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1. Introduction 

Ordinary life insurance policies, which combine savings and insurance in a single financial 

instrument, are seldom used today, although their importance for American households in the early 

twentieth century may be difficult to overstate.1 The share of households purchasing ordinary life 

insurance policies peaked in the United States about 1940, plateaued for a decade, and declined 

afterwards (Arthi, Richardson, and Van Orden 2025). About a quarter of all individuals over age 65, 

nearly half of elderly men, and most middle-class households held savings-accumulating life policies 

(Jaqua 1951, p. 24; Senate 1941, pp. 13-5; Temporary National Economic Committee, 1940, No. 2 pp. 

20-2). The average insured household spent about 5% of its income on insurance (Temporary National 

Economic Committee, 1940, No. 2 p. 75). More households had life insurance policies than bank 

accounts (Temporary Economic National Committee, 1940, No. 2 pp. 56, 154). Middle-class 

households’ investments in ordinary life insurance exceeded their investments in other financial 

intermediaries, real estate, equity, or bonds (Stalson 1942, pp. 646-7; Ezekiel 1937, p. 190; Arthi, 

Richardson, and Van Orden 2025).  

Why the popularity of this forgotten financial instrument peaked in the mid-twentieth century is 

a topic of debate. Some explanations emphasize households’ needs and desires, shaped by the labor 

market and living standards of the time. At that time, for instance, households may have deemed life 

insurance to be particularly beneficial either because of the high risk of heads of households dying with 

dependents in a time of international conflicts and before the advent of antibiotics and modern medical 

 
1 Since the 1960s, life insurance companies’ most popular products have been group and term life, which provide pure 
insurance but do not help individuals save for retirement. Group, term, and ordinary life differ in many dimensions. Key 
differences include who receives payments and in what circumstances. An ordinary life policy pays its face value to the 
insured person themselves if they survive until the policy matures and to beneficiaries if the insured dies before the policy 
matures. Term and group life pay their face value to beneficiaries if the insured dies while the policy is in force and pay 
nothing if the insured survives past the policy’s end date. The closest modern analogy to historical ordinary life policies may 
be Old Age Survivors Disability Insurance (OASDI, otherwise known as Social Security. The original Social Security system 
was set up along the lines of a compulsory ordinary life insurance plan. 
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care, or because society offered limited support for widows and orphans, or because middle-class 

mothers with seldom worked outside the home and would have difficulty supporting their family if their 

husband died, or because insurance facilitated households’ participation in other high-yield activities. 

Other explanations emphasize industrial organization. At the turn of the twentieth century, increasing 

regulation forced leading competitors to corporate insurance, fraternal societies and fraternal insurers, 

out of the marketplace (Zanjani, 2003). Simultaneously, social and cultural changes undercut the norms 

underlying fraternal cooperation (Lehrman, 1994; Kaufman and Weintraub, 2004; Gamm and Putnam, 

1999). A final set of explanations emphasize insurance corporations’ marketing endeavors. These began 

in the late nineteenth century and strove to sell life insurance to men and women from all walks of life in 

every corner of the nation. These aggressive nationwide campaigns may have misled or spooked 

households into purchasing more insurance than they needed (Temporary National Economic 

Committee, 1940, No. 28 pp. 192-235). 

These explanations, however, may not tell the complete story for several reasons. First, while 

many men died during the First and Second World Wars, servicemen who died were typically young, 

unmarried, and without dependents. Ordinary life policies of the era did not pay benefits when the 

insured died during military service. Servicemen and others facing risks of war (like merchant seamen) 

purchased special policies covering war risks from the federal government. So, servicemen had little 

need for ordinary life insurance, and dangers of military service cannot explain its popularity (Blackburn 

1925, p. 20-4). Second, while life expectancies were lower and the mortality rates from infectious 

diseases were higher than today, less than a third of life insurance policies paid out beneficiaries after the 

death of the insured; instead, most policies paid out to the insured themselves when they used the 

proceeds to finance their own or their families’ consumption, particularly during retirement (Buley 1953, 

p. 155; Temporary National Economic Committee, 1940, No. 2 pp. 102-3). During the 1920s and 1930s, 
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payments to the insured themselves approached $2 for every $1 paid to beneficiaries (Institute of Life 

Insurance, 1960). So, helping dependents of the deceased may not have been the primary reason for 

holding these policies. Third, while government support for those in need was limited relative to today, 

families were larger. Elderly adults frequently lived with their adult children. Relatives lived near each 

other. While people in need received less help from the government, they received more help from their 

families (Glick, 1942; Ruggles 1994, 2003, 2007; Nimkoff, 1954; Nelson, 2020). Fourth, while fraternal 

societies did face growing regulation in the late-nineteenth and early-twentieth centuries, regulation of 

legal reserve life insurance corporations – the organizations that sold ordinary life insurance policies – 

was always stricter and grew more so over time. So, efforts to regulate the former cannot explain the 

growing popularity of the latter (Stalson, 1942). 

This essay offers a new explanation. We argue that sales of ordinary life insurance policies 

peaked in the first half of the twentieth century because these policies offered middle-class families a 

safe and effective way to save for retirement in an era prior to large-scale, widespread, and formalized 

old-age savings programs such as employer-sponsored pensions or Social Security. We demonstrate that 

returns on ordinary life policies were comparable or superior to returns on other types of retirement 

savings, like investing in stocks and bonds, purchasing real estate, or depositing in banks. After 

controlling for inflation, real returns from ordinary life policies exceeded those on most other classes of 

investments, particularly during the 1930s. While returns on ordinary life policies varied, just like 

returns on all investments, the correlation of returns on ordinary life with returns from most other classes 

of investments were near zero and sometimes negative, giving everyone a reason to hold at least some 

ordinary life insurance, since ordinary life paid well in states of the world where alternative investments 

paid poorly. Ordinary life policies were one of the most popular financial instruments in the first half of 
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the twentieth century, in other words, because they were a promising investment well-designed for the 

early twentieth-century economic environment. 

To corroborate our claims, this paper elucidates the basic facts of ordinary life insurance: what 

these policies were, how they worked, and how they compared to contemporary alternatives. The policies 

were designed to protect individuals against life’s key uncertainty: how long it would last. Dying young 

limited one’s lifetime earnings, preventing heads of households from supporting their dependents—

typically a wife and children, but often also elderly parents and younger siblings. Dying old increased 

one’s lifetime expenses and risked poverty in old age when the ravages of time prevented people from 

earning enough to pay for the lifestyles they desired (Ben-Arab, Briys, and Schlesinger, 1996). Ordinary 

life insurance policies protected individuals against both contingencies by combining savings and 

insurance in a single financial instrument (Geren 1943, p. 33; Stalson 1942, p. 644). Ordinary life policies 

paid a specified sum to the insured if they survived to a designated age; paid a specified sum to a 

beneficiary if the insured died that age; and paid upon demand a value that increased over the life of the 

policy which the insured could access whenever they desired. Most ordinary life policies protected 

individuals against additional hazards, including disability and deflation, since most policies provided 

funds to disabled individuals and had real returns that rose when prices fell (Jaqua 1951, p. 13-15). 

Ordinary life also protected individuals against interruptions in income because individuals could borrow 

against their policies at reasonable guaranteed interest rates, the policies remained in force at a reduced 

level if the insured missed payments, and those that missed payments could catch up and resume their full 

policy. In this way, they offered a range of attractive savings and investment features that many low- and 

middle-class American households of the era would have struggled to access otherwise. This fact helps to 

explain their popularity in the late nineteenth and early twentieth centuries – a fact that has been 

underappreciated by the historical and economic literature. 
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After describing standard features of ordinary life policies in Section 2, Section 3 presents an 

example: the most popular policy issued by the most popular insurance company (measured by insurance 

in force) in the United States in the early twentieth century. This example allows us to specify the payouts 

that households would receive in different states of the world and to calculate returns to investment in 

these policies. Comparing policies that matured after 20 years and after 50 years illustrates a fundamental 

tradeoff with ordinary life policies: policies that matured earlier were better when saving for retirement, 

since they paid higher yields on savings, but had higher premiums; policies that matured later were better 

at helping beneficiaries, since returns on insurance payouts were higher, while premiums were lower. This 

pattern explains why policies that matured earlier (or which individuals paid for up front or in a limited 

period of time) were “purchased primarily as means of accumulating savings” (Temporary Economic 

National Committee, 1940, No. 2 pp. 55-6, 58, 64-5, 70). 

Section 4 expands on this canonical example by comparing returns on ordinary life policies to 

returns on alternative savings instruments including cash, demand deposits at commercial banks, time 

deposits at commercial banks, postal savings deposits, shares in building and loans, bonds, stocks, and 

real estate. These exercises demonstrate that ordinary life policies had good returns relative to competing 

financial products of the time, particularly in the long run. Nominal returns on the savings component of 

ordinary life policies approached 3% after 20 years and 4% after 40 years. After adding the value of the 

life insurance component of these policies, returns on both time horizons approached 5%. Since prices fell 

on average about 1% per year during peacetime from 1870 to 1940, the expected real return on ordinary 

life policies approached 6%. These returns were safe since no insurance companies failed with losses to 

policyholders from the 1870s to 1940s. Insurance policy returns were almost uncorrelated with returns 

from high-yield alternative investments (like stocks, real estate, and building and loan shares) whose value 

declined during economic downturns.  
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In addition to good returns, Section 5 describes additional attractions of ordinary life policies. 

Ordinary life protected households against a range of risks including: (i) deflation, a perennial problem 

afflicting America’s farmers and laborers from the 1870s to the 1940s; (ii) taxation, including both estate 

and income taxes, which rose rapidly during the Progressive Era; and (iii) overinvestment in specific assets, 

since insurance companies provided ordinary families with their only opportunity to invest in a wide array 

of bonds (both corporate and government) and mortgages (both residential and commercial).  

We are currently writing several related papers on this topic. Understanding their relationship helps 

to put this paper in context. Our paper “Ordinary Lives” examines portfolios of middle- and working-class 

families in the mid-twentieth century. It shows that the preponderant asset held by the middle class in the 

mid-twentieth century was ordinary life insurance. Investment in ordinary life policies kept pace with 

investment in banks, building and loans, equity, and real estate during the boom of the Roaring 20s; 

exceeded investment in those alternatives during the 1930s; and fell behind investment in those 

alternatives during the 1950s (Arthi, Richardson, and Van Ordem 2025). Our paper, “Community 

Transmission of Financial Behavior: The Legacy of the Freedman’s Savings Bank” (Arthi, Richardson, 

and Van Orden, 2025) shows how the failure of the Freedman Savings Bank in 1874 induced Black 

Americans to shift future investments away from banks and towards life insurance. Finally, we are 

working on a set of papers that explain ordinary life insurance’s gradual rise before 1920 and rapid decline 

in the 1950s and 1960s. The basic idea is that ordinary life policies were well suited to the economic 

environment of the late-nineteenth century, when the gold standard ensured long-term price stability and 

at the cost of short-run economic instability.  Ordinary life’s predominance declined with the New Deal’s 

changes to the monetary-policy regime and the onset of peacetime inflation, which dramatically reduced 

real returns on ordinary life policies. It also responded to the creation of a government alternative modelled 

after ordinary life, Old-Age Survivors and Disability Insurance (OASDI, better known as Social Security). 
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While these companion papers help to explain the context in which ordinary life insurance rose and fell, 

and the role this asset had in American household savings behavior, the focus of this paper is to lay out, 

in very basic terms, what these policies looked like, and how they worked in practice. This paper, then, 

serves as a critical foundation to this broader body of research on life insurance in twentieth-century 

America. 

 An accurate understanding of ordinary life insurance has lessons for several literatures. One is the 

history of retirement savings. Academic studies indicate that typical American households struggled to 

save for retirement in the early twentieth century. Then, few employers and labor unions offered pension 

plans. State-government support for retirees was limited, if available at all. Few households purchased 

stocks or bonds, and less than half of all households held bank accounts (ApRoberts 2009). Private 

annuities were also scarce (Poterba 1997, 2000; Eenam, 1944). We find, in contrast, that retirement saving 

was widespread, and that it took place primarily via ordinary life insurance policies. Indeed, most middle-

class and many working-class families saved substantial sums via ordinary life policies, which were well 

suited to the economic environment of early twentieth century. Scholars have seemed to have forgotten 

this fact in part due to the scarcity of data, and in part due to changes in the financial industry. The principal 

insurance-savings products from the past – ordinary life and related products issued by insurance agencies 

– are seldom used today. Instead, the most popular life insurance product is group term life. Most 

retirement savings is through tax-advantaged retirement accounts, pensions, and the federal government’s 

Old Age Survivors Disability Insurance (OASDI), better known as Social Security (Bond and Porell, 2020; 

Center on Budget and Policy Priorities, 2024; Dushi, Iams, and Trenkamp, 2017). The changing savings 

landscape – with new products and evolving terminology – obscures the landscape from the past. 

 The literature on the creation of Social Security is a case in point. Understanding when, why, and 

how Social Security arose – and how it impacted American society – requires an understanding of the 
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institutions that it replaced. The Social Security Administration’s own website provides the most 

prominent public explanation of OASDI’s origins.2 The website indicates that immediately before the 

creation of Social Security “one-third to one-half of the aged” were destitute and dependent on “friends 

or family for support.” It asserts that due to the Great Depression of “the mid-1930's, the lifetime savings 

of millions of people had been wiped out.” It cites an array of sources that corroborate its claims. These 

assertions, this paper argues, paint an inordinately bleak picture of ordinary Americans’ prospects for 

retirement. In that era, most middle-class Americans amassed substantial sums for retirement; so, did many 

members of the working class. Real returns on their investments (we will show) rose during the Depression. 

