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ALl economic activit, in - Jrmandc economy btakes loce in an

o

acmosphere of wicertiinty. Uncertzinty of the future has o vitoelly
dlwoortint 2ifect upon the production wlans o) £ raors; bhecoiase of
uncertoint s these plans must be :ltered :nd Lhe use ol vesources 1s
likely to e lifferent, perhops less e Ticient, than vould be the cuse

in &

¢

stotle esconowmic system. Uncer®: inty imposes costs, either s

losses in assebs or in forzone income resulting from modifying
production lans to lecresse uncertointy. Cne tyse of uncertainbty,

mown s risk, is dnsur Hle. This stnldy 1s concerned with™ Lhe area of

o

insurable risks nd bLhe use of insurence to crotect = oodnst uncertainty,

This study has two bro~?! ohjie

]

tives. Tiie insur:ince conswuaption

patte:ns of « swuple of 220 Vermont farmers are nrlyzedl to jain an

Ky

-

understendin:g of the ownership of insurunce 2nd  {thitudes toward wn

lmowled e of insurance <rinciylosy wixy the  socloulon betlieen

insurance ownarship and certein economdic 2nd sociological variables

are invocslkisated.

RS

1)

Seceondl;r, current economic theorics perteining to insurance
consumnption «~re reviewed cnd criticslly evaluatzd in lijht of ths
empirical relcotionships. Insurcnce is not a uvroductive input in the
sensa Lhoet Jertiliser, labor, @and feoed are productive. he product of
insursnce is non-physicrl--a sense of security. Becausc of this,
insurance is ~nslyzed wdithin the constructs of consuapticn theory .

In order to s:iLisfoctorily e:plain the insuronce Durchnsces of

the formers surveyed, it 1ls necoessary to modi subst nbislly the



b Ias

recelved conswnption theory. Dveun t2 hasic @ ssumptions ol conswaption
theory——perlect knowlei-e, r iion:lity, wid individucd otility o od-
mlzsation—~21re open to cuestion, The interrsl Licoship bhebizen Cirm
wnd householi, and the interteipornl conflict ralsced by insurance
purchases residre 2 ra—evoluntion of currant bLteapbs to oo ly bhe

receivad Lhoory to insur nce omership. In order o Tull, c:zol i the

1

p~lies to the varchase o

r.a‘a
o

coinnplex dzeision mikin: orocess g
Ikinds or dnsursnczs, 1t 1ls necessory to hyvothesine . slmulincous
resolution of the wany crets of conflict HoTore ubilit s ovscisdestion
is achieved.

Most discussions of the applicition of utility bthcory to
insur-nce conswtction sinlze no listinctio-m among the 1ifforent linds of
insurance. Institabtioncl recuirsients, sociclosic .l “rctors, custom,
and asent cclbivity lay o very important p -t in the decision to
purcn>rse certzin kinds of insurance. In fact, the decision making
process as 1t 1s usunlly defined moy be entirely absent. Trese
exozenous factors may completzsly overrule econonmic consideraotious in
exxrlaining purcnuses of some kinds of insurance.

There is ool evidence that insurince conswirtion may be niore
closzly relatsd to incraases in income than to absolute level of
income——an spnlication of marcsinality orinciples. Althourh sufficient
data to determine demond elasticities for diferent kinds of insur-nce

are not avoilanle, there is =n indicotion thot demwend elisticities do

vary.



The level of knowlezd

s . - - 3~ - b S P TR - o
on Inswrance crincicsles ol Lihs Jorisnrs

surveyed leaves much to be desgired. Given the v-lues ol these f rmers,

more perlect knowled e of insurance principles would recult in a more

efficient coverage t lover cost. Few farmers have -~iven ony but

cursory attention to retirement plans or needs.

This stucdy, then, is a combinuation of 5 cquantitsztive statistical

analysis of the insursnce projrams of Vermont formers, nd a cusli-

tative znolysis of motivations ciffectin; these programs. It is an
attempt to preovide o benchmarlk for the use of those peorle counseling

with farmers on their insurance programs, and raises some questions

concernins currently asccepted theories pertainine to insurance

purchases.
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INTRODUCTICN



CHAPTER I
INTRODUCTION

To live and labor in uncertainty is the common lot of all men.
Life, health, wealth, and income are all exposed to innumerable,
unpredictable dangers. This is particularly true of the farmer, faced
as he is with the vagaries of weather, the fluctuations of the price
system, and the constant danger of accidents to himself, his family, or
his employees; to say nothing of the ever-present threat of an untimely
demise.

These uncertainties have costs, both economic and social. There
is no way of measuring the mental anguish suffered during long and
serious illnesses of a family member; nor is it much simpler to
determine the amount of forgone income resulting from management
decisions modified in the light of production uncertainty.

As a means of partially protecting himself and his family
against risk or uncertainty, the farmer utilizes formal or informal
insurance. For those risks where the probabilities of occurrence and
loss are known, he may use formal insurance. For those uncertainties
for which it is impossible to determine empirically or by a priori
deduction the probabilities of loss, he may use one of the informal
insurance strategies: diversification, discounting, increased flexi-

bility, or liquidity.



It has been said that pure risk--that which is insurable-—-need
have no impact on decision making and resource allocation.l This
would seem to be a misleading statement, since if risk-preference and
knowledge of probabilities of loss are less than perfect and vary among
individuals, then there is always the decision of whether or not to
insure and for how much. These are important decisions for the farm
manager, and in some cases the success of his farming operation or his
family's welfare may depend upon them. It is in the area of insurable

losses that this study will be concerned.

Reasons for making the study. This project was initiated in
part at the request of the Ohio Farm Bureau Insurance Companies-—now
Nationwide Mutual Insurance Companies. This organization, which has
been insuring Vermont farm families for many years, asked the Vermont
Agricultural Experiment Station to survey a group of farmers to obtain
data on insurance attitudes and coverage. In return for the survey
data the company agreed to underwrite a part of the cost.

Although formal insurance is, or should be, an important part
of most farm programs, little is known of the insurance programs of
farmers. Even less is known of attitudes toward insurance or of the
factors motivating insurance purchases. Little is known of the risk-
preference of farmers and its effect on consumption. And while infor-

mation on present consumption patterns is important in studying

lEarl Heady, Economics of Agricultural Production and Resource
Use (New York: Prentice-Hall, Inc., 1952), p. 442.




expenditures of the insurance dollar, far more important is a knowledge
of the motivating forces in insurance consumption, This is particular-
ly needed in view of the present emphasis on farm and home counseling.
This study then, is an attempt to investigate some of these areas of

imperfect knowledze.

Objectives. There are three broad objectives or areas of
inquiry. Because little was known regarding the insurance ownership of
Vermont farmers, the first need was to collect as complete data as
possible on insurance ownership of a repressnteative sample of farmers.,

The second phase is an attempt to consolidate and review the

arious areas of economic theory relevant to insurance consumption.
These theories will be critically appraised and any inadequacies of the
theory will be explored. If it is found that economic theory does not
by itself satisfactorily explain insurance conswimption, answers will be
sought in other areas.

The third phase of the study is concerned with farmers' retire-
ment plans and the effects of socizl security on these plans. With all
farmers now included in the social security vprogram, it is desirable to
know the likely effects of this program on insurance purchases, land

ownership, and ra2lated problems,

Mesthodology. Science is a continuing s=zarch for truthj; the

scientific method the wehicle for making the search. Scisnce cannot be
static, however, and the truths of today, as rcpresented by the system—

atized knowledge, the laws, principles, and thcories, are but stepping



stones to further truths, further theories. . Science progresses through
observation and experimentation; these are the bases of all definitions
of the scientific method.

The uwltimate objective of scilence is prediction--inferences
which can be made on future activities based on observations of present
or past relationshiﬁs. In scientific experimentation the investigator
formulates his ideas into an hypothesis; he follows a logical pattern
of thought and deduces that "If this act is performed, then this will
be the result." He then attempts to confirm or deny his hypothesis
through experimentation in the physical sciences and through obser-
vation in the social sciences, Because society will not usually permit
experiments on man, the social scientist must observe the results of
such variations as occur without his intervention and learn what he can
from them, disentangling as much as he can from the tangled skein of
cause and effect. He must generalize on the behavior of many from the
behavior of a few. By using the proper statistical techniques he can
do this, and, within the limits of his data, expect similar results to
be achieved by other social scientists.

When it comes to formulating theories in economics and the other
social sciences there is a unique problem. Because of the "free-will!
of human beings it becomes necessary to set up certain assumptions
regarding human behavior; if these assumptions are sound, the theories
upon which they are based can be used to predict economic actions. In
those theories which may be applicable to insurance consumption, two

common assumptions are rationality of action by the individual and



perfect knowledge, or at least sufficient knowledge for the individual
to be willing to act. In this study these assumptions will be criti-
cally examined in the light of the data obtained.

A large rart of this study is empirical; the collection and
classification of quantifiable data, guided by presently recognized
economic theories. However, while a major share of the study is con—
cerned with the statistical analysis of these empirical data, no small
part is a subjective analysis of qualitative observations, The in-
terpretation of attitudes and motivations, the determination of social
status and risk-preference, are areas where highly refined quantitative
analysis does not seem practicable. As a result, the analysis includes
a measure of the subjective interpretation of the interviews by the
writer.

This study, then, is a combination of a quantitative statistical
analysis of the insurance programs of Vermont farmers, and a quali-
tative analysis of motivations and other psychological factors affect-
ing these programs. It is guided and directed by currently recognized
insurance principles, but does not attempt a precise mathematical
verification of these theoretical concepts. In fact, it is more an
evaluation of those theories which aprly to insurance purchases.

Value judgments are doubtlessly made in this study. The writer
has attempted to identify any which are included; however, many have
probably been included without being specified. A study of this type
is particularly vulnerable to this difficulty. However, even the most

objective statistical research may also include value judgments, many



of which are hidden in the theoretical constructs or in the mathemati-

cal analysis.

The sample. Because of the complex nature of the problem and
the great amount of data needed, it was deemed desirable to make
personal interviews to obtain the necessary information. The popu-
lation from which the sample was drawn consisted of all rural house-
holds owning one or more units of livestock. All livestock other than
dairy was converted to a cow-equivalent basis., Poultry raisers were
considered to have one unit of livestock for every 100 hens or major
share thereof.

In Vermont, local town listers (assessors) are required by law
o submit annually to the State Commissioner of Agriculture a certified
list of 211 owners of livestock and poultry in their respective towns,
This list was used as the population from which the sample was drawn.
Because Vermont's agricultural economy is geared so firmly to the dairy
cow, farm size is most conveniently and meaningfully measured in cows
per farm. A stratified sample with five different size groups was
chosen: 1 to 11 cowsj; 12 to 19; 20 to 29; 30 to 39; and 4O cows or
more per farm., Two hundred farms were chosen as the sample size. It
was considered desirable to keep the number of farms per group
approximately equal rather than to choose randomly from the entire
population (Table 1, Appendix).

In an effort to get state-wide representation the farms were
chosen so as to assure at least one farm in each size sroup in all 14

counties in the state. The original sample was drawn by random numbers



with the intention of having at least 40O farms in each strata, or a
total of 200 farms. Actually, when the survey was completed, 220
usable records were taken, but the number of farms per group varied
from 35 to 56. Records were taken by five specially-trained inter-—
viewers. (The questionnaire is included in the appendix as Exhibit A.)

All data were machine tobulated. Commonly accepted statistical
tests of significance were run where epplicable. Unless otherwise
stated, all results were significant at the 95 percent confidence
level.

Because of the method of stratification used in picking the
sample, none of the results as listed for all farms in the sample
should be inferred to be representative for all farms in the state.
While it would be possible to weight the results, according to sample
proportions, and thereby get representative figures for the whole popu-
lation, this h2s not been done in the study. The data for each stratum
are, however, inferentially representative of all farms within that
stratum.

After preliminary analysis of the data lor the 220 farms, it was
decided to re-visit some of these farms to get further information.
Conseguently, 45 farms which exhibited certain desired characteristics
were purposely chosen for this survey. A comparison of specified
characteristics of these L5 farms with the original 220 farms is in-
cluded in Table 3, Appendix. These farms were visited during the late
fall of 1956, and the questions as shown in Exhibit B, Arpendix, were

asked of the farm operstors. Specifically, this data vertained to



knowledge of insurance and insurance wrinciples, risk-preference of
the operators, and retirement plans. Forly-one usable records were
obtained.

The remaining chapters of this study wresent the results of the
investication, In Chapter 2, those theorics havinsg relevance to
insurance consumption will be examined and an attempt mede to Jevelop
a coherent theoretical framework within which insurance purchases may
be examined. Chapter 3 is a discussion of the evolutionsary development
of Vermont's apricultural economy, and of certain sociological factors
which may affect farmers! decisions. In Chapter 4, the life insurance
programs of the farm families are discussed. Chapters 5 and 6 pertain
to casualty and health insurance programs respectively, while Chapter 7
is a discussion of retirement plans and social security. In Chapter &
the analysis is summarized znd conclusions drawn as to the value of

this rescarch and the need for further investigation.
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CHAPTER II
THEORETICAL CONCEPTS RBLEVANT TC INSURANCE PURCHASES

Heonomics as a discipline is concernsd with problems of choice.
Resources are scarce, man's wants almost insatiable, and the economic

problem becomes one of deciding which wants are to be sztisfied and how
scarce resources are to be allocated so as to maximize satisfactions of
the individual or the community. Selecting among scarce and competing

means requires decision making. It is with a limited phase of decision
making——nawely, that of using insurance in solving problems of risk and

‘uncertainty—that this thesis is concerned.

Since this is a study of insurance vrograms, one would normally
start with a discussion of insurance theory. However, there is no
complzte body of principles or concepts known as a theory of insurance.
In this study, when the term "insurunce theory" is used, it will refer

to those rinciples or concepbts borrowed from economic theories of

consuuipticon or production which, when properly modified, have relevance

to insurance consumption.

Theiggggiyggwecggqmic thecry is normally divided into two
general areas; production theory and consumption-theory. Unfortunately
these are not distinct, clgg?—ggyneptities. Nermally, producticn
theory is concerned with the firm, with the combination and uss of the
numerous factors of production (inputs) to maximize profits resulting

from the production and sale of goods and services. Consumption theory

deals with the combinations of goods and services which, when utilized
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by the consumer (household), will maximize satisfaction. The output of
the préduction process is a physical product or a service; the output
of the consumption process is measured by a psychological concept known
as utility. Despite the apparent distinction, it is often difficult to
determine if certain economic decisions concern production or con-—
sumption and the firm-household conflict is a real and troublesome
problem.

Static economic production theory provides a sebt of well—<defined
concepts and principles which determine what shall be produced, how
much shall be produced, and how it shall be produced. By making
certain assumptions, static theory describes a system which will
determine production, allocate resocurces to their most efficient use,
and return to all factors of production the value of their marginal
productivity. The received theory, then, will solve all problems of
choice, eliminating any need for management and decision making,
provided the basic assunptions apply. Of the many assumptions neces-—
sary for static theory to be operational, at least three have special
significance to this study. These are the assumptions of perfect
knowledgze of present and future events; that the zoal of the farm firm
is profit maximization, in the long run if not in the short run; and
that the individual will act rationally.

If perfect knowledge of the present and future is no longer
agsumed, the future becomes uncertsin and theories involving risk and
uncertainty are necessary. Those decisions made to eliminate or

alleviate the effects of risk and uncertainty involve forma2l and
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informal insurance schemes. But insurcrnce is not “Lrlctlj a prcduction

input, and this introduces the provlem of firm-honsehold conflicts. If

4

C)

there are conflicts between Lhe joals of the firm and those of the
household, rrofit mraximization :may no longer he assumed the o2l of the

=

rroduetion unit. Finally, when there are conflicting cosnls, rational
secomes more difficult, or 2t lenst economicully rational cetion
mey not always be the rule. The consemnences of relexincs thes

assumphions are fdiscussed below,

Rizlk

<

5. uncertzinty. While the loyman, and indeed many trained

Nl

\.

montlsts, tend to use rislt and uncertainty s;monymously, there is a
difference. To clarify what is to follow, cn “ttemolt will be made to
define tiie terns as bthey will be used in this study.

In zn insursnce sense, risk is often considered a chence of loss.
Fermers are orone to clz2ssify all outcomes which may le=a? to losses as
risks. Technically, hovrever, risk refors to outcomes wiiich are pre-
dictable in an actuarial sense. The outcome of a sinszle occurrence
nsed not be predictable. It is only necessary that the probsbility of
loss ¢on be estaklished for & lorse number of cases. These enoirical
probazpilitiszs can be established in two ways: & priori prooanility,
whiere the chances are knovm neforehand, s the chance of drawingz an ace
from a decls of 52 carls; or st tisticol probzoility, Haseld on ohserva—
tions fTrom a very laige number of cuases. Most insurance schemes are
basad on statistical probability. In order to estiblish probabilities
the sample must contain a large number of observations, the losses must

be repeated in the porulntion, and the losses must be independent and
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randomly distributed.< The ability to establish parameters of the
probability distribution for outcomes distinguishes risk elenents from
uncertainty elements. Thus, risks zre insurable but uncertainty is
not. Uncertainty is entirely of a subjective nature; it refers to
anticipations of the future held by the individual. Since uncertainty
is not insurable in an actuarial sense, the individual nust use
informal insurance schemes to protect himself,

Both risk and uncertainty have costs. The coéts of insurable
risks, such as protection of property from loss by fire, or net worth
from lizbility lawsulits, are measured by insurance premiuvms; the costs
of uncertainty;” are measured in terms of forgone incose resuvlting from
something other than the optimum allocation of resources which are
necessitated by adapting the firm's operation to protect against
uncertainty.

Because reaction by managers to risk and uncertainty involves
decision meking, and since uncertainty is a function of the state of
knowledge concerning future events, a brief discussion of knéwledge

situations follows.

Knowledge situations znd decision making. When Frank Knight3

started to modify classical static econcrile theory by introducing

2Ibid., p. 443.

3Frank E. Knight, Risk, Uncertainty, and Profit (London: School
of Beconomics and Political Science, 1937), Reprint No. 16.
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irmperfect knowledge of the future, the door was opened to a study of
the managerial function.

Managerial theory has advanced extensively since Knizsht classi-
fied the degrees of knowledge held by managers as verfect knowledge or
certainty, risk, and uncertainty. Knizht defined the perfect knowledge
situation as that commonly assumed by static theorists in which manag—
ers have no risk-bearing to perform; in fact there is no need for
management; According to Knight's risk situation, the probsbilities of
errors in perception and inference are known and the costs of bearing
risks can be computed and incorporated into insurance schemes thereby
eliminating this kind of risk-bearing as a task for menagement., This
left only uncertainty as a place where management was needed.

Current thinlking/t would indicate that Knight's theory was incom-

plete in several respects. Firstz he distinguished between risk and

i i
TR

uncertalntv on the ggx&al&staa«ob@ggﬁ;ye ousm3$of whether or not it is

T i e

possible to comDute probability errors, rather than on the more

MRS

realistic subjective basis of whether or not there is sufficient
information at hand for action. Secondly, he failed to distinguish
situations in which the manager tries to learn, does not try to learn,
or is prevented from learning; and thirdly, his classification depends
on inductive methods, althourh managers act deductively as well as

inductively.

'hGlenn L Johﬁson, Managerial Concepts for Agriculturists
(Kentucky Ixperiment Station Bulletin 619, 1954).
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It is possible to distinguish several different knowledve situ-
ations in which managers find themselves.” These are: (1) Subjective
certainty; perfect knowledge or the conviction that knowledge is
perfect encucsh to act as though it were perfect. (2) Subjective
uncertainty or imperfect knowledge. Sub-divisions are: (a) risk-
action, (b) learning, (c) inaction, and (d) forced action.

In the subjective certainty situation the managzer feels that he
has essentially perfect knowledge, or that the probavilities of error
are definitely known. If the manager feeis that his present knowledge
is good enocugh for him to take either positive or negative action, and
that the utility or value of further learning is worth less than its
cost, he is in the risk-action situation. In the learning situation, a
manager feels that the amount of knowledge at hand is not sufficient to
act and that the value of acquiring more information is worth more than
its cost, so that decision is postponed for further study. If the
manager in the learning situation finds that exogenous circumstances
force him to act before he has the desired amount of knowledge, this is
a forced-action situation. An inaction situation is one in whiech what
is known is insufficient for positive action, but the value of what
would be learned would be worth less than its cost.

When a manager is in a learning situation with regard to a
particular problem, flexibility or licuidity become important. If the

maintenance of increased flexibility or licuidity results in something

>Thbid.
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less than an optimum combination of resocurces, the cost to the farm
firm is in the form of opportunity costs measured by this decreased
income. The value of flexibility or liquidity must be weighed against
its cost in determining the optimum organization of the business.
Other types of informal insurance include discounting, diversification,
and internal credit rationing.

The ideal solution to decision making in the 1izht of undesira-
ble chance phenomena is to reduce the probability of occurrence of the
event to zeroj; for desirable chance phenomena, the ideal solutlion would
be to attempt to increase the probability of occurrence to one.

