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Abstract 

 Individuals face a number of risks when entering retirement, such as unknown 

life expectancy, variable medical expenses, and uncertain financial market returns. 

Understanding these risks in advance will allow retirees to pursue appropriate risk 

management strategies to reduce the likelihood of experiencing negative events that 

could jeopardize the retirement period. Unfortunately, many retirees either do not 

understand the risks that they face, or are ill-prepared to handle these risks when they 

inevitably arise. 

 In this dissertation, I provide new insights into the dynamic relationship between 

consumer knowledge, risk exposure, and insurance coverage. The first essay provides 

evidence that many elderly individuals do not understand the risks associated with 

unknown late-in-life medical expenses, such as nursing care. When educated, many 

retirees indicate an increased willingness to purchase a suitable insurance policy as a 

hedge against the risk. The second essay finds that a small percentage of retirees are 

insured against multiple retirement risks, and that this behavior is associated with 

increased financial wealth and successful retirement outcomes. Although insurance can 

provide a hedge against a multitude of financial risks, the third essay suggests that life 

satisfaction in retirement is about more than material wealth. 
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Chapter 1: The Impact of Product Knowledge and Quality of Care on Long-

term Care Insurance Demand: Evidence from the HRS 

 

Introduction 

Long-term care (LTC) related expenditures represent a growing and substantial 

financial risk for elderly Americans. It is currently estimated that 70% of Americans over 

the age of 65 will require some type of long-term care support (Freundlich, 2014), and 

this segment of the population is expected to double by the year 2050 (Houser, Fox-

Grage, & Ujvari, 2012). While the average nursing home stay lasts one year or less, there 

is a sizeable risk exposure for those who require many years of care (Brown & 

Finkelstein, 2009).  

The cost of a private nursing home room averaged more than $92,000 in 2016 

(Genworth Financial, 2016).  Norton, Wang and Stearns (2006) find that average 

monthly out-of-pocket (OOP) health care expenditures rise steadily with age, from $85 

per month at age 66 to $485 per month at age 95. This increase is almost entirely due to 

LTC-related expenditures. Marshall, McGarry and Skinner (2011) find that toward the 

end of life, OOP LTC expenditures are large and highly variable. On average, wealthy 

individuals spend an increasing amount on quality nursing care and LTC support. 

Ameriks, Briggs, Caplin, Shapiro, & Tonetti (2015b) find that retirees hold a significant 

amount of wealth into old age as a hedge against unknown LTC expenditures.  
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One way to limit OOP expenditures is through insurance. Unfortunately, for 

elderly Americans, LTC services are not covered under most existing insurance plans. 

Private health insurance rarely covers any type of LTC-related expenses. The federal 

Medicare program does not pay for custodial care or assistance with activities of daily 

living (ADLs), which is the most commonly needed type of LTC support (Medicare, 2016). 

Medicare will pay for some intermittent skilled nursing care in the recipient’s home, 

assuming it is part of a physician-certified care plan. Medicare also covers up to 100 

days of care at approved skilled nursing facilities, but only after a qualified hospital stay 

of at least three days. Even then, only the first 20 days of care are covered by Medicare, 

with days 21–100 requiring a significant copayment in excess of $160 per day.  

With limited Medicare support, the means-tested Medicaid program is the 

primary payer of LTC expenditures in America (Reaves & Musumeci, 2015). Medicaid 

eligibility requirements impose strict income and asset limitations. As a result, a large 

percentage of middle-class Americans have difficulty qualifying without a significant 

depletion of wealth. To qualify for coverage, these individuals are forced to spend-down 

their accumulated life-savings until they meet their states' asset eligibility levels (Brown 

& Finkelstein, 2011). This constraint levies an implicit tax rate of 100 percent on all 

savings that exceed the asset threshold, making Medicaid a highly imperfect form of LTC 

insurance for many Americans. The presence of public care aversion (John Ameriks et 

al., 2017; John Ameriks, Caplin, Laufer, & Nieuwerburgh, 2011) further decreases the 

attractiveness of Medicaid. 
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Literature Review 

Funding LTC-related expenditures without the assistance of Medicare or 

Medicaid leaves individuals with two options. They can self-insure or purchase a LTC 

insurance (LTCI) policy. The optimal choice is primarily a function of wealth and 

individual preference for high quality care. The very wealthy have the ability to self-

insure without depleting their assets (Cramer & Jensen, 2006), giving them more 

flexibility to choose whether to retain or transfer risk depending on risk and bequest 

preferences. It is generally the middle and upper-middle class who should consider 

purchasing LTC insurance. These individuals typically have several hundred thousand 

dollars in assets, along with Social Security and/or pension income. They do not have 

the capacity to self-insure without risking the entirety of their wealth in an adverse 

health care event. At the same time, they will not qualify for Medicaid coverage without 

a significant and immediate depletion of wealth.   

Long-term care insurance thus provides protection against a significant source of 

idiosyncratic spending risk in retirement.  By purchasing private LTC insurance, 

individuals are able to better predict OOP medical expenditures throughout retirement 

and potentially eliminate the risk of depleting wealth and relying on Medicaid to fund a 

LTC event (Bajtelsmit & Rappaport, 2014). In the absence of LTCI, retirees must either 

accept the possibility of an extreme low probability loss or set aside a significant amount 

of wealth as a hedge against potential future health shocks, which will result in a 
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significant decrease in expected retirement welfare—especially among those who do 

not have a strong bequest motive.  

Despite these compelling reasons to own LTCI, less than 10 percent of the 

American population is covered by private long-term care insurance (Gottlieb & 

Mitchell, 2015), and those private policies pay less than 10 percent of total LTC-related 

expenditures (Reaves & Musumeci, 2015). Previous research has suggested that 

multiple demand-side factors currently limit the size of the LTCI market. Explanations 

include Medicaid's implicit tax (Brown, Coe, & Finkelstein, 2007; Brown & Finkelstein, 

2011), unattractive policy terms and pricing (Cramer & Jensen, 2006), competing 

bequest motives (Lockwood, 2017), intra-family moral hazards (Coe, Goda, & Van 

Houtven, 2015), low risk perception (Zhou-Richter, Browne, & Gründl, 2010), limited 

consumer knowledge (AARP, 2006) and narrow framing (Gottlieb & Mitchell, 2015). 

There also exists a rich literature detailing the impact of other behavioral traits on 

insurance uptake that broadly applies to the long-term care insurance purchase decision 

(Kunreuther & Pauly, 2006; Kunreuther, Pauly, & McMorrow, 2013).  

This paper adds to the existing literature in a number of ways. Instead of 

considering only one variable theorized to impact the demand for LTCI, this paper 

considers three important sets of factors that may influence consumer demand: quality 

of care, potential costs, and knowledge. In addition, we propose a new method for 

examining the demand for LTC insurance. Only individuals who responded to a survey 

module on long-term care demand (who don't currently own a LTCI policy) are included 
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in the analysis. By focusing on this group, this paper attempts to determine the factors 

that are most relevant to the LTCI purchase decision when the consumer is most heavily 

considering it.  

The Importance of Quality 

 The existing literature has shown that cost is an important consideration for 

those considering LTCI (Brown, Goda, & McGarry, 2012; Cramer & Jensen, 2006). Other 

related work has explained why Medicaid's "implicit tax" essentially makes LTC 

insurance more costly for a large percentage of the wealth distribution (Brown et al., 

2007; Brown & Finkelstein, 2008). But within the LTC market, any discussion of cost 

should also consider the importance of quality.  

 A number of previous findings have documented "public care aversion," which is 

the preference for the quality of private care over government-provided long-term care 

(John Ameriks et al., 2017, 2011; Norton, 2005). This aversion to public care should not 

be surprising given the ongoing concerns about the quality of nursing care in America. 

Using data from Pennsylvania, Hackmann (2015) finds that low Medicaid 

reimbursement rates result in understaffed nursing facilities and lower quality nursing 

care. These problems are not observed in the nursing facilities that refuse Medicaid as a 

method of payment. Given the ongoing Federal and State funding constraints and the 

increasing numbers of elderly Americans, it seems unlikely that Medicaid will increase 
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reimbursement rates in the future. As such, individuals will have to consider private LTC 

market solutions if they want to avoid Medicaid funded nursing care. 

 Another key consideration is the importance of health-dependent utility. Long-

term care insurance is designed to transfer wealth from a healthy state to a state of 

illness. Standard life-cycle theory suggests that the marginal utility of consumption will 

be the same in both states. If, instead, the marginal utility of consumption differs 

between the two states, demand for the LTCI will be impacted.  Brown et al. (2012) find 

that individual preferences vary with respect to health-dependent utility. In their full 

sample, respondents were evenly divided between preferring financial resources in 

healthy or sick states. However, individuals who preferred resources in the sick state 

were more likely to own LTCI than those who preferred resources when healthy. Hong 

et al. (2013) find that the marginal utility of consumption expenditure grows when 

health declines, consistent with the idea that wealth can improve health and well-being 

at older ages (Marshall et al., 2011). Ameriks et al. (2015a) find that most individuals 

assign a high valuation to wealth in the LTC-dependent state. They also find that a 

majority of individuals would like to insure wealth in this state, if offered suitable 

insurance products.   

 Adding to these findings, this paper directly tests the relationship between 

preference for high quality care and willingness to purchase LTC insurance. The findings 

in this paper suggest that the desire for high quality nursing care is a stronger LTC 

purchase motivator than potential premium costs. 
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The Importance of Knowledge 

The second important contribution of this paper is testing the relationship 

between knowledge and willingness to purchase LTCI. Theory suggests that consumers 

will be unwilling to purchase any insurance product if they are not fully informed about 

the probability or severity of the underlying risk. For example, flood and earthquake 

insurance is rarely purchased by individuals living in a high-risk area until after a major 

disaster occurs (Browne, Knoller, & Richter, 2015; Kunreuther & Pauly, 2006). Similarly, 

if individuals underestimate the cost and likelihood of needing LTC support, they are 

unlikely to purchase insurance. AARP (2006) finds that nearly two-thirds of respondents 

aged 45-plus severely underestimate nursing home costs. In addition, more than half of 

respondents mistakenly believe that Medicaid, Medicare, or Medigap coverage will pay 

for nursing home stays and LTC expenses. These findings imply that major informational 

deficiencies likely reduce demand for LTC insurance. 

Zhou-Richter, Browne, and Gründl (2010) study the importance of LTC 

knowledge in Germany, where adult children are financially responsible for their parents 

when the parent is unable to pay for LTC expenses. They find that demand for LTC 

insurance is low due to low risk perception. As children are provided information about 

the costs and likelihood of needing LTC services, many become willing to purchase 

insurance coverage for themselves or an adult parent. Twenty-nine percent of 

respondents without an initial willingness to buy indicated that they were interested in 

acquiring LTC insurance after being exposed to the information provided in their survey.  
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Adding to the work of Zhou-Richter et al., this paper directly tests the 

relationship between LTC knowledge and willingness to purchase LTC insurance in older 

American adults. By evaluating the roles of consumer perception (cost, quality, and 

value of LTCI) and product knowledge using a special module in the HRS, we can 

improve our understanding of what motivates the purchase decision for this group. This 

insight can lead to consumer education, product structuring, defaults, and framing that 

guide consumers to improved LTCI purchase decisions.  

 

Methodology 

Data  

This study examines data from the 2012 wave of Health and Retirement Study 

(HRS), an on-going biannual study conducted by the University of Michigan and funded 

by the National Institute on Aging. The HRS study is a nationally representative survey of 

Americans over the age of 50. The initial 1992 survey was conducted face-to-face with a 

sample size of 12,654 respondents from 7,608 households. The HRS observational unit is 

an eligible household financial unit including at least one individual born between the 

years 1931 and 1941 in the contiguous United States. 

The study is designed to collect information on individuals nearing or entering 

retirement, and to observe their transition into retirement. Respondents are asked a 

number of questions related to health, cognitive ability, labor market participation, 
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socioeconomic status, insurance uptake, and retirement planning. In addition to the 

core survey, several additional questionnaires (called experimental modules) are used to 

gather the HRS data. These modules are administered to randomly-selected subsamples 

of HRS respondents after the main survey is completed. Respondents are assigned to a 

maximum of one module per survey wave and can refuse to participate at any time. In 

2012, there were eleven experimental modules administered, with one being specific to 

long-term care insurance. The LTC module contains the dependent variable and three 

explanatory variables of interest in this study.  This paper is the first to consider these 

variables in the HRS, allowing us to test the impact of important demand factors on the 

LTCI purchase decision for older Americans considering LTC coverage. 