Social Security, therefore, was not created to provide retirement incomes for all Americans or for the 

middle class. It was established to provide incomes for a minority of the population who through bad 

planning or bad luck had not been able to provide for themselves, and it was modelled as a compulsory 

form of the ordinary life insurance policies that most of the American public purchased on their own 

initiative. 

 Another literature examines the changing distribution of income and wealth in the United States. 

Scholars have shown that inequality of income and wealth declined dramatically in many nations between 

1914 and 1950 (Alvarado et. al 2013; Kleister and Moller 2000). The decline in inequality in the US was 

particularly concentrated in the late 1930s (Atkinson, Piketty, and Saez 2011, Piketty and Saez 2003). 

Scholars have given many explanations for these patterns, including the introduction of progressive 

taxation, the formation of labor unions, the creation of social safety nets, and dramatic declines in equity 

values from 1929 to 1933. Our research suggests that the concentration of ordinary Americans’ retirement 

savings in an asset whose real value rose dramatically with deflation at the same time as asset held by 

wealthier households declined due to these same forces, may have played a part in explaining the unique 

 
2 https://www.ssa.gov/history/50mm2.html 
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pattern in the United States, with much of the decline in inequality occurring in a short period of time 

immediately following the dramatic deflation of the Great Depression.  

The longevity of ordinary life insurance contracts may also help explain the stagnation of 

inequality in the United States from 1950 through 1970 (Piketty and Saez, 2003; Derenoncourt et. al., 2024; 

Kuhn, Schularick, and Steins, 2020). In this era, federal taxation reached maximum progressivity (Atkinson, 

Piketty, and Saez, 2011). Union membership peaked. The federal government embarked on the War on 

Poverty, and the Civil Rights Movement expanded economic opportunities for millions of disadvantaged 

citizens. Inequality, however, did not decline. Van Arnum and Naples (2013) suggest that the growth in 

the U.S. financial sector from the 1960s onward explains much of this stagnation. Our research suggests 

a complementary explanation. In the late 1940s, nearly half of all households held much of their long-run 

savings in life-insurance contracts with fixed nominal returns. The increase in inflation from the 1940s 

onward steadily eroded the real value of these savings but did not erode values that wealthier households 

invested in equities and real estate. Ordinary life, in other words, locked ordinary families into money-

losing investments; the War on Poverty offset those losses but did little more, which is why the War on 

Poverty did not coincide with a reduction in overall wealth inequality. This implication could be rephrased 

into a broader point. A key macroeconomic component of the New Deal of the 1930s was shifting from a 

deflationary to an inflationary monetary regime. Middle- and working-class households had a large 

exposure to this change, since they invested much of their savings in life insurance policies, and in the 

long term on average, inflation took as much wealth from the middle and working classes as all of the 

other New Deal programs transferred to them.  

 If the long-term savings contracts that households signed in the 1930s impacted households’ wealth 

in the 1950s, it is plausible that they also impact the distribution of wealth today (Pfeffer and Schoeni, 

2016). The causality could run through many channels, for instance, because parents’ wealth impacts 
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children’s education, health, habits, careers, and consumption choices. (Neckerman and Torche 2007, 

Pferrer and Schoeni 2016, Keister and Moller 2000). The impact could have been particularly pernicious 

for Black households, because for historical reasons, Black households saved substantially more of their 

wealth through life insurance companies than white households did, a pattern that remains true today 

(Arthi, Richardson, and Van Orden 2025). 

 

2. What Was Ordinary Life? 

This section describes ordinary life insurance policies during the heyday of ordinary life, from 

1910 to 1940. The policies combined savings and insurance into a single financial instrument. An insured 

individual paid a fixed periodic premium and chose a maturity date. If they survived until the maturity 

date, they received the face value of the policy (and possibly also dividends). If they died before the 

maturity date, their beneficiaries received the face value of the policy. A policy had a cash value that began 

at zero, rose steadily, and converged to equal the policy’s face value at the maturity date. Insured 

individuals could access the cash value at any time by borrowing against the policy or surrendering the 

policy for cash. The cash value was their property; they retained ownership of the cash value even if they 

lapsed on payments of premiums. This section details these and other features of ordinary life policies by 

summarizing information available in books from the early twentieth century including Hayden (annual 

volumes 1891-1920), Spectator (annual volumes from the 1880s to 1930s), Hoffman (1911), Dawson 

(1911), Frankel and Dublin (1915), Willard and Keys (1921), Smith (1923), Huebner (1923), Thornton 

(1923), Maclean (1924), Blackburn (1925), Lovelace (1925), Mudgett et. al (1930), De Graff (1939), 

Callihan (1939), Stalson (1942), and Jaqua (1951). The focus is on the key features of ordinary life policies. 

To avoid cumbersome and repetitive citations, we note that all the features of ordinary life policies 

described in this section can be found in each of those sources (e.g., see Jaqua (1951), pp. 103-157). 
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The first feature of ordinary life was an irrevocable and incontestable promise by an insurance 

company to pay to a named beneficiary a specified sum upon death of the insured (Mudgett et al 1930, p. 

65). This sum was called the face value of the policy because it was prominently printed on the first page 

of the application and the contract documents. The promise was an absolute obligation of the corporation. 

As long as the insured paid premiums on time, the corporation reserved no rights to cancel, contest, or 

exit the agreement after accepting the application and verifying the information in it (Jaqua 1951, p. 24). 

The Equitable Life Assurance Society of New York introduced the incontestable provision on June 27, 

1879, when its CEO announced: “The Equitable is in business to pay losses. It was not organized to engage 

in litigation with widows and fatherless children, or to make money by receiving interest on what may be 

due them, or by discounting policies that should be paid immediately and in full” (Dawson 1911, p. 152). 

The provision was immediately and immensely popular, leading all its competitors to adopt it soon 

afterwards and most states to enshrine this provision in laws or regulations (Dawson 1911, p. 152). 

Policies provided insurance companies with a span of time, typically one but sometimes two years, 

after it issued the policy to verify information supplied by the applicant (Dawson 1911, p. 151; Blackburn 

1925, p 20). If the corporation could prove that the information was false and material to the terms of the 

agreement, it could cancel the contract and return the premiums paid (Dawson 1911, p. 147-9). The key 

pieces of information the company would seek to verify were the age and occupation of the insured, since 

companies conditioned prices on this information (Dawson 1911, p. 152, 179). After the verification 

period, the policy became incontestable. The corporation had no legal right to challenge the contract for 

any reason including misinformation supplied by the applicant. Upon receiving documentation of the 

death of the insured, the corporation had to promptly pay as promised. Payment within one week was 

industry standard, with payments often made sooner than that (Blackburn 1925, p. 28).  



12 
 

The death could occur anywhere, anytime, for any reason, and in any circumstance, with two 

potential exceptions that had to be explicitly and prominently stated in the application. The promise might 

not cover death by suicide if it occurred before the policy became incontestable, but in this case, most 

policies called for the premiums paid to be returned in full (Mudgett et al 1930, p. 66). The promise might 

also not cover death due to military service in time of war. Most policies excluded this coverage; a small 

set of policies covered these deaths if an applicant requested this provision and paid additional substantial 

fees (Blackburn 1925, p. 20-4).  

The person who purchased an ordinary life policy had to have an insurable interest (Stalson 1942, 

p. 306; Dawson 1911, pp. 22, 151, 175-6; Mudgett et al 1930, p. 62). According to insurance laws of all 

states, individuals had insurable interests in their own lives and the lives of their family members whom 

they depended upon for support. Companies would typically insure individuals in amounts up to eight to 

ten times their annual income (Jaqua 1951, p. 59). Businesses had insurable interests in the lives of key 

employees up to the value of the income that might be lost by their demise. Creditors had an insurable 

interest in the lives of debtors up to the value of their outstanding debts. Rules concerning insurable 

interests ensured purchasers of policies had a stake in the survival of the insured. People could not use life 

insurance to gamble on the lives of individuals with whom they had no familial or financial connection.  

The second key feature of an ordinary life policy was a fixed premium payable on a schedule 

chosen by the insured when they signed the contract (Jaqua 1951, p. 24). The initial premium was due on 

the date of signing. Future premiums were due annually on the anniversary of the signing or more 

frequently if the insured selected bi-annual, quarterly, or monthly payment options. Standard policies 

called for equal payments spread out over the individual’s whole life, which in insurance terms, meant 

until age 95. An option allowed individuals to increase the size of their payments and complete them over 

intervals such as 10 or 20 years. A similar option allowed individuals to increase the size of their payments 
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so that they completed them by a designated age with a common choice being age 65. These options 

allowed individuals to complete payments during peak earning years rather than facing the burden of 

making payments as they advanced in age or after retirement. A period of grace (usually one month) kept 

the contract in force if payment was not received on the date due. After that, the contract would lapse but 

could be reinstated if the insured individual paid all past due premiums with interest. The company 

typically structured payment plans so that their present values (determined using the company’s expected 

return on investments and estimates of mortality and surrender rates, which could be conditioned upon 

individuals’ choices among policy options) were identical. This equality left companies indifferent over 

individuals’ payment choices (Smith 1923, p. 21). Payments for ordinary life were typically due at the 

headquarters of the insurance company and submitted via check, wire transfer, or in person. Payments 

could be made at the offices of local insurance agents who would forward the funds to headquarters. 

While the corporations’ obligations under the contract were contingent on the receipt of premiums, 

an insurance corporation had no claim to payments from the insured. Insurance corporations could not sue 

individuals who fell behind on payments to compel them to pay. Insurance contracts were one-sided 

absolute obligations. Individuals entered the agreements voluntarily and could exit them at any time. 

Insurance companies could not.  

Since the premium was fixed and prominently stated on the contract, insured individuals knew the 

maximum price that they would pay over the life of the contract. The maximum was the stipulated stream 

of premium payments. However, the true price could be lower than this maximum for two reasons. First, 

all insurance companies offered participating policies which paid dividends based on the corporations’ 

profits. Individuals could use the dividend to lower their premium due, accept the dividend as cash, or 

leave it invested with the company with its value compounding at a guaranteed rate (typically 3.5% per 

year plus dividends in the early twentieth century). Individuals could also use the dividend to purchase 
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additional insurance. Most companies required individuals who chose to use dividends to increase their 

total insurance to present proof of good health since individuals who received bad news about their health 

had strong incentives to increase the sum insured (Dawson 1911, p. 155).  

Dividend payments could be substantial. In typical years, for example, Aetna Life’s dividend 

payments to participating policy holders exceeded 3% of premium payments. In 1922, Aetna Life 

collected $55,934,645.05 in premiums and paid $1,856,141.57 in dividends to participating policyholders. 

In other words, 3.32% (=1,856,141/55,934,645) of premiums in that year were returned as dividends 

(Aetna Life 1923). Dividend payments rose if an insurer’s investments yielded returns higher than 

anticipated or if the insurer’s costs were lower than expected. Dividend payments were typically a function 

of the firm’s profits and past premiums paid by the insured. Most companies calculated dividend payments 

by multiplying their dividend rate to individual policies’ cash value. In the 1920s, for example, 

Metropolitan Life paid dividends averaging about 1.5% of policies’ net reserves (Best 1924, pp. 446-9). 

The second reason the price could be lower than stated was if an insured individual received a 

rebate from their agent (Buley 1953, pp. 148-52). Agents received commissions for selling new policies 

to clients, for servicing existing policies, and for renewing policies that matured. Agents could rebate 

portions of their commissions to clients as a sales tactic. Evidence suggests that they did so. At the end of 

the calendar year, when agents strove to hit year-end sales targets, “insurance went openly on the year-

end bargain counter” with agents rebating from 25% to 75% of the first years premiums (Buley 1953, p. 

152-3). Data on rebating, however, is limited. The extent of the practice was difficult for firms to determine 

at the time and difficult for researchers to observe today. 

A third key feature of an ordinary life policy was a maturity date when the insurer paid the death 

benefit in full to the insured, rather than to their beneficiary. The contract ended. The insurance was no 

longer in force. The standard maturity date was the first anniversary of the policy after the insured’s ninety-
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fifth birthday, though individuals could choose to have their policies mature at earlier ages. Policies with 

maturity dates before 95 were called endowment policies. Popular choices were endowment at age 60 or 

65. Individuals could also choose contracts that matured after specified intervals. Popular choices were 

maturity after 10 and 20 years. Features of endowment policies were identical to those of other ordinary 

life policies. The contracts had the same provisions. The principal differences were the rate at which the 

cash value accumulated and the cost: the earlier a policy matured, the more rapidly its cash value rose, 

and the higher its premium.  

The standard maturity age of 95 originated with the actuarial calculations underlying ordinary life 

policies in the mid-nineteenth century. Before 1858, American insurance companies based their 

calculations on mortality tables created by English insurers. These tables reflected deaths rates of 

Englishmen and not those of healthier and longer-lived Americans. In 1858, the actuary for Mutual Life, 

Sheppard Homans, who had trained in mathematics at Harvard, compiled a new mortality table based 

upon the experience of his company and one other, Mutual Benefit (De Graff 1939, p. 14). His American 

Experience Table of Mortality became the standard for actuarial calculations by private corporations and 

government regulators throughout the United States (Dawson 1911, p. 163; Buley 1953, p. 54, 80-82; 

Frankel and Dublin 1915, pp. II, 4-13). It indicated that all individuals alive at age 95 would die before 

turning 96. Actuaries, therefore, treated age 95 as the end of life. Insurers incorporated this presumption 

into their plans by treating all individuals who lived to age 95 as if they would die that year and paying 

them their death benefit in full (Huebner 1932, p. 101). They had beaten the odds (Jaqua 1951, pp. 65-71; 

Frankel and Dublin 1915, pp. V, 4). 