Farmers use technology, enterprise seiection, and group action to
reduce thie probability of occurrence of undesiraible chance phenomena.
Reduction of this probability requires knowledge of the cause and
methods of eliminating it. Often this knowledgze too is imperfect,
particularly as to the latter. Because individual action to control

or reduce thne probability of undesirable chance phenomena is often
inadeguate, group action, including commercial insurance, is resorted to.

Decision mmaking aoplied to insurance purchases assumes that the
individual is in a subjective certainvy or risk-action learning situ-
ation and the purchase of the insurance is the resulti of the positive
operation of the decision making process. It assumes that he has
perfect knowledge of the parameters of the probability distribution,
that he is familiar with all of the possible alternatives, or that he
has sufficient knowledge that the cost of further knowledge is greater

than its utility. Therefore, the purchase of the insurance is a
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voluntary 2nd reasoned zction. The writer feels that many times the
manager is in & learning or inaction siturtion and the purchase of
insurance is a result of forced-action caused by institutional require-
ments beyond his control. The implications of this situation may be
far different thsn for insurance purchased through the voluntary appli-

cation of the decision making process.

Basic consumption theory. Insurance is not = productive input
in the sense that fertilizer, lobor, and {e=d are productive. The
productivity of insurance is not weasursd in pounds of millr or bushels
of grain &s is the productivity of other facbtors of production. As
will be discussed in greater detail below, the vroduct of insurance is
measured in non-physical terms, in o sense of security or satisvTaction.
In this respect, insurance might better be cunsidered a consumer good,
and anzlyzed in the lisht of receivad consumption theory.

The household may be likened Lo a firm in certain respects. It
buys inputs and transforms them into a final product which in this case
is psychological rather than rhysical, This preoduct has veen called
utility or, by some, satisfaction.

A basic stumbling block to the development of an operational
consunption theory has been the measurement of utility. Froduction
theory measures the output in physicsl units or dollars, Consumption
theory must measure psychological units known as utility. Goods are
considered on the basis of their ubility to satisfy human wants, Until

recantly, utility analysis has been only slishtly modifisd from the
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philosophy of Bentham6 who held that certain actions produced pzin,
other actions pleasure. Pain yielded disutility, pleasure ubtility, and
man will choose that line of action which will maximize utility. VWhile
Bentham considered utility in a moral sense &s a culde to behavior,
politicél economists soon siezed on the concept as a means of measuring
consumer satisfaction in an economic sense.

Many attempts, for the most part unsatisfactory, have been made
to measure utility. In the 1930's, the indifference technique was
developed which did not imply measur:zble utility. However, whether or
not it can be measured (and it is beyond the scope of this thesis to
review all of the literature concerned with the measurement of utility)
the only definite bheory of consumer behavior which commands respect
requires that some entity be maximized.

Fundsmentally then, utility analysis assumes that each good
consumed yields a certain amount of satisfaction to the individual
conswning it. It further assumes that repeated consumption of the
same good, holding the consumption of other goods constant, eventually
yields diminishing total utility. The individual is assumed capable of
allocating his income dollar among all consumer goods so that total
utility will be maximized. And while the individual has not generally
been assumed to know how much he prefers steak to liver, milk to beer,
or an insured position to an uninsured one, he is assumed to be able to

indicate a preference one for the other.

6Jeremy Bentham, Introduction to the Principles of Morals and
Legislation (Oxford: (Clarendon Press, 1789).
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Utility theory then, provides a general description of consumer
behavior. Using maximizing principles, it attempts to explain the
processes involved in decision making as it applies to consumer goods.
Like production theory, it has shortcomings; among them the assumption
that the consumer will always attempt to maximize utility, its inade-
quacies in dealing with changing values, and its difficulty in dealing
with problems involving collective action. Finally, unlike production
theory, utility theory until the present has been nonoperational, in
that measurement of utili£y has been impossible and interpersonal
comparisons could not be made., Perhars the work on the utility of
money of Von Neumann and Morgenstern,7 Friedman and Savage,B and others
discussed later will provide a bhreakthrough of this important barrier.
As yet however, this work appears to be highly inconclusive, and while
it may be valusble in clarifying certain actions of individuals, its

predictive value is questionable.

A note on rationality and economic behavior. Much of insurance

theory, indeed, much economic theory is based on the assumption of
rational behavior., Just what is this concept which has such a powerful

hold on the theorists? Von Neumann and Morgenstern9 state that "there

7John Von Neumann and Os ar Morgenstern, Theory of Games and
Economic Behavior (Princeton, New Jersey: PFPrinceton University Press,

19hLy) .

8hilton Friedman and L. J. Savage, The Utility Analysis of
Choices Involving Risk (Journal of FPolitical Economy, Volume 567:

Non Newnann and Morgenstern, op. cit., p. 9.
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exists, at present, no satisfactory treatment of the question of
rational behavior.” But in this sense, the two authors are probably
discussing ends rather than means. Normally, to the theorist, ration-
ality is measured in terms of means of achieving an end, rather than
of the end itself. Given the goal, the rational individual is assumed
to be the one who will choose that course of action which results in
the most efficient use of all resources employed in achieving this goal.
Thds, if 31,000 worth of protection can be afforded by the expenditure
of 310, the rational individucl will not spend $20 for this protection.
This a&ssumes, of course, that the individusl has complete knowledge of
all alternatives.

It is when one tries to judge rationality by applying it to ends
that the :reoatest difficulty arises, In this case, one asswues that in
all actions involving making nnd spending money, peonle are driven
toward a definite gozal, the attuinment of the grestest vossible amount
of satisfiction, It is assumed that, in hedonistic terms, certain
actilions of man result in pleasure. AlLl possible -wctions cun be scaled
as Lo tle intensity of pleasurs. The rationcl, economic nan is oictured
as weipghing possible alternatives in the light of their respective
pleasure-giving powers, and selecting that zlternative or course of
action which maximizes pleasure. This is the foundation of utility
snalysis, end the rational individual is pictured as one who seeks to

y

maximize utility; i.e., pleasure, Since 1l economic =cods have utility

and value, monetary measures are normally used to determine utilities.

Howvever, who is to say that the desired ends are robional or irrational?
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Rational behavior does not necessarily imply normality; irrationality
sbnormality. In fact, what may be perfectly normal behavior to one
person may seem entirely irrational to others. As an example, surveys
have shovn that certain consumecrs will buy articles on credit, paying
relatively high interest rates, while 2t the same time having suf-
ficlent sovings invested at low interest to nay cush for the article.
From 2n economic means standpoint, this would seem irraitional. However,
certsin individuals may find it difficult to save and be willing to pay
the interest iremiwn from installment buying-—-a me:ans of forced
savings—-in preference Lo withdraowing present savings viiich would be
painful for them to replace voluntarily.

This would seem to imply that rational bechevior, =2s apnlied to
gozls, is largely subjectively determined. To paraphrsse -n old saying,
"palionzl is as rstional does,!

Just how realistic is this assumption of rational hehsvior, this
concept of economic man 25 a human calculator, nechanic:lly assigning
vbilities to all economic goods and services and allociting o given
inconme unarrinzly among those zoods and services which morimize some
kind of psychic return or satisfaoction? COne erminent economist has
stated, "Hwizn behevior.....is not under the constant and detsiled
guidance of careful -nd reccurate hedonistic cclenlations, but is the
product of an unstable -nd unration:l complex of refl=< actions

impulsecs, instincts, habits, casbtoms, foshions, ~nd mob hysterin.”lo

105.cob Viaor, Jowrncl of Politicel Zconomy, Volume 33 (1925),
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The cuestion of rabtionality is importreat to Jzelsion wmakine,
If men is assumed Lo 2e rotionsl, in o wtility-madrizing sense, then
decision makineg is merely the corsful weizhineg of Lltzrn~tives and the
choice of bthe slbern:tive vhich i for’s the sra tosh s bis® ~hion.,

However, it 1is swre lili2ly that there ~ve nany wohives otber than the

mascimization of sorisfoction irvolved in dzeision makin~., Sows of

idden ~nd ldlﬁﬂwjoj‘ to detect. Indsed, as Krtona

86 bes, "Multiplicity of motives, some reinorcins one another and some

conflicting with one another, is mnch nore comron. Ll
The above discussion is b sed on a sampline of exryressions by
economists on the assumption of rotioncl ~ction, It is essential in

assumning renlonalivy bo make the assumrtion »f r i tiontl weans rather

9]

than ends. Thz Jdzt - riinebtion of whether =« oiven —oal or v olue ]
rotiornel, ie., plausidle :nd non-conflicting with other —o~ls, is 5

subjz2ctive one, and rrobably connot be fested in the cricibhle of

zoonuide thseisyr,  Hovever, :iven the foals or ends, 1t is dessirsble ho

zssume thal bhe methods of achleving these ends be rotionsl. Thus, it
is cors on o ossume retionsdl beh wior In this sensc. A slthougsh din

an gx ante sense all individuals are ~ssuned to act rationally, a

eful scrubiny of these achions, ex post, may alse throw some doubt

Q

~

on this wsswrition, Despite these shortcomings, to allow & snecific
theory to have general applicotion the assumption of rationality in

<>

Lils sense st be made.

lGeorﬁe Kotonr, Esycholocical sdnelysis of Economic Bzhrvior

(New York: DMcGrea W"HLll 1951), o. 71.
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Insurance principles. Insurance is a device for risl-charing.

It is b.sed on the willinrness of individu-ls to r.ccept a small certain
loss each yesr rather than tole o chance on incurring a very lerge loss
at some unpredictable time in the future. Under insvrsnce plens, esch
individual contributes enough money in the form of vremivms to create

a fund large enough to replace 211 losses of the grour which are due to
chance occurrence. In addition, the contributions must also be large
enough to cover administrative costs of the insurance sroup, less any
earnings from investments. In order for sms inswr. iice nlen Lo be
successful, there must be knowledze of the incidence of losses and the
size of losses. The probability of occurrence of losses must also be
known. Although no single individual can predict when he will en-
counter 2 loss due to chance events, it is »nossible to »redict by

probsbility theory the total losses for a given time period of a large

3
group of individuals.
It is safe to assume that no one insures to nake money, at least

it would not be considered rstional to do so. Since this is true, what
is in the nsycholozical make-uov of an individual which cuouses him to
insure? Basically, a very important motivation in insursnce con-—
sumption is & desire for security; the security which comes from the
certainty afforded by the insurance plan. This is o subjective factor
and is difficult to meosure quantitatively. On the other hand, chince-

taking reflects 2 tendency to gamble, which is the antithesis of

T
o

security-secking. It is nolt necessary to use formal canmoling to

»

illustrate these conbrasting ideas, even though 1t is customrry to do



23

soc. Certainly farmers often enzs~e in long-chance schemes which are
analogous to formal gambling in many respects. How c2n a rational
individual express or exhibit a strong desire for secnrity on the one

hand and £t Lhe same time »e toking long chances for ~2in? For

example, consider the farmer vho sives up the relatiwrsly

< i

N

posibion of dairy farming on a completely owvmed, sdecunte farm to
invest large swas of borrowed cepital to pwchase enother furm, or
enzege in a Jdiffzrent, more risky trpe of forming. It is svident that
farvmers lo 2ct in this way. The apprrent inconsistency would seem to
come from looking abt security-s ckine and chance-taking us separate and
unrel.ted values,

Feople who have .ssets and <irning onoirer ire motlivited to main-
tain them 1n the presence of risk and uncerteinty. As a means of main-
Luining these asssts, they use formal snd informal insurance, In order
to reach these decisilons, an individuol must cbltoch utilities to the
voriocus income positions. For example, a person who insures attaches
greater utility to the smaller certain income resulbting from the
insured position than he altachzs to an uninsured position either
before or after a loss. The ordinel placing or rating of utilities has
been recoznized as a legitimate technique in economic analysis for many
years. In postuleating a theory of insurance, Friedman and Snvagelg

argue that this ability to choose between an insured ¢nd an uninsured

position implies also an ability to meassure utility cardinally. The

leriedman and Savage, loc. cit.
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person must know how much he prefers the insured position over present
income or present income less the loss. Unless the individual lnows
how much, he cannot weigh the two risk incomes together and compare the
resultant average with the income assured by the insursnce company.

To illustrate the Friedman-Savoge hypothesis, consider the
individual who takes out an accident insurance policy. Before insuring,
this person runs some chance of huving a disabling nceident, and some
chance of never having an cecident., If he does not insure, he will
either maintain his present income (Il)S or, should he have an accident
and become disabled, he will in all likelihoond have some lower income
(12). If he insures, his income (I) will be reduced by the amount of
the insurance premium, but it will be a cert:in income. In order for
this individual to insure, according to the Friedman-Savage hypothesis,
this income (I¥) must have a hizher utility (»e worth more) to him than
(E), the average of his present incomne (Il) and his future income (12)
weizhted according to their probabilities. In order for this to be so,
losses must become increasingly important as they increase in size.
This cun be illustrated by Figure 1, where (I7) is the uninsured income
position with no loss, (12) the uninsured income position if loss
occurs, (I%) the insured income position, and (I) the average of I and
12 weighted zccording to theilr probabilities. The line (uwu) indicates
tne utilities derived from the different income positions. The utility
of each incone except (I) is measured from the axis to the (uu) curve.
Since (f) is the averzge of two income positions, it is measured along

the straight line connecting (Iy) and (I5).
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If the utility of (I") is greater than the utility of (I), a
person insures. However, the utility of (I*) cannot be grezter than
the utility of (I) if utility fails to fall at an increasing rate to
the left of (I), or, what is the same thing, losses must increase in
importance at an increasing rate as they increase in size. Thus,

increasing marginal disutility of losses is a prerequisite to insuring.

Uti}ity
R~ U
s ?u(I_—L)
u
- & U » Incoine
12 I I Il

FIGURE 1
HYPOTHETICAL UTILITY FUNCTION FOR INDIVIDUAL
WITH A PREFERLNCY FOR SECURITY
The theory would seem to agree with the commonly accepted

insurance vrinciple of iInsuring against the major losses. Apparently,
people who zre adjusted to a certain income-producing power fear the
loss of that power. Small losses appear to be much less important
proportion~tely than lerge losses. If, however, the possible loss is
sufficient to bring about a change in social stutus, insuwraznce becomes

especially important,
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The same theory cen be used to explain chsnce-t-king at unfavor-
able odds. Two kinds of chance-taking exist, formal chance-taking or
gombling, =nd inforial stratesies involved in the everyday omeration of
the form. Both cre similar, in that a gerson exchanges a certainty
situation for an uncertain one involving ths possibilities of gain or
loss. In thris cuse, as with insurance, the averase income of the loss
and gain situation is usually smoller than would be the income if no
chance were taken. In Figure 2, (Il) is the income if loss occurs,

(I ) the income if there is a gain from the chance-btaking, (T¥) is the
income before taking the chance, (I) agzin the nveraze of (Iy) and (Io)

weilghted zccording te their probabilities of gain or loss.

tility
A
>u(12)
u u(IN)
— —~ —
Iy i I,
FIGURE 2

HYPOTHETICAL UTILITY FUNCTION FCR INDIVIDUAL
WITH A PREFERENCE FOR RISK

In this casc, before gambling the person has an income desig-

nated as (I¥). By chance-taking he runs a chance of zetting a smaller
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income (I7) (losing the samble) and a chance of getting a larger income
(Io). 1In this case if the utility of the averapge income u(T) is
greater than the utility of the certain income u(I”), the chance is
taken. If the utility of the goin is sufficiently larze u(I) can bho
greater than u(I’). This implies thal the ulility or w.lue of gains in
income-prolucing ability or income nwust increcse ot an increasing rate;
income producing ability has increasing mergzinel utility for people who
take chances at unfavorable odds. If the utility gained from szanbling
is so great that bhe individual zembles to the exbent of depriving his
frily of their basic needs or endansers his asset structure, it can be

considered psthological.

o

This theory is in marked contrast to the views of Mershalll® and
others that no rotional individual would eng.ze in even a fair gamble,
To one who believed in the diminishing merginal utility of money, it
was inconceiveble thot ¢ rabionzl individual would sambls one dollar
for the even chance of winning & dollar, since the utility of a dollar
lost wuzs alweys greater than the utility of a dollar goined. Gamblers,
even at Tair odds, were considered to have a psycholegical quirk in
~their natures,

According to friedman and Savege, in order for 2 person to both
insure and take chances a unicue shape must be assumed for the indi-

vidualt's utility function. This function, as illustrated in Figure 2,

must have increazsing marginal disutility FJor losses, and increasing

lBAlfred Marshall, Principles of Economics (London: Macmillan
and Co., 1920),
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marginal utility for gains, Thus, asswning present income as illus—

trated, Lhe individual would willingly insure reainst large losses and

.

gamble to get large gains, This utility function, slopal <s it is

sround prescnt Iincome will a2llow the indivicduzl to zimble for small

stakes at {sir odds, but not at unfair odds. Tt =1lows him to taks

long chances for big gains and insure op=inst m

Ce

A

or loss=s, but refuse
to talke smull chinces or enter into petty insur:nce schemes., It might
atso be usad in & soclo=-economic sense.  sAn individual wey willingly
take a large gamble abt quite unfavor=ble odds, as indiccted by the
utility function, if by winning he were Lo move into a hi~her socio-
econonic cliuss.

"den will and do toke greal risks bto distinguish them-

: . . /
selves aven wren they know what the risks .re nlh
Utility
4 Present

— Income

FIGURE 3

TYPICAL 3HAPE OF INDIVIDUAL'S UTILITY FUNCTION

Yiprs eqmen ond Sevaze, loc. cib.
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Are individuals actually cognizant of their hypothetical utility
functions and with the odds concerned? The hypothesis does notlassert
that they are. What it does assert is that individuals =2ct 2s if they
caleulated and composed expected ubilities and 2s il they knew bhe
odds. There may be reason to believe that by thisz hyuothesis the
actions of individuals can be pradicted,

Of course not 211 individnals would he expected to have the
characteristically kinked utility function. Some individuals are
chronic

acblers, and their utility function vould be as illustrated in

e
[

Figure 2, poge 26; while other people are exceptionally caoutious .nd
vould be os in Figure 1, page 25. However, the Friedman~Savage
hypothesis cuan rotionally explain how farmers cain pay unfair odds to
an insurance company for protection while simultaneously purchase land

at whzt would seam to be poor odds in orider to chiange the sczle of

.
operations.

Therefore, it would appear that indiviiuals are willing %o
insure if their income utility nfter paying the insurance premiums is
greater then the averzage utility of the income they would receive if
they Tzced the chance cevent z2ccording to its probsability of occurrence.
The individual will theoreticoally insure until the utility of his next
doll:zr spent for insurance prerilwns is e u2l e bhe utility of that
dollar spent Tor other uses.

The analyslis Jsscribed above would avpe:ar to make two contri-
butions to this discussion. In the first place, it presents a methodo-

lozical procedure for the mathem=tical cardinal messurement of utility
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which, 1f sound ond uszitle, is o step forward in making utility analy-
sis operationzl. Secondly, it presents a conceptually logical erpla-
nation of thoe makeup of that sortion of the individusl's uhbility

function which pertains to risk and uncertainty-. It offers a method

of explansbion of how an individual con rationally gamble and insure,
and indicabes that mansgers need have neither a praeference for security
in order to insure nor a preference for combling in order to take long
Vchances.

This fraomework has been tu cen by Johnsont? and adapted Lo many
of the dscisions confronting farm managers. It has served =zs a frame
of reference for Johnson and colleagues in setting up a research
project to measure the ubtility of wealth of farmers. This research is
part of the Interstote Manazerial Study of the North Contrsl Resion
Farm Management Research Committee, and is reported by leuer.lé The
technicue enployed was cne of nresenting a series of hypothetical
insurance znd garbling plans to the farmers involving dilferent costs
and different ssins or losses, Odds were calculated eas fair, more than
fair, and unfair. Reactions of Individu:ls to these hypothetical

schemes wore aggregated and relstive utility indifference functions

were developed. Reactions to the various losses and gains situations

l5Glenn Johnson, Proceedings of Research Conference on Risk and
Uncertainty in Agriculture, Great Plain Council Fublicabion No, 11
(Foarzo, North Dakota: North Dakota Agricultural Experiment Station,
Bulletin No. 420, 1955).

16&1bert Halter, Measuring Ut¢llty of “Wealth Among Farm Managers,
unpublished Ph,D. th851s submitted to the uolleoe of Adwvanced Graduate
Studies (Bast Lensing: Michigan State University, 1956).
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were then associated with certain cconomic and sociological factors, as
age, education, income, net worth, and type of ferming. A critical
analysis of this vork would suggest Lhat the technique is promising but
inconclusive,

The above discussion summarizes some of the main points in
commonly accepted theories pertaining to an individusl's recctions to
risk and uncertainty. They are based on certain definite assumptions
which are import:=nt to this analysis. In the first place, these
theories assume thot the individual's actions in 2ll malters pertzining
To chéice among alternatives will be directed toward mardmizing utility.
Secondly, they assume that utility is measurable, if not cardinally, at
least in an ordinal sense., Finally, in line with the first assuwnption,

rationality of actlon is assumed.

