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Introduction

 Financial Risk 

 Health

 Death 

 Accident

 Insurance against Financial Risk

 Health Insurance

 Life Insurance

 Car Insurance

 Joint Purchase Decision for Insurances

 Basket of Risk Minimizing Goods

 Correlation between choices of Health and Life Insurance



Introduction

 2007 – U.S. Population Statistics 

 253.4 million – with health insurance

 30.8 million – with life insurance

 Joint decision for choices of health and life insurance

 A structural model 

 Factors affecting the insurance choice

 Interaction among various insurance choices

 Complements vs. Substitutes



Literature Review

 Insurance as Risk Minimizing Actions

 Ehrlich and Becker (1972),  Doherty and Schlesinger (1983) 

 Factors affecting choice of Insurance

 Shower and Shotick (1994), Van De Van and Van Praag (1981) 

 Spending pattern and Insurance Choice

 Paulin and Weber (1995),  Rubin and Koeln (1993) , Levy and 

Delire (2003)

 Health Status, Life Style, Psychological & Biological Factors

 Fienstein (1993),  Gertham et al. (1999) 

 Importance of disaggregate model for insurance choice

 Shower and Shotick (1994)



Research Questions

 Investigation of individual choice for health insurance and 

life insurance

 Accounting for

 Individual characteristics (Demographics – age,  family,  race etc. )

 Financial Information 

 Educational Information

 Health Status

 Insurance Characteristics

 Estimating the structural model of individual choice for health 

and life insurance jointly

 How the choice of health insurance affects the choice of life insurance



Research Questions

 The correlation between health insurance and life insurance 

choice

 How unobserved factors affect the joint decision for choice of health 

and life insurance

 Analyzing the nature of goods in the basket of individuals’ risk 

minimizing goods

 Complements

 Substitutes



Model

 Grossman Model 

 Health is considered important by individuals

 Bequest function depends on assets which is determined 

by individual investment in health  



Model : Conceptual Framework



Model: Econometric

 Recursive Bivariate Probit Model

 x – variables associated with household demographics, 

financial information, and health status

 z – variables associated with insurance characteristics 



Model: Econometric

 Assuming       and       have joint normal distribution

 Bivariate Probit Model

 Estimation Method

 Maximum Likelihood method



Data

 CE Data (Interview Survey) 

 2008-2009 – cross-sectional data of panels

 Individuals making conscious decision for choice of health 

and life insurance

 Households with more than one consumer unit were dropped

 Households receiving Medicare were dropped

 Free medical insurance plan such as  Medicaid were dropped

 Final Sample Size - 20551



Data

 Choice of Health Insurance

 Net positive present and past quarter expenditure for health 

insurance

 Health and Hospitalization expenditure file (IHC)

 Choice of Life Insurance

 Net positive present and past quarter expenditure for life 

insurance

 Insurance file other than Health (INB, policyyb = ‘100’)



Data

 Household Characteristics

 Age

 Household Composition

 Sex

 Earner Type

 Family Composition

 Education

 Occupation

 Race

 Residence

 Region



Data

 Financial Information

 Income after tax

 Income from asset

 Retirement and pension deductions

 Insurance Characteristics

 Premiums paid  (IHB, INB, current and past insurance 

expenditure)



Health Status

 CE Data do not provide health status of the individuals

 Health Expense (Yh) : sum of current and past quarter 

expenditure on 

 medical services

 drugs 

 medical supplies

 We assume



Data

 Different Health Groups



Data Descriptive



Data Descriptive



Data Descriptive



Data Descriptive



Data Descriptive



Data Descriptive



Data Descriptive

 Health Status Groups



Results



Results



Implications

 Explanation for correlation

 Causal relationship

 Reverse causality

 No causal relationship

 Positive correlation states

 Health Insurance and Life Insurance are complements

 Structural model states

 Choice of Health Insurance has positive impact on choice of 

Life Insurance

 Policy implications



Summary

 Study of individual choice for health and life insurance

 Propose a structural model to estimate the disaggregate 

model of choice for health and life insurance

 Control for household characteristics, financial 

information, insurance related information, and health 

status

 In the basket of individuals’ risk minimizing goods, health 

and life insurances act as complements

 The choice of health insurance by an individual positively 

affect the subsequent choice for life insurance.



Future Research

 The choice of insurance also depends on actual amount 

spent on the policy

 A tobit model to study the effect of amount spent on health 

and life insurances

 Individuals make decision for other insurances such as car 

insurance, house insurance etc.

 A comprehensive multivariate probit model to study the 

interactions among various kinds of insurance purchase 

decisions 



Thank You
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