Key information from the American Experience Table appears in Table 1, which indicates survival 

and mortality for men beginning with age 35, which was a common age for purchasing ordinary life 

policies. Table 1 presents similar information from United States life and mortality tables created using 



16 
 

census and vital statistics data from 1939 to 1941. A comparison of data from the two sources illuminates 

an important point. The American Experience table reflected the health and longevity of United States 

citizens in the mid-nineteenth century. The 1939-41 U.S. life tables reflected the health and longevity of 

United States citizens during the early twentieth century. Between those two points in time, mortality rates 

decreased substantially at all ages. Advances in public health and medical science meant that people lived 

longer. Regulators in most states, however, continued to base calculations on the American Experience 

table since it was required by state legal codes (Jaqua 1951, p. 66; Dawson 1911, p. 163). 

Insurers realized that many people wanted access to the wealth they accumulated at a younger age, 

like 65, when their earning ability waned or when they wished to retire. By allowing individuals to choose 

the date when their policy matured, insurers created policies that insured individuals not against the 

certainties of life or death, but against the uncertainty of when one would make the transition from one 

state to the other. A policy with a later maturity date primarily protected one’s dependents, since it yielded 

a higher return if one died earlier, and accumulated savings slowly, yielding fewer funds for retirement. A 

policy with an earlier maturity date emphasized saving for retirement since it accumulated value faster 

and was more likely to mature and pay out its face value while the insured remained alive (Huebner 1932, 

p. 101).  

The fourth key feature of an ordinary life contract was the “reserve” or cash value (Jaqua 1951, p. 

24). The reserve represented the equity the insured accumulated in their policy. It was their property. It 

was not forfeited if they missed a payment or if their policy lapsed. The reserve was the sum of past 

premium payments minus expenses, compounded annually at an interest rate specified in the contract. The 

standard rate was 3.5% per annum. The value of the reserve over the life of the contract was indicated in 

tables attached to the policy application. Before an individual purchased a policy, they could examine the 

tables and determine the equity that they would have in the policy at any point in the future. They would 

retain copies of the tables so that they could know the value of their contract and the options open to them 
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at any time. Equity accumulated according to a schedule and was based in part on actuarial assumptions 

(e.g., mortality rates and returns on investments), in part on legal requirements (e.g., state laws concerning 

minimum payouts and maximum fees), and in part on corporate policies (e.g., promising higher payouts 

to attract more customers). While parameters varied across corporations, time, and states, in the most 

common case, part or all of the premiums paid in the first year covered the costs of the policy, including 

agents’ commissions and funds set aside to cover losses due to adverse selection and moral hazard. 

Regulations in most states prohibited policies’ costs from exceeding the sum of the premiums paid in the 

first year. Our calculations in later sections show that for large policies with large premiums and early 

maturities, costs amounted to a fraction of the premiums paid in the first year. 

Insured individuals could access equity in their policies at any time. They did this by exercising 

options. Four options existed in all ordinary life contracts: 

1. A cash payout equal to the equity value of the contract. Individuals who requested this cash would 

surrender their policies to the company, which ended the insurance agreement. 

2. Conversion of the current contract to a paid-up contract with a lower death benefit and lower equity 

value but requiring no additional payments. 

3. Converting the current contract to a term life policy that paid a death benefit to beneficiaries if the 

insured died within a defined interval, and which required no additional payments. 

4. Borrowing funds from the insurance company at a set interest rate (typically 5% or 6%) up to the 

cash value of the contract. The cash value of the contract served as security for the loan. All other 

features of the contract remained in place.   

These options were standard in the industry and required by law in most states after the 1870s (Stalson 

1942, pp. 310-5). Their incorporation into law and contract owed a great debt to Elizur Wright, a famed 
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insurance innovator and Massachusetts state superintendent of insurance (Willard and Keys 1921, p. 59; 

Jaqua 1951, p. 31; Buley 1953, pp 57-64). 

A fifth feature of ordinary life contracts was assignability (Jaqua 1951, p. 14). The insured or their 

beneficiary could assign their claims to payments under the contract to third parties. Assignments were 

often used to collateralize or guarantee repayment of loans. An insured father might, for example, assign 

benefits from a policy to a mortgage company, guaranteeing repayment of the home loan in event of his 

death. The lender would lower the interest rate on the loan in return for this guarantee. In this way, a father 

could accumulate equity in an insurance policy if he survived, and guarantee that his wife and children 

could remain in their home if he died. 

A final feature was underwriting standards. Applicants underwent medical exams and answered 

screening questionnaires (Willard and Keys 1921, pp. 87-90; Jaqua 1951, pp. 74-9; Dawson 1911, p. 155). 

Insurers typically required medical examinations at initial purchase, when reinstating a lapsed policy, 

when reinvesting dividends in a way that increased the face value of the policy, or when converting a 

policy from lower to higher value (Dawson 1911, p. 155). Key questions included age, occupation, 

medical history, family history, hobbies, personal habits, and alcohol consumption. Agents who solicited 

applications were asked to ascertain the accuracy of this information and to add their own insights. Agents 

forwarded the information to underwriters at the corporate headquarters, who scrutinized the records to 

determine if the company should insure the applicant, and if so, under what policy. Companies could 

refuse to offer certain policies to or entirely refuse to insure individuals working in risky professions. 

Almost all companies, for example, refused to insure aviators, aeronauts, and submarine operators 

(Blackburn 1925 p 24). 

The screening process was designed to weed out bad risks, limit adverse selection, and if possible, 

induce favorable selection. Adverse selection occurred when applicants with higher mortality elected to 
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purchase insurance policies that they thought were good deals, while applicants with lower mortality 

declined to purchase those policies since they thought they were not good value. Favorable selection was 

the opposite; applicants accepting insurance disproportionately living longer than average. After 

considering the available information, underwriters might accept an application, allowing the applicant to 

purchase the insurance plan that they proposed, or decline the application, in which case they might offer 

alternatives or might decline to offer insurance at all. Underwriters denied applications by individuals with 

riskier occupations, poorer health, and lower life expectancies than typical for the group insured under a 

particular plan. Insurers found medical exams helped them screen out individuals with health problems 

that would raise mortality in the near term. The usefulness of medical screening, however, wore off about 

after five years. Past that horizon medical screening’s value rapidly diminished (Jaqua 1951, p. 72). 

Insurance companies could not legally screen individuals on the basis of race, ethnicity, or religion, since 

this was not authorized by law in most states. 

The screening process enabled insurance corporations to segregate individuals with different 

characteristics, particularly different mortality rates and anticipated longevity, into different groups and 

then to price insurance for each group appropriately (Jaqua 1951, pp. 79-80; Frankel and Dublin 1915, 

VIII pp. 3-13, XI pp. 3-14). All individuals with the same policy taken out at the same age had to pay the 

same premium. Different policies, however, could (and typically did) have different premiums and 

different rates of return, because the loading (i.e., fixed charge for expenses) and surrender charges (i.e., 

charge to offset adverse selection induced by policy options) could (and usually did) differ across policies.  

 

3. An Ordinary Example 

 Metropolitan Life was the most popular insurer in the first half of the twentieth century. Met Life 

began operations in 1868 and mutualized in 1915 (Stalson 1942, p. 759). On December 31, 1937, it had 
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$4.7 billion in assets, which was 18% of the assets of all insurance companies in the United States 

(Temporary National Economic Committee, 1939). It had $22.6 billion of life insurance in force, which 

was over 20% of the $110.1 billion of life insurance in force in the United States at the time (Stalson 1942, 

pp. 760-68). The example we present here is Met Life’s most popular contract by value in force, their 

standard ordinary life policy. This policy was the most popular policy issued by the most popular insurer 

during the era of ordinary life’s peak popularity. We take details from Flitcraft’s Insurance Agent’s Manual 

(Flitcraft 1915, pp. 517-32) and discuss issues as given in Metropolitan Life’s guidelines for its agents 

(Frankel and Dublin 1915). 

Ordinary life insurance contracts were complex. A standard policy ran about sixteen pages with 

7,200 words and multiple tables detailing values at different ages resulting from different payment plans 

and policy options (e.g. Flitcraft 1915, pp. 517-32). Typical individuals learned about ordinary life policies 

when they visited an agent’s office or when an agent visited their home. Training materials for the 

Metropolitan Life Insurance Corporation taught agents to spread discussions of policies over multiple 

meetings during which agents introduced the basic concepts, discussed policy options, explained the 

benefits of insurance, and finally worked through the details of the policy that an applicant planned to 

purchase.  

  Like all ordinary life policies, Met Life’s contract came into force on the date the insured signed 

the contract and submitted their initial payment. In our example, the insured was a 35-year-old male who 

worked in a profession without unusual risks. The face value of our example, which the beneficiary 

received if the insured perished and which the insured received if the policy matured, was $5,000. The 

cost of the policy was $107 per year, every year, until the policy matured.3 We explore this particular 

 
3 Met Life sold ordinary life policies in face-value increments of $1,000. The premiums and payouts for policies whose face 
values were multiples of $1,000 were generally equal or very close to the values for the base policy multiplied by the scaling 
integer. The premiums of payouts for a $2,000 policy, for example, would typically be two times those for the $1,000 policy. 
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policy configuration because it was the first one presented in the Met Life section of the edition of the 

Flitcraft manual in our library. The contract remained in force until the insured chose to end the agreement 

or until the company completed the payments that it was obliged to make to the insured or their beneficiary. 

These payments in turn depended on choices made by the insured (and possibly their beneficiary) along 

the way. 

 The contract paid different amounts in different circumstances based upon the choices of insured. 

The company calculated these payouts using the standard assumption of 3.5% annual return on policy 

reserves, which were the accumulated value of the funds the insured paid for the policy, minus loading 

(i.e., the cost of issuing and managing the policy, usually set as a fraction of the first year’s premium) and 

the surrender charge (i.e., the cost of finding someone to replay an individual who departed an insurance 

pool or, in other words, a charge to offset adverse selection due to policy choices). The company described 

payouts based upon choices and contingencies in a series of tables spanning multiple pages. We synthesize 

this information in Figures 1 (a) to (e). 

 Figure 1 (a) illustrates the potential payout from the basic policy. The horizontal axis indicates the 

years that the policy has been in force. Adding 35 to the x-axis value yields the age of the insured. The 

blue line at $5,000 indicates the amount paid to the beneficiary if the insured died in that year. The death 

benefit vested at the inception of the policy. So, the blue line begins at the y-axis and continues until the 

death benefit and cash value of the policy converge 60 years later. At that point, the insurance company 

paid the policy’s full value to the insured, and the policy terminated. 

 The orange line indicates the policy’s cash value. The line begins in the policy’s third year. Before 

then, the loading and surrender charges exceed the accumulated value of the payments made by the insured. 

So, the policy could not be converted to cash. After then, the policy’s cash value grew every year. The 

growth in this figure looks nearly linear, but the line has a faint s-shape, with annual increases in value 
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accelerating in early years and slowing in later years. The growth in cash value is non-linear for three 

reasons. First is the compounding of interest, which steepens the slope of the cash-value curve over time. 

Second is the loading, which is a fixed cost subtracted from the compounded value. Third is the surrender 

charge, which declines during the initial years of the policy but rises in later years. Initially, the declining 

surrender charge increases the slope of the cash-value curve. Eventually, the rising surrender charge more 

than offsets the compounding of interest. Met Life’s manual for insurance agents reveals reasons for the 

near-linearity of the cash value curve for this policy. Ordinary life policies with face value $5,000 

generated favorable selection, since their purchasers were often high-income, highly educated professional 

men whose longevity exceeded the average and who were likely to continue paying the policy throughout 

their lives. Given the favorable selection and low cost of servicing these polices, Met Life assigned them 

extremely low loadings and moderate surrender charges (Frankel and Dublin 1915 VI, pp. 4-5, VI 4, and 

VIII pp. 3-4). 

 The cash value is the key to understanding the savings aspects of Met Life’s policy and the four 

options that policy holders had during the life of the contract: surrender for cash, borrow the cash, convert 

the cash to a paid-up term insurance policy with the same face value but earlier maturity date, and convert 

the cash to a paid-up ordinary insurance policy with the same maturity date but a lower face value. Policy 

holders could, at any time, surrender their policy and redeem its cash value. Figure 11 (e) depicts the 

impact of this option when taken in the twentieth year of our example. The insured received a cash value 

payout of $1,553. They surrendered their policy, and their life insurance was no longer in force. 

 Figure 1 (d) depicts a more popular option, the policy loan. The insured received the policy’s cash 

value of $1,553, but the funds came as a loan at 6% annual interest and the policy continued in force. If 

the insured died, their beneficiaries now received $3,447 (thick blue line), which was the policy’s full 

value minus the outstanding indebtedness. The policy’s cash value continued to accumulate (solid red line) 
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until it equaled the value of the death benefit at age 96. Interest payments of $93.18 increased the annual 

cost of the policy to $200.18 (from $107). Annual payments remained at the new rate until the loan was 

paid back and the policy reverted to its original schedule of costs and benefits. 