The firm-household conflict. There is one characteristic of the

agricultural sector of the economy which nakes it quite unicue, This
is the interdependence between the farm firm——the producing unit--and
the household. On the family type ovner-opercted furms so comnon in
the United States, the distinction between firm and household is usual-~
1y difricult if not impossible to make, The farm is a complete eco-
nomic unit in itself., Zach member of the farm family mey share in the
labor recuired and in many cases in the management decisions. Hach, in
a sense, contributes capital to the enterprise. Firm and household
occupy one locetion. Because of this interdependence, the normal

assumption of short run profit maximization as the motivating force

directing the acbivities of the firm mist bz relaxed. It no longer is
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possible to consider consumer decisions in the light of consunption theory
alone, nor production decisions by production theory. Decisions
reached are likely to be a compromise betwean firm values ond household

values. Unier this system decision making con becoms = rove difficilt

task.

Tenporel considerations. Another 2rez of conflizt which is

closel,r related to the problem of [irm=household rel-ticnshins is thot
heving to do with the portions of Lhe income flow to he 2llocotad
between current consurtion and Tubure conswapbion., The problem
becomes one of allocating resources so =s Lo modmize utility over
time. This is porticulsrly import-nt in insurcnce theory. In some
respects, Insurance cun be looked upon ¢s a mesns of sicrificing
present incose in order to assure h vins a gusrenteed Tature income.

L

opes of

(=0

This is true in the czse of fire insar:nce or cther
casualty insurince und probebly for 1ife insursnce as wall. Thus, in

tolking out life insurance on his own life, the form operalor recognizes

¢]

the interdependence of {irm and housechold and the needs of the firm and
household in the event of his death.

To illustrate the tenroral wroblem, one micht, therefore,
present the ntility maximization orobl-m throush use of 2 modified
intertemporal ind3f7ercnce curve technique vhich resolves these con-
flicts betroen present ~nd future use of income, This is illustrited
schemmtl691ly by Figore 4, in which the linecy Tunciions Ii1q, Inin,

N

J215, and I,71, represont Jdifferent income armoenditure levels divided
343> Il

between present expenditure and future expenditure, Indifference
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curves T1Ty, TyTp, and T3T3 represent. three different preference levels
between present oni Miture consumption. Thus, at a ver: low income
level, such n2s I;Iy, 21l income is needed to m2et vresent consumotion
subsistence nz2eds mnd the point of tongency betieen the indifference
curve T9Ty 2nd income possibilitiss curve I11,, is
sumption axis.

Present

Income and
Consumptiont

1y,

i3

.
-

Future Inco:e
and Consumytion

FIGURE 4
INTERTHEMPORAL INDIFFERTENCE CURVES AND
INCOME-EXPENDITURD DIATLANM

N

The TqTq indifference curve ls relatively 7Tlab teo indicats that
at low levels of income there is a decided wreference con-

sunption over fuhbire consumption. Isls and ToTs represent a sli-htly

hicher level of income with the point of tangency bebveen the tw
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a fairly =L hle snnuw 1 dncowme ¢ n be expeches, This is par
Trie ou oae Jalry Tavas of the northicost.  Tris income Tlow is divided
amonyg seversl areas; . lar e ort soes for rroletive =vrenses, some is
alloc ibed “or filied ewrenses such s toins, interest, ~nf srineipol

nayments, +nd the remsinder oes Jor fuanily livine. Any raz-idnal is

)
crobably saved. A priori reasonins and ooservition ol “crming oper-
ations would in.icate tihat once sn income levzl hsas been estzblished,

expenditure potterns wre relatively constent. T

4

his way be particuwlarly

true in regord bto family livin~ expenses, for conce - fundly becomes

accustomed to a siven stendard of livineg, it is very Jiflicult to

X

inl

adjust lownwerd to o lower standard, Keynes has said, "For = man's

habitual stondard of life usually has the first claim on his incorne,

"Ference wiich discowvers 1oself between his

F

and he is apt to s:ve ithe 4

-

actual incouwe ana the exjpense of his habitual stendard; or, if he does

adjust his expenditurss to changes in Liis incoume, he will over short



periods do so imperfectly.”17 Should income fz11, then within certain
ranges fawily expenses will remain fairly constent and “he difference
in expenditure, barring any morey availsble for savinzs, will occur in
productive =:xpenses. Therefore, if this an:lysis is wvalid, with no
increase in iancome the family whiech takes ot & new 1lisz insvrince

rolicy has the z2lternative of either decreasing tihe standurd of living

by the amount ol the premium or Jecreasing expenditures for productive

Py

income-producing) itemws. If the standsed of livinz is Zoirly stable,
the additional erpense of the life insurance rolicy mi ht he assumal %o
come from thut =llocated to proiuctive expense. Since lszcresezsing the
expenditure for income-producing inputs is likely to adversely alfect
fubiare production 2nd future income, onc miznht assume Tariiers would be
reluctant to increase life lnsurince coverase, unless, of course, there

Iy

was an garlilisy incrense in Form income.

-
—a

This theory woull szen to be substonticted by dita cuoted loter
in this study .hich indicates that hile 90 percent of those farmers
clanned no future chenges in their life insurarnce programs,

[
e

60 percent trould buy more life insurance if incomes were to incresse by

0]

25 percent, wiliile 38 percent would decreuise thelr present lire in-
surance coveraze were incomes to decresase by 25 percent. 1t shoull be
recognized that thers are no empirical dsta to show what farmers
actuzlly havs done as incomes chanizd. The figures quoted indicate

only how farmers state that they would act under these circumstances;

17 50hn Maynard Keynes, The Seneral Theory of Bmcloyment,
m._\

Interest and Money (New LOTL. Harcourt Brace and Com}any, 1935 ).
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howsver, in stu'ies of this ty;e it is common to acce;t such statements
as indications of actual beh:ivior under the civen conditions, recomis—
ing the chance of error.

It would appear from this that there is =~ morzinal relationship
between income level and some types of insurznce purchuises. That is,
consumption of insurance may be iors closely relatisd to changes in the
level of income than it is to the actual level of income =t cny given
tinme.

This reasoning does not explain why the farm family experiencing
an increase in income decides to spend a portion of this increase for
life insurance premiums rather than for other consumer coods. This is
particulerly true as it applies te insurance on the ferm operator.
Utility theory pictures the operator weighing: the utility of one
alternative--present income——against the second altern:tive--future
assurced income--and choosin- to insure, However, in the case of life
insurance, the owner does not expect to collect on the policy himself,
except in the case of those types with high cash values. To purchase

R

temporcry life insur:ince under the utility maxdindzation theory, one
must 2sswne that the operator gains satisfaction not from expecting to
enjoy tine benefits of the insurance himself, but from the realization
that the needs of his family will be met and/or the Tirm may be better
able to continue. His motivations are not ego-centered. On the other

hand, the operator who purchases endowment or limited payment insurance

might be ~ssumed to include in his vtility maximization calculations
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the expected utility which he would receive were he to live long enough
to collect on the policy.

While it would be nice to .ssume that the farm operator bases
decisions to purchsse insurence on 2 well-defined analytic:l process,
the writer is more inclined Lo the visw thot actual purchase of
additional life insurance is in part 2z function of the effectiveness of
the salesman, the ignorance of the purchaser, or certain behavioral or
habitual reactions.+® Imitation mzy also be an important factor in
life insurance purchases.

If one applies this same type of reasoning to the purchase of
fire insurance, he finds a somewhat different situstion. In all
probability, vhen tlie operator obtained possession of his farm, the
physical jroperty was protected by some fire insurance. If tLhe oper-
ator purchased his farm on credit, the financing azency reaguired that
the buildings be insured, at least to cover the ~mount of the mortgage,
Thus, the decision facing the operator at this juncture as in all
likelihood how much insurance should be carried. However, nearly all
operators mainteined fire insurance even in the absence of institution-
al requirements.

In this case, a loss by fire would directly affect the earning
power of the firm and perhaps wipe out a major portion of the firm's
capital nccuwnmulation. The rational operator then, might be assumed to

weigh the effects of this possible loss of future income against the

18George Katona, op. cit., p. 142, 230.
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present income spent to insure z-2inst lozs ond o arrive =t a utility
maximizing decision. If this is true, variation in coverage among
different farm operators can be assumed to be Jdue to differences in the
shape of their utility curve; i.e., their subjective risk-preference.
It should be recognized z2gain that any decision to increase fire
insurance coverage must be made with the knouledge thit either pro-
ductive expenditures or the family standard of livins must decrease by
the amount of the increased premium. This may in part explain why
changes in fire insurance coverage lag behind increases in vsluz of the
vhysical property.

Another factor which should be mentioned is that a decision,
once made, to alter insurance consumption ratterns will have a lonz run
effect on other consumption and production expenditwres, since the
insursnce contract is a continuing one. Since it is costly to take out
insurance wiich is later droprped, one might assume that the operators

who insure also hold favorable future income expectations.

Statement of hypotheses. The preceding discussion wonld seem
to raise certain broad questions regarding the énalysis of this area of
management behavior. These questions in turn will lead to a statenent
of certain hypotheses which may be tested by an analysis of the data at
hand.

In view of the interrelationship between firm and householz in
agriculture, and because of the peculiar nature of insurance, should

insurance rurchases be analyzed in a construct of production theory,

consumption theory, some combinstion of both, or a medification of one
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or the other? There is justification for believing thit & special
interpretation of received theory is necesssry if it is to apply to
insursnce consumption by the sampled ~-roup of farmers.

Secondly, if this type of analysis is to be of value in a policy
sense, it is necessary to know if insurance consumvtion is a result of
the normel operation of the decision making process. In other words,
when a farm oper-tor tékes out & life insurance policy or increases his
fire insurznce coverage, are the normal processes of decision making
carried out; is it a result of a logical weishing of alternatives and
the choice of the alternstive which will result in some end being
maximized?

Finally is there a method of onalysis sufficiently advanced that
insurance consumption and certain socio—-economic veriables can be corre-
lated with predictive results of acdequate accuracy?

Practically all literature on the subject speals of insurance in
a compound sense and makes no distinction belween the various types of
insurznce as to methods of anslysis. The writer believes that a
clearer undertstanding of insurance consumption patterns and attitudes
" towszrd insurance can be <ained only by considering the v-rious types of
insurances individually, or at least by making two brozd classifi-
cations which, for want of better terminology, will be called personal
insurance :nd casuslty insurance,

There can be little argument but thot indiviiuals differ in
their villinsness to be=r risk or their desire for security. Risk-

preference is 2 subjective phenomena, relsted perhags to age, incone,
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education, net worth, and other economic factors, but for the most part
being psyéhologically determined. There is «lso little doubt but that
the same individusl c¢c'n rationally indicate both a4 rreference for
security by owning insur:znce, ~nd & preference for risk by gambling,
either formally or informally. The Friedman-Savaze hypothesis con-
vincingly describes the utility function which will 2llow the indi-
vidual to tzke these contrasting rctions. Neither the Friedman-=Savazse
analysis, nor any later modifications of it present # wsthod by which
these actions may be accurztely predicted. Methods of anslysis
utilizing the Friedman-3avase hypothesis remire some definite
assumptions as to the cardinal measureient of utility. Beczuse of
certzin problems discussed below, there would seem to be some question
as to tihils technicque 2nd the results obtain=sd from its use. Perhaps a
method exists whareby risk-preference of the manaver and his reactions
to risk or uncertainty situations msy be determined without assumins
the cordinal neasurement of utility.

Insur«snce theory is based on the assuwotion of rationality
of action und maximization of utility. It infers that the individual,
when faced with a rroblem (a conflict betwsen vilues of what is and
what ouzht to be) 7sces through the decision making nrocess of obser-
vation, formulating alternative courses of action, =nalyzing conse-
quences of 2 given course of action, decidin~ on 2 course of action,
and bearing responsibility for this decision. The theory infers that
the individual maximizes his satisfrctions (utility) =2s a result of the

decision, and while it does not state, it =lso infers a self-centered
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type of maximization where the individual's sztisfrction is the only
relevant :oal. A4lthough the theorist would undoubtedly claim that the
theory must be and is general enough to cover all cases, it is the
writer's opinion that it does not adecuately explain the realities of
insurance consunption., The maxiumizing problem in insur:nce purchases
is not solely one of self-satisfaction, but inust consider an inter-
relatad network of firm-household, must consider present income-future
income, and self-family conflicting values. It would 2lso seem reason-—
able that decision making in many insurance purchases is strongly
modified by institutional requirements or desire for social acceptance.
Certain insurznce consunption may also be related to group behavior.

Basod on the above discussion the following hypotheses are

suggested for testing in the sections that follow:

1. To be meaningful in explaining consumer behavior, insurance
theory must distincuish between =t least two broad types of
insurance coveraze; personal insurance snd casualty
insurance.

2. Apparent irrational actions of [irm~househcld units in
insurance consumption can be explained by recegunlzing the
import.ince of non-economic soclal or institutional fzctors,

3. A large part of present insursance cover..ze or future
insurance consumption is not a4 product of the decision
making process as it is commonly defined,

Lo A manager's attitudes towwrd inswr:ince or his risk-

preference can be s:utisfactorily predicted by some method
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other than thz cardinal neasurcwent of vtility. This method
must recognize the complex firm-household interrelationships,
along with thie intertemporal considerations. It will be
based on a concept of maximization of satisfactions, but will
be more than the ego-centered type of maxinizalbion implied in
normal utility analysis.

Insurance consumption may be a function of changes in income
rather thun present income or net vorth levels.

Ifnorance of insurance principles is costly to Tarmers of
Vermont, both in tcruws of money and unnecessary mental

anguish,
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THE FARMERS AND THEIR FARMS
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THE FARMERS AliD THEIR FARMS

Historical backgroundi. The purchase of insurance, unlike many

other farm cxpenditures is closely associated with the value system of
the individual concerned. The willingness of the individual to z2ssume
risk, or conversely, his dcsire for the security afforded by the
insurance schene, is a very important factor in insurance consumption.
The ethnologicél background, predilections, and psychological maliz-up

of the person aflect =ttitudes towurd insurance programns and the result-
ing acceptance or rejection of the program. Because thase subjective
values are influenced by environment znd tredition, it is desirabls to
discuss briefly the agriculturzl development of Veruont.

The people who first settled Verront, in the mi'dle and latter
part of the eighteenth century, were chiefly of English origin. They
czi:e mainly from Massachusetts, Comnecticut, 2i1d New Hampshire, where
their rwailies had already bazn established for two or three gener-
ations. By 1790, the population numbered £€5,,25 of which the English
elament constituted about 81,200 and the Scotch element zbhout 2,600.19

The popul:stion of Vermont has been continuously ausmented by
immigration from other states. As already stated, in the early years,
these people came from the other New England States, but after 1850,

more and more have emigrated from New York and states farther west.

lgVermont Commission on Country Lifce, Rural Veriont (Burlington:
Free Press Printing Company, 1931), p. 1l.
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As might be expectéd in an inland agricultural state, the pro-
portion of foreign born residznts in Vermont has always been relatively
low. according to the 1950 Census, 8 percent of the population of the
stete were foreign born. On the farms, the sreater share of the
foreign born are French Canadian who have emigrated from uebec.

Vermont can be properly classifisd as a rural stzte, and wvhile
the percentaze of rural population is decreasing, it w41l crobably
remain rural {for rany years to come. Tohal population in the state has
increased just over 6 percent in the last 25 years, while population in
the United States has increased 13 percent., Rural population in Vermont
as a share of total population is now 6/ percent, a decreass of 4 per-
cent in the last 25 years.2o

Like the trend throughout the country, the number of farms in
the state is steadily decreasing. Since 1930, there has been o decline

of 1& percent. According to the 1954 Censusg of Agricidibure there are

15,981 farms in the state, three-fourths of which cazn be classified as
conmercial. Of the remaining 25 percent, 16 percent are residential
and 9 percent part-time. Many of the commercial Tarms are small, with
nezrly 50 percent having zross incomes less than 35,000 in 1954.21
Although this was not =2lways so, the agriculture of Vermont is

now based mrimarily on the doiry cow. The history of its agriculture

20 . . .
Re H, Tremolay and V. R. Houghaboom, Agricultural Trends in

Vermont (Department of Agricultural Beconomics, University of Vermont,
Burlington, 1955).

2l7y,44.
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is a record of changing conditions, resulting in major shifts in enter-
prises and in the economic status of the people., Early agriculture was
on 2 bure subsistence basis, ard an =3rly source of income was from the
sale of potash znd pearlash, by-products of the land-clc:ring oper-
ations. As land-clearing proceeded, grain production took over to 3
large extent, particularly in the Champlain Valley. However, this was
rrimarily a transitory phase in the asricultiral devalop&ent of the
state, as diseasc, unfavorable weather, and competition from western
New fYork made grain production unprofitable.

The sheep industry experienced e briel period of glory from 1820
to 18,0, due to high wool prices. In the Champlain Valley wool pro-—
duction became the most important asriculturzl enterprise, =nd it was

claimed that in the lote 1830's this was the foremost sheep and wool

U

producing region in the United States., The development of the famed
Vermont Merino added further rescognition to the state. However, with
low wool prices in the 1840's, cane snother shift in the state's
agriculture, this time to dairying.

The opening of the railroads in the state and the invention of
the cream separsator were important developments which made Vermont one
of the leading butter and cheese producing aress of the late 1800's,

In the early 1900's, the fluid milk industry came into its own and more
and more of the milk rproduced in the state went into fluid uses, until

today practically 21l of the rdilk produced in the state is sold as

flvid milk.



Lvidence of the importance of the duiry industry to the state is

TABLE I

DISTRIBUTION OF CASH RECEIPTS
ON VERMONT FARMS, 1956

Percent of

Commodity Value state total
(%1,000)
Dairy

Milk and milk products 76,063 69.2
Calves and cull cows 7:532 6.9

Total dairy 83,595 75,1
Poultry 11,710 10.6
Miscellaneous 3,251 3.0
Forest wnroducts 3,233 2.9
Maple products 3,039 2.8
Fruit 25347 2.1
Potutoes 864, 0.3
Truck crops 735 0.7
Other meal znimals 652 C.5
Greenhouse :nd nursery £ 40 Ol

Total 109, 866 100.0

Source: A ricultural Marketine Service.

'
{
|
!
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ibout 632 mpercent of =11 land is in farms, the aversge faram size
heing 20C& acres in 195/, Among commercisl dairy farms, the averaze

form hos 2/, cowsy however, 60 percent of the farms with cows have less

Verinont farmers have mosht of the conveniences of their urban

nei libors. Ninet;—seven percent of the farms have electricity and



L7

75 percent have teleghones. Jdround 38 percent had tclevision end

: 3
neirly one-half had honre freezers in l95&.”2

Bffeet on values. This brief descriction of the bhrcl-round of

the formers nd of sgriculture in Vermont is desi-nzd to orovide an

- e . N . . =y . ’ ~ n3
insicht into the Coundations ol the vilue syzihens of Vernonht formers.’”

There 2re dun~ers for the untrained person 1u trying to emuecrate or
describe the valucs of an individual or groun of individuals. One of
-t

Lhie wossibilit

£

Py

e

-

these dangzers is yoof attributs

ing to the intervisvee,

values which the enumerator may feel he holds importunt, but which in
fact are fur aore imporbtint to tne suumer.ter himself than to ©
resiyondent. There o venrs to be . very definite correlotion between

tue cctual helied Lt o thing is true or uwntrue and L .- “esire th't

it zhould »e truve oy 7.11'1'{31“-46.21‘L

It ohould e svident that vilues held b - farrers wvill bhe con-

tloned to 2 significant ~Aegree hy thelr environment., Rur:l living,

for =xanple, is different Trom urban living, ol rur-l Hzople hold

“34 Wpelisf® is hers defined ns concertion or reclily «s it is
bosed upon o person's experiences, his stuwldy ocad reusonin_. This con--
certion uay be true or falss, bab it ds ultimaoely possibhle to provre
emPLPLCQllJ that it is true or f.lse. 4 "value" is un indiv*duul‘s
~once..tion of how reclity con be dmpioved——of ~hwt cuht te he.o It 1s
an opinion oi on individuzal and ey continue to be held by him even
Licush in the opinion of every other person this opinion is wrons.

Each person has a set of wvalues, some of widch mag ~ ting
inconsistent., Values sre generally "ends'" as compared

ends.!

248 H. Britt, Social Psychology of Modern Life (New Yorii:
fRinehart and Co., 1941
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~different vilues regarding the besic fundament-ls of life. 4And vhithin
any rurel socieby there can »e diversified wvoluss; for exsiple, those
held by the older generstion as conbristed Lo Lhe changing velizs of
the new gencration, The older sociely held seli-suliiciency to he a
Seald, and cuy raomugier Lion was e wlm 121y to hard worlc and shrewd

ferming pructices; in the newer soci -ty men live by matchin> wits

zgainst men.  Tre fact thict the farusr is closely 25 ociated rith
nzture and is dependent on its forces, conditions his valus system and

e
makes him reclize tict his future security ic derendent fo a lowrce

1

extent on natir«l forces haoy

yond his control.