Model 

The dependent variable in this study is willingness to purchase LTC insurance, as 

measured through the following question:  "On a scale of 0 to 100, where 0 means 

absolutely no chance and 100 means absolutely certain, what are the chances that 

within the next 5 years (10 years if respondent was under age 60) you will purchase 

insurance that will pay for some or all of nursing home costs?" Individuals who currently 

own a LTCI policy are excluded from the study. Individuals currently in a nursing home 

are also excluded because they are unable to qualify for coverage. After dropping 

nonqualifying respondents, the final sample consists of 1,396 individuals from the 2012 

HRS wave. As shown in Figure 1 below, the distribution of responses is non-normal for 

the dependent variable.  
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Figure 1: Distribution of Responses for the Dependent Variable (probability of purchasing LTCI) 

  

 Roughly 45 percent of respondents reported a 0 percent probability of 

purchasing a LTC policy in the future. In light of this, we specify an ordered probit model 

with three ordinal categories—no chance of purchase (0 percent probability), low 

chance of purchase (1–49 percent probability), and high chance of purchase (50–100 

percent probability). The ordered probit model estimated in this paper can be written: 

  
                                      ) 
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 Where   
  is the true probability of purchasing a LTC insurance policy for each 

individual in the sample,    is each respondent's self-reported LTC knowledge.    is each 

respondent's concern about future potential LTCI premium increases (cost).    is each 

respondent's preference for quality nursing care that is significantly better than the 

minimum government standard (Medicaid).    is a vector of demographic 

characteristics.    is a vector of wealth characteristics previously theorized to influence 

the decision to purchase LTCI.    is a vector of health characteristics, included to 

capture risk factors that might impact the ability to qualify for LTCI.    is the error term, 

assumed to be normally distributed.  

Explanatory Variables 

 Three explanatory variables of interest are included in the analysis: LTC specific 

knowledge, preference for high quality care, and concern about the cost of premiums. 

To assess the importance of knowledge, the following question is used from the HRS: 

"How would you rate your knowledge of long-term care insurance? Would you say that 

you have no knowledge at all, a little knowledge, some knowledge, or a lot of 

knowledge about long-term care insurance?" Due to sample size restrictions, responses 

have been converted into a dichotomous variable equal to one if the respondent 

indicated having "some knowledge" or "a lot of knowledge," and equal to zero if they 

indicated "no knowledge" or "a little knowledge." Theory and previous empirical work 

suggest a positive association between LTC knowledge and willingness to purchase LTCI.  
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 Preference for quality nursing care is tested through the following question 

asked in the HRS: "The insurance policy covers high quality nursing homes that offer 

services that are substantially above the minimum government standards. Would you 

say this is very important, somewhat important or not at all important to you?" The 

response is coded as one when the respondent indicated that quality is "very 

important," and zero otherwise. Consistent with the documented effects of public care 

aversion and increasing marginal utility in the LTC-dependent state, the model predicts 

a positive association between preference for high quality care and willingness to 

purchase LTCI. 

 Concerns about potential costs are captured by the following question: "In 

thinking about possibly purchasing long-term care insurance, how important would the 

following concerns be to you? The insurance company may increase your premiums 

sometime in the future. Would you say this concern is very important, somewhat 

important or not at all important to you?" The response is coded as one when the 

respondent indicated that quality is "very important," and zero otherwise. Theoretically, 

the association between potential premium increases and willingness to purchase LTCI 

is ambiguous. On one hand, this is a question about affordability. Those individuals who 

are extremely concerned about future premium increases might not have sufficient 

wealth or income to continue paying premiums, making them less likely to purchase 

LTCI. Such a story is consistent with the findings of Brown et al. (2012). On the other 

hand, this question might be capturing the salience of LTCI features as presented in the 
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HRS module. Individuals who have absolutely no desire to own LTCI are unlikely to 

describe possible premium increases as being "very important." Thus, as interest in the 

product increases, so too should the relative importance of premium increases, 

resulting in a positive association with the dependent variable.   

Control variables 

 The specified model also accounts for a number of factors that economic theory 

and/or previous empirical work suggests are important predictors of LTCI demand. This 

includes demographic variables such as age, gender, marital status, number of living 

children, race, and education. The age variable is separated into four categories: under 

age 55, age 55–65, age 65–75, and over age 75. This is beneficial because the existing 

literature has shown that willingness to purchase declines past age 65 due to escalating 

premium costs and difficulties in the medical underwriting process (Cramer & Jensen, 

2006). Gender is included as a dummy variable because women might be more 

interested in LTCI than men, given their longer average life expectancies. Marital status 

is coded as a dummy variable, and is important because many married couples fear 

impoverishing their spouse (Pauly, 1990). Informal care provided by a child has been 

often considered a substitute for LTCI (Courbage & Eeckhoudt, 2012), making the 

number of living children an important control variable. Race is coded as white, black, 

and other due to sample size restrictions, with white being the comparison group. Race 

is included to capture any cultural differences that might influence willingness to 

purchase LTCI. Education has been shown to be highly influential in financial decision 
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making (Lusardi & Mitchell, 2007). To control for education, the sample is divided into 

categories representing various educational achievements. Individuals who failed to 

finish high school are the comparison group, with additional categories for completing a 

GED, a high school diploma, some college, or a bachelor's degree. 

 In addition, we control for household financial characteristics including income, 

assets, completion of estate planning documents, and bequest motive. Income has 

previously been found to be a significant factor in the demand for LTCI. This is easily 

understood because low-income individuals will have difficulty affording the cost of LTCI 

premiums (Brown et al., 2012). In our empirical model, we chose to categorize income 

into three groups:  low (less than $50,000/year), medium ($50,000–$100,000/year), and 

high (greater than $100,000/year). Wealth is another important determinant of LTCI 

demand. Without insurance, an extended stay in a nursing facility can destroy all 

accumulated savings. Assets are also a crucial part of determining Medicaid eligibility 

and the ability to self-insure. Because housing wealth is largely exempt from Medicaid 

rules, we consider nonhousing assets only in this study. Building upon previous research 

and practitioner advice (Cramer & Jensen, 2006), we specify three asset categories: 

those likely to default to Medicaid coverage (less than $200,000 in assets), those who 

are most likely to benefit from LTCI ($200,000–$1,500,000), and those who might 

consider self-insuring (greater than $1,500,000). The HRS data on estate planning is not 

particularly robust, but there are two variables used in this analysis: a dummy variable 

indicating the completion of a valid will, and the respondent's self-assessed probability 
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of leaving a bequest. To model bequest motive, we create a dummy variable equal to 

one if the respondent indicated at least a 75 percent probability of leaving $100,000 or 

more as a bequest, and zero otherwise. Lockwood's (2014) empirical findings suggest 

that a bequest motive reduces the value of insurance by reducing the opportunity cost 

of precautionary savings. An increasing number of studies have found the opposite, 

suggesting that LTCI protects the resources that can be bequeathed (John Ameriks et al., 

2017; Brown et al., 2012; Cramer & Jensen, 2006).  

 Health status has been shown to be an important predictor of LTCI demand, and 

an important part of the underwriting process. We control for self-reported health 

status using a dummy variable that is equal to one if the respondent indicated having 

good health or better, and zero otherwise. We include a dummy variable equal to one if 

the respondent is currently a smoker, and zero otherwise. Similarly, we create a dummy 

variable indicating current depression, and another indicating heavy alcohol use. We 

control for recent nursing home use with a dummy variable that is equal to one if the 

respondent used any nursing facility in the previous 2 years, and zero otherwise. Finally, 

we control for any current difficulties in completing activities of daily living (ADLs) or 

instrumental activities of daily living (IADLs) using an ordinal scale. 
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Results 

Descriptive Statistics 

 Table 1.1 provides descriptive statistics for the entire sample, while Table 1.2 

provides descriptives broken down by the probability of LTCI purchase. 

Table 1.1: Descriptive Statistics for Entire Sample (n=1396) 

Explanatory Variables of Interest Mean 

"Some" or "A Lot" of LTC Knowledge 26% 

Potential Premium Increase is "Very Important" 59% 

High Quality Care is "Very Important" 48% 

Demographic Control Variables Mean 

Average Age 65.02 

   Under Age 55 15% 

   Age 55–65 39% 

   Age 65–75 23% 

   Over Age 75 23% 

Male 43% 

Married 67% 

Average # of Living Children 2.98 

Race   

   White 73% 

   Black 20% 

   Other 7% 

Education 12.86 yrs 

   Less Than High School 17% 

   GED 6% 

   High School Graduate 27% 

   Some College 27% 

   Bachelor's or Higher 23% 

Wealth Control Variables Mean 

Total Household Income $66,730 
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   Income < $50,000 59% 

   Income $50,000–$100,000 22% 

   Income > $100,000 19% 

Total NonHousing Wealth $258,540 

   Assets < $200,000 74% 

   Assets $200,000–$1,500,000 22% 

   Assets > $1,500,000 4% 

Bequest Motive   

   Likely to Leave $10,000 bequest 56% 

   Likely to Leave $100,000 bequest 33% 

   Likely to Leave $500,000 bequest 9% 

Has Valid Will 44% 

Health Control Variables Mean 

Good Health or Better 75% 

Current Smoker 16% 

Depressed in Last Year 15% 

Heavy Drinking  9% 

Average # of IADLs 0.09 

Average # of ADLs 0.26 

Nursing Home Stay in Last 2 Years 02% 

 

Table 1.2: Descriptive Statistics by Probability of LTCI purchase (n=1396) 

  

0% Probability 

(n=629) 

1-49% Probability 

(n=409) 

50–100% Probability  

(n=359) 

Explanatory Variables of Interest Mean Mean Mean 

"Some" or "A Lot" of LTC Knowledge 22% 25% 33% 

Premium Increase is "Very Important" 52% 64% 68% 

High Quality Care is "Very Important" 40% 47% 62% 

Demographic Control Variables       

Average Age 67 64 62 

   Under Age 55 12% 16% 20% 

   Age 55–65 31% 41% 49% 

   Age 65–75 24% 27% 19% 
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   Over Age 75 33% 16% 12% 

Percent Male 42% 46% 40% 

Percent Married 62% 69% 74% 

Number of Children 3.15 2.80 2.87 

Average Educational Years 12.2 13.4 13.3 

   Less Than High School 22% 12% 13% 

   GED 6% 5% 7% 

   High School Graduate 31% 24% 25% 

   Some College 25% 29% 27% 

   Bachelor's or Higher 16% 30% 28% 

White 74% 77% 66% 

Black 18% 16% 27% 

Other 7% 7% 7% 

Wealth Control Variables       

Total Income $47,539  $84,661  $79,927  

   Income < $50,000 69% 55% 48% 

   Income $50,000–$100,000 19% 22% 27% 

   Income > $100,000 12% 23% 25% 

NonHousing Financial Assets $210,913  $356,744  $230,105  

   Assets < $200,000 79% 68% 73% 

   Assets $200,000–$1,500,000 18% 27% 25% 

   Assets > $1,500,000 3% 5% 2% 

75% Chance of Leaving Bequest 26% 38% 38% 

Has Valid Will 47% 47% 37% 

Health Control Variables       

In Good Health or Better 66% 82% 82% 

Currently Smoking 20% 12% 14% 

Heavy Alcohol Use 9% 9% 10% 

Average # of IADLs 0.14 0.07 0.06 

Average # of ADLs 0.39 0.16 0.19 

Depressed in the Last Year 17% 11% 14% 

Used Nursing Home in Previous 2 Years 3% 1% 1% 
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 More than 70 percent of respondents are white, with an average age of 65. Two-

thirds are married, with an average of three living children. About 43 percent of 

respondents are male, perhaps indicative of lower average life expectancies when 

compared to females. Nearly one-quarter of respondents have a bachelor's degree or 

higher, with a similar percentage completing high school and some college. The average 

total household income is nearly $67,000 per year, but about 60 percent of respondents 

earn less than $50,000 per year. The average total nonhousing wealth is slightly greater 

than $250,000, with nearly 75 percent of households having less than $200,000. 

Twenty-two percent of respondents fall within the middle asset range, with roughly 4 

percent of respondents having more than $1.5 million in nonhousing wealth. About a 

third indicate a high probability of leaving a $100,000 or larger bequest, with nearly half 

completing a valid will. About 75 percent indicated being in good health or better, and 

only 2 percent have used a nursing facility in the past 2 years.  

 When comparing the sample by the probability of LTCI purchase, about one-

quarter of respondents (n=359) in the full sample (n=1,396) indicated a high probability 

of purchasing LTC insurance in the future (50 percent probability or greater). A similar 

number (n=409) reported a low probability of purchase (1–49 percent), with the 

remainder (n=629) indicating no willingness to purchase LTC insurance.  

 The probability of purchasing LTCI increases monotonically with all three 

variables of interest in this study. Only 22 percent of respondents who indicated no 

probability of purchase had "Some" or "A lot" of LTC knowledge. That number increases 
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by 50 percent within the high probability group, where 33 percent of respondents 

indicate having knowledge.  Individuals who describe potential premium increases as 

being "very important" are more likely to purchase LTCI in the future, as are those 

individuals who describe high quality nursing care as being "very important."  

 Interestingly, marriage did have some correlation with willingness to purchase. 

About 62 percent of individuals who indicated no chance of purchase were married, 

while almost 75 percent of individuals who indicated a high probability of purchase 

were married. This suggests that individuals might view LTC insurance as more useful 

when a spouse is present. Individuals who indicated a 0 percent probability of 

purchasing a policy were, on average, much less educated than individuals who 

indicated any probability of purchase (1–100 percent). This effect is strong and distinct 

from LTC-specific knowledge. That pattern holds true for income and assets as well. 