 Figure 1 (c) depicts a third option, switching from an ordinary life policy to a paid-up term-life 

contract. The new term policy would have the same death benefit as the original ordinary life contract. If 

the insured died within the term (which would be 15.5 years in our example of a man switching from 

ordinary life to term life at age 55, after paying 20 annual premiums), their beneficiary would receive the 

full benefit ($5,000 in our example). If the insured survived the term, however, their beneficiary received 

nothing. The length of the term depended upon the age of the insured, which determined the annual cost 

of a term contract, and the cash value of the old policy, which determined how much was spent on the 

term policy. The term policy was paid up. So, the insured need not make any additional payments, and it 

retained a cash value, which diminished linearly through the term, falling to zero at the end of the term. 

This option is one reason that most ordinary life policies lapsed. Insured individuals who learned about 

their likely longevity, or whose health declined, would maximize their return from the policy by switching 

to term life and ceasing to pay premiums.  

 Figure 1 (b) plots the last option, a paid-up ordinary life policy with a lower death benefit and cash 

value. The new death benefit was an actuarially fair value based upon a policy that could be purchased 

with a lump sum payment equal to the original policy’s current cash value. The new policy’s cash value 

was a percentage of its old cash value. The percentage was calculated by dividing the new death benefit 

by the old death benefit. In our example, the new death benefit was $2,774. The percentage equaled 54.88% 

(=$2,744/$5,000). The new cash value for each year was the cash value in the corresponding year of the 

original policy multiplied by the percentage. The new cash value could also be determined by another 
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calculation, where the cash value of the new policy rose 3.5% per year minus the surrender charge 

proportionate to the new death benefit. 

 The paid-up policy was an important option in our example because it was the default option if the 

policy lapsed. The policy lapsed if the insured failed to pay a premium by the end of the grace period 

following a due date. After a lapse, the insured had three months from the due date to choose whether the 

policy converted to a paid-up lower-value ordinary life policy [i.e., Figure 11 (b)], a paid-up term life 

policy [i.e., Figure 11 (c)], or cash [i.e., Figure 11 (e)]. If the individual failed to contact the company or 

did not state a decision, the policy would automatically convert to the paid-up ordinary life policy.  

 After a lapse, the insured could reinstate the original policy by paying all overdue premiums with 

interest at 6% per annum, and any overdue interest on policy loans outstanding. The balance of the loan 

need not be repaid, although the insured had to acknowledge that the loan remained outstanding. The 

insured also had to provide “evidence of insurability satisfactory to the Company,” which meant that the 

company or its agent could require the insured to undergo a medical exam (Flitcraft, p. 520).  

 The premiums for all ordinary life policies were based upon the same underlying assumptions and 

actuarial tables. Met Life stated that they had “no set limit” on the amount of insurance that they would 

write on a single life, although extremely large requests would be considered on a case-by-case basis. 

Policies were written in increments of $1,000. To help individuals choose policies and to help agents 

explain them to customers, Met Life distributed tables detailing the costs, cash values, loan values, and 

surrender options for policies with face values of $1,000, and explained that the figures for policies of 

larger amounts were multiples of the published tables. An individual purchasing $2,000 of insurance, in 

other words, could calculate the values that would apply to them by multiplying all numbers in the table 

by two. Met Life also had pre-printed blank contracts for common amounts of insurance. These common 

contracts contained tables with the values of policy options printed on them. The tables contained values 
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for contract years 1 to 20, 25, and 30; a description of the method of calculating values for these and all 

other years; and a provision that tables indicating the values for all years (from 1 to 95) could be viewed 

at offices of the company and its agents and would be provided to individuals upon request. 

The policy remained in force until the company completed payments obligated by the agreement. 

The payments could be made in different forms depending upon the mode of settlement chosen by the 

insured. The choices were to receive the payment as a lump sum, as installment payments for a specified 

number of years, as an annuity for life, as a life annuity with a guaranteed minimum number of payments, 

or as a series of interest-only payments for either a specified interval or for life with the balance paid as a 

lump sum at the end. The company set the present value of all these streams of payment equal, assuming 

an interest rate of 3.5% per annum, although the realized interest rate could be higher on participating 

policies which also received dividends. The insured could select annual, semi-annual, quarterly, or 

monthly payments. The insured indicated the payment option that they desired. They could change their 

selection at any time by submitting the appropriate form. After their death, their choice would be locked 

in unless they assigned the right to change the choice to their beneficiary. Literature recommended 

reserving this right only for beneficiaries with financial experience, as it was thought that minor children 

and adults lacking investment experience might mismanage or squander large sums. In this case, the 

company posited, such beneficiaries were better off receiving regular payments of moderate amounts. 

 The policy also contained disability benefits. The company waived premium payments for 

individuals younger than age 60 with “total and permanent disabilities” who through “bodily injury or 

disease” had “become wholly and permanently disabled … so that he is and will be permanently, 

continuously, and wholly prevented thereby from performing any work for compensation or profit” 

(Flitcraft, p. 522). Applicants who applied for disability benefits had to submit proof of their claims and 

be examined by doctors employed by Metropolitan Life. Conditions warranting compensation included 
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but were not limited to “irrecoverable loss of the sight of both eyes, or the severance of both hands above 

the wrists, or of both feet, or of one entire hand and one entire foot” (Flitcraft, p. 522). 

 Several pages of the policy reviewed standard provisions in ordinary life contracts. The company 

could not contest the contract more than two years after its date of issue. Benefits from the contract were 

assignable; all assignments had to be “executed upon blanks furnished by the Company and filed with the 

Company at its Home Office in New York City” (Flitcraft, p. 518). The policy did not cover deaths in 

military or naval service during times of hostility. The policy participated in in the profits of the company. 

Each year, the company would ascertain and apportion the divisible surplus (i.e., retained earnings not 

reserved for taxes or contingencies). Policyholders could take their dividend in cash, apply it to payments 

of premiums, use the dividend to purchase paid-up additions to the sum insured, or leave it on deposit at 

the company where it would earn an interest rate of 3.5% per year (or higher, should the company raise 

the rate or pay dividends, but never lower) with principal and interest withdrawable on any anniversary 

date of the policy and payable when the insured perished or the policy matured. 

 Met Life policy holders also received some services that were not specified in the contract but 

which the company found advantageous to provide. These included medical literature, advice, and 

examinations. Met Life policy holders received brochures describing effective treatments for common 

illnesses and ailments free of charge. They could pick these up from Met Life agents or at company offices 

(Frankel and Dublin 1915, X pp. 4-16). Policy holders could also access Met Life’s lists of recommended 

medical professionals. Ordinary policy holders were also eligible for periodic free medical examinations 

whose frequency varied with the size of their policies. Individuals received an examination every third 

year if their insurance in force equaled $2,000, every other year if their insurance in force ranged from 

$2,001 to $3,000, and every year if their insurance in force exceeded $3,000 (Frankel and Dublin 1915, 

VII p. 14). Since the contract did not guarantee provision of these services, the company could stop 
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proving them at any time, although Met Life appears to have provided these services continuously to their 

policyholders during the era discussed here. 

 While Figure 1 highlights ordinary life policies’ options, Table 2 illuminates investment returns 

for Met Life policies that differ by a single choice: date of maturity. Policies that matured earlier were 

better when saving for retirement. Policies that matured later provided insurance at a lower cost. The table 

assumes a 35-year-old man purchased both Met Life ordinary insurance policies with face value equal to 

$1,000. The first policy matured after 20 years when the man was 55 years old. The annual premium for 

this policy was $43.12. The second policy matured after 50 years when the man was 85 years old. The 

annual premium for this policy was $22.00. For both policies, the column “Insurance” indicates the return 

per year earned by the insured if they paid all premiums due on the first day of each policy year and 

perished on the last day a policy year, in which case their dependents would immediately receive the 

policy’s face value. The remaining columns indicate the return if the insured surrendered their policy on 

the last day of the policy year. The column “Guaranteed Cash Value” indicates the return earned from the 

policy’s guaranteed cash value. The column “Guaranteed + dividends” indicates the return earned from 

the guaranteed cash plus dividends paid on the policy if the insured reinvested those dividends with the 

company. In finance, this value would be termed the total rate of return. We assume that each year the 

policy earned dividends on its cash value equal Met Life average dividend of about 1.5%. The column 

“guaranteed + dividends + term insurance” adds the value of insurance by assuming its value equaled the 

price of term insurance offering equivalent protection. An appendix details the calculation of these returns. 

 Several patterns in Table 2 stand out. First, for the policy that matured earlier, insurance returns 

were lower. In the tenth year, for example, the annual rate of return earned from the insurance payout of 

$1,000 was 14.9% for the policy maturing at age 55 and 26.6% for the policy maturing at age 85. The rate 

was lower for the former because the premiums were higher, which meant that the household with the 
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policy maturing earlier spent more money to get the same payout. Second, for the policy that matured 

earlier, the rate of return on savings was higher. After 20 years, for example, the return on the guaranteed 

cash value of the policy maturing at 55 was 1.3% compared to -4% for the policy maturing at age 85. The 

total rate of return was 2.7% compared to -1.8% for the policy maturing at 85. Savings returns were higher 

for policies that matured earlier because the costs of the insurance component for the two types of policies 

were similar, so the percentage of the premium dedicated to savings was substantially higher for policies 

maturing earlier. Adverse selection and moral hazard also explain part of the difference. Policies with 

higher rates of return on insurance (i.e., policies with lower premiums and later maturity dates) attracted 

individuals who thought they would die younger. Policies with higher rates of return on savings attracted 

individuals who thought they would live to see those returns and who were motivated to preserve their 

health in hopes of reaping the rewards of longevity. Third, the returns on the insurance and savings 

components of ordinary life policies had an inverse relationship. Returns on insurance were highest at the 

beginning and declined geometrically. The highest insurance return occurred if one paid a single premium 

and died immediately. Returns on savings began low and rose gradually. Returns were highest for those 

who died earliest or lived longest. This pattern reflects the insurance aspect of ordinary life policies, which 

protected individuals against the uncertainty of the length of life. While everyone who held these policies 

benefited, the policies were designed to redistribute funds from those who had average life spans towards 

those whose lives were shorter or longer than average. The redistribution made ordinary life policies a 

good long-term savings vehicle, since individuals who saved longer earned higher rates of return.  

  

4. Returns of Ordinary Life Insurance and Alternatives  

In the early twentieth century, American households had many ways to save. Popular financial 

intermediaries included postal savings banks, mutual savings banks, building and loan societies, and 
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commercial banks, which offered checking accounts (i.e., demand deposits), savings accounts, and 

certificates of deposit (i.e., time deposits). Households could also accumulate cash, purchase stocks and 

bonds, and buy real estate, although these investments were rare for working- and lower-middle-class 

households.4 This section compares savings via ordinary life to savings via those alternatives. 

A comparison of the savings accumulated via ordinary life insurance and competing methods 

appears in Table 3. The first column indicates the cash value of Met Life’s ordinary life policy with a face 

value of $1,000 purchased by a man aged 35 and maturing in 20 years after 20 annual payments of $43.12. 

The second column indicates the total value accumulated from that policy if the insured individual 

reinvested all dividends paid on the policy, assuming that Met Life annually paid a dividend of 1.5% of 

the policy’s value. The remaining columns indicate five popular and accessible alternative investments, 

the interest rates which we assume a household would earn on each, and the funds which a household 

would accumulate if they invested their funds and reinvested all earnings in the alternative rather than in 

the ordinary life policy. The columns headed “value of without insurance” indicate total funds 

accumulated from an investment of $43.12 each year for 20 years with compounded interest. The columns 

headed “value when purchasing term insurance” indicate total funds accumulated if the annual investment 

equaled $43.12 minus an amount sufficient to purchase term insurance so that the beneficiary would 

receive a total of $1,000 (insurance payout + savings) if the insured perished in that year. An appendix 

contains the formulas used for these calculations, discusses our assumptions, and presents data on rates of 

return for alternative investments. Table 2 indicates payouts for selected years over five decades. Figure 2 

plots payouts annually over thirty years.  

 
4 Fraternal and tontine insurance societies had been popular during the late nineteenth century (Arthi, Richardson, and Van 
Orden 2025). Fraternal insurers, however, failed in large numbers. Many that survived paid members less than originally 
promised. Tontines were outlawed at the start of the twentieth century (Ransom and Sutch 1987). Between 1900 and 1940, 
therefore, the preponderance of insurance contracts (both by number and value in force) were issued by legal reserve life 
insurers, the organizations which issued ordinary life policies. 
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The table and figure illustrate several key points. In the very short run (1 to 3 years), all alternatives 

yielded more funds than ordinary life. After two years, ordinary life’s guaranteed cash value would be 

zero, while a postal savings account would contain $88.84 if one did not purchase term insurance and 

$64.74 if one did. If the household purchased term insurance, so the payout if the head of the household 

died would be the same regardless of the method of invest, the savings accumulated via ordinary life 

would rapidly outpace most alternatives. The total return for ordinary life would outpace cash after four 

years, demand deposits and postal savings after five years, time deposits after six years, and building and 

loan shares after twenty years. In the long run, ordinary life yielded higher returns than the alternatives 

accessible to the working and middle class.  

What about Liberty Bonds issued by the United States government during World War 1? 

Households bought many of these bonds which were sold in four nationwide bond drives (Sutch, 2015; 

Hilt and Rahn, 2016 and 2020; Brunet, Hilt, Jaremski, 2025). The bonds from the first drive paid 3.5%. 

