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Motivation
• A large literature argues households sub-optimally hold life 

insurance, LTCI, and annuities

• These products target important risks:
• Life insurance: death of a family can be an important source of financial

distress (Corden et al., 2010)
• LTCI: wellbeing in old age (standard US insurance, outside of Medicaid, does 

not cover LTC)
• Annuities: provide insurance against outliving your other wealth

• This paper: can biased (subjective) expectations about 
nonpayment risk explain the low holdings of these products?
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Paper Overview
• Survey: solicit perceived nonpayment risk (expect 76-87% payout!)

• Link to rich set of economic and demographic variables
• Past experiences of fraud and financial literacy are strong predictors of beliefs
• ➔ Insurance pessimism predicts ownership of insurance

• Build a model w/ life insurance, LTCI, annuities, and risk-free bond
• Allow pricing above actuarially fair prices & perceived nonpayment risk
• Removing nonpayment risk significantly increases ownership

• 55% ➔ 73% (life), 13% ➔ 43% (LTCI), 2% ➔ 8% (annuities)
• Find large welfare gains from presence of insurance, esp. with no payment risk

• 0.6% consumption equivalent vs 2.2% 
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Denial of claims is a major reason people dislike 
insurers
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What do consumers say about a defaulting LTC insurer?
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What do consumers say about a defaulting LTC insurer?

6



What do consumers say about a random life insurer?
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How important are deviations 
in beliefs from rational 

expectations?



Are biased beliefs contributing to suboptimal 
insurance coverage choices?

• “Consumers perceive much higher risk in insurance markets than what 
would be inferred from historical observations of insurer default, 
possibly suggesting high paperwork or contractual complications 
as the main barrier to full payment.”

• How large are these barriers?

• Quantifying overall non-payment risk—including denials—would 
provide a rational benchmark against consumer beliefs
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Evaluating the welfare effects of correcting biased beliefs

• Paper’s comparison of rational and non-rational scenarios:
• Rational: assumes actual risk = subjective expected risk
• Non-rational: assume beliefs = subjective beliefs BUT actual risk = zero

• Suggestion: estimate nonpayment rates, including denials, then:
• Rational: assume beliefs = actual risk
• Non-rational: assume beliefs = subjective BUT actual risk = empirical risk
• How much do holdings and welfare change across these scenarios?

• ↑ would speak more directly to the role of biased beliefs
• I.e., are there large potential welfare benefits from information interventions?
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Some (incomplete) stats on nonpayment 
• The National Organization of Life and Health Insurance Guaranty 

Association (NOLHGA) has paid coverage benefits (due to insurer 
defaults) of $25.6 billion between 1983—2023, to 2.6 million 
policyholders (link)
• Small relative to the face value of life insurance policies in force in 2023: $22.2 

trillion (link)

• 10-20% of life insurance claims are denied (link)
• There’s large heterogeneity; some provides deny 50% of claims!
• Note: heterogeneity in denial rates could complicate an info intervention…
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https://nolhga.com/wp-content/uploads/PTLiquidationFAQsv4.pdf?
https://www.acli.com/-/media/public/pdf/news-and-analysis/publications-and-research/2024-fact-book/pub_2024aclifactbook_complete.pdf
https://boonswanglaw.com/life-insurance-claim/life-insurance-claim-denial-statistics/


Are risky assets an alternative to 
life insurance/LTCI/annuities?



When are risky assets (equity, housing, etc) a good 
alternative to insurance?
• You value liquidity (equity!)
• You’re wealthy (low risk of outliving wealth)
• You face a high premium (due to age or health)
• ENPV of insurance is low (e.g., low subjective risk of death)
• Long investment horizon (young, plan to bequeath, etc)
• No dependents
• Have dependents (tax basis step-up)
• Have a spouse that’s a joint owner or designated beneficiary
• You have a high risk tolerance
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Should the model feature risky assets?
• Welfare measurement is based on comparing world with 3 

insurance products against world with only non-contingent bond
• If non-contingent bonds are the only way to self-insure, more insurance 

products are very valuable
• But if there are alternatives (like equity), gains from adding them are smaller

• Insurance holdings: may be more sensitive to beliefs when 
alternatives are available

• Model: I recommend adding a risky asset

• Data: do people with more pessimistic beliefs about insurance 
products hold more equity? Participate more in equity markets?
• Would be evidence of substitution
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Wrap up



Misc. comments
• Why is perceived risk in annuities similarly large? 

• This was very surprising to me, since there’s much less qualification/denial risk

• Could correlation between beliefs and liquidity/wealth lead the 
model to attribute too much influence to beliefs in coverage choices? 
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In conclusion…
• Well-designed survey

• Rigorous quantitative model 

• New evidence on importance of subjective beliefs for explaining 
insurance choices

• Excellent example of an insightful combination of subjective beliefs 
data with theory!
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