Individuals who indicated a zero probability of purchase have much lower annual 

incomes and fewer nonhousing assets, on average.   

 

Multivariate Analysis 

 The main predication of the model is that, after controlling for other variables, 

LTC knowledge and preference for high quality care will significantly increase the 

probability of purchasing LTC insurance. Because straightforward interpretation of 
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coefficients is difficult in the original ordered probit regression, marginal effects are 

calculated and shown in Table 1.3 below.  

Table 1.3: Marginal Effects of the Ordered Probit Regression on the Probability of Purchasing LTCI (n=1396) 

Ordered categories include: 0% Probability, 1–49% Probability, 50–100% Probability 

(Standard errors are included under the marginal effects for each variable.) 

Explanatory Variables of Interest 
0% 

Probability 

  1–49% 

Probability 
  

50–100% 

Probability   

"Some" or "A Lot" of LTC Knowledge –0.0753 

(0.0268) 

*** 0.0137 

(0.0051) 

*** 0.0616 

(0.022) 

*** 

Premium Increase is "Very Important" –0.0656 

(0.0254) 

*** 0.0119 

(0.0048) 

** 0.0537 

(0.0208) 

*** 

High Quality Care is "Very Important" –0.0852 

(0.0246) 

*** 0.0155 

(0.0047) 

*** 0.0697 

(0.0203) 

*** 

Demographic Control Variables             

Under Age 55 (Comparison Group)    

   

  

    Age 55–65 0.0023 

(0.0332) 

 –0.0002 

(0.003) 

 

–0.0021 

(0.0302)   

    Age 65–75 0.08 

(0.0395) 

** –0.0128 

(0.0063) 

** –0.0672 

(0.0339) 

** 

    Over Age 75 0.1945 

(0.0457) 

*** –0.0483 

(0.0132) 

*** –0.1462 

(0.0347) 

*** 

High School (Comparison Group)    

   

  

    Bachelor's or Higher –0.0907 

(0.0424) 

** 0.0155 

(0.0086) 

* 0.0752 

(0.0343) 

** 

White (Comparison Group)    

   

  

    Black –0.0892 

(0.0314) 

*** 0.0121 

(0.0034) 

*** 0.0771 

(0.0286) 

*** 

Financial Control Variables             

Income < $50,000 (Comparison Group)    

   

  

   Income $50,000–$100,000 –0.0468 

(0.0317) 

 0.0086 

(0.0056) 

 

0.0382 

(0.0263)   

   Income > $100,000 –0.0636 * 0.0108 * 0.0528 * 



Texas Tech University, Jacob Lumby, December 2017 

22 
 

(0.0367) (0.0057) (0.0313) 

Assets < $200,000 (Comparison Group)    

   

  

   Assets $200,000–$1,500,000 –0.0245 

(0.0303) 

 0.004 

(0.0047) 

 

0.0204 

(0.0256)   

   Assets > $1,500,000 0.1099 

(0.0592) 

* –0.0293 

(0.0197) 

 

–0.0806 

(0.0397) 

** 

75% Chance of Leaving $100,000+ Bequest –0.0495 

(0.0277) 

* 0.009 

(0.0052) 

* 0.0405 

(0.0227) 

* 

Valid Will 0.0458 

(0.0269) 

* –0.0083 

(0.0049) 

* –0.0375 

(0.0221) 

* 

Health Control Variables             

In Good Health or Better –0.0794 

(0.0324) 

** 0.0144 

(0.0061) 

** 0.065 

(0.0266) 

** 

Currently Smoking 0.0787 

(0.0346) 

** -0.0143 

(0.0065) 

** –0.0644 

(0.0283) 

** 

Pseudo R-Squared = 0.1016             

*** Indicates significance at the 1% level 

** Indicates significance at the 5% level 

* Indicates significance at the 10% level   

  

        

 

 All three variables of interest are positively and significantly associated with the 

probability of purchasing LTCI. The statistically significant coefficients (p-values less than 

0.01) imply a large economic effect that persists after controlling for a number of 

variables. Respondents who indicate that high quality care is very important are 7 

percent more likely to indicate a high willingness to purchase LTCI, and 8.5 percent less 

likely to indicate no willingness to purchase when compared to the baseline group. The 

magnitude of the calculated marginal effects is larger than the other explanatory 

variables of interest, implying that individuals deeply care about the quality of care 
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offered in any LTC setting. Respondents who have at least some LTC knowledge are 6.2 

percent more likely to indicate a high willingness to purchase, and 7.5 percent less likely 

to indicate no willingness to purchase when compared to the baseline group. This 

finding is separate from the effects of general education, which is controlled for 

elsewhere. Consistent with Zhou-Richter et al. (2010), this finding highlights the 

importance of product knowledge in the LTC insurance purchase decision. Respondents 

who indicate that a potential premium increase is very important are 5.4 percent more 

likely to indicate a high willingness to purchase LTCI, and 6.5 percent less likely to 

indicate no willingness to purchase. As described earlier, we believe this finding 

highlights the underlying differences among the three categorical-dependent variables. 

Individuals with no interest in LTCI are unlikely to care about future premium increases. 

On the other hand, individuals who are highly interested in purchasing LTCI might care a 

great deal about future premium increases. 

 Other statistically significant findings are in line with the existing literature on 

LTC insurance. Willingness to purchase LTCI decreases with age. There is no statistical 

difference between respondents age 55–65 and respondents younger than 55, but 

individuals over the age of 65 (and 75) are much less willing to purchase LTCI. Most of 

the educational categories are insignificant with the exception of those who have a 

bachelor's degree or higher. These individuals are 7.5 percent more likely to indicate a 

high willingness to purchase LTCI, and 9 percent less likely to indicate no willingness to 

purchase. This is likely due to a number of factors including being more knowledgeable 
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about health concerns and more future oriented (having a low discount rate). Those 

with more formal education might also have better financial literacy and numeracy 

skills, both of which have been shown to be important factors in stimulating the demand 

for insurance (Lusardi & Mitchelli, 2007; McGarry et al, 2016). 

 There are numerous interesting findings within the financial control variables. 

Having annual income in excess of $100,000 per year is positively associated with 

willingness to purchase LTC insurance, as compared to the baseline income group (those 

earning less than $50,000 per year). Because LTCI premiums can be expensive, 

individuals need to have discretionary income to afford the monthly payments. 

Individuals without significant income will likely struggle to afford the monthly 

premiums, reducing their willingness to purchase LTCI. Perhaps most interesting is the 

relationship between nonhousing assets and willingness to purchase LTCI. The "target 

audience" for LTCI is the group with modest assets ($200,000–$1,500,000), but this 

group does not appear any more likely to purchase LTCI than the baseline group with 

less than $200,000 in assets. However, our findings suggest that high net worth 

individuals are often rational consumers of LTCI. Being in the highest asset category is 

associated with a strong and significant decrease in the probability of purchasing LTCI. 

This might suggest that this group of individuals has decided to self-insure against 

potential LTC expenditures. Having a high probability of leaving a $100,000 bequest is 

positively associated with willingness to purchase LTCI. This finding is in line with several 

other recent findings (Brown et al., 2012; Cramer & Jensen, 2006), and suggests a 



Texas Tech University, Jacob Lumby, December 2017 

25 
 

complimentary relationship between LTC insurance and bequest motive. Having a valid 

will is negatively associated with willingness to purchase LTCI. One possible explanation 

is the difference in average age across the dependent variable cohorts. The average age 

of the group that is completely unwilling to purchase LTCI is 67. The average age of the 

high probability group is 62. 

 Of the various health control variables, only current health status and smoking 

status are significant. Being in good health or better is associated with a higher 

probability of purchasing LTCI. The significant and positive association suggests that 

healthy individuals may expect to live longer and eventually need some type of LTC 

support. Being a current smoker is associated with a decreased probability of purchasing 

LTCI, which is likely a combination of health concerns (likely resulting in higher 

premiums) and a high discount rate (being present oriented).  

 One unexpected finding appears in the multivariate analysis. Black individuals 

were much more likely to indicate a high probability of purchase when compared to 

whites and other races.  In our sample, black individuals are 7.7 percent more likely to 

indicate a high willingness to purchase LTCI, and 8.9 percent less likely to indicate no 

willingness to purchase when compared to whites. We've seen very little in the existing 

literature to explain this finding, and future research might explore how the long-term 

care purchase decision varies by race. 
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Sensitivity Analysis 

 Due to the non-normal distribution of responses in the dependent variable, we 

estimate several additional multivariate models (Probit and OLS). The simple probit 

model is specified as equal to one if the respondent indicates a high probability of 

purchase (50–100 percent likely), and equal to zero if the respondent indicates no or 

low probability of purchase (0–49 percent likely). To obtain the estimated effects of 

each explanatory variable on the observed probability of purchasing private LTCI, 

marginal effects are calculated and displayed in Table 1.4 below.   

Table 1.4: Marginal Effects of the Probit Regression on the Probability of Purchasing LTCI 

(n=1396) 

Explanatory Variables of Interest Coefficient   Std. Err. 

"Some" or "A Lot" of LTC Knowledge 0.085 *** 0.026 

Potential Premium Increase is "Very Important" 0.022 * 0.026 

High Quality Care is "Very Important" 0.104 *** 0.025 

Demographic Control Variables       

Under Age 55   

 

  

   Age 55–65 0.010 

 

0.034 

   Age 65–75 –0.067 * 0.040 

   Over Age 75 –0.098 ** 0.043 

Male –0.037 

 

0.024 

Married 0.041 

 

0.028 

Number of Children –0.005 

 

0.006 

Less Than High School   

 

  

   GED 0.032 

 

0.054 

   High School Graduate 0.019 

 

0.037 

   Some College –0.006 

 

0.037 

   Bachelor's or Higher 0.037 

 

0.041 

White   
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   Black 0.120 *** 0.033 

   Other –0.009 

 

0.041 

Wealth Control Variables       

Income < $50,000   

 

  

   Income $50,000–$100,000 0.071 ** 0.032 

   Income > $100,000 0.068 * 0.038 

Assets < $200,000   

 

  

   Assets $200,000–$1,500,000 0.011 

 

0.032 

   Assets > $1,500,000 –0.126 ** 0.049 

75% Chance of Leaving $100,000+ Bequest 0.039 

 

0.028 

Valid Will –0.055 ** 0.027 

Health Control Variables       

In Good Health or Better 0.046 * 0.032 

Currently Smoking –0.044 * 0.033 

Heavy Alcohol Use 0.022 

 

0.039 

Average # of IADLs –0.028 

 

0.036 

Average # of ADLs –-0.002 

 

0.018 

Depressed in the Last Year 0.016 

 

0.034 

Used Nursing Home in Previous 2 Years –0.033 

 

0.094 

Pseudo R-Squared = 0.096       

*** Indicates significance at the 1% level 

** Indicates significance at the 5% level 

* Indicates significance at the 10% level       

 

 The findings are consistent with the ordered probit model. The biggest change is 

that the premium variable becomes less statistically significant, which is likely caused by 

collapsing the dependent variable and losing some of the information available in the 

ordered probit. High quality care remains highly significant, as does LTC knowledge.  

Health and current smoking status become less significant, but retain the same 

expected sign. All of the wealth control variables retain the same sign and 
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interpretation, and some become more statistically significant when compared to the 

ordered probit. Overall, interpretation remains consistent with both the simple and 

ordered probit models. 

 Some readers might object to collapsing the dependent variable as shown in the 

probit and ordered probit models. To consider this possibility, the dependent variable 

can be treated as continuous and ordinary least squares (OLS) regression can be 

considered.  OLS results are presented in Table 1.5 below, and the overall findings are 

consistent with previously discussed models.  

Table 1.5: Ordinary Least Squares Regression of the Probability of Purchasing LTCI  

(n=1396) 

Independent Variables of Interest Coefficient   Std. Err. 

"Some" or "A Lot" of LTC Knowledge 5.769 *** 1.746 

Potential Premium Increase is "Very Important" 1.572 * 1.652 

High Quality Care is "Very Important" 7.396 *** 1.641 

Demographic Control Variables       

Under Age 55   

 

  

   Age 55–65 –0.987 

 

2.303 

   Age 65–75 –6.181 ** 2.618 

   Over Age 75 –11.226 *** 2.731 

Male –1.282 

 

1.471 

Married 1.884 

 

1.672 

Number of Children –0.106 

 

0.391 

Less Than High School   

 

  

   GED 1.359 

 

3.456 

   High School Graduate –0.386 

 

2.309 

   Some College –1.593 

 

2.393 

   Bachelor's or Higher 3.070 * 2.640 

White   
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   Black 7.505 *** 2.177 

   Other –1.387 

 

2.598 

Wealth Control Variables       

Income < $50,000   

 

  

   Income $50,000–$100,000 3.063 

 

2.070 

   Income > $100,000 4.736 * 2.437 

Assets < $200,000   

 

  

   Assets $200,000–$1,500,000 0.563 

 

1.904 

   Assets > $1,500,000 –7.360 * 4.020 

75% Chance of Leaving $100,000+ Bequest 3.550 ** 1.790 

Valid Will –3.222 * 1.677 

Health Control Variables       

In Good Health or Better 2.681 * 1.864 

Currently Smoking –3.494 * 2.132 

Heavy Alcohol Use 0.771 

 

2.559 

Average # of IADLs –1.441 

 

1.995 

Average # of ADLs –0.958 

 

0.996 

Depressed in the Last Year 1.412 

 

2.208 

Used Nursing Home in Previous 2 Years –1.719 

 

3.653 

Constant 15.296 *** 3.660 

R-Squared = 0.1331       

*** Indicates significance at the 1% level 

** Indicates significance at the 5% level 

* Indicates significance at the 10% level       

  

 

Discussion and Conclusions 

The current study investigates the factors related to the willingness to purchase 

long-term care insurance (LTCI) among elderly American adults. Individuals who are 

considering purchasing LTCI in the near future (and who don't currently own a LTCI 
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policy) are included in the analysis. By excluding current insurance owners, this paper 

attempts to determine the traits and characteristics that make some consumers more 

likely to purchase LTCI than others.  