The second, third, and fourth paid 4%, 4.15%, and 4.25% respectively. They returned to their holders an 

amount a little over time deposits and a little under building and loans. They were generally viewed as 

safe, although their market value fell below par when inflation and interest rates rose after World War 1 

and in the late 1920s, and in the 1930s, the Federal government reneged on its promise to repay their 

principal in gold and instead repaid in currency that netted investors roughly the same real value as their 

initial investment (Richardson 2018, pp. 61-5). 

How much could a household in our example save via ordinary life policies? The Historical 

Statistics of the United States (1975, pp. 166-7) indicates the average annual incomes for full-time 

employment by industry for 1925: $1,359 for wholesale and retail trade; $1,997 in finance, insurance, and 

real estate; $1,425 in government; $1,450 in manufacturing; $1,580 in mining; $1,655 in construction; 

$1,539 in transportation; and below $1,000 in agricultural and domestic service. The average annual wage 
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earned by the 4,171,051 households filing income tax returns, which was less than 7% of all households, 

was about $2,336 (Commission of Internal Revenue, 1925). This value excludes business and investment 

income, which accrued almost entirely to the wealthiest five percent of American families and roughly 

doubled the average income of households filing tax returns. These data indicate that typical individuals 

working in skilled and semi-skilled professions earned about $1,500 per year during their peak-earning 

years (30s to 50s). At that income, an annual investment of $130 (3*$43.12) per year for 20 years (or less 

than 9% of one’s income over that period) provided beneficiaries $3,000 (or 2 years of income) if the 

insured died young or provided the insured with a lump sum exceeding $5,600 or nearly 4 years of income 

when they retired at age 65. 

Returns for ordinary life insurance were not just good but also safe (Calihan 1930, p. 141). Legal 

reserve insurers’ investments were diversified and earned safe, stable returns since insurers principal 

investments were bonds and mortgages (Smith 1923, pp. 4, 33; Senate 1941, p. 10; Temporary National 

Economic Committee, 1940, p. 342-62). Returns on assets of legal reserve companies averaged 5.3% from 

1922 to 1931, with no companies earning less than 3.55%, even though that span of time included the first 

three years of the Great Depression (Jaqua 1951, p. 95). Insurers invested about four-tenths of their assets 

in government securities, including federal, state, local, and municipal debt, as well as a small percentage 

foreign. Insurers invested about three-tenths of their assets in bonds of business and industry, largely high-

grade corporate securities. Insurers invested about two-tenths of their assets in mortgages and real estate. 

Insurers lent about 4% of their assets to policyholders as secured loans, although this fraction rose during 

recessions (Jaqua 1951, p. 17; Buley 1953, p. 445).  

Legal reserve companies were regulated and audited by state governments. All states established 

insurance supervision departments by the late nineteenth century. All states required insurance companies 

to limit risk-taking and invest in a diversified array of safe assets (Conklin 1953, p 74). Roughly half of 
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all states required insurance companies to submit their policy forms to regulators for approval before they 

were used (Willard and Keys 1921, p. 91-2). After the Panic of 1907, regulators in all states accepted the 

recommendation of the National Convention of Insurance Commissioners and when assessing solvency 

of insurance corporations valued their assets at the “average market price” for the year, rather than the 

lowest price reached during the panic, since insurance companies could not be run and would never need 

to liquidate assets during a fire sale (Buley 1953, p. 321). 

From the early 1880s to the 1930s, no legal reserve life insurer failed with loss to policyholders. 

In the 1850s, most failures appear to have been due to inability to sell sufficient insurance and generate 

sufficient revenues rather than insolvencies due to investment losses and leading to losses for 

policyholders (Buley 1953, p. 53). After a surge in the creation of new insurance companies between 1860 

and 1872 and the financial panic of 1873, several life insurance corporations went out of business, in part 

due to competition with the fraternal and assessment insurers, who flourished at that time. Yet, only a few 

small insurance corporations failed with losses to policyholders, and those losses were small (Buley 1953, 

pp. 90-2). Life-insurance corporations also weathered the influenza epidemic of 1918, when mortality 

rates for adults aged 20 to 40 rose substantially and remained elevated for five years. Life insurers’ ability 

to operate without interruption during the epidemic convinced many people of the benefits and reliability 

of life insurance (Buley 1953, pp. 537-40, 563). 

The Great Depression from 1930 to 1939 was a challenging time for all financial institutions. At 

the start of the downturn, 369 insurance companies operated in the United States. Of those, 39 departed 

the business via merger without loss to policyholders, 95 by selling their operations to another insurance 

company without loss to policyholders (technically, reinsurance without lien), 33 by selling operations to 

another insurance company with losses (potential and in the end usually small) to policyholders, and 21 

companies through receivership which always involved losses to policyholders (Temporary National 
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Economic Committee, 1940, No. 28 pp. 101-2). The size (in terms of insurance in force or total assets) of 

all the companies that left the business was below average. Almost all of those which failed with 

substantial losses to policyholders did so in the South; many of those began to Caldwell & Company, a 

financial holding company whose failure triggered the banking panics that swept the United States in the 

fall of 1930 (Temporary National Economic Committee, 1940, No. 28 pp. 120-34; Richardson and Troost, 

2009). All the insurance companies that failed with losses to policyholders were  

“victims of flagrantly had investment policies, policies which in many cases were 
tantamount to fraud and breach of trust on the part of company managements. More 
specifically it appeared that companies failed because their affairs were commingled with 
those of banks or because of extravagant investment in home office buildings, pyramiding 
and excessive or unwise investments in shares of other life insurance companies, efforts of 
directors to further their personal interests, and generally bad management” (Temporary 
National Economic Committee, 1940, No. 28 p. 134). 

 
The total assets of the 19 companies that failed with substantial losses to policyholders amounted 

to less than 0.75% of total insurance assets in this period; so, more than 99% of insurance assets 

were held by companies that operated without losses to policyholders (Temporary National 

Economic Committee, 1940, No. 28 p. 134). Overall, for almost all policyholders, ordinary life 

insurance paid off as promised. 

Legal reserve insurers were safe because state regulations required them to hold reserves sufficient 

to pay policies. Most states calculated these reserves based upon the American Experience Mortality 

Tables, which were the most scientific and up-to-date tables available when most states initially regulated 

life insurance in the 1860s through the 1880s (Jaqua 1951, p. 66; Dawson 1911, p. 163). Rising incomes 

and improved health care reduced mortality rates in the late nineteenth and early twentieth centuries. These 

reductions were not reflected in insurance regulations for many decades (Frankel and Dublin 1915 II pp. 

14). This delay meant that insurers accumulated more reserves than they needed to service their 

outstanding policies. Insurance companies that approached insolvency according to regulatory standards 
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typically had sufficient reserves to service their outstanding policies. These reserves enabled them to 

reinsure or sell their outstanding policies to solvent insurers so that their policies remained in force and 

they could liquidate without imposing losses on their policy holders (Smith 1923, pp. 15-6). While 

regulators used the American Experience Table for more than half a century until its replacement by the 

Commissioners Standard Ordinary Table in the 1940s, most companies developed their own internal life 

tables based upon proprietary and census data and used these tables for internal calculations (Jaqua 1951, 

p. 71). 

The stability of insurance companies was enhanced by changes in regulations during the early 

1930s. Before that time, regulators required insurance companies to value securities on their balance sheets 

at current market value. This strict rule required insurance companies to invest conservatively and ensured 

that they could pay off all their policyholders even if forced to liquidate immediately. In 1931, the 

insurance commissioner in New York convinced those in other states to alter the rule since rapid and 

sizeable fluctuations in market values obscured the amount that insurance companies would receive if 

they liquidated their assets in a sensible manner. Insurance commissioners initially proposed valuing 

bonds at the average of their market price over the previous five quarters but eventually decided to value 

all securities at either the greater of their market value as of June 30, 1931 or their current market value, 

since that rule yielded essentially the same result as the five quarter rule with much less computational 

complexity. This relaxation of standards ensured that insurance companies’ financial statements better 

reflected the long run health of the corporation without imposing an unrealistic, costly, and inflexible rule 

(Temporary National Economic Committee, 1940, No. 28 pp. 135-6).  

Legal reserve life insurance companies proved to be much safer than their competitors (Senate 

1941, p. 21). No other investments available to ordinary households were “at the same time as safe, as 

elastic, as productive, as liquid, and as free of tax, as life insurance (Smith 1923, p. 33).” Almost all life 
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insurers that were organized as fraternal or assessment associations defaulted on obligations at some point 

between 1890 and 1940 (Jaqua 1951, p. 84). Likewise, during that span of time, thousands of commercial 

banks failed with losses to millions of depositors amounting to hundreds of millions of dollars (del Angel 

and Richardson 2024). Nationwide banking panics occurred about once every twenty years, including 

1873, 1893, 1907, 1930, 1931, 1932, and 1933; regional and local banking panics occurred more 

frequently still (Jalil 2015; Richardson and Sablik 2015). During these panics, commercial banks 

suspended payments, and depositors lost access to funds. Deposits could be frozen for substantial periods 

of time (Richardson and Troost 2009). Mutual savings banks and building and loan organizations also 

struggled during economic downturns. While building and loan shares earned good dividends, the mutual 

associations that issued them would only exchange shares for cash when cash was available. During 

recessions, cash was scarce. Borrowers struggled to pay mortgages. Households hoarded funds. These 

dynamics forced building and loans to slow or suspend conversions to cash. Inability to cash out compelled 

depositors to sell shares below par. Shares could trade below par for many years. During the Great 

Depression, for example, building and loan shares in New Jersey traded at forty cents on the dollar as late 

as 1939 and 1940, nearly a decade after the collapse of real estate markets during the contraction of the 

early 1930s (Rose 2012). Even so, building and loan shares were not the riskiest assets in which American 

families invested. 

Wealthy American families invested substantial shares of their portfolios in equities, bonds, and 

real estate, while few working- and middle-class families invested in stocks and bonds (Commission of 

Internal Revenue, 1925). High brokerage fees and other fixed costs kept them out of equity markets. Real 

estate was a more common investment for middle-class Americans, particularly farmers, residents of rural 

towns, and households that lived in the growing suburbs. The growth in investing in these classes of assets 

motivates the comparison of returns in those assets to investments in ordinary life insurance.  
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An initial comparison appears in Figure 3. The smooth blue curve indicates the guaranteed cash 

value of a Met Life ordinary life policy with face value equal to $1000 maturing in 20 years that a 35-

year-old male initiated in 1890 and left invested in Met Life for 60 years. The cost of this policy was 

$43.12 per year for 20 years (from 1890 to 1909). The gyrating red line indicates the current market value 

of a portfolio of corporate stock earning the market rate of return in which an individual invested $43.12 

per year from 1890 through 1909. For both investments, the calculation ignores taxes, costs, and dividends. 

The ordinary life policy paid neither income nor inheritance taxes and had no costs. The stock portfolio, 

in contrast, paid estate taxes and probate fees (if it passed to heirs), income taxes (after the government 

began collecting them around 1917), and substantial brokerage fees (which are difficult to ascertain 

without data). The stock portfolio also left families unprotected against the risk of their breadwinner’s 

early demise. The stock portfolio, however, probably earned higher dividends in the range of 4% per year 

relative to 1.5% for ordinary life. Despite the imperfections of the comparison, Figure 3 makes a clear 

point. 

In the 1890s and early 1900s, the average investor may have been better off in the short run putting 

their money in equity markets, particularly if they could find a low-cost way of investing in equities and 

tracking the market average. Both of those would have been difficult or close to impossible for the average 

American of the era. At the time, investors had difficulty diversifying. Brokerage firms like Merrill Lynch 

and Fidelity that now dominate the market for individual investors would not be founded for decades. The 

same is true for mutual and index funds that allow individuals to track the market at low cost. The 

Securities and Exchange Commission also did not exist. Thus, equity markets were more of an insider’s 

game, and small investors had trouble keeping pace with or even accessing the market. After 1905, the 

average investor would have trouble beating investments in ordinary life, except for brief intervals, like 

the stock market boom of the late 1920s, when return on equities dominated returns from ordinary life. 
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Timing the market, however, is difficult even for sophisticated investors at that time and today. Overall, 

from 1890 to 1950, ordinary families would have been better off placing their money in ordinary life 

policies. The long-term return on that safe investment substantially exceeded the long-run return on 

investing in equities due to the prolonged depression of stock prices that began in 1929. Indeed, stock 

prices did not return to their 1929 level until the 1950s (Richardson et al 2013).  

The bottom panel in Figure 3 suggests the same about real estate. It compares Shiller’s index of 

equity prices to his nationwide home-price index (Shiller 2025). The comparison demonstrates that equity 

prices outpaced home prices during the era that we investigate. Since ordinary life beat equity on average 

in this era, ordinary life would have beaten real estate on average as well, particularly since our comparison 

does not include the high costs of purchasing and selling homes (typically over 6% of the transaction 

price), local land and home taxes, and inheritance taxes, particularly the taxes imposed by state and local 

governments, who targeted landowners since they received substantial services and since real estate was 

simple to track and tax. Nor do they address questions of access: while real estate, like equities, may have 

been out of reach for many Americans of this era (particularly non-white Americans who faced policy 

barriers to homeownership), ordinary life policies were widely accessible across communities of different 

racial, ethnic, and socioeconomic strata at this time.  