There hus been o decided emphusis on tie peretis~l and the
necessary in rurrcl arsas. vgh excenditures have gensrally boon for
productive itens; however, the trend Loward contuwnsr expendiburss is
Jrovwins in vocent yezrs,

Vith the ircrensin g copdtolisotion yeoulred to et into farming
has come o chnnse in wvalues with rogord Lo ind ovmership as an ulti-
mats oal. Until rocently the Torner hal leoked to lund ovmership for
secenrity, rother than to endovments, annuities, or peasions. Therz is
evidence ti.at Lhdls value is chanzing.

One —oal wiidch wmeost farm fandlics appuarently hold is the desire

for securit;. Although one of the more jmport:nt soals cof rural peonle,

it 35 generilly one of the more 1ilficult Lo obtain. There are saveral
fictors conSributing Lo insscwrity and/or shysic l uncertainty in agri-

wlture. Among Lhem are prics virisbion, both for inputs aud cutpub,
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yield varistion as affected primerile brr e sher, and loss Trom cita-
strophic disasters such as floods, drouth, h2il, and vird.

The majority of Vermont frrrmers .re well isolitel Trom uncer-—
talnty provlems of this type. Catastierhic dis:sters e uncomrcn to

Pl

the st-te. With milk as the major source of income, thoy ore much less

2y
dependent aon the weather than ~re crorn frrmors. Thelr mroduct is
sold in rezulated martots and is much less subisct to mrice fluctu—
ations than are most other commodities. Prices can he nredichted quite
accar: tely for siv monbths to & yeur in ailvonce. Thelr mein elpense
items are hired labor 2nd concentrates; itemns which 1o not fluctuats
escessively in price. All this contributes to a more stoble type of
agriculture than is found in many sections of the countri. There is
re:.son to bhelieve that because of the stahllity of agriculture in the
stote, the Verimont Ceormer mey be wmore noburally cautious than is the
farmer in the cash cron areas, for exocmple., The stabilit; of his farm-—
in

enterorise makes him less willing to gamnble or taoke undue risls.

o
[

Characteristics of sample farms. As has zlreads been exrlained
—— - [ " v L 3

£ e

the sumple of 220 furmers vz Arawn from 2 poyulation of 15,064 farms
for the stote as a whole. The farus were selected randomlvy, the only
attenpt ot stratification beinz to neintain rroportionsl distribution
in euch of the 14 counties in the state and to keep aurroximalbelr the
same nurber of Tarms in each size sroup.

Over three~fourths of those surveyed were full-time farmers,

ezrning their entire incorme from the farm., Nine percent esrned the

major share of thelr income from the farm ond 1l percent earned the
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major shuare off the farm. Just under 2 percent were retired or dis-—

abled.

Tenancy is very low in Verwont. Over 97 vercznt of those sur-—

veyed owned their own farms, and of those renting, 211

oy

wped to ovm
eventually. About L3 percent hored to incrense the size of their farm.
Only 20 percent of the fiormers were veberans, three-Tourths of
whom were veterans of World liar II.
The mean age of w1l faormeres was 47.5 sears, No Tarmer in the
sauple was unler 2C, 30 percent ware betw-oen 20 snd LS trefrs, 49 vercent

between 4O and 60 yesrs, and 21 vercent were over 60 e rs oll.

0]

Over half of the fanilies tere composed of man and wife end
minor children. Just under 15 percent ~‘ere man and wife 7ith no
children, «nd just over 2.6 percent were & sinzle m2le or ferale., Some
13 percent of the farms were operated os a father-and-son combinztion,

Fanily size varied from 1 to 10. The mean size fomily was 4.1
but the modal {amlly size was three nersons.

Any attempt to measure educational level has its shortcomings.
In a study of this kind years of formal classroom edicabion is usually
used as a yardstick; bhowever, this nezsure presupposes that the lezrn-~
ing rocess ceescs vhen the individual leaves the classroom. Certainly
this would not be the case in azriculture where experience itself is
the ~reatest teacher., However, it is necessary to use some measure of

: o

educotional training, and yeors of formal schooling is the best availl-

a2ble.,
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For the farmers surveyed, yecrs of schoolins ran-ed “rom none to
21l. There wus a vory decided bi-modal frequency distribution, with
peaks at eight yerrs and 12 years.25 A third of the farmers had ei~hth
grade =ducations ond 29 percent had high school educitions. Thirty-
ei_ht percent had n high school zducation or better., Only 5 formers
had the eguivalent of a four-ysar colleze lcrree. The mean educational
level was 9.8 years.

The farmers wer2 recquested to give their income for the calendar
year of 1953 (the full yresar previous to the dute of the survey). The
income reguested wis net form incomsz =3 reworted Jor income tax pur-

poses. Table II belov suwnarizcs income as deterwined br the survey.

TABLE II

NET FARM INCCME BY SIZE ZROUPS, 1953

Net farm income

Size .roup 50-1,500  °1,501-3,000  $3,001-5,000 5,001+
Cows Percent
1-11 L1.67 26,11 22,722 - 100.00
12-19 54 .06 21.62 21.62 2.70 100.00
20~29 30.044 50,00 17.3 2.1 100,00
30-39 L2.56 21.43 21.&2 5.2 100,00
LO+ iL.59 2G.16 29,1 L5.53 100,00
Averare 3L.87 28.21 22 56 1. 36 100,00

2SWith high schools located only in the lwr

eizht years of schooling awvailahle in 211 other fowns, it was
common prwctice to leave school at the completion of tu=s ei ;
This was particularly true of farmers! sons who were n:eded to help
with chores and general fuarin vork. Now, with better rowds and trans-
portation, o far sreater rercentoze ol farm youths are completins MIgh
school,



It is interestin,: to note that less than € percent of those sur-—
veyed Celt thit faormers wers experiencing prosperous times, even thousgh
over 65 percent had net farm incomes of over 1,500, Ho.ever, this can
be explained in part by the fact ths* milk prices in 1%53 avera~ed A0
cents lower than for the yeasr 1952.26 The index of Vermont farm

rroducts trices had fallen 43 coints from the precedins vear, whils the

i ]

0.

index of costs of lairy furming had lecrcased only 13 roints. Vernont
farmers were 21so toking a dim view of the future in thzt only 7.5 rer-
cent felt that £ rocrs would have ~ood cconomilc conditions in the n=xt
yeur or two, while 40 percent predicted bod times and /.3 wercent s2w no

chinge, Six—tenths of the farmers claimed to be worse off in 1983 than

they were in 1952, and 65 percent expected to be no better off in 1954.

Attitudes. In order to betiter understand the v.lues held by the

e R

farmers surveyed and oLc ~ain ~reater insisht into the & mamic Tzctors

motivabting then in iansurance consurction, certain cuestlons wrere asked

reg.rding their attitudes toward insurince ond reloted factors. One

4

such ~uestion concerned their feelincss ~bout rrice sup-orts., It is

-

interssting to note that 37 porcent ol 11 foners snrveyed onrosed

price su.ports of ny kind. Of thos~ favoring nrice swnorts, exactly
one-hz1l fuvored flexible sipports, while 285 percent favored A 90 per-

cent su,.port level. Educabion:l level was more sinificont in influ-

encine ocglinions toward rrice supports than other foctors. COF those

2 . « -— -
“6Economic Handbook (Burlinston: Verront Azricultural Extension
Service, Departument of Agriculturil Hconomics, University of Vermont ).
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with more than high school educution, 52 percent oppescd price supports,

while only 23 percent of those with eighth rrade educction or less

One inteoresting statistic is that 82 vercent of ~11 farmers
surveyed felt thut Vermont should have .o compulsory automooile lia—
bility insursnce law. Only 36 percent recognized that such 2 law

woula »robanly result in incresased pgromiuss. Nearly one-third felt

tiwit such 4 law would dscreasc automobhile cccidents.

(S

TABLE IITI

FUTURE TXPECTED INSURANCE PURCHASES

Tvoe of insurance Carry nore Carry less No change  Undecided

Percent

Life 3.23 3.hA9 §9.66 3,22
Auto 6,52 2.7 87.2? 3.64
Fire, liaoilipy 12,33 1.37 34.9 1.3

Accident 2nd hezlth 5,96 1.38& 82, ”” 1b.09

i~

Devn concerning expected purchases of insursnce in the fubture
are sumuarixcd in Teble I1I coove. For all types of insurance, well

over 80 vercent of the farwers suarveyed expected to maliz no changss in

their program.

Effect of income chiznges. In an «bbenpt to zoin soume idez of

the relstion bebween income chinges and insursnce purchrses, respondents

were usked how changes in income would arfect insurance conswap

Tanle IV below reports on these findings.



TABLE IV

EFFECT OF INCOME CHANGES CN INSURANCE CUONSUMPTION

Changc in insurance conswuption .
Change in income Buy more __ Undecided Decrcase or Zrop
Percent

104 increase 30.5 2.7
25% increass 60.5 1.8
104 decrecase 5
25% decrease 0./ 35,0
50% decrease 2.8

—— s e e ———— J—
=== e

In this respect, it is intercsting to rnote from Tuble IIT
over 80 perc:znt of all farmers cxpectad to wtke no chanzes in their
insuronce programs. However, when they were osked whet changes they
would malce if dincomes were to increuse or decrsase by certsin spacificd
amounts, many more indicated thsat they would incresse insswance cover-
2.2 with increcses in incoac, decriosc coverags with decresses in

income. This would tend to zubstontiate the merginel aspects of
insurance nurchases; thot is, nurchase of insurance is more closely
associszted vith changes in the income flow than ith the level of
income,

Amongz the factors ol z2ge, =2ducetion, number in the family, and

income level, number in tlie Family seemed to be 2 more important factor

associcted Aith choanges in insurcnce with changes in income.

Kinds purchnsed or dropped. From those respondents who inadi-

cated tant thoey would incresse or decrease insur nce ownership, =n

atbempt wes made to determine whot kinds of insurcree would bhe
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purchased if incomes incrensed; whot kinds Jdro med vith decrecses

income. Table V below swinarizes this informotion.

TABLE V

KINDS CF INSUQLLF" PURCHASED Gt DRQPEED
A3 APFFLCTED 37 Chial 3.8 IN I6CO0ME

Incracnse in inconie Decre:se in lnvone
Ferc-nt Percent

e Kind w__}_“‘y_“_wm_}pgggz;:in;»orngs*shi;a~__rlcc roosing ormership
Life 205 31.42

Aauto La54 .00
Fire, theft, liwbility 16,36 1€.82
Aecldent and hzalth 10.91 L .50
No change 38.45 41.32

Total 100.00 100,00

—
——

‘ 1
/

As the tadle indicetes, life insur=nce 1s the most wuriable,
both zs to incraises ond dacrensss in inconc. This is in linec vith thne
ceneral theory théh considers bthe casualty Lypes of insurince s ore
or less "must!" policies in the fsrm insursince portfolio, while life
insurance as the Luxury itew of the prosram. 4As mizht be expectol,
youns Tawzrs {(those under 40) would have purcheosed mor: life insursance
had incoine increascd. Those [ormers over 60 would hevs spent thelr
incresse?d insursnce dollar mainly for increns2»d _utomobile and szccident
and hezlth coveraze., I incomes were to docrense, more youn-er CJLrmers
would have dropped or decrcased their 1ife dnsuruance, bhan :ould older

furmers. The older formers wouls hove tended to decracse fire

insurance coverage,
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Life insurance sevings. In the secorr

survey, only 9 out of

L2 fzrmers cuestioned listed the savinss ferture s one of the re.30ns
for buying life insur.nce. In the orisinal (uesbtionnaire howev=r,
farmers were asled vhetber or not, in their opinion, life insurance vas
us good o method of saving moncy as a s vincs occount or ns -overnment
bonds. In cnswer to this .uostion, AlL.5 rvercent Felt life insvronce to
be @s oo0d 2 metuol of saving o5 & suvinss ~ecount and 52.7 wercent
believed insur-nce as zfood as governme-t savines bonda. Mouy farmers
recoznized thnt life insursnce was 2 method of "forced" s-vings, in
thet the golicyholder is billed pericdically for the premiwn. This

tiey felt to he an advintage over "voluntory' scorings vis savingss

accounts or government bonds.

Importance of agents. The local sgent is on importznt person to

g

the foliers!'! insurance rrograms. Men asied vhot thev vould do if they
desired wors inswrncs coverage, 84 rercent of the responilents inti-

cubed thnt they would contact wn agent, The imortince of LHhe loeal

i

azert is luc in part to the foct Lhat he 1s wow:llry o neihbor, often
a trustsd friend. In monyr smeller corrrunities tHthe leocal gent wmay”

handle scverszl types of insuruince; in fuct, soue agencizs are attemphb—
ins to carry a [full line of insursnce to mizel the complete dnsuronce
needs of their clients. Some of these nzents are dcocing a creditable
jobh in planning the over—all farm insur:nce program,.

Despite the importance of the local agent, almost hal? of the
farmers curveved felt that most insurance czents knew less about the

o

kinds and wnounts of insurcnce thoet a farmer needs then the fermer
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hims=1f. Nearly 50 rtercont of those surve

insurcnce (fire, theft, lia»ility, sntomobile) from three or more

N

dif fevent » _cents ud nearly 45 percent purchigsed

thzir 1ifTe insurance

from more thun one agont.
Probohly t'e insursnce consumption of farmers is influenced hy

the cetiviiies nd rersuizivonass of the o »nhks. There is ne way “o

sivel;s how Lwport ont w varicble this s:ilzsmensinip is,

Sbbempot rls ne e to mulre 2 cwentitiltive me surerent by dzter ining the

LB S da — - - — u
muiher of tites L ros ondenbs

ous Feur. About 54 parcont of

insurince o721t on - 3c0llirg Innervis one =sin-le timt, Another 10

[ B S . S O B . N ren 510 i~ - .,
sercent v 1 haen cont .chal Lhree or jore times. As woald he orfecied,
N . - - 2 . N N ~ A PR ) S, ]
.2 ol e T orear coos on dncocbong Jactor dn debtordinine s sbbiractive-
S PR I -~ - A - D -l " End B Baly 1Y e i~ JEs P,
ness to Sosicienze 3-lesren. thoun 7 oout of 10 of tie farmers under L0

hed heen conbtoctod by 2 dnsursace ojent, bat & out of 10 ci those over
A0 rezrs of o2 hel nob besn, In Frct, » e ras Lhis

. - . . : ] K3 ol - R de 21
any sionidicsnees dn detamining wio vLs contocted.

Sumiary. In thils chapter a otbampt has‘beem made to eminer e
sore of thn charcctaristics oi the farmsrs swveyed whizh would be
exoected to influence their value systers wd thersby rIfect tieir
insurarae conswtion rotterns. It should be repestedly siressed that

atLituies Lowwel dnswronce, motivation, arnd tie dncision—naking

7 bhie puiehsse of insuriiace ar: Junctions ol innmmerable

RN
o3

processes
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CHAPTER IV
LIFE INSURANCE CONSUMPTION PATTERNS

Life insurance is different from other types of insurance in one
major respect; the event insured azainst is sure to come, only the time
and cause is uncertain. In buying life insurance the purchaser is
gambling that he will die before the expiration of the policy if it is
term insurance, or before the accumulated premium payments total the
face value if it is permanent insurance. Through life insurance the
insured can replace an uncertain future income for the family unit with
a certain one. By so doing, he provides for the payment of a certain
definite sum of money at death or at the maturity of the policy to
replace his economic value if deceased or to provide income if retired.
As with other types of insurance plans, the insuring company.bperates
on the principle of the '"law of large numbers;" by knowing mortality
rates the company can determine actuarially the premiums reguired to

meet the costs of the plan.

Why insure? The original purpose of life insurance was, and
still is, to provide protection for survivors. From a family and
business standpoint, all lives possess an economic value which may at
any time be eliminated by death. The basic purpose of insurance is to
protect survivors against the loss of this income,

In addition to protection for survivors, permanent types of life
insurance provide a means of saving. With many of these policies, the

insurance can be cashed in when it is no longer needed for survivor
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protection. In this respect, insurance provides security for survivors

against dying too soon, and security to the policyholder against living

too long.

Ownership of life insurance by farm operators. For purposes of

analysis, the sample of 220 farmers was divided into five different
size groups, based on the number of animal units per farm.27 The data
lwill be analyzed largely in terms of these five size groups.

Table VI below shows the numbers and percentages of farmers
with life insurance by size group. The 75 percent coverage of Vermont
farm operators compares quite favorably with figures released by the

Institute of Life Insurance28

for the United States, This source
reported that 74 percent of the adult male population of the country
owned life insurance of some kind in 1955. They further reported that

according to their survey only 52 percent of the farmers of the country

27A3 previously stated, in a highly specialized dairy area such
as Vermont, animal units per farm is one of the best measures of size
available. The size groups were as follows: Group I, 1 to 11 animal
units; Group II, 12 to 19; Group III, 20 to 29; Group IV, 30 to 39; and
Group V, 40 units and above. An attempt was made to get 4O randomly
selected records in each size group, however, the actual number varied
from 35 to 56.

From a statistical inference standpoint, the complete sample of
220 should not be looked upon as representative of all of the farms in
the state, since the number of records taken in each size group was not
proportional to the total number of farms in each group. The sample
farms in each stratum is representative of that stratum, however.
Table XLII, Appendix, shows the proportion of farms sampled in each
size group.

281256 Life Insurance Fact Book (New York: Institute of Life
Insurance).
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were insured. However, aggregate figures as to numbers with insurance
tell only a small part of the story; More interesting is the distri-
bution of insurance by size of policy. Table VII gives the distri-
bution by total amount of covera.e of farm operators. One should note
that in the two smaller size classes, 68 and 78 percent of the oper-
ators owned less than $2,000 of life insurence; in fact, 40 and 52
percent in each of the groups respectively owned only $1,000 or less
in life insurance. Of those farmers owning $10,000 or more in life

insurance, nearly all are in the three larger size groups.

TABLE VI

NUMBERS AND PERCENTAGES OF FARM OPERATORS OWNING
SOME LIFE INSURANCE BY SIZE GROUP

Number of Number with Percent with

Group farmers life insurance life insurance
I 42 30 1.4
I 37 27 73.0
III 50 34 68.0
v 35 30 85.7
A 56 Ll 78.6
All farms 220 165 75.0

I

The data indicate a fairly high correlation between size of

farm and total life insurance owned by the farm cperator.29 This would

29‘I‘he actual coefficient of determination (r<) was 0.578 and the
simple correlation coefficient (r) between farm size measured in animal
units and total face value of life insurance on the operator was 0.76.
All correlation coefficients are determined by simple correlation
analysis and unless otherwise noted are significant at the 5 percent
level.



62

seem to substantiate the belief that ownership of life insurance is in

part a function of income or income-earning sbility.

TABLE VII

TOTAL AMOUNT OF LIFE INSURANCE ON OPERATOR
CLASSIFIED BY SIZE OF FARM

A;;unt of " Size in number of animal units
1life insurance 1-11 12-19 20=-29 30-39 4LO and over All farms

Percent of farmers with insurance

No insurance” 28.6 27.0 32.0  14.3 21.4 25.0
$ 500 or less - 11..1 2.9 6.7 - 3.6
501 - $ 1,000 40.0 LO.7 17.6 20.0 11.4 25,.2
1,001 - 1,500 6.7 7ol - 10,0 - L2
1,501 - 2,000 20.0 18.5 11.8 3.3 L6 10.9
2,001 - 3,000 10.0 - 17.6 6.7 20.4 12.1
3,001 - 4,000 6.6 3.7 - 6.7 2.2 3.6
4,001 - 5,000 10.0 7.l 4.8 13.3 27.3 15.8
5,001 - 7,500 - 3.7 20.6 20.0 6.8 10.3
7,501 = 10,000 6.7 3.7 8.9 10.0 15.9 9.7
10,001 ~ 15,000 - 3.8 2.9 - 9.2 3.6
Over $15,000 - - 2.9 3.3 2.2 1.8
Total 100.,0 100.0 100.0 100,0 100.0 100.0

*As a percent of all farms in the group.

Table VIII shows the number of policies and average size of
policy owned. The actual number of policies owned varied from 1 to 5,
with two farmers each owning the larger number. The averaze number of
policies owned was 1.7. For all farmers owning life insurance, the
mean value of insurance on the breadwinner was $4,196. This series
ranged from a relatively large number of farmers with single $500
policies to one farmer carrying life policies totaling $28,000.

Because of the popularity of $1,000 policies and the few farmers
with relatively high coverage, the median is in many respects a better

measure of the average face value of insurance owned than is the
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arithmetic mean. However, since most statistical tests are based on

the mean, this measure of central tendency will be the statistic most

often referred to.

TABLE VIII

NUMBERS AND AVERAGE FACE VALUES OF LIFE INSURANCE POLICIES
OWNED BY FARM OPERATORS, CLASSIFIED BY SIZE

.