We find evidence that individuals deeply care about the quality of care covered 

by LTCI policies. Describing high quality care coverage as being "very important" is 

associated with a significantly higher probability of purchasing LTC insurance at some 

point in the future. This finding is related to the growing literature on public care 

aversion that is observed in many elderly adults (John Ameriks et al., 2017, 2011; 

Norton, 2005), and suggests that perhaps the most important feature of LTCI is the 

provision for high quality care and support. 

In addition, we find evidence supporting the importance of long-term care 

knowledge. Having "some" or "a lot" of LTC specific knowledge is associated with a 

significantly higher probability of purchasing LTC insurance at some point in the future. 

Consistent with several other research findings (AARP, 2006; Zhou-Richter et al., 2010), 

this finding suggests that few individuals are currently well-informed about the risks and 

costs associated with LTC expenditures, and these information deficiencies greatly 

suppress the demand for LTC insurance. Individuals who are better informed display a 

much greater willingness to purchase coverage.   

Obviously, intending to purchase LTC insurance and buying LTC insurance are 

two different things and a limitation of this analysis. However, these data reflect the 
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receptiveness of older American adults to purchase LTCI, which may be of greatest 

importance to those interested in private sector or public policy solutions that can grow 

the LTC insurance market. 

Our findings can help guide financial advisors who are navigating potential LTC 

solutions with clients. The biggest take away is that many individuals value high quality 

long-term care. Advisors need to help educate clients about the tradeoff between cost 

and quality. If a client has substantial assets, they are unlikely to qualify for Medicaid 

and, perhaps more importantly, they are probably unwilling to spend time in a low-cost 

nursing facility. Our results also highlight the trade-off between wealth and willingness 

to purchase LTCI. High net worth clients might choose to forego LTCI coverage and self-

insure. If, however, these clients also have a bequest motive, LTCI can serve as a 

complimentary solution, helping to secure the bequest and maintain a reasonable level 

of consumption throughout retirement. Educating clients about these trade-offs and 

discussing possible LTC solutions before the need arises will lead to better informed LTCI 

decisions and stronger advisor-client relationships. 

In addition, our results have important implications for public policy. As the 

American population continues to age, the need for LTC services will grow. Medicaid 

currently pays for most LTC expenditures in the U.S.—a trend that appears 

unsustainable given the projected Federal deficit. If policymakers want to shift 

Medicaid's future LTC responsibilities to the private sector, our results provide one very 

simple solution: better educate Americans about the risks, costs, and needs associated 
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with long-term care. Part of that educational material could explain differences in the 

quality of LTC support, differentiating between Medicaid and other, more expensive 

facilities. Additionally, any public policies designed to encourage private LTCI purchase 

should consider the savings associated with reduced Medicaid enrollment and increased 

personal savings. 
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Chapter 2: Does Long-Term Care Insurance Ownership Impact Asset 

Decumulation in Retirement? 

 

Introduction 

 The life-cycle hypothesis (LCH) has long been used to forecast retirement asset 

accumulation and decumulation. In the standard life-cycle model, employed individuals 

choose to save a portion of their labor income, converting human capital into financial 

capital. When human capital is depleted at retirement, the remaining pool of financial 

assets can then be used to fund living expenses, allowing individuals to smooth the 

marginal utility of consumption over their expected lifetime (Ando & Modigliani, 1963). 

 A number of empirical studies have shown that retirees spend less than the life-

cycle model would predict (Blanchett, 2014; Browning, Huston, & Finke, 2016; Poterba, 

Venti, & Wise, 2011). Rather than decumulating their savings, a large percentage of 

retirees maintain a sizeable reserve of financial assets into old age (Blundell, Crawford, 

French, & Tetlow, 2016; De Nardi, French, & Jones, 2010). This behavior is persistent in 

the presence of required minimum distribution (RMD) rules within certain tax-sheltered 

accounts, suggesting that some retirees choose to reinvest their required distributions 

to avoid depleting their accumulated savings (Smith & Love, 2007). 

 Understanding this behavior is important for several reasons. First, slowed asset 

decumulation stands in contrast to ongoing policy concerns about retirement 

preparedness. There is little reason to worry about the adequacy of retirement savings if 
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individuals are uninterested in spending their savings later in life. Second, unwillingness 

to spend accumulated financial assets results in a gap between the amount of money 

that retirees could safely spend and their actual level of spending, something referred to 

as the "consumption gap." In the standard life-cycle model, this consumption gap 

produces a welfare loss that could be avoided.  

Literature Review 

 Poterba, Venti, and Wise (2017) show that slowed asset decumulation can be 

observed at all levels of wealth, but the effect appears to be most pronounced for 

wealthy retirees. Browning et al. (2016) find that the consumption gap is persistent in 

the top half of the wealth distribution and most pronounced among the wealthiest 

retirees in the sample. Similarly, De Nardi et al. (2010) find that elderly individuals with 

high permanent income have a smaller dissaving rate than those with a lower 

permanent income. Taken together, these studies suggest that the wealthiest retirees 

appear to be the most reluctant to dissave during retirement. 

 The existing literature has suggested two primary reasons to explain this 

phenomenon - precautionary savings driven by concerns about late-in-life healthcare 

costs, and bequest motives driven by one's desire to leave a legacy.  The problem is that 

these two explanations are interrelated, making it difficult to disentangle the relative 

importance of each. Both motivations encourage savings and discourage asset 

decumulation, especially among the wealthy. Recent efforts to understand the relative 
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importance of each motive suggest that precautionary savings plays a larger role than 

bequest motives in explaining the slow rate of asset decumulation.  

 Hurd (2003) finds that the marginal utility of consumption is much higher than 

the marginal utility from bequests. De Nardi et al. (2010) suggest that bequests often 

arise because of uncertain longevity and medical costs. When retirees hold 

precautionary savings as a hedge against unknown future medical expenses, any 

bequest motive appears to be a luxury good. Using a variety of measures, Ameriks et al. 

(2017) find the precautionary savings motive to be more important than the bequest 

motive in explaining the asset decumulation behavior of older Americans. They also 

show that the marginal utility of consumption when in need of long-term medical care is 

larger than the marginal utility gained from leaving a bequest.  

Long-term Care and Precautionary Savings 

 Retiree concerns about late-in-life medical expenses appear to be largely driven 

by the increasing cost of long-term care services. De Nardi et al. (2016) show that on 

average, medical expenses more than double between the ages of 70 and 90, and this 

increase can be largely attributed to increased nursing home spending. They also find 

that expenses are highly concentrated with 5 percent of individuals covering roughly 

half of all out-of-pocket medical spending each year. Fahle et al. (2016) report very 

similar statistics using data from the Health and Retirement Study. Kopecky and 
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Koreshkova (2014) find potential nursing home expenses to be the primary driver of 

precautionary savings during retirement. 

 A related body of literature has already established the risky nature of long-term 

care (LTC) expenses. Nearly 70 percent of Americans over the age of 65 are projected to 

need some type of LTC support (LongTermCare.gov, 2017). Recent estimates suggest 

that roughly 30 percent of Americans will require a nursing home stay in excess of 100 

days, with the average long-term stay lasting roughly 3 years (Braun, Kopecky, & 

Koreshkova, 2017). With the average cost of a private nursing home room exceeding 

$92,000 per year (Genworth Financial, 2016), a non-trivial number of retirees will face 

enormous long-term care expenses that could quickly deplete all precautionary savings. 

 One way to limit long-term care expenses is through insurance. Unfortunately, 

long-term care services are rarely covered under commonly held insurance plans. 

Private health insurance very rarely provides any type of long-term care support. The 

two available forms of public insurance include Medicare and Medicaid. Medicare 

provides no coverage for custodial care or assistance with activities of daily living, but 

does provide up to 100 days of insurance coverage for approved rehabilitative stays 

within skilled nursing facilities. Even then, only the first 20 days are fully paid, with days 

21-100 requiring a significant copayment. In light of these rules, Medicaid is the primary 

payer of LTC expenses in the United States (Reaves & Musumeci, 2015). Medicaid 

imposes strict income and asset limitations, making the program unavailable to retirees 

with modest or substantial financial resources. As mentioned earlier in this paper, it is 
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these retirees in the upper half of the wealth distribution who are the mostly likely to 

hold a large reserve of precautionary savings as a hedge against late-in-life medical 

expenses. 

 Instead of maintaining a reserve of precautionary savings, wealthier retirees 

could purchase a private long-term care insurance (LTCI) policy. The existing LTCI market 

is small due to a number of supply and demand-side limitations, but there is still strong 

consumer demand for high-quality LTCI products (Ameriks, Briggs, Caplin, Shapiro, & 

Tonetti, 2016). Despite market limitations, Brown and Finkelstein (2011) find that the 

average private LTCI policy covers roughly two-thirds of expected lifetime long-term 

care costs. Using a simulation framework, Bajtelsmit and Rappaport (2014) demonstrate 

that LTCI substantially reduces the required level of precautionary savings needed to 

successfully meet all retirement needs. The purpose of this study is to understand how 

LTCI ownership affects asset decumulation in the real world. Given that LTCI provides a 

hedge against future out-of-pocket nursing home expenses, there is little need for 

insured retirees to maintain a large reserve of precautionary savings. Even if the 

insurance policy is less than ideal, insured retirees should feel far more comfortable 

dissaving throughout retirement. 
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Methodology 

Data  

 This study uses data from the 2010 wave of the Health and Retirement Study 

(HRS) to evaluate how long-term care insurance ownership and other life-cycle variables 

impact the asset decumulation decisions of retirees. The HRS is a nationally 

representative survey of Americans age 50 and older conducted by the University of 

Michigan and supported by the Social Security Administration and National Institute on 

Aging. The HRS has been administered on a biennial basis since 1992. 

 The dependent variable in our analysis is constructed using data from a 

supplemental HRS survey administered in 2011 which is called the Consumption and 

Activities Mail Survey (CAMS). CAMS contains three primary sections covering daily 

activities, spending and consumption, and demographic information. This study utilizes 

the 2011 RAND CAMS file, which includes annualized, cleaned, and aggregated 

consumption variables that are matched to the 2010 core HRS survey using each 

respondents unique identification number. The consumption data available in the 2011 

CAMS file therefore represents total consumption over the 2010 calendar year. 

Model 

 To evaluate how long-term insurance ownership impacts asset decumulation 

during retirement, we construct the following conceptual model:  

Asset Decumulation =  f (LTC ownership, life-cycle, and demographic factors) 
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 The dependent variable is defined as the percentage of financial assets 

consumed in 2010. To construct the dependent variable, we follow the methodology 

established by Browning et al. (2016). First, total household consumption was derived 

from the RAND CAMS file, which consists of food, clothing, medical expenses, housing 

expenses, transportation, and entertainment. We then estimate net household 

consumption in 2010 by subtracting total household income from total household 

consumption. Positive net consumption indicates asset decumulation while negative net 

consumption indicates asset accumulation. Net consumption is then divided by 2010 

beginning financial assets to determine the rate of asset decumulation. Individuals who 

accumulated or decumulated more than 100% of financial assets were removed from 

the sample to reduce bias in our regression analysis. 

 The CAMS sample is naturally much smaller than the core HRS, and some 

retirees failed to provide complete consumption data which was required to construct 

our dependent variable. After dropping non-qualifying respondents, the final sample 

consisted of 1,656 retirees who provided complete responses to the HRS and CAMS 

variables included in the regression analysis.  

Explanatory Variables 

 The primary explanatory variable of interest is long-term care insurance (LTCI) 

ownership, which is captured through the following question in the HRS: "Not including 

government programs, do you now have any long-term care insurance which specifically 
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covers nursing home care for a year or more or any part of personal or medical care in 

your home?" The response is coded as one if the respondent indicated owning private 

LTCI and zero otherwise. Because insurance reduces the need for precautionary medical 

savings, LTCI ownership is expected to encourage asset decumulation. 