These comparisons explain why millions of households throughout the United States invested in 

ordinary life insurance, but they should not obscure important facts. First, rates of return varied across 

insurance providers and products (Belth 1969). Individuals had difficulty understanding the payoffs from 

different policies and determining which policy best suited their needs (Temporary National Economic 

Committee, 1940, No. 28. pp. 192-233). 

 the fact that many men and women would have been better off putting much of their money into 

equity, real estate, or small business. Investment returns could be high when one had private information 
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about a business’s prospects or if one got lucky. Real estate returns could be high if one lived in a region 

where increases in property values exceeded the national average. Returns could also be high because 

equity and real estate could be bought with borrowed funds. Leveraging raised returns, although at 

heightened risk. For investors with better-than-average prospects, leveraging to invest in equity and real 

estate could be profitable.  

These investors would not want to put all their funds, however, in one basket. The optimal financial 

strategy involves diversification. Ordinary life’s nominal returns were uncorrelated with those of equity 

and real estate. The former paid well in many instances when the latter did not. Ordinary life’s real returns, 

in other words, varied inversely with real returns on many other investments (Ezekiel 1937, p. 189). The 

guaranteed cash value of ordinary life was fixed in nominal terms. Its real value rose during downturns 

when prices fell. Deflation during contractions was a feature of the monetary regime in the United States 

before World War 2. Insurers’ profits, and therefore dividends, declined little and could even rise 

substantially during downturns. When nominal interest rates fell, the value of the bonds and mortgages in 

insurers’ portfolios rose. After financial panics, like the one that occurred in 1907, insurance companies’ 

cash reserves provided them “the opportunity of buying securities at bargain prices” (Buley 1953, p. 321). 

Distress among competing financial intermediaries during contractions only highlighted the benefits of 

investing via insurers rather than alternatives, so income from premiums seldom fell and typically rose 

when the economy did poorly. Since ordinary life paid well when other investments did not, almost all 

investors would want to have some ordinary life in their portfolios.  

That is why the financial press at the time advised households to have diversified investments in 

which ordinary life had a prominent place. Families should “build up in a savings bank account … a sum 

equal to two or three months’ salary, for quick emergencies, and meanwhile starting a long run savings 

account in life insurance” (Jaqua 1951, p. 125). Ordinary life was an advantageous means of “saving today 
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so that money would be available at some time in the future – at death, at retirement, or in case of an 

emergency need for cash” (Jaqua 1951, p 203). Insurance, however, was not an investment bought to yield 

quick cash or the change of an immediate immense return. It was a terminal investment, better suited to 

building an estate over time, while at the same time protecting one’s dependents against tragedies. Prudent 

households would hold ordinary life insurance as part of a portfolio of investments. 

  

5. Additional Attractions of Ordinary Life  

 The previous section examines rates of return for ordinary life policies and alternative investments 

that we could clearly calculate with the information at hand. The calculations exclude some costs of 

alternative investments and some benefits of investing in ordinary life insurance whose pecuniary value 

was difficult (or impossible) to calculate. Examples of costs include the limited liquidity of building and 

loan shares during economic downturns, the possibility of bank failures freezing one’s funds or reducing 

the value of one’s deposits, the costs of home ownership (e.g. realtors’ fees, property taxes, maintenance, 

and fire insurance), and brokerage fees. This section describes the additional benefits of investing in 

ordinary life. 

Apart from the safe and relatively strong returns discussed above, ordinary life policies had many 

additional features that made them attractive to households planning their financial futures.5 Ordinary life 

insurance policies reduced risks, eliminated uncertainties, raised returns, reduced taxes, circumvented 

probate, and enabled men to direct funds towards anticipated expenses even if they should die too young 

to make the payments themselves. Ordinary life gave people with limited access to financial institutions, 

financial markets, and legal services valuable optionality to manage financial shocks and pressures in their 

 
5 Around 1900, insurance agencies established training programs to teach their agents how to explain 
these attraction – including benefits for dependent protection, retirement, income, estate, business, and 
taxes – to typical men and women (Stalson 1942, pp. 576-591). 
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lives. People with limited access included the middle- and working-classes, non-whites, immigrants, and 

residents of rural areas. Life insurance policies enabled those people to invest in a diversified portfolio of 

assets whose return roughly tracked the market average, something which most people could not do in 

any other way at that time. Life insurance companies accepted investments in increments which typical 

people could afford but which were smaller amounts than could generally be invested in equity, bonds, or 

mortgages (Maclean 1924 p. 41; Taft 1913 pp. 6-8). By locking individuals into long-term plans that 

required them to pay periodic premiums, ordinary life policies helped individuals overcome habits that 

might have hindered them from saving equivalent sums through other means (Maclean 1924 p. 41). 

An important aspect of ordinary life policies was that they paid well during periods of deflation 

when many other investments fell in value. During the contraction of the early 1930s, for example, when 

deflation exceeded 10% per year, the real return on life insurance rose near or above 15%. Advocates for 

insurance trumpeted this fact.  

The period from October 1, 1920, until December 31, 1921, will never be forgotten in the 
financial history of America. It was a time of deflation and businessmen, from farmer to 
great financier, pocketed untold losses. Again the fundamental stability of this great 
institution withstood the test. No Life Insurance Company in America appealed to the 
Government, the Federal Reserve, or any bank for help. On the contrary, the loans made 
by Life Insurance Companies to their policyholders helped hundreds of thousands of men 
in all walks of life to maintain their credit or meet their personal obligations. It is no 
exaggeration to say that Legal Reserve Life Insurance, during this distressful period, saved 
more businessmen from bankruptcy than any statistician will ever know (Blackburn 1925, 
p. 16). 

 
During the Panic of 1907, insurance companies’ policy loans “saved many businesses which they 

bans had refused to help” (Buley 1953, p. 321). Policy loans also increased immediately after the 

stock market crash in 1929 (Buley 1953, pp. 679-80) 

During difficult times, policy loans served as a lifeline for policyholders (Head 1923, pp. 3-4). 

Training materials for life insurance agents at the time told them to tell prospective clients about life 
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insurance’s use as a hedge against financial downturns (Stalson 1942, ALC 1953). Financial textbooks 

noted that  

It is the peculiar distinction of life insurance policies … that they are the only paper on 
which the investor has a reasonable likelihood of being able to borrow in the middle of a 
panic. … Life insurance reserves are a depression-time bank. They are ready in hard times 
at 5% when money is worth 50% to buy bargains (Jaqua 1951 p. 123). 

 
In addition to directly loaning funds to policyholders, life insurance policies helped households 

borrow from lenders at lower rates, since mortgages or personal loans were less risky if a 

borrower’s life was insured and if their heirs could continue to pay the mortgage or guaranteed to 

pay the debt if the borrower perished. Businesses could also borrow at lower rates if they took out 

life-insurance policies protecting them against unexpected demise of the organization’s key 

innovators and leaders (Head 1923, pp. 5-8). 

 Another advantage of life insurance was the safety and convenience of entrusting one’s funds to a 

national conglomerate rather than a local bank. Large financial institutions – including both insurance 

corporations and commercial banks – headquartered in New York and other eastern states with strict 

regulations offered payments services that spanned the nation and failed infrequently, almost never. Most 

banks, however, were small, local, and risky. Regulations limited branching. Most banks operated out of 

a single building in a single town. Few operated across towns. None operated locations across state lines. 

Local banks had difficulty diversifying lending, failed at high rates, and had difficulty helping clients at a 

distance. While it was possible for individuals from anywhere in the nation to deposit funds in a Wall 

Street bank with a broader reach, it was difficult and costly to do so, and therefore, seldom done. The large 

East coast insurance conglomerates operated differently. They had subsidiaries operating in every state 

and agents operating throughout the nation. The largest insurance conglomerates had agents in almost 

every county in the nation, and in many states, almost every town. Their agents canvassed most 
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neighborhoods and knocked on most doors in the nation. Life insurers, in other words, had the advantages 

of local presence and national scale (Callihan, 1930 p. 142). 

 Ordinary life policies had additional features that made them attractive investments, particularly 

in the early twentieth century, an era of rising estate taxes, and one that saw the introduction of income 

taxes. In 1885, New York began taxing transfers of property after death. By 1902, twenty-six states 

imposed estate taxes. By 1932, all but one state taxed a decedent’s estate. The Federal government 

established its modern estate tax in 1916 (Stalson 1942, p. 637-8). Life insurance benefits, however, were 

subject neither to the federal estate tax nor to estate taxes in most states (Jaqua 1951, p. 213-6; Stalson 

1942, pp. 637-8). Life insurance benefits were also not subject to federal and state income taxes. 

Investment returns withdrawn from insurance plans – particularly paid-up additions in excess of a plan’s 

initial parameters—were taxed as income, but the income was treated as a capital gain, taxed at a lower 

rate than ordinary income, and only taxed when withdrawn from the account. These tax advantages were 

particularly attractive to professionals with high incomes and substantial assets who benefitted from 

convenient and low-cost methods of minimizing taxes (Smith 1923, pp. 19-20, 39-42; Jaqua 1951, pp. 

141-2). 

 Lower-income households were attracted to other advantages. Life insurance plans avoided 

probate, the legal process that distributed the assets of a deceased individual’s estate. Probate was costly. 

The standard executor’s fee was 7% of the value of one’s estate. Probate could be slow. It took time for 

executors to catalog a decedent’s assets, offset them against debts, communicate with interested parties, 

process paperwork, and execute the will. If someone died with numerous creditors, the process could be 

slow while the executor verified the debts, determined their precedence, and settled disputes related to 

these claims. If someone died intestate (without a will), distribution of assets would depend upon state 

law. A probate that finished within a month would be quick. A probate that lasted six months to one year 
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would not be unusual. Disputes about probate could delay the distribution of assets for much longer 

periods. For contrast, life insurers processed claims for benefits without charge and as rapidly as proof of 

death could be verified. Beneficiaries could expect to receive the first payment within weeks if the insured 

died near their home, authorities recorded the death, and newspapers published either an obituary or details 

of funeral arrangements. Proceeds of life insurance policies became the property of the beneficiary after 

the insureds’ demise.  

 Life insurance payouts were also protected from creditors. The payouts were the property of the 

beneficiaries, who would receive the payouts despite the debts of the decedent. The payouts could not be 

seized by creditors to satisfy a dead person’s debts. The benefits, of course, were assignable, and a creditor 

could be a beneficiary. Heads of household might direct the proceeds of their policies to creditors so that 

they could borrow at lower interest rates and ensure that their survivors secured the benefits of borrowing 

after their demise (Dawson 1911, p. 151; Ensign 1923). Arrangements like this were often used for 

mortgages, for example, to ensure that a family could remain in a home if its breadwinner passed. This 

arrangement, it should be noted, was the choice of the insured. While they were alive, they could decide 

who would receive their benefits from their life insurance and whether creditors would be guaranteed all, 

some, or none of their funds (Ensign 1923) 

 A final advantage of life insurance policies was the ability to direct funds to particular parties or 

purposes after one’s demise. In this respect, life insurers operated like legal trusts, which may have been 

of particular value in an era where legal services were less widely accessible to low- and middle-income 

families. While the insured party lived, they retained access to the equity in their policies. After they 

perished, the funds remained with the life insurance company, who paid the funds to the parties and in the 

manner that the insured directed before their death. 
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6. Discussion 

  The financial industry expanded rapidly in the United States in the first four decades of the 

twentieth century. The demand for reliable retirement savings was acute at that time for many reasons. 

The shift in population from rural to urban areas left many men and women without the traditional fallback 

of the family farm, where the elderly would live with their extended families, and urban industrial workers 

found it difficult to hold demanding, high paying positions pas the age of 55 or 60 (Jaqua 1951, p 147). 

Men and women that migrated from the hinterland to large cities also often found themselves living far 

from their extended families who might have helped them in old age. The same was true of immigrants 

from overseas, and of Black Southerners during the Great Migration. In this new environment, households 

needed new ways to save. 

A unique American form of life insurance, the ordinary life contract issued by American legal 

reserve insurance corporations, helped fill this need, since it was well tuned to the economic environment 

of the time. Its returns were high, its risks were low, and it was easily accessible to households even at the 

low end of the socioeconomic spectrum. These and a range of other attractive features stood in contrast to 

those of other popular financial vehicles of the day. Accordingly, most ordinary Americans held much of 

their savings in ordinary life insurance policies. If these people retained their jobs and made their periodic 

payments, which most people did even during the depths of the Great Depression, the value of their 

policies rose rapidly relative to that of wealthier families, who invested a larger portion of their portfolios 

in stock, bonds, and housing. Far from being unprepared for retirement at the end of the Great Depression, 

the majority of heads of household in the United States had in place a retirement plan that covered 

contingencies including disability, early demise, and deflationary shocks. 
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Table 1: Mortality Tables for Men in the United States 
         

 
Age  American Experience Table  US Life Table 1939-41 

Policy 
Year 

Start of 
Interval 

End of 
Interval 

  
% of Men 

Alive at Age 
35 Surviving 

to Start of 
Interval  

Deaths per 
1,000 Men 

Alive at Start 
of Interval 

 
 

% of Men 
Alive at Age 
35 Surviving 

to Start of 
Interval  

Deaths per 
1,000 Men 

Alive at Start 
of Interval 

 
 

 
 

 
 

  
  

         

1 35 36 
 

100.0 8.9 
 

100.0 4.3 
2 36 37 

 
99.1 9.1 

 
99.6 4.6 

3 37 38  98.2 9.2  99.1 4.9 
4 38 39 

 
97.3 9.4 

 
98.6 5.2 

5 39 40  96.4 9.6  98.1 5.6 
         

6 40 41 
 

95.5 9.8 
 

97.6 6.0 
7 41 42  94.5 10.0  97.0 6.4 
8 42 43  93.6 10.3  96.4 6.9 
9 43 44  92.6 10.5  95.7 7.4 

10 44 49  91.6 56.7  95.0 46.0 
         

15 49 54  86.4 71.0  90.6 66.8 
20 54 59  80.3 96.2  84.6 96.1 
25 59 64  72.6 137.3  76.4 134.7 
30 64 69  62.6 201.8  66.2 187.4 
35 69 74  50.0 297.2  53.8 265.6 

         

40 74 79  35.1 419.9  39.5 378.0 
45 79 84  20.4 582.8  24.6 513.9 
50 84 89  8.5 798.4  11.9 653.6 
55 89 94  1.7 985.0  4.1 770.3 
60 94 96  0.0 1000.0  0.7 854.2 

                  

Notes: Deaths during interval equal the sum of all men dying at the starting age until the ending age minus one. Deaths for the 44 to 49 interval, 
for example, includes deaths of all men aged 44, 45, 46, 47, and 48. The column policy year indicates the year of an ordinary life policy that 
commences at age 35. This column is useful to compare mortality data in this table to data on returns in subsequent tables. 

