subsidy and would have obtained positive
net utility from such a subsidy. About one-fifth (22.9%) would have used home care with the subsidy though they would
have preferred not having such a policy. For a small fraction of the population, the subsidy would have had no effect on
their choice, putting them in either of the two extreme categories of policy support.

Regarding the impact of nursing home aversion on policy support, the model predicts that the less inclined group should
have a stronger support for the policy compared to the complementary group. In particular, the chance that those who

belong to the less-inclined group would “very much agree” with the policy should increase (by f:i_ o 9F (0)), while the
1

chance that they would “very much disagree” with the policy should decrease (by f;i_ ag 9F (0)). As a result, for the middle

two categories, the expected change in the proportions of people belonging to these categories is ambiguous as there is
an outflow to the category on the right as well as an inflow from the category on the left. A large and positive marginal
effect of nursing home aversion on the chance of “very much agreeing” with the policy in Table 5 indeed supports the
prediction from the model. We do not find statistically significant evidence that nursing home aversion reduces the chance
of “very much disagreeing” with the policy, but only a very small fraction of the population belongs to this category of
the policy support to begin with (Fig. 3). Lastly, a significant and negative marginal effect on the “agree” category suggests

that the outflow from this category to the “strongly agree” category is much larger than the inflow from the “disagree”
to the “agree” category (i.e. [ ;((TT‘:) lA p dF(0) < fgli_ Ap GF(0)). This is consistent with the fact that there were much fewer
people “disagreeing” with the policy compared to those who “agreed” with the policy pre-pandemic (Fig. 3). So overall, the
empirical results on the impact of nursing home aversion on the policy support are consistent with the key prediction from
the model.

Note that the above interpretation relies on the assumption that the less-inclined group is drawn randomly from the pre-
pandemic distribution of 8, which also implies no correlation between the chance of having a shift in the preference (A8)
and the pre-pandemic preference (6). Since our regressions control for many demographic and socio-economic variables, the
identified effects are free from potential correlation between the pre-pandemic preference and the impact of the pandemic
that can be explained by those controls. In the next subsection, we look at the self-declared change in support for the policy
because of the pandemic which de facto tackles concerns about unobserved heterogeneity.

Marginal effects of the controls entering Columns (2) and (4) of Table 5 are reported in Tables B.2 and B.3 in the Ap-
pendix. We find that those in the top three wealth quartiles are more in favor of the policy than those in the bottom wealth
quartile, but that being in the top income quartile reduces the support for the policy (compared to those in the bottom
income quartile). We also find that Québécois, those with at least a high school diploma, those who are currently working,
those with more health problems, and those divorced or separated tend to be more in favor of such a policy.

5.3.2. Change in support for home care subsidy

We saw that increased nursing home aversion is associated with more support for a policy subsidizing home care. How-
ever, the previous estimates might not reflect any causal effect of increased nursing home aversion on the support for such
a policy, as increased nursing home aversion and pre-pandemic support for the policy might be positively associated.

However, our survey also asked respondents how their support for such a policy changed because of the pandemic, and
we confirm that increased nursing home aversion is also associated with increased support for a home care subsidy after the
COVID pandemic, which provides support for our interpretation in Section 5.3.1. To show this, Fig. 5 first plots the change
in the agreement with the policy separately for those less inclined to go to a nursing home because of the pandemic and
for the rest. This figure suggests that increased nursing home aversion is associated with a much higher probability to be
more in favor of the policy after the pandemic.

In Table 6, we further report the results from a multinominal logit estimation where the setup is identical to that in
Table 5 except that the dependent variable is a dummy of the categories on the change in the support (“less in favor,”
“more in favor,” and “no change”) for home care subsidy due to the pandemic. In line with Fig. 5, being less inclined to use
a nursing home increases the chance of being more in favor of the policy by about 25 percentage points, which is robust to
including controls and not using sampling weights. This is a large change, given that it represents about two-thirds of the
fraction of those who became more in favor of such a policy (i.e. 38%, see Table 2D).

32 These thresholds may vary across respondents, but this does not affect our analysis of the impact of nursing home aversion on the overall change in
the support for subsidizing home care.
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Fig. 5. Change in agreement with home care subsidy by change in inclination to go to a nursing home. Notes: This figure uses sampling weights.