Total Average

Number Number  number of number of Face value
of with policies policies per per insured farmer
Group farmers insurance owned, insured operator Mean Median
I 42 30 45 1.6 $2,470 #1,875
Il 37 27 32 1.2 2,417 1,050
111 50 34 6l 1.9 4,602 4, ,000
iv 35 30 50 1.7 L, 665 4,000
\ 56 Lh 83 1.9 5.832 5,000
Total 220 165 274 1.7 4,196 3,000

Factors affecting the amount of life insurance owned. Income,

age, education, family status, and social standing are variables
commonly mentioned as affecting life insurance ownership. It has
élready'been shown that size of farming operation (a fairly reliable
measure of income) is significant in explaining in part the variation
in ownership of life insurance. A somewhat similar, although not as
close, relationship exists when agze is considered as the indspendent
variable.BO

As shown in Table IX, while a much higher percentage of young

farmers (20-39 years) than of the other age groups had some life

3oCorrelation between age and total face value of insurance on
farm operator; r? = 0.175; r = C.41.
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insurance coverage, the amount of coverage was smaller than for those
operators in the 40~59 year group. Some 84 percent of those from 20 to
39 years of age had life insurance coverasze of %$5,000 per operator or
less. In the 4O to 59 year group, nezrly 20 percent had life policies
whose face value toteled over £5,000. Exactly half of those 60 years
and over had no lile insurance, and those with insurence had $5,000 or

less per operator.

TABLE IX

DISTRIBUTICON OF LIFE INSURANCE OWNERSHIP
OF FARM OPHRATORS BY AGE

Age — -~
Total face value 20-39 40=59 60 and over
of insurasnce owned (60 farmers) (108 farmers) (46 farmers)

Percent

3

None™ 15.2 20.4 50.0
& 500 or under Sels L.6 L3
501 - $ 1,000 21.4 26.7 60.9
1,001 - 2,000 19.6 12.8 —
2,001 - 3,000 12.5 12.8 8.8
3,001 - 5,000 25.0 25.6 26,0
5,00L = 7,500 10.7 L6 —
7,501 - 10,000 5.4 L6 —_
10,001 - 15,000 - L6 -—
15,001 - 20,000 - 2.4 -
Over $20,000 — 1.3 —
100.0 100.0 100.0

#*As a percentage of all farms.

The relationships between age of operator and total face value
of policies is as one would expect. Younger farmers with dependents are
conscious of their need for family protection and are utilizing

insurance to meet this need. However, because they are not fully



65

established in farming, they are limited in the amount which they can
invest in family protection. This limitation is imposed by the
necessity of retiring mortgage debt and improving their equity position.
Consequently, the average coverage is less than for farmers in the
middle and older age groups, even though a higher percentage of farmers
in the younger age group are insured.

As has been discussed before, using years of formal education as
a measure of educational level is not entirely satisfactory, since it
assumes all learning ceases when one leaves school. However, it is the
only measure readily available. Table X illustrates the relationship

between years of cducstion and life insurance coverage.,

TABLE X

OWNERSHIP OF LIFE INSURANCE BY FARM OPERATORS
AS RELATED TO YEARS OF EDUCATION

Years of education

Amount of insurance None to 8 9-12 13 and over
Number of farmers 96 103 21
Percent
None™ 43,6 L6.8 9.5
$ 500 or under 9.1 2.2 5.3
501 - § 1,000 41.8 27.8 5.3
1,001 - 2,000 10.9 15.6 10.6
2,001 - 3,000 20.0 5.6 21.0
3,001 - 5,000 16.4 32.2 21.0
5,001 - 7,500 1.8 6.7 21.0
7,501 - 10,000 — L.h 15.8
10,001 - 15,000 —_— Lol -
Over 15,000 - 1.1 —
Total 100.0 100.0 100.0

;zs a percentgéé of all farms.,



66

It is interesting to note that 82 percent of those with eighth
grade educations or less had {3,000 or less in insurance. On the other
hand, over one-third of those farmers with some formal education beyond
the high school level (grade 12) had $5,000 or more in life insurance.
It is also noteworthy that all of those farmers with policies totaling
over $10,000, were in the middle bracket (9~12 years of schooling).
Education may be a positive factor in life insurance consumption,Bl but
is less important than some other factors.

If the breadwinner is to provide adequately for his dependents
in the event of his death, he must carry more insurance as the number
of dependents increases. Table XI illustrates the relationships
between size of family and amount of life insurance owned. As is
indicated by the table, all insured families of one or two persons had
$5,000 worth or less. However, nearly 40 percent had no life insurance.
The operators with the larger families tended to have less insurance on
the average than did those with 3-5 members. One possible explanation
for this is that many farmers feel that the amount available for 1life
insurance should be spread out over all members of the family. If
there is a limited amount which may be spent on insurance premiums,
this practice of insuring all members of large fomilies means that
averazge coverage on those farm operators with large families will be

less than for those operators with fewer dependents. The correlation

3lCorrelation coefficient for education and total life insurance
on operator = 0,12,
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between size of fémily and insurance on the operator was very low
(0.06), and was not significant.

Social standing or '"style of life" has been sucsested as a
variable affecting life insurance purchases.32 Measuring sociologi-
cal factors presents pro?lems not faced in measuring or correlating
strictly economicrvariabies. Many of the measures must be highly

subjective in nature.

TABLE XTI

AMOUNT OF LIFE INSURANCE CARRISD AS ArFiCTED
BY NUMBER OF DEPENDENTS

Number in family

Amount of insurance 1l or 2 7 3=5 6 _or over
Number of families L2 134 Ly
Percent
None™ 38.1 20.9 25,0
# 500 or under - Lo7 9.1
501 - $ 1,000 L2.3 29.2 21.2
1,001 -~ 2,000 23.1 13.3 12.1
2,001 - 3,000 30.8 9.4 2.2
3,001 - 5,000 3.8 2.5 ). 2
5,001 - 7,500 - 7.6 6.1
7,501l = 10,000 - 6.6 -
10,001 - 15,000 - 2.8 3.1
Qver $15,000 - . 1.9 =
Tectal 100.0 100.0 100,0

%*4As a percent of all farms in group.

3231imon Dinitz, Insursznce Consumption Patterns\(&esearch Depart-
ment, Nationwide Insurance Companies, September, 1755), p. }6. "This
interpretzition stresses that life insurance consumption putterns
reflect the value orientations and 'styles of life! of persons and that
these value orientations are in turn largely a function of their socio-
economic statuses or positions. This suggests that a person's ocutloolk
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Une upproach uszd was to select from the sample (13 7o crs ol

foreisn ancestry. Of the 220 Lainiers, 43 rzcorls vire 50 selechod

r

most of whou were French-Canadian, Thase £ v .8 were conmared withi thie
vhiole sample on certein Jactors as shown in Toble XIT. The L °{e-
in moen veloczs fpr life insur -nce ovnership is #4551, which, when testel
by nmerns of significant diffe?anceS,BB proved to be ni-hlr simnificant

at the 5 percent level, It would s:e % s~ lc isswncbion, in 1li-ht of

0]

these tests, to state tiint those formers of foreisn orncestiy tund to
corry less insurance on their om lives than o the averz.e of -11
fermers in the sanple.

Dinitz,34 in ¢ ovreliminary andlysis of some of these dnte,
emphasized strongly the importronce of socio-economic vorisbles as

predictors of life insurance ovnershin, In order to farther test this

hypothesis, in the second survey an attempt ..2s made to mensure soclal

and his vslues determine his insurance vehavior and that he holds these
values primarily by virtue of his status position in society.

HVarions studies have indicated that Jiffcrences in education,
occun:tion, wealth, povrer, family backsround ond resilence le: ! to the
formstion of sistus or prastige sroups. These groups consistently
display different forms o conduct, nrve diferent ~tticudes, vilues,
tastes, sooiroations and consuwnntion patierns, «ll of which maz be
subsumed wnder the term 'styles of life,'™

0}

33Besic formuls Tor testing two means for sienificanc
e T, - %o s L Y
0d = yg +Gxp « If »;;Eﬁ;-— £ 1.96, the difference is simificrnt =t

the 5 percent level.  Thot is, for only 5 times out of 100, could these
diffarences hove occurred by chance alone.

2 X 7 }
Shsimon Dinitz, Insurance Consumption Fatterns (iescorceh Depcrt-—

¥ . . ) s Py

ment, Nationwide Insurasnce Compionies, Septenber, 1955).
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standing and relate this to insurance consumption.35 The measure used
was the Social Participation Scaole, 1952 edition, develoned and tested
by F. Stuart Chapin, University or Minnesota.36 The scale measures the
degree of a person's or family's participation in community groups and
institutions. It repeatedly gives high degrees of correlation between

scores and communlty leadership activities.

TABLE XIT

COMPARISON OF INSURANCE OWNED AND OTHER FACTORS FOR
TOTAL SAMPLE AND THOSY wWITH FOREIGN NAMES

- - -

Farmers with

. foreign names All farms
Number of farms L3 220
Average size (animal units) 29.5 30.9
Age of operator 4L7.1 45.3
Years of education c. 9.8
Size of family 5.0 L1
Averaze value life insurance $3,531 wh,361

In Table XIII a swnmmary of relationships is shown. It can be
seen that &s the social participation score increased, so did the
average insurance owned by the Qperator. However, so also did average
income and net worth, both important factors in life insurance owner-
ship. The correlsation coefficient belween social participation score
and insurance owned by the operator was 0.33, indicating that socio-

logical factors play a part in life insurance consumption patterns.

35Appendix C.

36F. Stuart Chapin, Experimentzl Desisns in Sociological
Research (New York: Harper and Brothers, 1955).
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To swanarize, it would appear that the life insurance purchases
of Vermont furm operators are a function of several socio-economic
variazbles. The more important of these veriables, at le st of those
measured, are income, age, and socizal status. Havino no significant

effect are education of the operator and number of dependents.

TABLE XIIT

RELATIONSHIF BETwWESKH INSURANCE OWNED BY OPERATCRS,
SOCIAL PARTICIPATION SCORE AND OTHER FACTORS

Social
participation Average
score insurance Averaze Average Average Average
Range Mean on operator education age income net worth
0-15 7.1 51,825 8.5 L7.7  $1,433 424,00
16 - 30 25.2 L, 1,00 11.1 LE.8 1,865 25,517
31+ 3.7 Ly 5 1OQ 2.3 21.7 3,682 32,409
Total 21.6 L b 52 9.6 47.9 2,212 27,128

Pp-pend o ——

One factor which has not been measured is the effect of the
activities of the insurance a~ents. It cannot be denied that the
salesmanship ability of the agent and the resistance to this sales-
manship on the part of the former are important factors in life
insurence consumption. About half of the resrondents were approached
by life insurance salesmen in the year preceding the survey. Some 10
percent were approached three or more times. Freguency of contzct by
insuronce agents was more closely associated with income level than
with any other factor. Of those farmers with life insurance, nearly

half pﬁrchased their insurance from more than one agent.
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Rural people appurently prefer to do business with a local agent.
When asked what they would do if they wanted to talke out ..ore life
insurance, 84 percent indicated that they would call an agent. Despite
this reliance on the agent, about half of those surveyed felt that the
agent knew less about the kinds and wmnounts of insurance needed than

did the person himself.

Why did Vermont farmers buy insurance? The 42 Vermont farmers

contacted in the second survey were asked, "What do you fezl are the
main reasons for buying life insurance?" They were not prompted as to
their reply and rerlies were enumerated a2s they gave them. M"Protection
for the famlly" was the resson most frequently ziven; in fact, 11 gave
this as the only r:zason and 23 olLhers mentioned this as one of two or
more reasons for rurchasing. A swannary of replies to the guestion is

shown in Table XIV.

TABLE XIV

ry

REATONS GIVOH BY 42 VIERMNONT FARMZRS FOR
PURCHASING LIFE INSURANCE

Re:asons Nunber listing

e

Protection of survivors only 1

Means of saving

Pay burial expenses

Protection and investment 1

Protection for family and cover debt

Protection for family and bpay burial costs

Protect family rnd provide retirement income

Protect fomily, protect farm capital, provide
retirement

HAVY R 0

W

————————an
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It is evident from this table that family protection is looked

upon as the major puroose of life insurance.

Kinds of insurance purchased. Since fumily protection is con-

sidered to be the major goal of insurance ownership, the next step is
to exemine the kinds of insurance owned to see how well formers are
meeting this goal.

Table XV shows the distribution in owmership of various types
of policies by size group.

As cun be seen some LO percent of all policies are ordinary life
policies =nd 26 percent are cndownents. Over 40 percent are endowment
or limited payment policies, both with high ocremiuwun cost per dollar of

protection offered.

TaBll XV

TYPE OF POLICY GWNED CLASSIFIsD BY
SIZE OF FARM

Ordinary Endow- Limited Peid~ Industri-
Group life ment vayment up al” Term _Cther* Total
' Percent

I L3.5 15.2 17.4 L3 13.0 L3 2.8 100.0
I 37.5 3hoby 18.8 - 3.1 3.1 3.1 100.0
I1I 40.6 20.3 14.1 L7 L7 3.1 12.5 100.0
Iv 46.0 26.0 10.0 12.0 - LoO 2.0 100.0

v 23.3 34.6 18.5 3.8 1.2 1.2 7.4 _100.0
Total 39.6 260 15.8 5. L. 0 2.9 6.2 100.0

*Any policy paid weéﬁiy or monthly and for less thun 52,020 is classi-
fied industrial.
+Includes mortiage retirement, family incomsz, and G,I. Insurcnce.

L

If one accepts the preomise thot the firmer, with & limited

amount of money ~vailszable for investment purvoses, desires from life



insursnce the moximun amount of protection per dollor spent, then it is
evident that he is not 2tbsining this socl. The date shiown in Toble XV

arce based on numder of policies, rather thon tot=l fuce vilue PR UL

e
<L

of policy; however, it is doubtful if the distribution would chsnge

significantly. Whit ressons ¢ be ~iven for this arpurent conflict
between values held and actions in the market? Undoubteily, a mejor

explenation is found in ignorance of the product being

“r N
Iy D

purchased, This
imperfect lnowle=dze results in what appe:rs to be irretionzl ~ction on
the part of this roup of consumers and costs doubt on the bhosic
assumption of rationzlity of action.

In the second survey the 42 farmers interviewed were cuestioned
to determine how many recosnized and were femiliar with the four major
typves of life insursnce mpolicies. Less than 10 percent could name all
four major types, ancd even fever could gilve any accurate description of
these tynes of insurance. Nearly half, when cuestioned, could not list
a single type of policy by name, even though they may have owned one or
more types of policy. The type most frequently mentioned was the
endovment policy, with 20 out of 42 being able to name it. Only 7 out
of 42 mentioned the term policy. When the four major types of policies
were listed for them, less than 10 percent could differentinte among
these policies. Only four recopgnized term insurance as giving the nost
protection per premium dollar, and 33 out of 42 had no ides as to which

insurance was best in this festure. Eleven ocut of L2 recosnized endow-

ment insurance s having the greaxtest savin:s faclure,

[}
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When wsked which type of insurance would best meet their
insurance neéds, 33 expressed doubts or didn't know. Nenrly half of
those questioned would moke changes in their insurance procrams if they
were to start over az~in.

This appalling ipgnorance of 1life insursnce can probrably be
explained by two factors. In the first nlice the educctional zgencies
have done little or no work on insursnce educ.ation. The subject has

also received little mention in farm magazines and newspapers.

Secondly, many insurance agents in the oast, and many today,

)

F_J

huve been primearily interested in selling policiess, rather than
insurance ovrograms. They have used the farmers! isnoreance of insurance
as o means of maximizingz their return by sellins hish commnlssion types
of policies.

1f, as those farmers in this survey indicated, the mojor value
of life insur:nce to fsrm people is Tremily nrotection, and if, as most
ferm income surveys suggest, capitael con usuclly be iore prolitesbly
reinvested in the farc than in outside investiments; then there is
Justification for an educational program aimed at incressin
insurance literacy of Vermont farmers. Greoter e.phssis on term

insurance and ordinary life may bhe justified, porticulsarly among

younger farmers.

Insurance coverage on wife. Table XVI below shows the nunber of

farmers surveyed who were married -t the time and the percent of wives
insured. While 75 percent of 211 farm operctors are inswred only 36.2

percent of those murricd operators have insurance on thelir wives.
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There also appears Lo be no consistent pattern between size of form

owned and percent of wives insured.

TABLE XVI

NUMBEX AND PERCINT CF FARN WIVS WITH
LIFS INSURANCT

Number of Number of " Percent of

Group married ooerstors wives insured wives insured
I 36 12 32.3
I1 30 g 2G.'7
111 L2 14 33.3
v 29 15 51.7
v 48 1< 37.5
Total 185 67 26.2

Toble XVII gives information concerning the amounts of 1life
insurance owned by wives. The ne:n volue of 1life insurince o-med by
wives is $1,0,48, the median 31,000. Thie compares with a mean coverage
of insured f:rmers of 4,196,

Endowments are the wost [avored type of policy for wives, 32
percent being of this type. Limited payment and industrial policies
each account for 17 percent of the policies in force and ordinary life
for 13 percent. It would seem that in tnaking out life insurance on the

Py

wife, farm fomilies are buying enough to meet death costs ~nd are

bl

trying to incorporate some savings 1ith the protection offered.

Insurance coverage on children. Tables XVIII and XIX show

numbers of farm families with insured children and amounts of coverage
on these children. As can be seen from Tuble XVIII, abcut 43 percent

of those fomilies wilth children had insurance policies on one or mora
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of the children. There were 193 policies or a mean of 2.5 policies ver

insuring family. The me:n face value of all volicies per frmily wes

$2,206, the median vzlue $1,920. The aver:uve face value per insured
child was $942. More important, in these Vermont families 18 percent

of the total face value of all life inswrance owned is on children.

TABLE XVII

LIFE INSURANCE ON WIViS BY FARM SIZE GROUP

Face value Group Group Groun Group Group All
all policies U SR ¥ S O S S o A farms
Percent

None® 67.7 73.3 67e7.. . 483  62.5 __ 63.8

Under % 500 a4 12.5 21.4 26.7 5.6 L5

#» 500 - 999 58.3 50.0 57.2 53.3 16.7 31.3
1,000 - 1,999 33.3 12.5 1,.3 - 61.1 L7.7
2,000 - 2,999 - 12.5 7.1 13.3 11.0 7.5
3,000 = 4,999 - 12.5 - - 5.6 7.5
5,000 -~ 7,499 - - - - - -
7,500 — 9,999 - - - - - -
10,000+ - - R - X 3 AR, . 1.5
Total 100.0 1.00.0 100.0 100.0 100.0C 100.0

¥*As a percent of 21l wives.

TABLE XVIIT

NUMBER OF FanILIES VITH CHILDREN AND
NUMBER 4ND PERCENT INSURED

Number of families

Group with children _ _ _ Number insured Percent insured
I 28 12 L2.3
iI 27 11 LO.7
III L3 17 39.5
Iv 32 16 50.0
v L7 20 42,6
Total 177 76 L2.9
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Endowvments were by fer the more importsnt tyvwe of nolicy on
children. Forty of 113 recorded policies were endowrsnt, with 27

ordinary life, 24 limited payment policies, and 21 inlustrials.

TABLE XIX

DISTRIBUTICN OF INSURANCE COVERAGE ON CHILDREN
BY SIZE GROUP

Face value Group Group Group Group Groun All
all policies 1 II 11T Iv \' farms
Percent

None™ 572 59.3 60.5 50,0 57,4 57.1
Under % 500 7.7 2.1 11.8 12.5 5.0 9.0
w 500 = 5 999 ~ 4L5.4 11.8 6.2 5.0 11.7
1,000 - 1,999 3845 3601 L1.1 18.3 3.0 32.5
2,000 - 2,999 23.0 ¢.1 23.5 21,3 20.0 22.1
3,000 = 4,999 15.4 - 5.9 12.5 15.D 1C.4
5,000 = 7,499 7.7 - 5.7 12.5 15.9 9.1
7,500 - 9,999 - - - 6.2 - 1.3
10,000 and over 7.7 - - - 10.0 3.9
Total 10C.0 100.0 100.0 100.0 100,90 160.0

¥is a percent of all children.

Life insurance coveraze on the family unit. ¥hile the distri-

bution of insurance among the various members of the foandly is impor-
tant, the farm operator must, from net ferm income, pay premiuns on all
insurance policies of 211 members of the family. There 1s evidence
that larm overators may think wore in terms of total fondly coverage
when making Jecisions regarding insurcnce purchzses than in terms of
insursnce on their own lives. When aslied whether they felt life
insurance should be primarily on the life of the operctor, or dis-
tributed over all members of the family, 22 out of 37 indicated that

the: felt all members of the frmily should be insured. IZven though the



money av:ils«blz for insurance premiwas wios “rely suflficient to crovide

minimum coverage or tlre operztor, th-ese firmers still fsvorsd dis-

t

tribubing life coverage over =11 insurable menbers of the fomil-

clthouch they felt thab nore should be on tle 1if

@)

o” the oper=tor than
on other family members.

Apparently this value was ~uiding their insurance consumction.
Taoles XX and XXI show amounts of cover:ice on different members of the
family. Although amounts of insurcnce on 2ll members of the fomily
incretse as size of farm incrensses, there 15 no consistent difference
in percentazes of insurable persons not insured by size groups. The
correlation co={{icient for income x2nd total 1life insurance premiums
raid was .32 and the average income per insured family was 354,258,
Table XXII shows total and cverage premiums paid by size croup.