 The life-cycle and demographic variables included in the analysis are financial 

market expectations, existing annuitization, beginning financial assets, bequest motive, 

life expectancy, medical needs expectancy, age, education, marital status, sex, and 

children. Financial market expectations are captured by the following question: "By next 

year at this time, what is the percent chance that mutual fund shares invested in blue 

chip stocks like those in the Dow Jones Industrial Average will be worth more than they 

are today?" Responses indicating a probability greater than 50% are coded as one to 

capture bullish sentiment and zero otherwise. Being optimistic about future asset 

returns is expected to increase the rate of asset decumulation. Existing annuitization is 

measured as a binary variable equal to one if the respondent indicated receiving any 

pension or annuity income in 2010 and zero otherwise. Existing annuitization is 

expected to increase the rate of asset decumulation by reducing the risk of outliving 

one's financial assets (longevity risk). Because the rate of asset decumulation is partly a 

function of financial assets, we include the amount of beginning assets as an 

independent variable to control for the initial level of wealth. 

 Bequest motive is modeled as a binary variable equal to one if the respondent 

indicated a 75% likelihood or greater of leaving an inheritance of $10,000 or more, and 
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zero otherwise. Bequest motives are expected to reduce the rate of asset decumulation 

by encouraging savings. Life expectancy is measured through the following question in 

the HRS: " What is the percent chance that you will live to be [80/85/90/95/100] or 

more?" The exact wording depends on the age of the respondent, but all brackets 

correspond to a 10-15 year horizon. For example, someone between the age of 75-79 is 

asked the probability of living until age 90, while someone between the age of 80-84 is 

asked the probability of living until age 95. Greater expected longevity is expected to 

decrease the rate of asset decumulation.  

 Expectations for future medical needs are estimated using the following HRS 

question: "What is the percent chance that you will move to a nursing home in the next 

five years?" Responses are collapsed into a binary variable where a greater than 50% 

probability of needing nursing care is coded as one, and zero otherwise. A high 

probability of requiring nursing care is expected to increase the rate of asset 

decumulation due to the associated increase in medical spending. Age and education 

are measured as a continuous variables. Marital status is measured as a binary variable 

where the reference group is single. Being married is expected to reduce the rate of 

asset decumulation. The presence of children in the home is measured as a binary 

variable, with no children being the reference group. Having any children living in the 

home is expected to increase the rate of decumulation. 

 



Texas Tech University, Jacob Lumby, December 2017 

42 
 

Results 

Descriptive Statistics 

 Descriptive statistics for the entire sample are shown in Table 2.1 below, while 

descriptive statistics broken down by long-term care insurance ownership are displayed 

in Table 2.2. 

Table 2.1: Descriptive Statistics for Entire Sample (n=1,656) 

Dependent Variable Mean 

% Financial Assets Consumed in 2010 7.6% 

Independent Variables Mean 

Own Long-Term Care Insurance 15.9% 

Optimistic About Financial Markets 26.8% 

Existing Annuitization 57.5% 

Beginning Wealth $499,720 

Strong Bequest Motive 61.9% 

Probability of Living 10-15 More Years 45.4% 

High Probability of Requiring Nursing Care 4.8% 

Age 74.5 years 

Married 49.0% 

Male 39.8% 

Children Still at Home 15.4% 

Total Years of Education 12.9 years 

 

 The average age of the sample is almost 75 years, and roughly half of 

respondents are married. There are more females than males, which is indicative of life 

expectancies in the U.S. Rather surprisingly, more than 15 percent of respondents still 

have one or more children living in the home. The average retiree in our sample 

consumed roughly 7.5 percent of their financial assets during the 2010 calendar year. 

Given the extensive literature suggesting a 4-5 percent safe withdrawal rate (J Ameriks 

& Veres, 2001; Bengen, 2004), this is not unreasonable decumulation behavior. Almost 
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16 percent of the sample owns private long-term care insurance, which is above the 

often cited estimate of 10 percent (Brown & Finkelstein, 2009; Gottlieb & Mitchell, 

2015). Just over a quarter of respondents believe there is a high probability  of 

experiencing financial market gains over the next year. About 57 percent of respondents 

receive some type of pension or annuity income, and the average beginning financial 

asset value is just shy of $500,000. More than 60 percent of respondents indicated 

having a strong desire to leave an inheritance to their heirs, and almost 5 percent 

believe they will be admitted into nursing care within five years. 

 

 When sorting the sample by long-term care insurance ownership, we see major 

differences between both comparison groups. On average, individuals who own LTCI are 

slightly older, more likely to be married, and less likely to have children living in the 

Table 2.2: Descriptive Statistics by LTCI Ownership 
Own LTCI No LTCI 

(n=264) (n=1,392) 

Dependent Variable Mean Mean 

% Financial Assets Consumed in 2010 0.3% 9.2% 

Independent Variables Mean Mean 

Optimistic About Financial Markets 34.9% 25.3% 

Existing Annuitization 67.4% 55.7% 

Beginning Wealth $747,390 $452,760 

Strong Bequest Motive 73.1% 59.8% 

Probability of Living 10-15 More Years 49.5% 44.6% 

High Probability of Requiring Nursing Care 6.1% 4.5% 

Age 75.2 years 74.4 years 

Married 55.0% 47.8% 

Male 37.1% 40.2% 

Children Still at Home 8.7% 16.7% 

Total Years of Education 13.9 years 12.7 years 
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home. Despite having a significantly larger reserve of financial assets, LTCI owners are 

decumulating at a much slower rate than the non-insured. This is quite surprising given 

that the primary purpose of long-term care insurance is to reduce the need for 

precautionary medical savings. Furthermore, LTCI owners are more likely to have 

existing annuitized income and are more optimistic about future financial market 

returns, perhaps indicative of their educational attainment and financial knowledge. The 

insured appear to have slightly increased longevity expectations, but this is partially 

offset by an increased probability of requiring nursing care within the next five years. 

LTCI owners appear to have a stronger bequest motive than non-owners, suggesting 

that LTCI might be viewed as a means to protect and secure the bequest. 

 

Multivariate Analysis 

 Ordinary least square (OLS) regression was used to test the impact of long-term 

care insurance ownership on asset decumulation rates. The results are displayed in 

Table 2.3 below. 
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Table 2.3: OLS Regression on the Percentage of Assets Consumed in 2010 (n=1,656) 

Variable Estimate   Std. Err. 

Own Long-Term Care Insurance -0.040 ** 0.018 

Optimistic About Financial Markets 0.003 
 

0.016 

Existing Annuitization -0.088 *** 0.014 

Beginning Financial Assets -2.74E-09 
 

7.98E-09 

Strong Bequest Motive -0.131 *** 0.015 

Probability of Living 10-15 More Years 0.010 
 

0.015 

High Probability of Requiring Nursing Care  0.078 ** 0.031 

Age 0.001 
 

0.001 

Married -0.098 *** 0.014 

Male -0.004 
 

0.014 

Children Still at Home 0.037 ** 0.018 

Total Years of Education -0.013 *** 0.003 

R-Squared = 0.1901       

*** Indicates significance at the 1% level 
** Indicates significance at the 5% level 
* Indicates significance at the 10% level       

 

 Consistent with the descriptive statistics reported in Table 2, we find that LTCI 

ownership reduces the rate of asset decumulation among retirees in the Health and 

Retirement Study. After controlling for a number of confounding life-cycle factors, the 

percentage of beginning financial assets consumed by retirees who own LTCI is 

approximately 4 percent less than those without insurance. Given that insurance is 

expected to reduce the need for precautionary medical savings as a hedge against 

unknown late-in-life medical expenses (Bajtelsmit & Rappaport, 2014), this finding is 

unexpected. 
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 There are a number of other interesting findings in our regression results. On 

average, individuals with some form of annuitized income consumed 8.8 percent less of 

their beginning financial assets than those without. This finding is somewhat 

unexpected because annuitized income provides a hedge against longevity risk, which is 

the risk of outliving one's financial assets (Poterba et al., 2011). One possible 

explanation is that for these individuals, the amount of annuitized income sufficiently 

covers baseline expenses, reducing the need to consume financial assets and thereby 

decreasing the rate of asset decumulation. Mental accounting could also play a role by 

encouraging these individual to consume the more salient annuitized income before 

making withdrawals from their financial assets. 

 Indicating a high probability of leaving a bequest is negatively associated with 

asset decumulation rates, a finding which is line with the existing literature. On average, 

individuals with a bequest motive consumed approximately 13% less of their beginning 

financial assets than those without. The most likely explanation for this finding is that a 

strong bequest motive reduces the opportunity cost of precautionary savings and 

therefore encourages asset accumulation throughout retirement (Lockwood, 2017).  

 In our sample, longevity expectations are not significant in explaining asset 

decumulation rates, but expected medical needs are important. On average, individuals 

who expect to enter a nursing home within the next five years consumed 7.8 percent 

more of their beginning financial assets. One likely explanation is that these individuals 

are already experiencing a decline in health, which is accompanied by an increase in 
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medical spending. The positive correlation between late-in-life healthcare expenses, 

increased nursing care needs, and out-of-pocket medical spending is well-defined in 

recent literature (De Nardi et al., 2010; De Nardi, French, Jones, et al., 2016; Kopecky & 

Koreshkova, 2014; Poterba et al., 2017; Scholz & Seshadri, 2016) 

 The remaining findings in our regression analysis are consistent with theory and 

previous empirical work. Married individuals decumulate at a slower rate than singles, 

while those with children living in the home consume a larger percentage of financial 

assets than households without children. As suggested by Browning et al. (2016), it is 

likely that married couples are considering joint life expectancies when determining 

how much of the portfolio should be consumed each year. Similarly, households 

providing for one or more child should be expected to consume more than households 

without children, all else equal. 

 

Conclusions and Implications 

 The purpose of this study was to understand how long-term care insurance 

(LTCI) ownership impacts the asset decumulation decisions of U.S. retirees. The existing 

literature suggests that retirees are decumulating at a much slower rate than the life-

cycle hypothesis would predict (Browning, Guo, et al., 2016; M Hurd & Rohwedder, 

2005; Love, Palumbo, & Smith, 2009), and that this behavior is largely driven by 

concerns about the increasing cost of late-in-life medical care and the idiosyncratic 
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spending risk associated with long-term care expenses. (De Nardi, French, & Jones, 

2016; De Nardi, French, Jones, et al., 2016; Kopecky & Koreshkova, 2014).  

 Instead of limiting consumption, retirees could elect to purchase a long-term 

care insurance policy as a hedge against unknown long-term care and nursing expenses. 

This type of insurance greatly reduces the amount of precautionary savings required to 

ensure retirement adequacy (Bajtelsmit & Rappaport, 2014; Crook & Sutedja, 2017), 

which in turn, should lead to an increased willingness to consume savings. We 

constructed a basic life-cycle model to evaluate the interaction between long-term care 

insurance ownership and retiree asset decumulation. Surprisingly, we found that the 

percentage of beginning financial assets consumed by retirees who own LTCI is 

approximately 4 percent less than those without insurance.  

 One possible explanation for this behavior is that LTCI can be viewed as a form of 

bequest insurance, protecting financial assets from being depleted by an adverse long-

term healthcare event. Although Lockwood (2017) suggests that a bequest motive 

directly reduces the demand for LTCI, several recent findings suggest the opposite. 

Using different waves of the Health and Retirement Study, both Chatterjee (2017) and 

Cramer and Jensen (2006) find a positive correlation between LTCI ownership rates and 

the presence of a bequest motive. Using a strategic survey, Brown et al. (2012) find that 

respondents with a bequest motive report a significantly higher probability of 

purchasing LTCI. Using a unique module in the HRS, Lumby, Browning, and Finke (2017) 

find that a bequest motive increases the reported probability of purchasing LTCI at some 
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point in the future. The descriptive statistics and regression results in this study also 

suggest a positive association. A significantly larger percentage of LTCI owners report a 

bequest motive than non-owners, and our regression results show that respondents 

with a strong bequest motive consumed approximately 13% fewer financial assets than 

those without a bequest motive. Taken together, previous empirical estimates and our 

current results suggest that some consumers believe LTCI protects the financial 

resources that can later be bequeathed. This belief could serve to strengthen the 

existing bequest motive, further reducing the rate of asset decumulation throughout 

retirement. 

 The negative association between LTCI and the rate of asset decumulation could 

also be attributed to underlying consumer characteristics. Financial literacy, formal 

educational attainment, and retirement preparedness are all highly correlated (Lusardi 

& Mitchell, 2007, 2011). There is strong evidence that educational attainment is 

associated with higher levels of retirement wealth (Poterba et al., 2017) and an 

increased probability of LTCI ownership (Chatterjee, 2017; Cramer & Jensen, 2006; 

Lumby et al., 2017), both of which are observed in our sample. In addition to being 

wealthier and better educated, the LTCI owners in our sample are more likely to receive 

annuitized income, which provides a form of longevity insurance and secures a baseline 

level of consumption. The simultaneous ownership of LTCI and longevity insurance 

suggests that these individuals understand and implement a variety of risk management 

techniques to ensure a successful retirement. Taken together, the desire for complete 
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risk protection and the slow rate of asset decumulation observed in our analysis could 

be motivated by underlying risk preferences. Future research could explore the 

relationship between conservative risk preferences and the demand for comprehensive 

insurance protection in far greater detail. 