Sources: American Experience data from Spectator (1884, pp. 107-9). US 1939-41 data from Greville (1947, Table 2, pp. 28-9). 
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Table 2: Return in % Per Year on Met Life’s Ordinary Life Policies 

Year 
of 

Policy 

Age at 
End of 
Year 

  Policy Maturing at Age 55   Policy Maturing at Age 85 

 
Return on 
Insurance 

 Return on Savings   
Return on 
Insurance 

 Return on Savings  

  Guaranteed 
Cash 
Value 

Guaranteed 
+ Dividends 

Guaranteed 
+ Dividends 
+ Term Ins. 

  Guaranteed 
Cash 
Value 

Guaranteed 
+ Dividends 

Guaranteed 
+ Dividends 
+ Term Ins.     

        

1 36  
    

2,220.00   -100.0 -100.0 -100.0  4445.5  -100.0 -100.0 -100.0 
2 37  334.1  -100.0 -100.0 -100.0  525.8  -100.0 -100.0 -100.0 
3 38  145.2  -20.0 -20.0 -5.0  218.0  -36.0 -36.0 -3.0 
4 39  84.7  -13.0 -12.0 0.5  126.6  -28.0 -28.0 0.8 
5 40  56.4  -9.0 -8.0 2.5  85.5  -23.0 -23.0 2.2 
              

6 41  40.5  -6.0 -5.0 3.3  62.7  -19.0 -18.0 2.8 
7 42  30.4  -5.0 -4.0 3.6  48.4  -17.0 -15.0 3.0 
8 43  23.5  -4.0 -3.0 3.6  38.7  -15.0 -13.0 3.0 
9 44  18.6  -3.0 -2.0 3.6  31.8  -13.0 -12.0 3.0 

10 45  14.9  -3.0 -1.0 3.5  26.6  -12.0 -10.0 2.9 
              

15 50  5.3  0.0 1.2 4.3  13.0  -7.0 -5.0 4.8 
20 55  1.4  1.3 2.7 4.7  7.3  -4.0 -1.8 5.3 
25 60  N/A  2.0 3.4 4.8  4.3  -2.0 -0.5 5.7 
30 65  N/A  2.4 3.7 4.9  2.6  -1.4 0.5 5.6 
35 70  N/A  2.5 3.9 4.9  1.4  -1.0 1.0 5.4 

              
40 75  N/A  2.7 4.1 4.9  0.6  -0.8 1.3 5.1 
45 80  N/A  2.8 4.2 4.9  0.0  -0.6 1.6 4.9 
50 85  N/A  2.9 4.3 5.0  0.0  -0.6 1.8 4.6 

                            

 
Source: Authors’ calculations based upon Met Life Policy from Flitcraft (1915 pp. 517-32) and formulas in the appendix. 
 
Notes: All returns stated in percent per annum from the initial day of the policy until the end of the policy year indicated in the table. 
Year of policy indicates number of years for which the policy has been in force. Age indicates age at the end of the policy year for an 
individual who purchased the policy at age 35. Return on insurance indicates the % return per year earned if the insured individual 
perished and their beneficiary received the policy’s face value on the last day of the policy year. Return on Savings – Guaranteed 
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Cash Value indicates the return earned from the policy’s guaranteed cash value. Guaranteed + Dividends indicates the return earned 
from the guaranteed cash value plus annual dividends of 1.5% paid on the policy’s cash value assuming the insured reinvested all 
dividends with the company. Guaranteed + Dividends + Term Insurance accounts for the value of insurance received in the years 
before the insured cashed their policy by adding the value of term insurance equivalent to the insurance provide by the policy. An 
appendix provides formulas for an additional details about the calculations of these returns. Returns are nominal and do not include 
adjustments for inflation. Returns calculated on the last day of the year. 
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Table 3: Dollar Value of Ordinary Life Policy and Five Alternative Investments 
 

End 
of 

Policy 
Year 

Ordinary Life Policy 
 

Alternative Investments 

Guaranteed 
Cash 
Value 

Guaranteed 
+ Dividends 

 

Value When Purchasing Term Insurance  Value Without Insurance 
 

Cash Demand Postal Time B&L  Cash Demand Postal Time B&L 
 

0.00% 1.50% 2.00% 3.00% 4.50%  0.00% 1.50% 2.00% 3.00% 4.50%                
                           

3 85.00 86.28  95.25 98.13 99.10 101.05 104.04  129.36 133.28 134.60 137.28 141.36 
5 168.14 172.66  161.54 168.87 171.38 176.50 184.43  215.60 225.50 228.89 235.80 246.51 
7 251.29 262.05  229.78 243.75 248.60 258.58 274.30  301.84 320.50 326.98 340.32 361.35 

10 376.00 402.25  335.77 364.08 374.09 395.01 428.81  431.20 468.42 481.60 509.15 553.71 
               

15 645.00 718.15  513.65 578.12 601.68 652.18 737.31  646.80 730.12 760.61 826.04 936.54 
20 1,000.00 1,157.15  716.75 835.05 879.68 977.81 1,150.46  862.38 1,012.03 1,068.64 1,193.39 1,413.59 
25 1,187.69 1,476.85  716.75 899.59 971.23 1,133.55 1,433.69  862.38 1,090.24 1,179.86 1,383.47 1,761.59 
30 1,410.60 1,884.88  716.75 969.11 1,072.32 1,314.10 1,786.63  862.38 1,174.50 1,302.66 1,603.82 2,195.26 
35 1,675.35 2,405.63  716.75 1,044.01 1,183.93 1,523.40 2,226.47  862.38 1,265.27 1,438.24 1,859.26 2,735.69 

               

40 1,989.79 3,070.27  716.75 1,124.69 1,307.15 1,766.04 2,774.59  862.38 1,363.06 1,587.94 2,155.39 3,409.17 
45 2,363.24 3,918.52  716.75 1,211.61 1,443.20 2,047.33 3,457.64  862.38 1,468.40 1,753.21 2,498.69 4,248.45 
50 2,806.79 5,001.14  716.75 1,305.25 1,593.41 2,373.41 4,308.85  862.38 1,581.88 1,935.69 2,896.67 5,294.34 

                
 
Source: Authors’ calculations based upon Met Life Policy from Flitcraft (1915 pp. 517-32) and formulas and data described in the 
appendix. 
 
Notes: Values calculated for Met Life’s ordinary life policy purchased at age 35 and maturing at age 55 with 20 annual premium 
payments of $43.12. The five alternative investments are cash, demand deposits in commercial banks, postal savings deposits, time 
deposits in commercial banks, and shares in building and loans. Average rates for these investments were about 0%, 1.5%, 2%, 3%, 
and 4.5%. Value without insurance is the sum of the ordinary life premiums with interest compounded annually at the rate for that 
alternative investment. Value when purchasing term insurance is the sum of the ordinary life premiums minus the premiums on term 
insurance necessary to purchase term-life protection equivalent to that offered by the ordinary life policy.  
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Figure 1: Metropolitan Life’s Ordinary Life Policy with $5,000 Face Value 

 

 

 

 

 

 

 

 

 

 

  

(b) Paid-Up Policy – Default Option After Lapse 

(c) Term Life Policy 

(d) Policy Loan 

(e) Surrender and Accept Cash Value 

(a) Initial Policy - $5,000 Face Value and Increasing Cash Value 
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Source: Flitcraft 1915 pp. 517-32. 
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Figure 2: Met Life’s Ordinary Policy Compared to Alternative Investments 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Source: See Table 3 
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Figure 3: Ordinary Life Value vs. Equity and Real Estate 

 

 

 

 

 

 

 

 

 
 
 

 

 

 

 

 

 

 

 

 

 

Source: Shiller (2025) and Table 3.  
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Appendix: Calculations of Insurance Values and Rates of Return 
 

Our calculations of insurance policies’ properties such as rates of return and accumulated values 
employ the following notation. The guaranteed cash value of an insurance policy at the end of year t is 𝑐𝑐𝑡𝑡. 
An individual’s policy would state the value of 𝑐𝑐𝑡𝑡 for every year. The sample policy documents on which 
we base our calculations contain tables indicating 𝑐𝑐𝑡𝑡 for a selection of years (e.g. years 1, 2, 3, 5, 7, 10, 
15, 20, 25, 30, 40, 50) for a wide variety of parameters. The value of 𝑐𝑐𝑡𝑡 varied depending upon the 
insured’s age at the onset of the policy and upon parameters such as the age at which or years after which 
the policy matured. We estimate values of 𝑐𝑐𝑡𝑡 that we do not observe by linear interpolation. For example, 
if 𝑐𝑐3 = 𝑎𝑎 and 𝑐𝑐5 = 𝑏𝑏, but we do not observe 𝑐𝑐4, then we estimate if 𝑐𝑐4 = (𝑎𝑎 + 𝑏𝑏)/2. In other words, if we 
observe the cash value at the end of year 3 and year 5, but not year 4, then we estimate year 4’s cash value 
as the average of years 3 and 5. 

A particularly important cash value, C, is the face value of the policy. C is the amount that the 
beneficiaries of the insured receive if the insured perishes before the policy matures. The policy matures 
at the end of the year when its guaranteed cash value, 𝑐𝑐𝑡𝑡, rises to be equal to its face value, C. We denote 
that year as m which stands for maturity. 

Insurance contracts permitted individuals to leave their funds invested at their insurance company 
after the policy matured. If they chose this option, their funds would earn a stipulated rate of return which 
we denote with the letter g. In the early twentieth century, the most common rate was 3.5% per annum. 
This rate was guaranteed by Met Life to all its policyholders and was the most common rate paid by 
American insurance companies. Individuals could leave C invested with their insurer and receive the 
interest as annual income, or they could reinvest their interest in the company, in which case the interest 
on their reinvestment would compound annually. 

The premium paid for an insurance policy is pt. Policy documents always clearly stated the 
premium, its due date, and the policy’s maturity date. The initial premium was paid on the day the policy 
came into force. Subsequent premiums were due on the anniversary of the policy’s inception. To simplify 
calculations, we assume individuals paid premiums on due dates. We ignore days of grace. We assume 
premiums were due annually. So, we assume premiums were paid on the first day of each policy year. 
Individuals could (as we explain in the text) choose to pay premiums at shorter intervals, such as quarterly 
or monthly. Our formulas could accommodate those choices by redefining the variable t so that it indexes 
intervals equal to the frequency of payment. In other words, if you wish to calculate values for premium 
due monthly, you would define t as the number of months since the policy came into force.   

We examine endowment and whole life policies for which the premium was constant until the 
policy matured. A policy matured at the end of the year when its cash value rose to equal its face value, 
which was the sum the insured’s beneficiaries received after the insured’s demise. After maturity, the 
policy’s premium dropped to zero, although an individual could continue to leave their funds invested 
with their insurance company and the policy’s cash value would continue to accumulate at the stipulated 
rate and earn dividends. Given our focus, we know that: 

𝑝𝑝1 = 𝑝𝑝2 = ⋯ = 𝑝𝑝𝑚𝑚 

where m indicates the year of maturity and pm is the last premium paid by the insured which was due on 
the initial day of the year after which the policy matured. We also know that: 

𝑝𝑝𝑚𝑚+1 = 𝑝𝑝𝑚𝑚+2 = ⋯ = 0 
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The premium due in all years after the policy matured was zero. 

Most insurance companies, particularly mutual insurers, paid dividends. Dividends were not 
guaranteed. Insurers could pay them and often did, but they did not have to pay them and would not pay 
them unless profits were substantial. Individuals purchasing insurance could choose whether they wanted 
the chance to earn dividends. In this case, they purchased policies known as participating plans. All the 
policies that we examine in this essay were participating plans, which were by far the most common 
policy purchased. Individuals who chose non-participating plans would not be eligible for dividends. 
Instead, their plans would have slightly lower premiums or slightly higher guaranteed values. The 
difference between the prices of participating and non-participating plans was in most cases too small to 
induce individuals to forgo the possibility of earning dividends.  

We do not know the exact formulas that companies used to determine dividends for particular 
plans. Those formulas do not appear to have been public and probably varied over time and across 
companies. All companies, however, released tables indicating dividends that they paid to plans of 
different types each year. The principal data providers collected these tables and published them along 
with corporate balance sheets and contract examples. We analyzed Met Life’s dividend payments detailed 
in Flitcraft. The data indicate that each year Met Life paid dividends equal to roughly 1.5% of policy 
reserves and that Met Life paid dividends equal to about 1.5% of the cash value of each policy. We 
therefore use 1.5% as our estimate of the dividend rate on Met Life policies. We indicate this value with 
the letter h. The dividends paid in year t on a policy, dt, were: 

𝑑𝑑𝑡𝑡 = ℎ ∗ 𝑐𝑐𝑡𝑡 

In other words, the dividends paid on an insurance policy at the end of year t were a percentage h of the 
policy’s cash value at the end of that year. 