When those operators .ithout insurance were queried as to their
reasons for not havine insurance three answers were most frecuent.
These were, in order of frecuency: '"can't aftford it," "can't et
insurance," and "don't believe in 1ife insurance.'" However, the tax-~
able incomes of those operators without insurance averaged 32,854 and
ranged from a low for the average of Group II of $1,806 to a high for
Group V of 4,914. This would seem to indica?e that other factors
besides income are important in their decision to insure, even though

lack of income is the consciously-given reason.,
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TarLE ‘I

TOTAL FACHE VALUE OF LIFY rFOLICINS AkD PouCLLT DISTRIBUTION
BY Fa-ILY MUMBLD alD SIZE GROUP
: e TS o s s e e s ‘""‘::5f§;ﬁ2;
Operator Vife Children Total ver
. Per- Per- Per- Fer—- insured
Group Dollars cent Dollars cent Dollars cent Dollurs cent  family
I 74,100 70.3 §,083 7.7 23,165 22.0 105,348 100.0 3,192
1I 65,250 79.1 6,750 8.2 10,500 12.7 82,500 100.0 3,173
I11 156,491 78.1 16,922 8.4 26,988 13.5 200,401 1C0.0 5,726
v 139,947 69.4 19,056 9.4 42,683 21.2 201,686 100.0 6,506
. v 256,543 75.1 20,400 6.0 64,819 19,0 341,762 100.0 7,272
All farms 692,331 74.3 71,211 7.7 168,155 18,0 931,697 100.0 5,417
TABLE XXII

TOTAL LIFE INSURANCE PrEMIUMS AND AVeRAGE FREMIUMS
PER INSURED FAMILY BY SIZ% GROUP

Total life Averapge premium

Group_ _premiums paid per insured family
I H 2,760 % 89
IT 1,876 69
I1I 6,876 196
Iv 5,762 192
v 9,407 162
A1l farms $26,681 51,8

—— o
— —_—

An evaluation of the theoreticel model. Life insurance serves

two basic purposes: the protection of survivors through the assurance
of a future income in the event of the death of the insured, and a means
of savinrs or investment, For a high income individual, the latter
objective may be as important as the {ormer; however, for the farmer

who traditionally has low farm earnings the investment Ifeature is far

less important. Numerous studies have shown that most Tarmers can cet
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a greater return on capital reinvested in the farm than can be earned
with life insurance. Therefore, the relevant consideration for farmers
in purchasing life insurance should be the protection festure rather
than investment.

The normal interpretstion of utility theory would seem to
require modification before it can be apolied to life insurance
purchases. There are three basic areas of conflict, 211 of which are
closely interrelated. One of these conflicts is between the individual
and the family unit. The idea of an ego-centered utility maximization
must be reconsidered from the standpoint of maximizing utility within
the family as a group. This does not infer an aggregation of the
individual utilities of each member of the family. However, life
insurance does not give utility in the normal sense to the individual
purchasing it; its utility is measured by the satisf:zction received by
the insured from knowing that other members of the Tamily unit will
have a source of income in the event of his death.

A second closely related problem involves the conflict of
interests between the firm and the household. It should be recognized
that, barring an incresse in income, any incrcase in the nonetary
requiremsnts of the household will decrease the income available for
productive inputs for the firm. The decision to purchase insurance
must be made with full knowledge of this relaticnship.

Finally there is a combined firm~household decision as to
whether to spend for prescnt consumption or to buy insurance to assure

a certain future income. This re-allocaticn of expenditures must
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result in either lower present standards of living (unlikely) or lower
expenditures on income-producing inputs. This in turn may start a
spiral of lower gross income from the farm firm. Some farm overators
apparently prefer to utilize present income by reinvesting it in the
farm firm, probably believing that the future income needs of the
family will be more ad=zguately met by this alternative than by purchas-
ing life insuwrance. The ovner of life policies with less than 52,000
total face vulue would not be assumed to be rationally trying to pro-
vide future income for his family. To him a life policy is probably a
forced way of saving to provide a "burial fund." At any rate, the
concept of utility maximization resulting from the vurchase of
insurance must assume the simultaneous resclution of these three inter-
related arcas of conflict.

A second deviation from the theoretical model is theat it does
not accurately describe how many farmers actually buy insurance. From
observation of ownership patterns and from conversations with farmers,
the writer believes that many vpurchases of insurance involve no such
rationalization between present and future income possibilities, but
rather are "spur of the moment" or "impulse'" purchases. Many policies
have been purchased as a result of an agent's visit at a time when part
of a nmilk check remained unspent.

While the Friedman-Savage hypothesis, discussed in Chapter II
may logically explain how a rational individual can both gamble and
insure, it does not, to the writer's satisfaction, explain lirfe

insurance consumption., Iven if one were to assume that utility can be
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measured cardinally, there is still reason to doubt—-under the present
state of metiodology—-that the hypothesis would have nredictive
ability, primarily because the methods used to date do not satisfacto-—
rily resolve the areas of conflict discussed above.

The "style of life" avproach susgrested by Dinitz and discussed
earlier in this chapter may offer a partial explanation. Life
insurance was found to be significently correlated with scores on the
social participation scale used in this study. However, the corre-
lation was not high, and the scale was so constructed that there would
automatically be & relatively hish intercorrelation between scores and
income levels., One cannot deny that the various social factors--~the
desire for social acceptance, the feeling or value that insurance is
something all socially acceptable people should have—-—-rlay an lmportant
part in insurance ownership by some people.

Reviewings the whole mass of data on life insurance consumption
and releted factors, the writer would draw the following observotions.

1. A small number of farm operators surveyed, not over 10
percent, soparently have a definite insurance program, have certain
gosls, and are actively working to achieve these goals. These oper-
ators know something about 1life insurance, thoush not as much as they
should know. They arce the ones who 'buy" rather than being "sold."
They recognize what problems their untimely death would pose to the
farm unit and the farm family and arse actively trying to minindize these
problems. They tend to insure primarily their own lives. However,

they too need assistance in maximizing the return from their insurance
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premium dollar. The theoretical model, and the sssumptions on which it
is based, szem to apuly most to this -roup. They more nearly meet the
requirements ol subjective certainty resulting from near-verfect
knowledse and rationsl action. They seem to have a better understand-
ing of the interrelationships of firm and household and the temporsl
considerations.

2. A second group, which is made up of the majority of farm
operators, have some insurance, but usually only enourh to nay the
expenses of a final illness wnd purizl. This group has no insurance
"mrogram," although the individual nembers may have collections of
"policies." They recognize that insurance is wvrobably 2 -ood thing and
they feel it important to "be insured," even though the amount of
insurance is very small, They are for the nost part hizhly suscentible
to & jecod sales ypdtceh. They try to insure all members of the family,
althouzh the face amounts are very small, They have little knowledge
of the tyres of insurance or vhat insurance can do for them. The
buying habits of this gsroup fail to substantiate the theories of
insurance consunption.

3. The final sroup iz composed of the 25 percent without
insurance. Some are low income farmers, althouch 30 percent had tax-
able incomes of over ::3,000. Many are too old or in too wpoor health to
zet insurance, even thouch they might desire it. The educ~tional level
of this group is slichtly lower thtn the others, but it is questionable
if educstion is a majbr factor in their failure to have life insurance.

One factor in their lack of life insurance may lie in their infreouent
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contacts with insurance acents. Thrse~fourths of this group indicated
they hud not received » visit from :n insurince asent Juring the
preceding year. However, a larce vproportion of the grouv Jjust don't
believe in life insurance. Reusons vary from a belief thot the comvany
will cheat the beneficiaries to a feeling that insur-znce is "social-—
istic." A high risk preference may be a factor, althouzh the writer

was untble to detect it. Also there seemed to be no less 2 feelin~T of

res~onsipbilit ; toward tlie family amonz this groun.,

-
'
.

l.J.

L. Attempts ot predicting life insur.nce consunption besed on
any of the studied veriables individually or as s rroupn will be less
than 10 rercent effective.37 Many insurance nurchzses have been the
result of unrlanned czctions or impulses., Importunt to this analysis is
ths general lack of information regarding insurance, =nd in anv sttemot
at a meeting of the minds between a well-informed agent end on unin-
formed farmer, the farmer is likely to come out on the short end.
Before insurance consumnptlon by the majority of frrmers can be con-
sidered to be @ function of the decision making r»rocess; i.e., the
result of 2 carefully planned choice of ulternctives resuliing in the
meximization of wbility, forrmess wmast become Tzr botter informed
recording insurance.  Until that time, there will de & somewhot less

than desircble alloc..tion of income ws determined by the theorctical

concepts of insurance ownership,

37Multiple correlation coesflicient for correlation betweesn face
value of insursnce on operator =nd size of f=rm, ¢ e, number in faily,
and net worth is .30.
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CHAPTER V
CASUALTY INSURANCE PROGRAMS

Casualty insurance, 3s discussed in this chapter, will include
fire, vehicle, public 1lisbility ond workmen's compensation, and theft
policles. These ar= the insurance rolicies which insure primarily
physical property, although medical payment provisions of vehicle and
liability policies also protect the insured asainst claims for injury
Lo persons.

In analyzing the purchasss of casualty inswrances, onc faces a
sonecvhet different situstion from life insurance purchases. It was
found that life insurance consumition was partially related to socio-

logicel and psychological factors. There is probobly 2 [rectar amount

o

of subjectivity conneccted wivn lire insurance consumpiion than there is

9}

with casualiy insurance purchases; that is, =z feeling tlict one '"should"
have some life insurance tc protect dependents, even if it is onl
token amount. Then too, casualty insurance is in somne respects, more
closely relasted to the farm firm than is life insursnce. While it is
indisputebls that the death of the form operator would either terminat

t

b~

e existence of the Tarm firm or would caus= a chonge in management,
there would seem to be & somewhat different attitude tovard this
eventualicy then tiaere is toward the loss of a barn from fire, Tor

cude

}_:-

examnle. Many ferners secm 0 bake an almost faislistic att

[¥H

toward their eventual death and the resultins circumstances. They

recognize that the event is swre to occur sometime in the Tutuwre, bu



from their ottitudes toward life insurcnce and their consumption
patterns, they seem, for the most part, to believe thut they wonlt die
prematurely, or if they do, the furm will vrovide for their dependents.

The motivation for casualty insurances would appear to be slig

(k]

htly

different.

Vehicle insurance coverage. Several tyrpes of covera-e 2re in-

cluded in vehicle insurance; among them are property domarce lianility,

- -

bodily injury liebility, comprehensive {(including fire zud theft),
collision insur.nce, and medical jayment. Property dmsase lizbility
protects one ag:inst clains for Jdewnames to vroperity other than thst

he owns which is damaged in an accilient involving the owner's vehicle.
Coverage ranges from $5,000 up to $100,000 or more. Bodily injury
licoility lilktewise protects the insured azainst claims for damages for
injuries suifered by anyone in an -~ccicent invslving his vehicle.

These two coverages are the basic part of the vehicle insurarce

(o - ) 4 v
contract, They arz often quoted as, for sxwaanle, 10/20/5, which means

e

that the insured is covared to the extent of 310,000 bodily injury per
injured person or 320,000 maximwn for the accident, and $5,000 property
dimaze.

Most financizl rosponsibllity laws refer to this coverase. The

Verront Statute, enscted in 1953, states tnnt "The comrdssioner shall

require proof ol finzncial responsibility to s=tisfiy aay cloim for
damzpes by recson of personal injury to or the <derth of Ay nerson,

of at least #10,000 for one person and 320,000 for tuo or more persons
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killed or injured and $2,000 for damszes to property in any one zcci-
dent.....n38

Medical payment 1liability covers injury to persons riding in
the insured's car. This plus the two nmrevious coveriies nrotect the
insured from camage which he infliiets with his wvericle.

Comprehensive insurance and collision involve dam~ze to the
insured's car which he may or may not couse. Comprehensive protects
against almost 211 catastrophes. Among the nany forms of protection
included are fire, theft, falling objects, bhroksn glass, malicious
mischi=!, windstorm, and water. Collision insurance protects the
insurced's car aainst dwmaze which he causes. It is written with a
deductible clause, varying from 25 to #100.

Only five of 214 faruers respondin: owned neither car nor truck.

These 216 farmers owned a total of 332 vehicles, of which 177 were cars

3

and 155 trucks. Toble XXIIT below gives distribution of ownership of

(%

cars and trucks by size ~roup. Ovnership of both car =nd truck was
primerily by the larger Tarm operators,

Of those farmers with cars, over 75 percent reported that they
were the principal driver of the cuar, while 85 percent of those farmers
ownin~s trucks reported that they were the _rincipal driver of the
truck, Children, who, if under aze 25 require higher insurance rates,

g

were the principal cer drivers in only 7 percent of those Tamilies

with cuars.

38Acts -nd fesolves Passed by tne Gener:l Assenbly or the State
- Pty T— T————
of Vermont (1953).
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About 45 percent owned one of the three low—rtriced mskes, abont
a third owninz one of the high~priced cars. Half of those reporting
ownership of autos had purchased them new. About one-fourth of the
cars were one or two yeurs old at tlhie time of the survey. Hslf of the

cars were (ive years old or older.

TABLE XXKXIIT

OWNSRSHIP OF MOTOR VHEHICLES BY 3IZE OF FARM

1 or more cars, 1l or more 1l or more curs MNo car
Group no truck trucks, no car _and_trucks or truck Total
Percent

I 50,0 28,5 11.9 9.6 100.0

i L2.9 31.4 25,7 - 100.0
III 30.0 14.0 54.0 2.0 100.0
v 29,4 &.8 £1.¢ - 100,0

v 12.7 1.7 Theb = 100.0
411 farms 31.5 Z.5 477 2.3 1C0,0

Types of coveraze owvned by those rerorting cuars is showm in

"rile practicslly 211 owmerators in all sice zroups have property
dome liahility -nd bHodily injury liability, there is consideroble
variction as to other tyoses of coverage. There is a fairly Aefinite

association bebvween size of farn and percent of farmers carrying

different types of insursnce, indicoting thet for certain + vpes of

aute insursnce, incore is probably a fuoctor in extent of coverage.
Tables XXV and XXVI sive the cmcunt of coverage for property

daniage lichility znd Hodily injury liobility.
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As can be seen, 6 percent of those driving cars have no property
damage liability or bodily injury coverace on their car. However, this
involved only 10 farmers out of 167. By far the majority of farmers
surveyed have only the state minimum coveraje for bodily injury, but
over the wminimum for property damage. Amount of coverage does not seem

to be associated -rith size of farm.

TABLE XXVI

AMOUNT OF PROPERTY DAMAGE LIABILITY
COVERAGE BY SIZE CGROUP

Limits——oproperty damase

Under 15 4 000~ %10, 000~
Group - 5,000 29,999 215,000 None Total
Percent
I L.8 57.1 38.1 — 106.0
IT - 60.0 24,0 16.0 100,0
111 - 5.0 15,0 1¢.0 100.,0
Iv 3.2 8L.2 Dels 6.2 100.0
v — 79.6 2044 -= 100.0
All farms 1.2 73.0 1¢.8 &. 100,0

Table XXVII, which shows ownership of collision insurance, has
sone interesting data. Nearly two-thirds of all farm operators carry
some form of collision on their autos with $50 deductible being the
most common type of coverage. There is some associatlon between size
of farm operated and percent of farms insured.

In the second survey, 29 out of 41 farmers owning automobiles
had collision insurance, which is somewhat hizher than the nercentage
insured in the earlier survey. More revealin; is the fact that 16 of

the 29 had cars which were four years old or older. These farmers were
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asusd, "M&llb should a2 farcer unsldcr in trying to decice whether or

not to carry collision?” OFf the 29 farmers with celiision, 13 stated

that this was no problem in that there was no question bhub that col-

lision should ulways be corried. The remainine 28 larmers questioned

listed value of the car 25 the ~vimery foctor in deeidins vhether or

-

not to have collision insurance., Other {szctors mention:d were number

driving the cor and whether the operator covld afrford collision

insurance. A4bout o tent of ticse contacted could not Jistinguish the

'.J.
p.
O
3
H
=
w
<
H
&
]
D
L ]

diflerernce betveesn liability and coll

TABLE xXVII

OF FARM

DIST <IBUTION OF

80 percent/ 20 %50 $100 No

Group 20 peroent”™ deductible deductilble deductible collision Total
Percazsnt

I - - L2.E G b L6 10C.0
11 — — 52,0 — LELO 100.0
idd — — 57405 - 32.5 100.0
iv sl 2.1 5% - 344 100.0
v = Lal 5.1 . _b.Y 34.7 100.0
nll farws C.b 1.8 7.5 Zoh 277 100,00

#With °.7bﬂ covcriﬂe, the insarsnce cnmnanv pays 80 herc9n+ of clulm,
the insured 20 percent, regardless of size.

On the face of these findings, one might conclude thot the
economics of insurisnce do not outer into thie decislion-wzlking process
of these 13 farme.s s (or s collision insw=nce is concerned, This

may be true; however; an insursnce =geat who writes a lopze volunme of

0]
c*
s}
®
0

insurance with farm pecople offered asnother explanation, Hi: v is

that many agents persuade farmers to carry collision insurance in order



9L

that the insweed vill fesl he is getting somebhing for his money. Thus,

{2

9]

if o former has an aceident and collects on his collision insur=nce, he

feels he is getting the protection he is paying for. If he hss an

1

accidant 2nd hezs no collisicn, he feels he is being chested
insur-uce is not ‘iving hin the kind of protection it should., 4ind even
thouglt the :ccuwlated premiums from collision far cutweigh the col-
lected damaze awards from sccidents for most farm operators (71 percent
had never filed dama-ze claims), Lh= one time the operator is able to
collect, or his friend or relative collect, is enough to give a higher
Jevel of szatisfuction from the insured position thon from the uninsured

p

position.

ct+

This postulate is hard to defend from a theoretical stendpoint
i1f one accepts tine asswumption of rationality of ccetion and oerfect
knowledge of the rislks nnd probabilities of loss. However, it may inore
accurstely describe colliision insurance coverage than the theory does,

Table XXVIII gives information on kinds cf coverase by truck
owners. Coverasze on trucke is not so extensive »s is coverage on autos,
While this is to be expected with certzin tyves of coverage, it would
seer: Lo be a veakness insofar as liability cowverase is concerned. Some
25 percent of =11 ferm trucks being operated on the hishways are not
covered by liability insurance. When questioned as to this lack of

o

coverage, Lhe most freguent wnswer was that the truck was used very

little on the highway.
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Fire insurance. To 2 farmer, his fire insurance policy is

probably the most important part of his insurance program. Only 1 out
of 220 fermers had no fire inswrance on his property, an indication of
the almost universal rscosnition of the importance of the fire in-
surance contract.,

There are three conscious reasons why almost all farmers carry
some fire insurance., In the first place, with rural property in
particular, even the smellest fire often turns into a major catastrophe
with a complete loss. Hural buildings are usually notoriously in-
flammable, rural fire departments not too eflicicnt and olten hamperecd
by lack of water. Secondly, credit institutions normally recuire fire
insurance on all mortgazed property, at least to the extent of the
mort-age., Finally, the loss of a barn or the cattle usually means
interrugtion of the income flow, sometimes for a relatively long pericd.
Insurance, then, becomes necessary to supplement the reduced or inter-
rupted income flow, znd to replace the destroyed facilities.

Fire insurance contracts are of two hasic types; the ordinary
fire contract, and'the so-called "extended coverage'" contract. he
extended coverage contract is a browd coverage contract covering wind-
storm damage a2nd certain other rerils,., In addition special endorse-
ments, "riders," or "floaters" may be added to the brsic conutract to
broaden its coverace. Nearly three-fourths of the insured farmers had
extended coverage.

Table ¥XXIX shows fire insurance coverage of the sample furms by

size. The percent insured column refers to the percent of valuation
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covered by lnsurarnce. As con be seen, the lar _er the furm the higher
the percentage of totcl viluation covered by fire insursnce. Buildings
are also insured at a higher level than are slock and tools.

For the 193 Ffarms reporting farm valuation, the mediun volue was
W2L,400.  Of 168 faorus reporting informution on mortg: es, 56 percent
reportgd having no mortgige.

Looked at individually, the percent of total valuation covered
by insuraence ranged from 8 percent to 236 percent, while average cover-

ape us secen in Table XIX wis 6(.1 percent. /in attenpt 1s made to

by

discover the roasons for this very wide rance in percentagze of valu-

ction insured. Theory indic:ies that cesualty insurance coverage is a
function of the risk prefereace of the individual. Individuzls react
cifferently to risk and uncertainty, and the utility attached to zains
or the disubility att-ched to losses are fmctors in their decision to
purchase insurence and how much to insure. FPeople who hove assets
and/or earning power attempt to maintuain them in the presence of risk

wnd uncert-inty. Insurance is a method of rzdintceining these assets.

ne

In the second survey those Tormers contaclted were asked a series
of questions3? desiined in part to reflect and measure bheir reaction

toward ris!t and uncertz2inty. These questions were welshted in an

W
O
w
Q
o

e

questions 28 teo 33, Supplemental Survey, Appendix B.
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attemst to develor o risk-preference scele,hC Risk-preference ratinss
runged from 2 low of 5 to a hich of &1 (absolute risk-praference
gssumed to be 100), znd ~veraced 19...