 Although our analysis cannot prove any type of causal relationship, the 

descriptive statistics and regression results provide evidence that LTCI owners might be 

more financially sophisticated than non-owners. In our sample, these individuals are 

wealthier, more educated, more likely to have a bequest motive, and better insured 

against a variety of retirement risks. Given this level of retirement preparedness, it is 

reasonable to assume they are capable of making rational decumulation decisions. 

Perhaps the reduced rate of asset decumulation observed in our study is a calculated 

decision meant to secure the bequest. More work is needed to understand how 

financial sophistication, risk preferences, and bequest motives influence asset 

decumulation decisions within the life-cycle framework.  
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Chapter 3: Can Life Insurance Improve Life Satisfaction Among Widows? 

 

Introduction 

 For decades, Gross Domestic Product (GDP) has been the primary measure of 

well-being used to guide public policy decisions in the United States. Support for this 

position is grounded in economic theory, which posits that well-being is roughly 

analogous to the utility gained from consumption. As GDP increases nationally, the 

average citizen experiences an increase in material wealth which leads to an increase in 

consumption. But a growing body of research suggests that GDP is an insufficient stand-

alone measure of well-being that should be supplemented with experiential measures 

that capture a wide range of personal preferences beyond basic economic production. If 

there is more to life than money, measurements of well-being should be expanded to 

reflect that information. 

 To illustrate, suppose a politician tells you that GDP per capita in the United 

States has increased by 5% over the last year. To equate the increase in GDP to a 

subsequent increase in well-being, several conditions must be met. First, you must 

evaluate if your personal income increased at the same rate as per capita GDP. Even if 

your income increased, how does that translate into an improvement in overall well-

being? What if during the same period of time you experienced a severe decline in 

health, a reduction in environmental quality, or the loss of a spouse? Would the small 

increase in material wealth offsets these negative life experiences? Such a simple 
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example demonstrates why measures of economic output are often uncorrelated with 

the life experiences that shape and define subjective well-being. 

 Instead of relying solely on a measure of economic output as a proxy for well-

being, a variety of datasets now include subjective measures that ask respondents to 

evaluate their life as a whole and their progress in a variety of important domains (work, 

leisure, health, etc.). Theory and empirical evidence suggests that these measures of 

well-being provide a wealth of information about how individuals reflect upon and 

evaluate their life circumstances over time. The purpose of this study is to better 

understand the dynamic relationship between subjective well-being, the availability of 

financial resources, and widowhood. Using the Health and Retirement Study, we 

evaluate how satisfaction with life is impacted by two simultaneous events: the loss of a 

spouse and the receipt of a life insurance settlement.  

 

Literature Review 

 Happiness, which is often called subjective well-being in the academic literature, 

has been a key concern for individuals and societies since ancient times. More recently, 

academics have shown increasing interest in the science of well-being and the 

implications for public policy.  Measures of subjective well-being can be combined with 

traditional economic measures to better assess individuals' quality of life and ultimately 

improve the initiation and evaluation of public policies (Diener, Oishi, & Lucas, 2015). 
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 Subjective well-being is often divided into two distinct, but related dimensions 

(Diener, Emmons, Larsen, & Griffin, 1985). The first is called affect, which reflects the 

balance between positive and negative emotions at a given moment in time. The second 

dimension is the cognitive, evaluative component of subjective well-being, often 

assessed with one or more questions about satisfaction with life. These life satisfaction 

scales do not assess satisfaction within particular domains (such as work, health, 

retirement, etc.). Instead, these scales ask respondents to evaluate their life as a whole 

in relation to one’s own standards. This allows individuals to weight various life domains 

according to their own values, priorities and past experiences.  

 Many global studies utilize life satisfaction scales as a primary measure of 

individual well-being (Diener et al., 2015). These scales have been shown to correlate 

with other important measures of happiness and well-being (Kacapyr, 2008; Linley, 

Maltby, Wood, & Osborne, 2009). In a review of the literature, Diener, Inglehart, and 

Tay (2013) find that the majority of life satisfaction scales are reliable and 

psychometrically sound, providing consistent and valuable information about how 

respondents evaluate their lives over time.  

 There appears to be a dynamic relationship between life satisfaction and other 

important aspects of well-being, with influence running in both directions. Having a 

positive outlook on life is associated with better health and longevity, higher levels of 

productivity, greater lifetime earnings, better work performance, more meaningful 

relationships, and improved creativity and cognitive ability (see De Neve, Diener, Tay, & 
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Xuereb, 2013 for a review of the literature). Researchers have tried to identify individual 

factors that contribute to overall satisfaction with life, often focusing on what 

differentiates individuals with a high level of satisfaction from those with a lower level 

of satisfaction. Two factors that have been shown to heavily influence satisfaction with 

life are changes in marital status and changes in financial status.   

Marriage and Satisfaction with Life 

 Life satisfaction appears to be a predictor of several important relational 

outcomes. Using three nationally representative panel datasets, Luhmann, Lucas, Eid, 

and Diener (2013) find that higher levels of life satisfaction are associated with a higher 

likelihood of marriage and childbirth, and a lower likelihood of marital separation and 

job loss later in life. Similarly, Stutzer and Frey (2006) find that happier singles are more 

likely to get married, and that low life satisfaction prior to courtship predicts marital 

separation later in life.  

 Marriage encourages commitment between two individuals, and appears to 

provide numerous benefits throughout the life-cycle. Married individuals display 

improvements in mental and physical health, along with increased longevity. On 

average, married individuals earn more than singles, and benefit from economies of 

scale and specialization within the family unit (Wilson & Oswald, 2005 provide a review 

of marriage benefits). Marital status also heavily influences satisfaction with life, and the 
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existing literature has shown that changes in marital status are associated with 

subsequent changes in life satisfaction.  

 On average, marriage has a positive effect on life satisfaction, even after 

controlling for a multitude of other factors (Boarini, Comola, & Smith, 2012). This 

relationship is robust over long periods of time, and appears consistent in countries 

around the world (Helliwell, 2008). Other forms of positive social support are also 

associated with improvements in life satisfaction, including the amount of time spent 

with family and friends (Helliwell & Wang, 2014).  

 While a healthy spousal relationship improves satisfaction with life, the loss of a 

spouse is associated with a significant decrease in life satisfaction (Specht, Egloff, & 

Schmukle, 2011). This reduction in life satisfaction often persists for many years, with 

some individuals never fully recovering from the loss (Lucas, Clark, Georgellis, & Diener, 

2003; Luhmann, Hofmann, Eid, & Lucas, 2012). The HRS data used in this paper allow us 

to test this relationship in elderly American adults. Our findings confirm previous 

estimates, and suggest that widowhood has a large, negative effect on life satisfaction. 

Money and Satisfaction with Life 

 The availability of financial resources is a major concern for individuals 

transitioning into widowhood. The death of a spouse often leaves the surviving widow 

impoverished (Gillen & Kim, 2009), and the prevalence of poverty is particularly high 

among the elderly. For example, McGarry and Schoeni (2005) report that the poverty 
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rate for elderly widows is nearly twice that of non-widows. Living in poverty has been 

associated with a wide number of negative outcomes, including a long-lasting or 

permanent reduction in life satisfaction (Clark, D’Ambrosio, & Ghislandi, 2016) poor 

physical and mental health (Schwandt, 2014), and a reduction in life expectancy (Chetty, 

Stepner, Abraham, Lin, & Scuderi, 2016).  

 There is also substantial evidence suggesting that individuals with greater 

financial resources are more satisfied with their life as a whole (Boarini et al., 2012; 

Helliwell, 2008). The relationship between income and life satisfaction appears to be 

log-linear; when income is low, the marginal utility of income is high, and additional 

income can provide significant increases in satisfaction with life (Jorm & Ryan, 2014). As 

income continues to increase, there are diminishing returns and the relationship 

weakens, but additional income still results in higher levels of satisfaction with life 

(Stevenson & Wolfers, 2013). Measures of household wealth should be included 

alongside measures of income, because the level of available wealth also appears to 

impact life satisfaction. In two related studies, Headey, Muffels, and Wooden (2004; 

2008) find that the availability of financial assets (net worth) affects life satisfaction 

more than income. Their suggestion is that financial assets are converted into income 

when necessary, but perhaps more importantly, that financial wealth also provides a 

sense of economic security that improves subjective well-being.  

 During the widowhood transition, policy initiatives such as Social Security can 

help combat poverty, but the amount of income provided appears insufficient in current 
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form (Gillen & Kim, 2009).  Market solutions such as life insurance can be used to 

complement public insurance in an effort to keep widows out of poverty. Life insurance 

is a contingent claim that can be used to prevent a discontinuous drop in consumption 

after the death of a spouse. Traditional life cycle models position life insurance as 

protection against the loss of future earnings (Campbell, 1980), also known as the 

human life value approach. In both practice and in the current literature (Baek & 

DeVaney, 2005), the assumption is that the death benefit of life insurance is intended to 

replace the foregone earnings that would have been provided by the deceased 

breadwinner.  

 Because human capital declines sharply with age, some have suggested that life 

insurance has little theoretical value to retirees (Chen, Ibbotson, & Milevsky, 2006). 

Studies relating life insurance to financial vulnerability exclude retirees and individuals 

lacking labor income (Bernheim, Carman, Jagadeesh, & Kotlikoff, 2003; Bernheim, Forni, 

Gokhale, & Kotlikoff, 2003; Lin & Grace, 2007). These studies generally find varying 

degrees of financial vulnerability in widowhood, and inadequate life insurance holdings 

for those most vulnerable. In these studies, financial vulnerability is largely a function of 

lost labor income (human capital). 

 Widowed retirees do not experience a decline in consumption as a result of lost 

labor income. Instead, the decline in consumption can be attributed to non-labor 

income that the deceased spouse was entitled to receive, which then becomes 

unavailable to the surviving spouse. These sources of non-labor income include private 
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pensions, annuities, and Social Security benefits. For retirees, the reduction in non-labor 

income can be significant. For example, Social Security benefits and pension income are 

often reduced by one third to one half when one spouse dies (Gillen & Kim, 2009; K. 

McGarry & Schoeni, 2005). This severe income reduction results in a much higher 

poverty rate among widowed retirees when compared to married retirees.  

 Given the negative relationship between widowhood and satisfaction with life, 

and the positive relationship between financial resources and satisfaction with life, it is 

reasonable to expect that the death of a spouse presents a shock to the surviving 

spouse that could be partially smoothed by cash value life insurance. The purpose of this 

study is to investigate how the receipt of a life insurance settlement impacts life 

satisfaction after the death of a spouse. Understanding this relationship will provide 

insight into the value of life insurance as a potential hedge against the loss in life 

satisfaction that accompanies widowhood.  

 

Methodology 

Data  

This study examines data from multiple waves of the Health and Retirement 

Study (HRS), an on-going biannual survey conducted by the University of Michigan and 

funded by the National Institute on Aging. The HRS is a nationally representative survey 

of Americans over the age of 50, designed to collect information on individuals nearing 
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or transitioning into retirement. The HRS data provide in-depth economic and 

demographic information, including income and asset amounts, life insurance 

ownership and receipt, measures of satisfaction with life, and information on marital 

transitions. 

For this study, the 2008, 2010, 2012 and 2014 HRS waves are used. The four 

waves are divided into three time periods: 2008-2010, 2010-2012, and 2012-2014 to 

measure the life satisfaction and economic data of elderly individuals who have 

experienced a recent spousal loss.  

Model 

 Our goal is to understand how life insurance settlements impact satisfaction with 

life following widowhood. For empirical estimation of this relationship, our study 

focuses on three distinct time periods: 2008-2010, 2010-2012, and 2012-2014. In each 

time period, we limit the sample by focusing on two groups - individuals who identified 

as married/partnered in both waves and individuals who identified as 

married/partnered in the first wave and widowed in the following wave. Within the 

widowed group, we are able to identify the amount of life insurance proceeds received 

by each respondent. 

 The dependent variable in this study is the change in life satisfaction between 

waves. Life satisfaction data has been collected in the demographic questionnaire in all 

HRS waves since 2008. The question used to measure each individual's overall 
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satisfaction with life is: "Please think about your life-as-a-whole. How satisfied are you 

with it? Are you completely satisfied, very satisfied, somewhat satisfied, not very 

satisfied, or not at all satisfied?" We difference the post-widowhood level of satisfaction 

from the pre-widowhood level, and divide the responses into three categories: negative 

change, no change, and positive change. These categories represent the dependent 

variable in our ordered probit analysis.  

 The explanatory variables of interest include marital status and the size of life 

insurance settlement received. In the first step of the analysis, we divide the sample into 

married and widowed groups based on the marital transition between waves. The 

respondents who identify as widowed are asked a series of questions to determine the 

life insurance settlement amount. The first question asks, "Did you receive a life 

insurance settlement?" Less than half of widowed respondents received a life insurance 

settlement. The respondents who answered "yes" to the settlement question are asked 

"How much did it (the settlement) amount to?"  