Our model, summarized in Fig. 4, predicts that the less-inclined group, whose relative preference for home care increased
by A6 > 0, should be more in favor of a home care subsidy (unless they already had a highest level of support, i.e. 0 > 6(0)).
On the other hand, the not-less-inclined group, whose preference (equivalently, the degree of nursing home aversion) was
not affected by the pandemic, should exhibit no change in the support for the policy. Hence, the result that nursing home
aversion increases the chance of being more in favor of the policy and decreases the chance of having no change in the
support is in line with the predictions from the model.>>

Marginal effects of the control variables entering Columns (2) and (4) of Table 6 are reported in Tables B.4 and B.5 in
the Appendix. We find that compared to those in the bottom wealth quartile, those in the top three wealth quartiles have
a higher probability to declare themselves more in favor of the policy because of the pandemic, but that being in the top
income quartile reduces this probability compared to being in the bottom income quartile. Being from Québec increases
the probability to declare no change in support for the policy, mainly at the expense of being less in favor of the policy.
Educational attainment higher than or equal to completing high school is associated with a higher probability to be more in
favor of the policy. Finally, being widowed or divorced (compared to being married) and currently not working reduce the
probability to be less in favor of the policy.

To sum up the findings in this section so far, survey evidence reveals that the information older individuals obtained
about nursing homes during the pandemic has affected their expected choice of LTC, making them less inclined to enter a
nursing home. The individuals that become more averse to entering a nursing home plan to save more in order to cover the
higher cost needed to have proper LTC at home. At the same time, those individuals also express strong support for a pol-
icy that subsidizes home care, which could partially substitute for costly precautionary savings. Our theoretical framework
provides a coherent explanation to all these observations about LTC-related choices post-pandemic.

5.4. Nursing home aversion and private LTCI demand

In our theoretical model and the above empirical analysis, we abstracted from the impact of nursing home aversion on
private LTCI demand. As mentioned in Section 2, LTCI has so far been a rather marginal instrument for Canadians to protect
themselves against LTC risk. There are various reasons for the small LTCI market, including Canadians being unfamiliar with
private LTCI products (Boyer et al., 2020) and lack of suppliers. These as well as other factors highlighted in the rich literature
on the LTCI demand puzzle suggest that increasing savings might be more attractive than purchasing LTCI.

Nonetheless, higher nursing home aversion and hence larger financial needs when needing LTC might increase the LTCI
demand in Canada. To evaluate whether this is the case, the survey comprised two questions related to LTCI. First, it asked
respondents if they ever thought about purchasing LTCI. To those who answer “yes” it further asked if the pandemic changed
their interest in such a product. It did not ask this question to those who never thought about purchasing LTCI as they might
have very limited or no knowledge about LTCI products which would make the second question irrelevant to them.

Among those who ever thought about purchasing LTCI (which represent a small share of respondents, in line with the
observed low demand for LTCI), we find evidence that those who are less inclined to enter a nursing home because of the
pandemic are more likely to say that their interest in purchasing LTCI has increased because of the pandemic. Evidence for

33 The less-inclined group is also associated with a higher chance of being less in favor of the policy (by a differential of around 9 percentage points),
though this relationship is much smaller than what we see for the other categories. One possible explanation is that this pattern is driven by individuals
who are generally skeptical about the ability of governments to deliver appropriate public LTC policies, a feature we do not model. Some evidence seems
globally in line with this explanation, although only suggestive. For instance, among those who became less in favor of the policy and also became less
inclined to go to a nursing home after the pandemic, 73% either disagree or very much disagree with the policy while for the rest of the sample, this
figure is only 28%.
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the impact of nursing home aversion on LTCI demand is thus consistent with the evidence we found for savings and home
care subsidies, as well as with the underlying mechanisms we highlighted in our model. Appendix C provides additional
details.>*

6. Conclusion

The current COVID-19 pandemic will change many aspects of our life post-pandemic. Its impact on LTC can be particu-
larly large and persistent, due to COVID outbreaks at nursing homes during the first wave of the pandemic, and to extensive
media coverage of these outbreaks. As a consequence, many people will choose to avoid entering a nursing home and in-
stead receive LTC at home, notwithstanding the higher cost of the latter. Our model of LTC choice shows that such nursing
home aversion will increase households’ desired savings for old ages. The model also shows that since such self-insurance is
costly, many households would support a policy that will make home care more affordable. The evidence from our survey
supports all the predictions from our model. Those who express nursing home aversion post-pandemic are more likely to
engage in additional precautionary savings. They also tend to support a policy that subsidizes home care. The qualitative
nature of the survey questions used in this paper does not allow us to pin down the optimal design of the subsidy nor
quantify the strength of the support for a specific form of subsidy. Nonetheless, the responses are indicative of strong de-
mand for affordable alternatives to nursing home care for the elderly population and therefore, for policies that will provide
such alternatives.
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