Table XXX shows the farms “rronsed in three -rours according to

risk-rreference. As can be seen, usinz the subjective risk-preference

scule, percant of totel value insured incre.sed for those with the

highast risl-rreforencs ratings e

*"3

e:, ectod.  How »var, size of frri zn! net worth zlso iner=.sed as risk
e e 13 T -~ - 4 - - e ) . o~ - - -
prererence incre~sed, indicatin o that ~lthouazh farmers cn largser fsrms

nave 2 hi_ ber subjective risk-preference rabing

insure propert; wore r:uvily 1n order Lo protect oheir socio-2conondce

stenaing.

Alto ~thner, Lhe atitamph at Jdeteradning risk-crefeirence by a
- > ud J

>
suojectiv: necole was rol corsidered successful, althouzh the technique
i

ol fers cromiscs. This luci: of success may be due in pert to the choice

oi guestions asked. 1t is very difficult to develon a scuale of this

leind.  Ii: the first place, the larmer must try to ima ine how he would

rezct to the hypotnetical problem situstion. The answers which Larmers

give to this type of ~uestion where nothing is riskoed on ths answer may
o s

be quite different from how the [uiiners actually will :ct if they are

confronted ~ith taz problem,

%0

a choice ol alternatives involving risk. aAnswers were rabed s Lo
degree of risk involved. Theoretically, the lower the zcovre,

is the risk ULBLCIGHCG c:liibiced by the individual, FO“ a Curther
explar.tion of the scoring and the questions asked, s:ze Appendix D.

4 gzroup of six questions were asked respondents who ware given
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Seccndly, the use of = scale rresumes r=binc of thio ~uestions -s
to degree ol risk. The r-isk rsling .iven the - usestions by the investi-
gator is enbtirsly sabjiective, in that it reflechts his views as to

oy -

degree of isk.  This ratbting aay not he consistent . iith how the farmers
would rute tie proolam situations., Finally, it is 2speciclly difficult
to devslop mestions for 2 scule vihiich are applicanle Lo a highly
specialized Jduiry z2rea such as Vermont.

Correlitions run between risk-preference and percent of valu-
ation insuwrzd wioved non-significant.

It has ecen snown thet life insurance coverage ras qulte highly
correiated with ircome levsl. In an attesnot to discover if thosse
farmers with higher incomes had 2 higher nercents e of totel farm value

covered by fire insursnce, simple correlations were a;ain caleulated.

However, . _2in it wos found that no significunt correl-stion existed
between percent of total wrluatisr insured ond inceome level.,  Apparent-
ly farmers £:21 th'.t fire insurzence is 2 nccessary fuarme epense, and

thereiore, the question of wheti:r or not thoy can Iiford firs in-

surince doos nob vaterially o{fect their Lnsurince consumpbion. Whan

askad what thiey used 25 o gulde in determdning the —mount of Tire

[miye

D

insurancs to carry, nerrly one hali indicuted thot they insured ot
replucenent cost or soms rerceub of replacement cost. About 15 percent

s .

rigin®l cost, and snother 15 rercant

o
Ci

stated b b thny insured
insured for ~11 that tiie comrany would write. The remaindisr used some

necsure of "wnol tiiey Telt they cowla .fford'" as the guide to coverage.

-,



Those farmers who used income as a puide to fire insurance
coverage had the lowest percentige covertge. Those usinz orizinal cost
or some percent of replacemant cost were irost completely protected.

Institutional factors very definitely :Ilect {ire insurance
purchases. Credit agencies require fire insurcnce on all mortgased
property, orten to the sxtent of 100 percent of velue. The correlation
between percent of valuation mortzaged and percent of valuation insured
was .26 and proved to be significent. However, the mean percent cover—
age for all mortgused farms (78.0 percent) was not si.nificantly
different rrom the mean coverage lor ummortgzsed farmas (70.0 percent).

Table XTI shows 2 slightly difTerent tnalysis of insurance
coverdage. An interesting point is thst total raluation for those Tarms
averaging 30.6 cnimal units is less than Tor those farms averaszing 19.2
animal unitc, but percent of valuation insurcd is grzater. While it is
hazardous tc speculate on rewsons rfor this relationship withoutbt further
informacicon, from an excidinstion of the data one might tentatively
conclude Lhat in the first zroup ore 2 numper of non-Tarm properties
with heavy investients in buildings. These owners arc apparently not
insuring as he=vily as full-time [fonmpers who are dependent upon tihe
buildings in tlie operation of tiitzir rarms.

In suwanery, formers apporently look at fire insurance «s o
necessary =xpencicure for their farming operction. While institutional
factors arc dlmportant in afrecting fire insurance coverage, they Jdo not
signific.ntly increase the extent of coverage. dAbout the only con-—

sistent relationship cvident is the tendancy Tor percent of valuation
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insured to increuse on the larger f.orms. This would seem o subshbanti-
ate tlie belief that when a f.rner hos become adjusted to a certoin
soclo—econondc level, he is willing to insure = ~inst losses which
would, 1 tiiey occurred, pubt him on a lower socio-econc iic plane.

Thus, farmers insure he-vily even though on the basis o tiiz subjective

k
0

k=nreference riting they may indicate o willingness to juible or

g
[0}
&}
o
)
{0
s
F

1]
et
~
w
.

Comprehensive rersonal iability insurance. Thile fire is

undoubt 2lly consid ored the rcjor insurable risk vhich formers foce,
thz farw opersior toduy runs 2 re ter risk than ever bafore of
becoming involved in + lawsuilt becruse of injuwry to or de:th of another
nersen or gunaze Lo property. This is due in pzict te the incrsosed use
of muchinery -nd mobor venicles, to bhe sreuter rellunce on hived

laior, and to the grecter net vorth of farmers. Also 2 fachor is the

chan~2 in ztiibule of the populaticn towar! 1l.bility it duvinve law-

suits. Luployees who Lave proeviovsly vorked in indasizr wre fwriliar
with the luws proteclting then and expect like preotection in zriculbure.

A court jul_ament axinsl ¢ Jarmer could result in the loss of n life-

tine oi srin 3 In bhe complete edping out of the Japher's equity in
T [Ea
NS Laitfi.

There wre bhree comvon bypes of 1ichility inewriace, obher than
P N 21 s 13 IR Tt LS T‘]’w:e Mas TS Al e rprlc
Aautomobile 1i.oliily, toot o Tanier nese ora 2

liLkitity, corlucnts compensatlon, wnd comprohensive or enearil

Tisbility.



Hmpioyer's 1licohility protects the Cuvicer - ainst s0iL in o so
«n employec is injured o work turocugh nzislizence ol the amployer.

Workuen's compensation, required for cny errlover of seven or - ore

nersons butbt volunt:ry Jor a olhers, sives the vorlear  rolzohion
V, , I _cnhion

-

loss of wages 2o 4 result of injuwry, plus rayvant Tor dnduriss
received. Compr:hensive 1linnility inswaence rmrobtects the forcer in

cases where accidents or the destriction of rromerty resnlt in lawsuits

o

arainst the fariwer by the sener:i puilic.

In the cerlier survey, onlv 24 cul of “20 Tlreirzvs or 11 cercent

5
o
12
i)

hod cwny Lorm of Jicnpility insuronee. Over 70 ercent of % fzrmers
vith insur.nce warz in the two lorsar form size sroops. Coverase was

orimacily ol ohe cenercl licpilicy type 1ith miniicy sncants of cover-—

In the 1956 survey, 17 out of A2 formers (40 corcent) hod

\

liabiliny inswur nee.  Insur:nce =rents are mushins this tjre Al corer-

ace wuich in porb (coceunts for bBle bi dnecrc se. Desplie this cetivity

b;r »_cents, of the 20

e

Toerers without 1i-hiliily insursnce 17 had never

hed an aszent bry Lo sell this +rre of relicy to thern, or even had any-

A\

one Adiscusc lic»ility insur wice uith them. Verious rezaisons were given
by those farmers vith insuwrsnce as to why taey coarry lizbilit,.

1ros ELALS)
Nws vl

[
fde

I,J .

Nobicennle among s ©20800 horever niicciion thot they had

9}
-

>

been "scored™ into buying tihis t. e of seliey eibher by sorme nesr

catastroche occurring to tham or to o« friend or rol:bive. Bvon though

the vromiun is relobivaly small “or She auscunt of risk prohoection
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afforded, nnless o furmer rogulzorly eaploys nired holp, he renerclly

O L . Lal

O

ve of motivaticon, such 2s = close cokl, to jurchasz L

Swmrry of the casualby insuriace jrosram. It was seen 4 the
end of Chapter III, that the received theory of insurance by itself
foiled to cdequately explain or grediclt 1ife insurcsnce consution.
The conclusion wue rocched thoet the many wre s of conilict between

a el
[N

1-

‘},—-'o

firma-houseliold, aznd precent-Iuture consumytion, ~long =ith the d

.

culty of = +lying 2n essenlinlly self

9}

—centered type of ubility masd-
amizetion to fonily veluss mode it necessary to exrand tlie theoretical
fre-mework beyond the present concents,

At first -lance, it would scen that the utility mosdmizing

conceot might have its Dresdest applic tion in the arca of cosuclty

e
C
[4)]
-

insurince; 1.c¢., the fire, vehicle, and gen-ral liability volic
Here thore is no complicating {rctor of suvings or investient beins
combpined :rith protection, Thesas types of coverarse are nore ne-rly
"pur<' insur-cnce, and the amount of insurance cuirried might be exppected
to be & direet function of th= subjective risk-prcference of the
individueal.

There is =pparcntly less of a conflict between [irm and house-
hold with t:ls true of coverare. There is 2 definite tendlency orong
formers to include fire, suto, und li bilily insursness as [ oxin

1T =

expenscs, s conbrasted ith houschold cxpenses. FHere 2i2in, b

o

> of bheoins vepicble incuts which

v

’

not wroductive cirenditures in the 3.ns

huve o direct eifeczt on production. Howevar, in Jotermining customary



patterns of cipenditure, as discusszd in Chupter III, these costs are
norm.lly dnciuded in the firm's budsct.  Followin: this sime anclysis,
however, uny increisss in consumption of thzze insurcnces, »orrinz an
incresse in gross furwm income, must come from other productive
expenses, from fumily living stiandards, or from »resert sovings.

Does tris mesn that these inswrance cirrenditures can bhe analyzed
coupletely vithin the {ramework of the ubtility mecdimizing concevt? It
would szeu: Lo be not that simple.

In the first place, institutional arringenents play o very
importsnt port in this ti e of insurimce cover:s:e. ALl mortzazed

property maslt be insured, so that for mortpszed property the decision
making function is comvletely abssnt. The only actual decision facing
the mannger in this situw.tion is the extent of coveraze, cnd muny times
he is not zven allowed this decision since bthe finencing coency may
require thet the masdimum amcunt of insurance sllowahle be corried,
Thus, the purchaser of 2 car on credit is forced to culy collislion
insurcnce of = cert - woount, and very often must also have lishbility.
The mortsazor redquires the mortgasec to chryy fire insuronce st least
to the axxbent of Lthe mort:ase, often for the replacencnt valuc of the
buildinzs.

Finincial responsibility laws male 1t alicost wand:tory for auto-
mobile drivers to have o mininum omount of lisbility insurince, at

least they moke it crtraasely foolhard; not to do so. flers ¢ «in, a

large port of decision vwking is divorced from consumrtion.
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Fin#lly, it is quite probable that custom plars on import :nt
part in some types of casualty insurcnce covernie. This is =s:
true of collision insurance, in that such 2 1.rze nrovortion of firmers
surveyed Ieclt thot thore vwis no decision to rivire 4s to thether or not
collision suould be curried. These firmers made no attenot to snolyze

the problem; they simply held a belief, perhaps hHused on socicl imi-

tation or desire for socinl accentonce, th:t this ty ¢ of insurcnce is

cﬁ*
\W
JAJ

a "must" Zor them. Their “stitenonts 2.2 In part substontic

foet thint collision insursnce ownership is not reltted to income level,

ne
A

e or value of the sutomobile. No doubt the activibies

net vorth, or

cnd advice of woents is an imrortqont octor in

On tire other h:ind, Ifire and theft and comprehensive auto

insurence are pnositively correlated with size o fown, indicqting that

Tor these tywpes, incomz 1s :n important f:ctor in determining wount of

Firec insursnce is nlso considered = "must" itea by foviners due

in ool to institutiocncl Zoctors an) in wort to custom.  Few farmers

1
H s

4 1

ould  -ludit ever moking . esision as bo vhethor or not to have fire
insur nece ot <11l; howvever, ne 1y 211 adadtled to tr;ing to Zecide
lo~icolly tha suwount to have. Sone even dod e this issuvc by carvying
212 bLre comprny will wrdte.

The =bteippt st mensuring risk preference by & roting scalc wes
not successiul in wrelicting ilnsurance-buying habits. !owever, it

shows promisec, and a more cerefltl selectlon of cuestions snd further



109

enalysis of weighting should give better results. This is an areo
where further investiiation may prove fruitful.

Recoynizing the effects of scciological and institutional
factors on insurence consuwnption and medifying the theory accordinzly,
it would see safe to assume that farmers in utilizing Tire insurance
recognize that the risks involved are major ones which, if incurred,
would probanly lower the socio-cconomic status of the individusl.
Since tii» freguency of occurrence is relatively low premiums e not
excessiﬁe Tor the protection allforded, and formers are alomost uni-

versally willing to insure against loss of future e .rnings or assets.



CHAPTER VI

MIEDICAL AND HEALTH CarE AND INSURANCE PROCZUALS



CHAPTRR VI

IEDICAL AND HEALTH CUHE .UD INSUR.MNCET PROSRALS

~

anotlier insurable risk facing farm operciors -nd their fomilies
is that of medical expenses and discbility. Althouvrh asriculbture is
often considered one of the more healthy occupctions, it is also one of
the more hazardous. Then too, statistics which show wedicsl expenses
of £ rm faundlies bo be lower than those of nonfarm urban people may
conceal the true facts. The renson for the lower medicol erypenses may
not be th:t ' rm people are healthier thin their city counsins, but
rather that they do not avail themselves of medical, surgical, or
dental scrvices; either bescause of the unavailability of these scrvices
or becauce tarm people feel theyr cannot afford these services.

PR

Indicative o this is the fect thet only 28 percent of those

e

furmers surveyed had resular physical excminations by a chysician,
inCome level w=s rnot o Lactor in this cese; the only Y .cter asnerently
associated vas educalional level. The higher the educational level of
the farmers, the srecter percentacse had annual physical exanin~tions:
but even amronz college -~reduntes less thon 40 percent had rezular
examinations. Howevsr, even thourh less than 3 farmers in 10 had an
annusl vhysicsl exoundin tion, nesrly 9 out of 10 reported having o
regulsr fzisily doctor.

Bvidence thot z riculture is a hazerdous occupbion coin be found

in the nwibter of Ffarm operstors disabled for some period of time during

the year urevious to thne dnte of the surver. The farwers surveyed
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reported that 25 of their number (12 percent) were discbhled during the
yesr. Four of the 25 were considered to be permanently disabled ot
the time of the survey and four others were disebled for three months
or more. One-third of the discbled operators reported that their loss
of ecrnincgs amounted to $2,000 or more for the vecr. Fourteen of the
25 had no insurance to reimburse them for their loss of earnings.

Thirty-two of these furm operctors, or 15 percant, rsquired one
or more home visits by 2 doctor during the year, and physicians visited
the homes cf 54 farmers one or more times to treat dependants. In
addition 78 operators made one or more visits to a physicien's office
for treatment. The devendents of 112 furm oneritors made visits to a
physician's office. Eight of the operators and two devendents made
over 50 visits to 2 physician's office for treatment. Only a2 smell
part of this expense vas covercd by insurance.

A smaller number of form operators reduired hospitalization. In

1

2

53, 11 of the 220 farmers survered were 2<iri’ted to hospitals, and
39 denendents were hosritalized. Most of the dependents were confine-
ment cases.

Six operators and 15 denendents reqguired surgery during the
vear, Tables AxX1I, X<XII1I, and XXXIV show a distribution of costs for
hospitalization, surgzery, and doctors!' visits.

Only 65 of 220 farmers reported e:xgpenditures for drug items

totaling 52,700 in 1953. Undoubtedly nore formers then this purehased

.

drugs; however, such consuner exponditures cre seldom recorded and

easily lorgotten. Only 99 of 220 reported e enditures lor dent ol

e,
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core, for : Lobal cost of 4,579, This tco is 2 relstively low ner-—
centuge of the popul tion receiving Jdental crre. Bx eniiiures for eve

glesses or eye crire were recorded by 48 farm furilies and totaled

31,564

TABLE XXXIT

COSTS OF HOSPITALIZATION FOR BRIADUINNZRS AND DUPENDSNTS

L Cost
$LO0C Totzl
Amount of Under 2100~ 5200-- 5300- and having Total
expense . 2100 +199 5299 5399 over eupense cost
Nuaumber

Brzodvinrers L 2 - 3 2 11 32,808
Depenients 18 g 5 > 5 39 6,452

A1l 22 10 5 6 7 50 19,460

T.BLE XOXIIT

CCOT COF SURGEXY fOR BR IADLVINETRS AMND DETENDENTS

——. . e s ot e e s g i et e Tt e e b e .t e e a5

T T 5250  Total
wnount of Under 50— 3100- $150- &200- and  having Total
esense B8O 599 3149 8199 $249  over exnense cost
Number
Breadwinners 1 - 1 1 3 - 6 $1,015
Dependents 5 L 1 2 1 2 15 1,516
A1l & L 2 3 L 2 21 %2,531

As con be seen in Table XXV, a total of 175 femilies rerorted
exrenditures for medical ¢ .re of one kini or another, totaling over

27,000
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‘LJL KC?
TOTAL KMEDICAL EXPHNDITURES, 220 VERNMONT F.ask FARTLITES, 1953
Roanze in Number Percéﬁgu'w.‘._7ﬁ;gsfw"—‘7fcrpgx5m65’w
expense reporting reporting’  expense _ totsl expense
NOI". > R _v__lg;f;_ e 20
gnier 450 53 30 0 U A,1ns T
¥ 50 = 99 48 27 5 ,./LJ 12
100 - 149 17 11 ,098 3
150 - 159 11 Q) 1,928 7
200 - 249 11 6 2,545 9
250 - 299 6 3 1,713 6
300 = 349 7 l 2,269 8
350 - 399 3 2 1,117 L
LOO - W9 =2 1 L7 3
450 - L9 5 3 2,35 9
500 - 7L 9 5 54,505 20
750 - 1,000 3 2 2,503 10
Total 220 1C0 wR7 5,368 100
¥As o percont of those reporting exnenditures, o

Health insurance coverave,

Just

had any

bution of

hospltalization coverage by size of

)
o

kind of hospitalization insurance,

F4L3LLJ 4:...‘);“\. I

F CC VudAGE,

half of

1

fad

Table YXCUIVI

o,
L ST

HOS LT aLLJATION

e furmers contacted

sives distri-

FEURANCE

T No Persoﬂgagbvered _WW.J“G o nlaﬂr~~‘a
Group  dinsurance _ _ Operator C Fardily Groun ~ Individual
Perccecnt
I 54.8 7.1 3e.1 31.6 6804
IT 51.4 8.1 LOUE 31.2 6.2
117 62.0 8.0 3G.2 23,2 L6, 7
Iv 3.2 14.3 51.4 )O 0O 50,0
v L6e 0 1.6 R Y 000 SR 5P A
A11 farms 5C, 1 7.3 L2.3 39,0 61.5

e e . % w4 o e mamm e mimemoaes wnmom o o

As o

p“rCﬁLL of those insured.
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Ase was a factor aflfecting purchsase of hospitolizstion insuraznce.
While 52 percent of those farmers under 40 hod nospitalization, only 40O
percent of those over 60 had Llils coverage., DRBducatilon of the oper-tor
seemed to be an even more sizniticant factor, since only 3L rercent of

those withh el s

nth grade educstions or less owned this insurance, while
61 and 62 percent of high school or college educsied p=rsons resnective-
1y were covered, Surprisingly enoush, there seemed to be no relstion-
ship between size of family ond extent of coverage, and not o close
association between incomne level and ovmership of hospitulization
insurance

The most comson room benefit wes 56 per day, for o 30 or 31 day
maximum veriod. These room allovinces have since been increased;
hovever, they were the modal size =t the timz. Room ~llowance ranged
Trom under 55 ser Jd.y Lo over 315. The mod2l surzical ollowwwice was
between $150-3200. Nearly three—cuarters of the policies mode no
vayment For shtendsnce by physicisns, other than the surgical allow-
ance, [in~1ly, nezely three-fourtls of the policiecs were with one of
three major companies.
uestioned 2s to rae.sons for taking out hospitalization

When <

N
L

insurance, the most common answer was "t just scened like o jood

thing." Farmers, like others, recognize th:t medical costs have

increased grontly, @nd a sericus 1llness or major surgery cculd easily

e
0
Q
w3
0
P

take a full year's income., Hospit: 1lizotion insurence
those owning it to be o ~ood investment; the peacce of mind resuliing

.

from hoving it beins worth the price.
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Of those owming hospits=liz~lion insur ncs, 90 parcent eyrect to
xeep the insur:nce; however, nuoarly 15 percect fzel thot they Jo not
rec . ive adegunbe [vobectlon [or the vremiuwms paid.

abou® ilf of those with hospitalization insuronce hove filed
claim ot one times or miother and less thian 20 percent of those £iling
claims felt that they 11d not receive & Coir zettloment,

In an cttempt to determine tlie type of policy Iovored, the
respondents were siven o choice betueen two dilTersnt Lt poes of policy.
One cholce was betwnen = pelicy vhich aid a1l cosbs over 5100 or =1l
costs wnder 100, T .=2n they wvere nsked to stiote their preference for
. policy pzying 21l cosis over ,300 or :11 cosis under ;3C0. Table
XLWVIT shows these preferences. Unfortunctely no indiz: tion of
relative cosis of thr =2 plans woes glven, so there is no way of drawing
eny very neaninsful conclusions from the results.