 Our hypothesis is two-fold. First, widows are expected to have a much higher 

probability of experiencing a negative change in life satisfaction when compared to the 

married group. The existing literature has found that widowhood negatively affects 

satisfaction with life, and our study allows us to test this relationship in elderly American 

adults. Second, widows who receive a life insurance settlement are expected to have a 

smaller negative change in life satisfaction than widows who receive nothing. The size of 

the life insurance settlement is expected to be negatively related to the overall change 
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in satisfaction with life. Widows who receive a larger settlement should experience less 

financial vulnerability and a lower likelihood of poverty, potentially increasing their life 

satisfaction during the transition into widowhood. 

 The sample size is limited by the dependent and independent variables of 

interest. Less than 500 respondents in each time period identify as widowed and 

complete the life satisfaction question of interest. Among those respondents, less than 

half receive any type of life insurance settlement and fewer report the exact dollar 

amount. To improve the sample size, we pool together each of the three time periods 

and estimate the following ordered probit model: 

 

    
                  

              
    

                 
    

              
    

 Where     
  is the true latent change in life satisfaction between waves.     is 

the ordered probit representation of the change in life satisfaction, broken down into 

three groups: positive change, no change, and negative change.    includes our 

independent variables of interest.    is a vector of control variables thought to influence 

satisfaction with life, and    is the error term. 
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Control variables 

 The specified model controls for a number of factors thought to influence 

satisfaction with life. Age is included as a categorical variable, with the comparison 

group being those less than 55 years of age. The relationship between age and life 

satisfaction is not well-defined in the existing literature. Some studies suggest a U-

shaped curve, where young adults and the elderly have the highest levels of satisfaction, 

and middle aged respondents have the lowest levels of life satisfaction (Blanchflower & 

Oswald, 2008). Other studies find an inverse U-shaped curve (Mroczek & III, 2005) or a 

steady linear decline in old age (Baird, Lucas, & Donnellan, 2010).  

 Gender is modeled as a dummy variable, equal to one if female and zero if male. 

Males and females appear to assess overall well-being differently, even when 

controlling for other determining factors. Most of the existing literature finds that 

women tend to report higher levels of life satisfaction than men, and lower levels of 

affect balance (Boarini et al., 2012). Women are also much more likely to live in poverty 

during widowhood (Gillen & Kim, 2009), which might affect the interaction between 

other variables included in this analysis. 

 Race is modeled as a categorical variable. The comparison category is white, with 

categories for black, Hispanic, and other. In America, African Americans tend to have 

lower levels of subjective well-being than whites, and Hispanics tend to show higher 
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levels of well-being than whites, even after controlling for socioeconomic and 

demographic differences (Dolan, Peasgood, & White, 2008). 

 The effect of children is captured through a dummy variable, equal to one if 

children remain in the household and zero otherwise. The relationship between 

satisfaction and parenthood is ambiguous in the existing literature. Children seem to 

have a neutral or negative effect on happiness, but a small positive effect on life 

satisfaction after controlling for financial satisfaction (Haller & Hadler, 2006). If financial 

satisfaction is not controlled for, children appear to have a small negative effect on life 

satisfaction (Boarini et al., 2012). More applicable to this study, the relationship 

between children and life satisfaction appears to differ in wealthy and poor households. 

Due to financial distress, poor households appear to view children an additional 

challenge to well-being (Alesina, Tella, & MacCulloch, 2004). Because our analysis 

focuses on widowed households, children living within the home might be viewed as a 

financial burden, suggesting a negative coefficient. 

 The safety and quality of the environment has been shown to influence 

satisfaction with life. Living in an unsafe environment is associated with a lower level of 

life satisfaction, even after controlling for income and other demographics (Ferrer-i-

Carbonell & Gowdy, 2007). We control for environmental and housing quality through 

the following question in the HRS: "Would you say the safety of your neighborhood is 

excellent, very good, good, fair or poor?" The responses are collapsed into a dummy 

variable, equal to one if the neighborhood is good or better and zero otherwise. 
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 The level of educational attainment is included in the model as a categorical 

variable. The comparison group are those who did not finish high school, with dummy 

variables representing high school graduation, some college, and a bachelor's degree or 

above. The relationship between education and life satisfaction is not well understood. 

Some research has documented a strong positive association (Blanchflower & Oswald, 

2011), but the relationship weakens as other related variables are included in the 

analysis (Helliwell, 2008). In particular, health and income are highly correlated with 

education (Dolan et al., 2008), suggesting that education affects satisfaction with life 

indirectly through other individual traits (Boarini et al., 2012).  

  There is a strong relationship between life satisfaction and self-assessed health 

status, with influence running in both directions. Healthy individuals are far more likely 

to report higher levels of life satisfaction, and this relationship holds for both mental 

and physical health  (De Neve et al., 2013; Dolan et al., 2008). In this analysis, we specify 

a dummy variable that is equal to one if the respondent indicated having good health or 

better, and zero otherwise.  

 Employment status is modeled using several categories, including working, 

unemployed and looking for work, temporarily laid off, disabled, retired, homemaker, 

and other. The comparison group is those still working. Being unemployed or unable to 

work is generally found to decrease satisfaction with life (Dolan et al., 2008; Lucas et al., 

2003). However, voluntary unemployment through retirement or homemaking generally 

does not lead to a decrease in satisfaction (Blanchflower & Oswald, 2011). 



Texas Tech University, Jacob Lumby, December 2017 

65 
 

 The relationship between income and life satisfaction appears to be log-linear; 

when household income is low, the marginal utility of income is high, and additional 

income can provide significant increases in satisfaction with life (Jorm & Ryan, 2014). As 

income continues to increase, there are diminishing returns and the relationship 

weakens, but additional income still results in higher levels of satisfaction with life 

(Stevenson & Wolfers, 2013). To account for this relationship, we include the log of total 

household income as a control variable in the analysis. 

 Recent studies have shown that income is an incomplete measure of household 

financial conditions. Measures of wealth appear to be as important as household 

income in predicting life satisfaction (Christoph, 2010; Headey et al., 2008) and financial 

satisfaction (Hansen, Slagsvold, & Moum, 2008). We control for wealth by including the 

log of total household assets (net worth) in the model. 

 

Results 

Descriptive Statistics 

Table 1 provides descriptive statistics for the entire sample, while Table 2 provides 

descriptives broken down by marital status. 
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Table 3.1: Descriptive Statistics for Entire Sample (n=29,165) 

Dependent Variables Mean 

Satisfaction Change Between Waves   

Negative Change 22.8% 

No Change 56.3% 

Positive Change 20.9% 

Independent Variables Mean 

Widowed Since Previous Wave 4.8% 

Received Life Insurance 2.3% 

No Life Insurance 2.5% 

Average Age 66.8 years 

Under Age 55 10.8% 

Age 55-65 33.5% 

Age 65-75 30.7% 

Age 75-85 20.6% 

Over Age 85 4.4% 

Safe Environment 89.0% 

Female 52.7% 

Children 27.4% 

Good Health or Better 76.7% 

Race/Ethinicity   

White 72.1% 

Black 12.2% 

Hispanic 12.5% 

Other 3.2% 

Education   

   Less Than High School 14.7% 

   GED/High School Graduate 33.9% 

   Some College 24.6% 

   Bachelor's or Higher 26.8% 

Employment Status   

Working 35.0% 

Unemployed 2.5% 

Temporarily Laid Off 0.5% 

Disabled and Unable to Work 7.0% 

Retired 46.0% 

Homemaker 8.2% 

Other 0.8% 

Total Household Income $84,150 

Total Household Assets $568,672 
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Table 3.2: Descriptive Statistics by Marital Status Widowed 
(n=1,394) 

Married 
(n=27,771) 

Dependent Variables Mean Mean 

Satisfaction Change Between Waves 
 

  

Negative Change 35.6% 22.1% 

No Change 43.7% 56.9% 

Positive Change 20.7% 21.0% 

Independent Variables Mean Mean 

No Life Insurance 50.9% 100.0% 

Received Life Insurance 49.1% N/A 

Amount < $50,000 80.0% N/A 

Amount > $50,000 20.0% N/A 

Average Age 73.7 years 66.4 years 

Under Age 55 4.2% 11.1% 

Age 55-65 15.1% 34.4% 

Age 65-75 29.8% 30.8% 

Age 75-85 36.9% 19.8% 

Over Age 85 14.0% 3.9% 

Safe Environment 87.5% 90.0% 

Female 72.4% 51.7% 

Children 24.2% 27.5% 

Good Health or Better 69.4% 77.1% 

Race/Ethinicity 

 
  

White 73.1% 72.0% 

Black 14.9% 12.0% 

Hispanic 9.6% 12.7% 

Other 2.4% 3.3% 

Education 

 
  

   Less Than High School 22.5% 14.3% 

   GED/High School Graduate 39.9% 33.6% 

   Some College 21.8% 24.7% 

   Bachelor's or Higher 15.8% 27.4% 

Employment Status 

 
  

Working 12.5% 36.1% 

Unemployed 1.7% 2.4% 

Temporarily Laid Off 0.2% 0.5% 

Disabled and Unable to Work 11.6% 6.8% 

Retired 64.7% 45.1% 

Homemaker 8.4% 8.2% 

Other 0.9% 0.9% 

Total Household Income $46,629 $86,034 

Total Household Assets $379,342 $578,176 
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 The sample contains 29,165 observations, most of which are produced by 

married respondents. Less than 5% of respondents experienced a spousal loss in any of 

the included time periods (n=1,394), and roughly half of those widowed indicated 

receiving a life insurance settlement (n=685). The life insurance settlement amount was 

less than $50,000 for 80% of respondents (n=549), with the top quintile of widows 

receiving more than $50,000 (n=138). The descriptives highlight an important finding 

discussed in the multivariate analysis; widows are for more likely than married couples 

to report a negative change in life satisfaction, while married couples are for more likely 

to report no change in satisfaction between waves.  

 Widowed respondents report an average age of almost 74, while the married 

group averages 66 years of age. Given the age difference, it is rather surprising that a 

similar percentage of both married and widowed respondents have children living in the 

household. Nearly three out of four widows are female, likely reflecting the fact that 

females have a longer life expectancy than males. This is an important piece of 

information to highlight, because the existing literature has shown that females are far 

more likely to live in poverty during widowhood.  

 Married respondents are more likely to report being in good health, which is 

unsurprising given the average age difference between groups. More than a third of 

married respondents are still working, while only 12.5 percent of widows are working. 

Widows who are no longer working appear to be either retired or disabled.  Married 
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respondents in our sample are also far more educated than widowed respondents, on 

average. A much larger percentage of widowed respondents report having a high school 

degree or less, while a much larger percentage of married respondents report finishing a 

bachelor's degree or advanced degree. The stark differences in employment status and 

educational attainment could help explain the massive gap in household income and net 

worth. The average income of married respondents is nearly twice that of widows, and 

the average household net worth is roughly 50 percent greater.  

Multivariate Analysis 

 Our multivariate analysis is a two-step process. We first compare widows to 

married respondents to understand how the marital transition impacts satisfaction 

change. We then isolate the widowed group to determine how varying amounts of life 

insurance impact the observed decline in life satisfaction. When using an ordered probit 

analysis, the original regression coefficients are difficult to interpret. To clarify 

interpretation, marginal effects are calculated and displayed in the table below. 

Table 3.3: Ordered Probit Regression - Change in Life Satisfaction (Marginal Effects) 

Includes Married and Widowed Respondents (n=29,165) 

Change in Life Satisfaction  Negative   Neutral   Positive  

  

Married (Comparison) 
            

Widowed - No Life Insurance 
0.1043 

(0.0134) 
*** -0.0218 

(0.0052) 
*** -0.0825 

(0.0083) 
*** 

Widowed - Life Insurance < $50,000 
0.1204 

(0.0154) 
*** -0.0283 

(0.0066) 
*** -0.0920 

(0.0089) 
*** 
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Widowed - Life Insurance > $50,000 
0.1997 

(0.0320) 
*** -0.0694 

(0.0190) 
*** -0.1302 

(0.0130) 
*** 

Under Age 55 (Comparison) 
       

Age 55-65 
0.0070 

(0.0060) 
 -0.0003 

(0.0001) 
 -0.0067 

(0.0059) 
  

Age 65-75 
-0.0042 

(0.0068) 
 0.0000 

(0.0001) 
 -0.0041 

(0.0067) 
  

Age 75-85 
-0.0104 

(0.0075) 
 -0.0001 

(0.0002) 
 0.0104 

(0.0075) 
  

Over Age 85 
-0.0237 

(0.0102) 
** -0.0010 

(0.0009) 
 0.0247 

(0.0109) 
** 

Safe Environment 
-0.0296 

(0.0059) 
*** 0.0003 

(0.0003) 
 0.0293 

(0.0058) 
*** 

Female 
0.0055 

(0.0042) 
 -0.0003 

(0.0002) 
 -0.0052 

(0.0040) 
  

Children 
0.0145 

(0.0041) 
*** -0.0001 

(0.0002) 
 -0.0143 

(0.0041) 
*** 

Good Health or Better 
-0.1201 

(0.0045) 
*** 0.0012 

(0.0011) 
*** 0.1189 

(0.0044) 
*** 

White (Comparison) 
       