 The body of the paper explained that individuals could choose what to do with their dividends. 
They could apply the dividend to their annual premium. This choice would reduce the cost of their 
insurance. They could invest the dividends in the company. The invested funds would earn the guaranteed 
interest, g, and dividends, h, compounded annually. The formulas below indicate these choices earned the 
same rate of return. Individuals could also use the dividends to purchase additional insurance. We do not 
calculate the rate of return on this choice, but we presume that individuals who chose this option believed 
it had a higher return than the other choices.  

 When comparing returns earned on insurance policies to returns earned on alternative assets, one 
must examine returns in two states of the world. One is when the insured survives and eventually receives 
the policy’s cash payout. The second is when the insured perishes, and their survivors receive the policy’s 
face value. An individual could equate returns in the second state of the world while investing in different 
assets in the first state. An individual could do this by investing part of the funds they would have spent 
on ordinary insurance premiums in an alternative, like postal savings, and protecting their beneficiaries by 
purchasing a term life insurance policy. Term life paid a specified sum to beneficiaries in case of the 
insured’s demise during a certain span of time (called the term), had no cash value, and paid nothing to 
beneficiaries or the insured if the insured survived past the end of the term. The Met Life documents that 
we analyze provide information on the cost of ten-year renewable term life policies, which they indicate 
were Met Life’s most popular and least costly term-life product. Term life could be bought with face 
values in the same increments, usually multiples of $1,000, as ordinary life. Purchasers of ten-year term 
paid 10 equal annual installments, with one due on the day the policy took effect and the next nine due 
annually on that date.  
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 Purchasing a ten-year term life policy for $1,000 would, however, provide more life insurance in 
most of those years than an ordinary life policy with the same face value. That is because the amount of 
insurance provided by an ordinary life policy diminishes as its cash value rises. The beneficiary of an 
ordinary life policy always receives its face value (in our example, $1,000). When the policy’s cash value 
is zero, then the insurance component of this payout is $1,000. When the policy’s cash value rises to 
$100, the beneficiary receives that amount plus $900 additional. When the policy’s cash value rises to 
$200, a beneficiary receives that amount plus $800. 

 We calculate premiums for a term life policy whose payout diminishes in sync with an ordinary 
life policy of the same initial face value by assuming the premium diminished in proportion to the 
insurance payout. We create, in other words, a synthetic term insurance product with a diminishing 
amount of insurance whose premium is the same per dollar of insurance as regular renewable term 
insurance. The table below provides an illustration of how this works. The table describes a simplified 
ordinary life policy maturing in seven years. Its face value is $1,000. For each year, the table indicates its 
cash value each year and the insurance benefit paid to the survivor (in addition to the cash value) should 
the insured perish. The table also indicates a series of renewable term policies of face value $1,000 that 
span those seven years. The first policy has a premium of ten dollars per year for three years. The second 
policy has a premium of $20 per year for three years. The increase in premiums reflects the typical 
increase in premium for renewable term insurance as individuals age. The third policy is a synthetic term 
policy whose insurance amount equals that of the ordinary life policy and whose premium for each dollar 
of insurance matches that of the term life for that year. The premium % column indicates the fraction of 
the original term premium that must be paid to get insurance equal to that of the ordinary life policy. We 
denote as 𝑙𝑙𝑡𝑡 the synthetic term premium in year t that provides the same protection as an ordinary life 
policy in that year but at the price of term insurance in that amount. 

 Given the above assumptions and notation, we can calculate the return earned on an ordinary life 
policy held to the end of year T, which we denote r𝑇𝑇 with the following formulas.  

(1) Return on guaranteed cash value at T if T ≤ 𝑚𝑚 

𝑐𝑐𝑇𝑇 = �𝑝𝑝𝑡𝑡

𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(2) Return on guaranteed value at T if T > m 

𝑐𝑐𝑇𝑇 = 𝐶𝐶(1 + 𝑔𝑔)𝑇𝑇−𝑚𝑚 = �𝑝𝑝𝑡𝑡

𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(3) Return on guaranteed cash plus reinvested dividends at T if T ≤ 𝑚𝑚 

𝑐𝑐𝑇𝑇 + ℎ� 𝑐𝑐𝑇𝑇−𝑧𝑧(1 + 𝑔𝑔 + ℎ)𝑧𝑧
𝑇𝑇−3

𝑧𝑧=0

= �𝑝𝑝𝑡𝑡

𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(4) Return on guaranteed cash plus reinvested dividends at T if T > 𝑚𝑚 

𝐶𝐶(1 + 𝑔𝑔 + ℎ)𝑇𝑇−𝑚𝑚 + ℎ � 𝑐𝑐𝑚𝑚−𝑧𝑧−1(1 + 𝑔𝑔 + ℎ)𝑇𝑇−𝑚𝑚+𝑧𝑧
𝑚𝑚−4

𝑧𝑧=0

= �𝑝𝑝𝑡𝑡

𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 
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(5) Return on guaranteed cash value at T if T ≤ 𝑚𝑚 assuming insurance valued at term price 

𝑐𝑐𝑇𝑇 = �(𝑝𝑝𝑡𝑡 − 𝑙𝑙𝑡𝑡)
𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(6) Return on guaranteed value at T if T > m assuming insurance valued at term price 

𝑐𝑐𝑇𝑇 = 𝐶𝐶(1 + 𝑔𝑔)𝑇𝑇−𝑚𝑚 = �(𝑝𝑝𝑡𝑡 − 𝑙𝑙𝑡𝑡)
𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(7) Return on guaranteed cash plus reinvested dividends at T if T ≤ 𝑚𝑚 assuming insurance valued at term 
price 

𝑐𝑐𝑇𝑇 + ℎ� 𝑐𝑐𝑇𝑇−𝑧𝑧(1 + 𝑔𝑔 + ℎ)𝑧𝑧
𝑇𝑇−3

𝑧𝑧=0

= �(𝑝𝑝𝑡𝑡 − 𝑙𝑙𝑡𝑡)
𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

(8) Return on guaranteed cash plus reinvested dividends at T if T > 𝑚𝑚 assuming insurance valued at term 
price 

𝐶𝐶(1 + 𝑔𝑔 + ℎ)𝑇𝑇−𝑚𝑚 + ℎ � 𝑐𝑐𝑚𝑚−𝑧𝑧−1(1 + 𝑔𝑔 + ℎ)𝑇𝑇−𝑚𝑚+𝑧𝑧
𝑚𝑚−4

𝑧𝑧=0

= �(𝑝𝑝𝑡𝑡 − 𝑙𝑙𝑡𝑡)
𝑇𝑇

𝑡𝑡=1

(1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

 For values of T greater than 3, most of these formulas are complicated polynomials of r. We solve 
them numerically. For each year (i.e. t), we enter values of the parameters (ct, pt, lt, C, g, h, and/or m as 
appropriate), calculate the value of the left-hand side of the equation, and then search for the lowest 
positive return, r, that equates the two sides of the equation. We report values of the rates of return to the 
nearest tenth or hundredth of a percent.  

 Similar formulas can be used to calculate the value, at, that would be attained at different points 
in time by investing the premiums in alternative assets such as cash, demand deposits, postal savings 
deposits, time deposits, or shares in building and loan associations. The return on those alternative assets 
is denoted j and assumed to be constant over time. 

(9) Value of alternative asset at time T. 

𝑎𝑎𝑇𝑇 = �𝑝𝑝𝑡𝑡

𝑇𝑇

𝑡𝑡=1

(1 + 𝑗𝑗)𝑇𝑇−𝑡𝑡+1 

This sequence yields the same value to the beneficiary regardless of the health of the insured individual. 
The value of an alternative asset that pays a beneficiary the face value of the insurance policy should the 
insured perish before the policy matures is as follows: 

(10) Value of alternative asset at time T after purchasing term insurance. 

𝑎𝑎𝑇𝑇 = �(𝑝𝑝𝑡𝑡 − 𝑙𝑙𝑡𝑡)
𝑇𝑇

𝑡𝑡=1

(1 + 𝑗𝑗)𝑇𝑇−𝑡𝑡+1 
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 Formulas (1) to (10) indicate the return received by insured individuals should they survive until 
the policy matures. The expected return on these policies depends upon the returns in two states of the 
world. One is the return should the individual outlive the policy. Two is the return should the individual 
perish and their beneficiaries receive the policy’s face value. The expected return to the insurance payout 
at time T equals 

(11)  𝐹𝐹 = ∑ 𝑝𝑝𝑡𝑡𝑇𝑇
𝑡𝑡=1 (1 + 𝑟𝑟𝑇𝑇)𝑇𝑇−𝑡𝑡+1 

Since F > ct for all t < m, we know that the 𝑟𝑟𝑡𝑡𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 > 𝑟𝑟𝑡𝑡𝐶𝐶𝐶𝐶𝐶𝐶ℎ 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 for all t < m. In other words, since a 
policy’s face value exceeds its cash value until the policy matures, the rate of return on a payout of the 
face value to beneficiaries exceeds the rate of return on the policy’s cash value. This relationship may be a 
small consolation. If you die young, your investment in insurance earns a higher return. 

 The expected return from an ordinary life policy at a point in time is the weighted average of the 
returns for the face value and cash value at that point in time. This relationship is indicated by the 
formula: 

(12) 𝑟𝑟𝑡𝑡
𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜𝑜 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 = 𝑑𝑑 ∗ 𝑟𝑟𝑡𝑡

𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉
+ (1 − 𝑑𝑑)𝑟𝑟𝑡𝑡𝐶𝐶𝐶𝐶𝐶𝐶ℎ 𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉𝑉 

The parameter d indicates the mortality rate that an individual believes they face in year t. We do not 
know individual’s beliefs about personal mortality rates. We can estimate them using mortality rates based 
upon Census data or vital statistics. Those figures, however, probably underestimate the mortality rates 
perceived by individuals purchasing life insurance, since individuals who thought they had little mortality 
risk would be less likely to purchase life insurance, while individuals who thought they had a higher 
mortality risk would be more likely to purchase life insurance. 

 Equation (12) indicates the expected return of an ordinary life insurance policy at a point in time. 
The ex-ante expected return from purchasing an ordinary life policy is the weighted average of the rates 
of return at all points in time. The weights for this calculation would be based upon individuals’ 
expectations at each point in time that they would either (a) perish or (b) surrender their policy and 
convert it to cash. A full calculation of the value of insurance would also assign values to the policy’s 
options and provisions. Individuals, for example, always had the option to stop paying their premium and 
convert their policy to paid-up term insurance. An individual would do this if they received bad health 
news, such as a cancer diagnosis or the onset of angina, which suggested they would perish before the 
policy matured. In this case, their beneficiaries would almost certainly receive the face value of their 
policy; they could maximize their return by ceasing to pay premiums and forgoing the potential cash 
value of their policy, which they would only be able to access if they survived. Individuals also had the 
option to borrow the cash value of their policy at a fixed interest rate (usually 5% or 6%) whenever they 
desired. Individuals would do this when they needed cash and could not borrow from other institutions at 
lower rates of interest. Data on individuals’ expectations about the probability of these contingencies does 
not exist. Lack of this information prevents us from estimating the ex-ante expected return on purchases 
of ordinary life. 

 We take data on rates of return on alternative investment from various sources. Data on rates of 
return on demand and time deposits of commercial banks comes from the Annual Reports of the 
Comptroller of the Currency. Mark Flood digitized this information and released it via the ICPSR. The 
citation is: 
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• Flood, Mark D. “United States Historical Data on Bank Market Structure, 1896-1955.” ICPSR - 
Interuniversity Consortium for Political and Social Research, 1998. 
https://doi.org/10.3886/ICPSR02393.v1. 

For different types of deposits, we calculated the average annual interest expense on deposits and rounded 
this number to the nearest 0.5%. Banker’s Magazine reports rates paid on deposits in savings banks. An 
article in November 1930 reports that the prevailing rate paid by savings banks in New York and other 
northeastern states to have been 4.5% during the 1920s. The rate was reduced to 4% in 1930 due to the 
declining rates earned on bonds and increased delinquencies in mortgage payments. Lower rates prevailed 
in other portions of the nation. Savings banks in Chicago paid a uniform rate of 4%. Savings banks in San 
Francisco paid 4.25%. Savings banks in Denver and Cincinnati paid 5%. We assume a 4.5% rate as 
representative of rates that prevailed throughout this era (Bankers Magazine, Volume 121, July to 
December 1930, p. 721).  

 
 

  

https://doi.org/10.3886/ICPSR02393.v1
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Appendix Table 1: Diminishing Premium Example 

 

 

 

 

  

  

 

 Ordinary Life  Term Life  Synthetic Term 
 Face 

$ 
Cash 

$ 
Insure  

$  
Face 

$ 
Premium 

$  
Face 

$ 
Premium 

% 
Premium 

$ 
1 1,000 0 1,000  1,000 10  1,000 10/10 10 
2 1,000 100 900  1,000 10  900 9/10 9 
3 1,000 400 600  1,000 10  600 6/10 6 
4 1,000 600 400  1,000 20  400 4/10 8 
5 1,000 800 200  1,000 20  200 2/10 4 
6 1,000 900 100  1,000 20  100 1/10 2 
7 1,000 1,000 0  1,000 20  0 0/10 0 
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