Black 
-0.0131 

(0.0054) 
*** 0.0001 

(0.0002) 
 0.0130 

(0.0055) 
*** 

Hispanic 
-0.0383 

(0.0054) 
*** -0.0024 

(0.0009) 
** 0.0407 

(0.0062) 
*** 

Other 
-0.0049 

(0.0114) 
 0.0003 

(0.0005) 
 0.0046 

(0.0109) 
  

Less Than High School (Comparison) 
       

   GED/High School Graduate 
0.0218 

(0.0053) 
*** 0.0019 

(0.0007) 
** -0.0236 

(0.0059) 
*** 

   Some College 
0.0404 

(0.0057) 
*** 0.0014 

(0.0007) 
* -0.0418 

(0.0062) 
*** 

   Bachelor's or Higher 
0.0373 

(0.0060) 
*** 0.0016 

(0.0006) 
** -0.0389 

(0.0065) 
*** 

Working  (Comparison) 
       

Unemployed 
0.0924 

(0.0137) 
*** -0.0077 

(0.0038) 
*** -0.0373 

(0.0113) 
*** 
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Temporarily Laid Off 
0.0313 

(0.0299) 
 -0.0045 

(0.0062) 
 -0.0268 

(0.0237) 
  

Disabled and Unable to Work 
0.0053 

(0.0078) 
 -0.0005 

(0.0004) 
 -0.0048 

(0.0071) 
  

Retired 
-0.0245 

(0.0047) 
*** 0.0001 

(0.0003) 
 0.0244 

(0.0047) 
*** 

Homemaker 
-0.0292 

(0.0068) 
*** 0.0001 

(0.0003) 
 0.0293 

(0.0071) 
*** 

Other 
-0.0094 

(0.0181) 
 0.0006 

(0.0003) 
 0.0090 

(0.0177) 
  

Log Household Income 
-0.0046 

(0.0014) 
*** 0.0000 

(0.0001) 
 0.0046 

(0.0014) 
*** 

Log Household Assets 
-0.0029 

(0.0005) 
*** 0.0001 

(0.0000) 
  0.0029 

(0.0005) 
*** 

Pseudo R-Squared = 0.1536 

            

*** Indicates significance at the 1% level 
** Indicates significance at the 5% level 
* Indicates significance at the 10% level 

            

 

 In our sample, widowhood is associated with a large, negative change in life 

satisfaction, a finding that is consistent with the existing literature. The magnitude of 

decline is severe when compared to other variables included in the analysis. Widowed 

respondents are nearly 10.5 percent more likely than married respondents to report a 

negative change in life satisfaction between waves, and more than 8 percent less likely 

to indicate a positive change in satisfaction. What's even more interesting is that 

widows who receive life insurance proceeds appear to experience a larger decline in 

satisfaction than widows who receive nothing. To explore this finding, we conduct a 

secondary analysis in the next section. 
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 Advanced age appears to be positively related with life satisfaction. Individuals 

aged 75 to 85 are nearly 2.5 percent more likely than those under age 55 to report a 

positive change in satisfaction, and nearly 2.4 percent less likely to indicate a negative 

change. Although statistical significance is generally weak, this positive relationship 

appears true in most of the age categories included in the analysis. Hispanic 

respondents are more likely than white respondents to report a positive change in life 

satisfaction and less likely to report a negative change in satisfaction, a finding that is 

consistent with the existing literature (Dolan et al., 2008). Compared to poor health, 

good health is associated a 12 percent increased probability of reporting a positive 

change in satisfaction, and a 12 percent decreased probability of reporting a negative 

change in satisfaction. In our sample, health appears to have the largest effect on life 

satisfaction outside of widowhood, a finding that is supported by existing empirical work 

(De Neve et al., 2013).  

 There are several significant findings within the education, employment, and 

wealth variables. In our sample, there is a negative relationship between educational 

attainment and life satisfaction. Any type of college education is associated with a 

greater likelihood of experiencing a decline in satisfaction when compared to individuals 

who failed to complete high school. Although statistically significant, the economic 

significance is quite small in comparison to good health or widowhood. In comparison to 

working, unemployment appears to result in a large, negative decline in life satisfaction. 

Those unemployed are 9 percent more likely to report a decline in life satisfaction and 
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nearly 8 percent less likely to indicate an improvement in satisfaction. Being retired or a 

homemaker is associated with an increased probability of experiencing an improvement 

in life satisfaction when compared to those still working. Both of these findings are 

unsurprising given the existing literature (Blanchflower & Oswald, 2011; Lucas et al., 

2003).  In our sample, the statistical significance of the relationship between income, 

wealth, and life satisfaction is strong, but the economic significance is quite small. 

Increased income and wealth are both associated with a lower probability of 

experiencing a decline in satisfaction, and a greater probability of experiencing an 

improvement in satisfaction.  

Secondary Analysis 

 In our first ordered probit regression, it appears that life insurance receipt is 

associated with a greater likelihood of experiencing a decline in life satisfaction, which is 

unexpected. Our study is motivated by the fact that many widows experience a large 

decline in available financial resources, suggesting an increase in the marginal utility of 

money during the marital transition. Our assumption was that life insurance proceeds 

could help reduce the financial burden that some widows face, thereby increasing 

satisfaction with life.  

 To further explore the role of life insurance within the change in life satisfaction, 

we run a separate ordered probit analysis using only widowed respondents. Instead of 

comparing widows to married respondents, we compare widows who received a life 

insurance settlement to widows who received nothing. 
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Table 3.4: Ordered Probit Regression - Change in Life Satisfaction (Marginal Effects) 

Includes Widowed Respondents Only (n=1,394) 

Change in Life Satisfaction  Negative   Neutral   Positive  

  

Widowed - No Life Insurance (Comparison) 
            

Widowed - Life Insurance < $50,000 
0.0163 

(0.0206) 
 -0.0041 

(0.0052) 
 -0.0121 

(0.0154) 
  

Widowed - Life Insurance > $50,000 
0.0555 

(0.0362) 
 -0.0164 

(0.0122) 
 -0.0391 

(0.0242) 
  

Under Age 55 (Comparison Group) 
       

Age 55-65 
-0.1130 

(0.0584) 
** 0.0409 

(0.0259) 
 0.0721 

(0.0338) 
** 

Age 65-75 
-0.0588 

(0.0591) 
 0.0234 

(0.0269) 
 0.0338 

(0.0327) 
  

Age 75-85 
-0.1323 

(0.0598) 
** 0.0452 

(0.0266) 
 0.0870 

(0.0340) 
*** 

Over Age 85 
-0.1518 

(0.0634) 
** 0.0486 

(0.0266) 
* 0.1031 

(0.0385) 
*** 

Safe Environment 
-0.0290 

(0.0299) 
 0.0076 

(0.0078) 
 0.0215 

(0.0221) 
  

Female 
0.0416 

(0.0218) 
** -0.0109 

(0.0058) 
* -0.0310 

(0.0161) 
** 

Children 
-0.0034 

(0.0269) 
 0.0008 

(0.0062) 
 0.0026 

(0.0206) 
  

Good Health or Better 
-0.1600 

(0.0222) 
*** 0.0417 

(0.0073) 
*** 0.1183 

(0.0169) 
*** 

White (Comparison) 
       

Black 
-0.0950 

(0.0264) 
*** 0.0170 

(0.0039) 
*** 0.0779 

(0.0240) 
*** 

Hispanic 
-0.0213 

(0.0414) 
 0.0049 

(0.0087) 
 0.0164 

(0.0327) 
  

Other 
0.0308 

(0.0787) 
 -0.0089 

(0.0253) 
 -0.0218 

(0.0534) 
  

Less Than High School (Comparison) 
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   GED/High School Graduate 
0.0158 

(0.0259) 
 -0.0039 

(0.0062) 
 -0.0119 

(0.0196) 
  

   Some College 
0.0205 

(0.0300) 
 -0.0052 

(0.0076) 
 -0.0154 

(0.0225) 
  

   Bachelor's or Higher 
0.0159 

(0.0333) 
 -0.0039 

(0.0082) 
 -0.0120 

(0.0250) 
  

Working  (Comparison) 
       

Unemployed 
0.1399 

(0.0928) 
 -0.0655 

(0.0514) 
 -0.0744 

(0.0423) 
* 

Temporarily Laid Off 
0.0240 

(0.1983) 
 -0.0090 

(0.0787) 
 -0.0150 

(0.1197) 
  

Disabled and Unable to Work 
0.0053 

(0.0434) 
 -0.0018 

(0.0151) 
 -0.0035 

(0.0283) 
  

Retired 
-0.0615 

(0.0395) 
* 0.0179 

(0.0134) 
 0.0436 

(0.0263) 
* 

Homemaker 
-0.0770 

(0.0447) 
* 0.0209 

(0.0123) 
* 0.0561 

(0.0333) 
* 

Other 
-0.0976 

(0.1140) 
 0.0256 

(0.0159) 
 0.0736 

(0.0825) 
  

Log Household Income 
0.0038 

(0.0083) 
 -0.0009 

(0.0019) 
 -0.0029 

(0.0063) 
  

Log Household Assets 
-0.0005 

(0.0033) 
  0.0001 

(0.0008) 
  0.0004 

(0.0026) 
  

Pseudo R-Squared = 0.1804 

            

*** Indicates significance at the 1% level 
** Indicates significance at the 5% level 
* Indicates significance at the 10% level 

            

 

 In this regression, the size of life insurance settlement still appears to be 

negatively related to the reported change in life satisfaction, but statistical significance 

is very weak. This would suggest that the severe change in satisfaction observed in the 

first regression is largely driven by the transition into widowhood. Among widows, 

advanced age is positively associated with changes in life satisfaction. Being over the age 
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of 55 is associated with a higher probability of reporting a positive change in satisfaction 

and a lower probability of reporting a negative change. This relationship is strong for 

those between the ages of 55 and 65, perhaps because many sources of retirement 

income become available during this time, which could be of increased importance 

among widows. 

 Educational attainment appears entirely insignificant within the widowed 

sample, as does income and available assets. Good health remains highly significant and 

associated with positive changes in life satisfaction. Employment status retains the same 

economic significance shown in the first regression. Unemployment is associated with a 

decline in life satisfaction, while being retired or a homemaker is associated with a 

higher probability of experiencing an improvement in life satisfaction, and a lower 

probability of experiencing a decline in satisfaction. This relationship is likely explained 

by the traumatic nature of widowhood. Work consumes a large part of most days, which 

could make the transition into widowhood more hectic and frenzied.  

 

Conclusions and Implications 

 The purpose of this study was to estimate the relationship between life 

satisfaction, widowhood, and the receipt of a life insurance settlement. The existing 

literature has documented two findings that motivated this study. First, individuals 

experience a large and significant decline in subjective well-being upon entering 
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widowhood. Second, there is a strong positive correlation between income, wealth, and 

subjective well-being in countries around the world. Given both findings, we 

hypothesized that the receipt of a life insurance settlement could provide a sudden 

increase in wealth that might partially offset the observed decline in life satisfaction that 

accompanies widowhood. Understanding this relationship provides valuable insight into 

the value of life insurance as a potential hedge against the decline in well-being. 

 Our first regression analysis produced several unexpected findings. First, it 

appears that educational attainment is associated with a decline in life satisfaction. Any 

form of college education is associated with a greater likelihood of experiencing a 

decline in satisfaction when compared to individuals who failed to complete high school. 

Although statistically significant, the economic significance of this finding is quite small 

in comparison to other findings. In comparison to working, being unemployed is 

associated with a significantly higher probability of reporting a decline in life satisfaction 

and a significantly lower probability of experiencing an improvement in satisfaction. On 

the other hand, we find that being retired or a homemaker is associated with an 

increased probability of reporting an improvement in life satisfaction. The relationship 

between unemployment, retirement, and life satisfaction is in line with the existing 

literature (Blanchflower & Oswald, 2011; Lucas et al., 2003). 

 With regard to our variables of interest, we found that widowhood is associated 

with a large decline in life satisfaction. We also found evidence contrary to our 

hypothesis, as the widows who received a life insurance settlement appeared to 
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experience a larger decline in life satisfaction when compared to widows who received 

nothing. To better understand the observed relationship between life insurance receipt 

and life satisfaction, we conduct a secondary analysis that excludes all married 

respondents. In our secondary regression, the estimated relationship between our 

variables of interest remained the same, but the statistical significance of the 

relationship weakened. Despite weak statistical significance, we cannot rule out the 

possibility that life insurance receipt is associated with a decline in life satisfaction. 

 If the receipt of a life insurance settlement is associated with a decline in life 

satisfaction beyond the estimated effects of widowhood, one possible explanation is 

that life insurance ownership reflects marital quality. It seems plausible that happily 

married individuals have an innate desire to protect their spouse from the potential 

financial turmoil that accompanies widowhood, and that the level of marital satisfaction 

is positively associated with the amount of life insurance purchased. When one spouse 

inevitably passes, the surviving widow is entitled to the life insurance settlement that is 

left behind, but they are also devastated by the loss of their spouse. If the size of the 

settlement is reflective of marital quality, that would explain the observed negative 

relationship with life satisfaction. To my knowledge, this hypothesis has not yet been 

tested in any capacity, and additional research is required to explore this relationship in 

detail. 
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