Just under 13 —ercent of the samnle had eny type of major
medical expense policies, all of which were asroun polio insursnce.
None of those surveyed ho 1 the so-c-lled "catistrophe™ medicol volicy,
which roys 211 e enses for major 1linesses up Lo some hig

his t_ pe of policy, howevar, wos ver) new L the tiie of the surveyr.

[

dceident wnd he-lth insurance. Several € pes of wolicies cre

included in this clussilicablon, the we.jor ones heing the stndsrd
ccceident policy, the D ard D or accident:l decth and diswemberiment
policy und the travel nccident policy. These policies in jenerzl

provide for »enziil peymonts in < -:se of Injuwry or derth of the insured

due to nccidents. There are many forms and types of policlies, soine of
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wiilch are very inclusive, others listin: siecific tynss of cidants

for whilech beonefit perments o2 msde. Most of the ;olicies inclile =

orincipdd sum wiidich is il bho

cisry in chse of fecitntnl
dectn of woe insural.

reloted to lows of Limh

Llump sum payment or s oowesldy indomnity. Cerb-in obthier woliciss are

&

strictly o, tha Tdsohility to », coying o ooirontaed woelldy or monthly
sum as long s the insured 1s Ais bled.

Trhese policies nre writitern nd cold by local 2 onis; however,
meay Lre included as "zimiclks' to lure customers into
product. Under one plon, o finer sabscribes to o magizine 2nd
receives Lhe AD and D (olicy 2s a "bonus." They may he included with
aubonornils or machiner, scles; seometiies a sronn weolicy is writien on
members of 2 cooperative., Becruse the nethod of march cing or receiv-
ing cover- e for Uis type of Insur nce is so unorthodor, no atlenpt
will b2 made to nssoci te ownershl» ~ith any of the scclio-economic
vorisbles,

About 20 nercant of tire farrers surveyed had one or wore of
these »lons, two T ornors ovnin: o0z illerent policies.  Individucl
nt and health g ccecldent2l decth an” Jdsmechorrent oollicios
vore b for Lhe sosb comweon bypes.  annual proaiinis ronced roae ey

iy

5 bo o pich of W7, bub the modal cliss s 510~ ~nnu

most fresucnt esltly Cisebilit s poviment une or Lhese solicies tras Jroin

210~ (1!, policies) «nd .25-29 (13 policies), for n period of 12-24
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O

weels., Three-fourths of the nolicies paid from 2500~-1,000 princival
swn in ¢ of zccidentsl death.
In general, this is not &n importent .cit of iy lurmerts

insurence ~ro_rom. For those Curmers owning nolicies ol this sort, it
does provive lolien payments in cogs of injury or Joobiht Cros ccnilints.

With agriculiure Leconing more mechunized, hare mer well he s -1

for nolicies of this t:ne in some Toviers'! insvrance proorins.

Verment farm fondilios in this survey soent n overa

o L1Z4 per Lfaudly Tor aedicel exionses.  Jhile Lhis is conslideraxly
mnder the notiondd averase of 5215 per foudly, tiuic should not be
construed Lo mewn that bthase Veroont “orm Toreilies wro heslthler
in less need of nedicl servicos t o boe nuiion:l averzoe.  More

likely, it is bacomse of low incomes ~nd lack ol nesr-oy medic-l

s2rvicos

About WrlD of Bhcse fimdilies hedd hospit o lization insne nce of

sc.oe Wind, the acjority hevins individucd plons covering the entire
fomily. However, meoay focdliss were covered by o grotp plain sponsored
b one of tu: form orgonizations. WwWhile cowveroze wis not comrilseory,
~

0 percent of the merbership hoad to be insured Tor

-

»t lanst

o

polic, to rer:zin in force. Thevefore, tuere wos 0 sense of oplisutlion

[=

Lo tae jroup wideh muy hove prorpbed some Tooalies to dnsure.  Extent

o’ coverw e sppexrs to be ¢ssoclated wore closely with educctionsl

)

Kad

level -nd 2 e thon with income or size of fuudly. The coosoning behind
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CHAPTER VII
RETIREMENT PLANS OF FARMERS AND THE SOCIAL SECURITY PROGRAM

In the last 25 years a great deal of attention has been given
to the problems of the aged in our society. This awareness has been
due in part to a marked increase in the number and proportion of older
people in the country, as a result of a longer life expectancy.
Accompanying this are changes in our economic and social life which
have made it increasingly difficult for our older peovle to find pro-
ductive and satisfying opprortunities. Labor, industry, and government
have all recognized the problem, and programs have been developed to
alleviate the situation, Industry pension plans, individual retiremenﬁ
insurance, and annuities are used extensively by nonfarm groups, but
probanly the most sirmificant development has been the 01ld Age
Survivor's Insurance program, developed in 1935 and designed to provide
a minimum level of economic security for urban workers and their
families.

distorically, the problem of providing for the aged in agri-
culture has apparently not seemed a serious one. Farmers were largely
self-sufficient and were able to provide the basic necessities of life,
while at the same time increase their capital assets through the
vurchase and improvement of their farms and through increasing land
values, There was a widely held belief that farming provided a greater
degree of job security and independence than other occupztions, even

though it was not so remunerative. Farmers felt that farm ownership
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provided their best approach to security, and zs a result they faced
old age with more assurance than most other persons.

These beliefs, however, may be no longer valid. Farmers
increasingly face the same problems of insccurity in old age as other
occupations. The shift from subsistence to commercial agriculture,
while enhancing»farm living, has also increased insecurity. The much
larger investment required for profitable farming today, and the many-
fold increases in cash farm expenses, have made it less feasible for
farmers to achieve gradual retirement through reducing the size of
their operations. Increased mechanization and new technology have
reduced the number of job opportunities for the older people in agri-
culture. And finally, there is less parental responsibility among the
younger generation of today.

Several studies have been made in recsnt years concerning
farmers' preparations for old age and retirement.al The Wisconsin
study (1953) showed that just under half of the farmers interviewed
expected their farms to provide their sole source of income in old age.
Over a fourth of the farmers were uncertain or had no scurce of income

for old age and only 2 percent had plans other than their farm savings.

Aly, sewell Vllllams, Charles Ramsey, and Louis Ducoff, Farmers
Conceptions and Plans for Economic Security in 0ld Age (Wisconsin Agri-
cultural Experiment Station 3ulletin 182, 1953) walter McKain, Jr‘,
Elmer Baldwin, and Louis J. Ducoff, Bconomlc Security in Old Age;
Connecticut Farmers (Storrs Apriculbaral Experiment Station Inf. 43,
1951). Robert Galloway, Farmers' Plans for Economic Security in Ol1d
Age (Kentucky Asricultural Experiment Station Bulletin 626, 1955).

Paul R. Poffenberzer, Maryland Farmers Look at Social Securlgx
(Maryland Agricultural LExperiment Station Bulletin LG, 1954).
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In Connecticut, on the other hand, about one—-third of the farmers
expected to have income from other sources. It is interesting to note
that as the equity of the farmer incrcased, the more faith he had that
his farm would provide for his declining years.

In the past farmers have apparently not looked with favor upon
retirement, or have at least given it little thought. Approximately
two-thirds of those interviewed in Wisconsin indicated that they had
given little or no thought to retiremsnt or cutting down on their farm
operations in later years. There was a definite correlation between
age and equity of the operator and plans for eventual retirement.

There are some reasons for this lack of interest in eventual retirement
from the farm. In some cases the farm has not provided sufficient
income or equity so that the operator could afford to retire. Then
too, in farming it has been possible to tailor the work load to the
capabilities of the operator or hire extra labor to do the heavy work,
with the farmer continuing the managerial activities. It is also
possgible thet difficulties of liquidation due to taxes have been a
factor in continued ownership. Often retirement has come only after
ill health or crippling disease. Apparently it is fashionable in agri-
culture to '"die in the saddle" because less than a third of the farmers
contacted in Wisconsin ever expected to retire.

This lack of planning for retirement in agriculture has probably
led to inefficient use of resources. Productive farms are allowed to
deteriorate as the farmer slows down the pace of his operations in

advancing age. Land may be withheld from production and many small
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units maintained so as to provide a small source of income for the
operator. Units of this type are very slow to ressond to price
changes. Studies have shown that older farmers are less willing to
take risks, have lower production, invest less in machinery, buildings,
and fertilizer, and are less willing to adopt new ideas or follow
conservation practices.

Farmers apparently have little idea of how much it will cost
them to live off the farm should they retire. Respondents in the
Wisconsin study who were asked this guestion estimated a range from
under $75 to over $200 with the most common figure between $75 and $150
for a family of two. These appear to be unrealistic figures in view
of current price levels.

The decision to provide for retirement income from sources out-
side of the farm capital structure involves the question of future
consuinption versus present consumption., It implies a willingness to
sacrifice present consumption and possibly future earning power in
order to be assured a source of future income. The fact that very few
farmers have voluntarily provided for external retirement income would
indicate they feel thot money reinvested in the firm's capital

structure affords a greater future return.

Plans of Vermont farmers. Vermont farmers do not move around

very much once they become established. A third of those surveyed had
been farming for 25 years or more, 30 percent on the same farm. Just
under a third had been farming for 1C years or less. In attempting to

discover any retirement plans of these farmers without asking directly,
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they were asked, "How long do you expect to continue farming?" Two-
thirds answered they would continue as long as they were able. Just
under 15 percent indicated they would sell out as soon as they could
find a buyer. Seven percent were already retired or semi-retired and
the remainder specified a definite number of years, ranzing from 1 to
20, during which they expected to continue farming. Upon further
questioning, it was determined that 15 percent had made some definite
plans to retire. All 15 percent of these planned to retire upon
reaching age 65, and all mentioned the availability of social security
retirement benefits as one of the major factors in their decision to
retire.

It - is important to note that the 15 percent of the operators who
had made definite retirement plans differed sisnificantly in several
respects from those operators who had made no definite plans. Table
XXXVIII summarizes some of these differences. In general they were
older, had more formal education, were more active in community affairs,
and owned larger, more profitable farms, than did those farmers who had
made no plans for retirement. Age would normally be expected to be an
important factor in retirement plans. The sample 1s no exception with
a third of all farmers with definite plans in their sixties. However,
age was not the deciding factor, since only 22 percent of those farmers
in their sixties had made any definite plans for retirement.

An effort was made to determine plans of these farmers once they
retired. Two-thirds of the zsroup indicated that they would sell their

farm, The remaining third planned to either cut down on the scale of
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operation and remain on the farm or rent the farm, using the rent as a

source of retirement income.

TABLE XOCIVIIT

CHARACTERISTICS OF FARMFRS (/ITH AND
WITHOUT RETIREMENT PLANS

Average Social
Farm Net participation
Age Hducation size Income worth score
Farmers with
retirement plans 57 13.5 39  $3,666 $41,333 33
Farmers without
retirement plans 44 9.8 29 2,131 27,274 22

The respondents indicated that they planmned to keep busy after
retirement. Half of them planned to continue doing the thing they
liked best; that is, they expected to buy a small country home and
carry on a subsistence type of farming operation. A third expected to
occupy themselves with odd jobs, the remainder wanted to travel and see
some of the country.

An effort was made to determine how much money the farmers felt
they would need to live on after retirement. Answers ranged from $150
to %400 a month, with the medizn at around $200., Current family living
expenditures averase around 4125 monthly; however, most respondents
were very indefinite both as to present and future expenditures. Most
recornized that future expenditures would probebly be hizher due to
less farm—produced food and possibly hipgher medical costs.

The farmers were asked to list their sources of income for

retirement. All mentioned as one source of income the capital realized
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from the sale of the farm or rent from the farm. About &5 percent
listed social security os one source of income. The amount of total
needs which socilzl security was expected to provide varied from one-
quarter to two-thirds. However, none of the farmers had zny very
definite idea of the actual amount of old-age survivor's benefit which
they would draw. Other sources of income listed were pensions, retire-
ment annuities, and income from sale of surplus farm products,

In gzeneral, there would seem to be a lack of planning both as to
amount of income needed in retirement and nossible sources of income.
Few farmers have done any figuring to determine how much they would
have left after taxes from the sale of the farm. Too few of them have
even a vagzue idea of the amount available from social security.

Prior to wmakinz the study, it was belicved that the aveilability
of socizl security payments would Se an important factor in farmers!
decisions to retire., However, on the basis of answers -~iven to the
cuestion, "When did you decide to retire,'" about half of the formers
indicated they made the decision to retire several yesars ago. About a
third actually stated that they made this decision before they became
elizible for social security. However, it may very well be true that
while the plans for retirement were made several years ago, it was not
until they became eli~ible for social sscirity benefits that the rlans
bezsn to crystallize into something more definite than hopes or dreams.
Many things ararcntly determined the original Jccision to retire.
Among the factors most frequently mentioned were "My health isn't too

good and I can't do the hard work," "I can't hire help and can't do the



128

work myself," "I'm getting old and slowing down," "My son isn't inter-
ested in the farm," and "I figure as long as I'm payinc the tar (sccizl
" security) I may as well set something for it."

These farmers are well aware that today's dairy farms must have
efficient management, with high output per man. If the operator is no
longer capable of carrying his share of the labor load, it means hiring
help, which often isn't available, Therefore, they are willing to turn
over the farm unit to & younger man better sble to handle hoth the

management and the manual labor necessary.

Farmers with no retiremcnt plans. What of the two-thirds of the

fermers who have made no plans for retirement? An atteupt was made to
determine whal they nlan to do in the latter years of their lives,
About half of these farmers indicated that they planned no change in
their farming operations after age 65. About 20 percent indicated they
planned to tzke a son into partnership or would turn their farm over to
a son te run. Just under 15 percent would cut baclk the size of the
farm and not work as hard. When asked specifically what they would do
if they found themselves physically unable to carry on the farm work,
about 4O percent stﬁted they would sell oul, and-just under one-third
would hire help. It is interesting to note that less than 5 percent
would consider renting their {orm under these circumstonces.

These farmers were then asked specifically if they thousht they
might cometime retire from their farms. Again, 50 percent stuted that
they definitely did not vlan to retire, while another 15 percent

doubted very much if they would ever retire. The rewainder, when
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specifically queried regarding retirement indicated hopes of someday
retiring, but apparently these hopes were not far enocugh advanced so
that they had been formulated into plans.

Factors mentioned most freguently as determining whether or not
they would retire were availability of money and health of the operator.
About one-third stated that they would never retire because they
preferred to keep busy; the idea of "dying in the saddle." Apparently
this is an important factor psychologically, because during the inter-
view many farmers, including those with retirement plans, indicated
that after a person had worked hard all of his life he shouldn't stop
abruptly, but should try and taper off his workload a little at a time.
And many mentioned that they wanted a little land, a cow, and some
chickens after they retired, so that they could have something to do.
Cértainly it would be a severe mental and physical strain on many
farmers to move directly from the active managerial and laboring
position of a farm operator to the idle hours of complete retirement.
This is probably one of the more imrortant considerations affecting

farmers' decisions not to retire.

Attitudes toward social security. The original survey was taken

before social security was extended to farmers; the second survey after
its extension. Table XAXIX gives information on attitudes toward
social security from the original survey of 220 farmers. While there
was a tendency for fewer of the operators of larger-csized farms to
approve of social security, there were no significant differences by

educational level, age, or reported income. In the second survey after
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farmers had been covered by social security for two years, similar

questions were asked. In this case 78 percent of those responding felt
social security was a good thing for them, and 14 percent were opposed
to the program. The remainder expressed some doubt as to the value of

the program.

TABLE XXXIX

ATTITULES TOWARD SOCIAL SECURITY BY SIZE GROUP

— ——
p— —————

Attitudes toward social security
Favor and Favor but not
Size group extend to farmers for farmers Oppose
Percent

I 85.4 7.3 7.3

II 80.6 11.1 8.3

111 72.9 16.7 10.4

v 71.4 17.1 11.4

\') 7545 18,7 5.7

All farms 77.0 14.6 8.4

The most frequent answers given for favoring social security
were "provides retirement income,' "good for the small farmer who can't
afford to retire," and "good for older farmers.' The most frequent
objections were "don't like the compulsion," '"another control over
farmers," and "it stifles ambition.!

Those most strongly favoring social security were fsrirers in
their late fifties or sixties. Farmers on small farms also were
generally strongly in favor of the program, Those opposing were

younger and had larger than average operations.

A surprising fact was that only one man mentioned the survivor's

benefits as one of the advantagzes of the 0ld Age Survivor's Insurance
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program. Despite all of the educational work done, it would appear
that farmers still think of the program as one designed primarily to
provide a minimum level of retirement income for old age.

There is evidence, althoutsh no statistical proof, that older
farmers have altered their farming programs somewhat so as to maximize
their incomes while building up eligibility for social security bene-—
fits. Many farmers indicated that they wcre employing this stratezy.

Certain wfiters, in discussing the implications of the social
security procgram on agriculture, have commented upon its possible
effects on land ’c,t-:'nu:x.“e.[4L2 The general consensus was that farms would
not change hands as rapidly for the first three or four yesrs after the
program was initiated. While statistical data are not available for
Vermont, general observation tends to confirm this. The normal rate
of turnover of farms in the state has been between 4 and 5 percent for
the last 10 years up until 1954. While figures are not available for
the 1954-57 period, credit and real estate agencies indicate that farms
are not being sold at this prcvious rate. However, farms may be
priced aoove their capitalized earning power due to lower present milk
prices and this very likely affects the slow turnover,

In arezs with a high percentage of tenancy, some tenants have

expressed the fear that social security may cause landlords to take

thene Wunderlich, "Social Security in Agriculture," Journal of
Farm Economics (February, 1956). Farm Tenure and Family Adgugtments to
Social Security, Federal Extension Service, United States Department of
Agriculture, PA 280 (February, 1956).
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over the operation of their farms in order to qualify. In Vermwont ,
with a tenancy rate of under 5 percent, this has not been a problem.

In fact, it was the hope of the writer that social security benefits
might make more farms available tc tenants. Generally, the rental
income from a dairy fsrm is not sufficient to pay texes, fire insurance,
depreciation and upkeep and still provide enough interest income for a
landlord to live on. However, there should be enoush rental income
from many dairy farms to supplement the social security benefits and
provide a comfortable rstirement.

During the survey, an effort was made to determine if more
farmers would now consider renting their farms and if not, the reasons
why. About one-third indicated that under certain circumstances they
would consider renting their farm. However, many of these indicated
that they would prefer to sell if they could get their price. Of those
who would never consider renting,the majority believed thet they
couldn't get good tenants. Many correctly recosnized that their farm
was too small a unit to rent.

It is a reasonable hypothesis that farmers will now be more
willing than before social security coverage to give up the mana-ement
&nd operation of their farms, either by rental or outright sale. This
means that the productive commercial farms can be turned over to
younger, more able men before the farms have had a chance to depreciate
or decline in productivity. This in itself is desirable, since

resources will be more fully utilized.
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Some of the recent literature on the effects of 0ASI43 has made
much of the income redistribution which will result from this program
being applied to agriculture. This transfer of income is primerily in
two directions: from younger farmers to older-azed farmers as they
become eligible for social security payments, and secondly, from higher—
income to lower-—income farmers., There is also income redistribution
between single or childless married farmers and those with children.
While no one can deny that income redistribution will be a result, in
view of the changing value systems in arriculture and in the non-
agricultural economy, it is questionable whether we can brand this
redistribution as undesirable. In a state where 37 percent of the
farmers are 55 or over, and where 60 percent are on farms which are
barely large enough to provide for current living,probably the incomne
redistribution effects from the social security program sre no greater
than they would be from public welfare or relief.

Uncertainty is a definite problem in agriculture and is a
limiting factor in the optimum allonsation of resources. The 0ASI
program should prove a positive factor in decreasing one phase of
uncertainty-—insecurity in old age and for survivors-—-and this may lead
to less desire for ligquidity of assets resulting in botter allocation
of resources.

The QASI progzram may improve the credit rating of farmers and

result in less stringent credit requirements. A program which assures

43Tvid.
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the farmer that his family has a minimum of income security through
survivor's benefits if nceded, should result in his being more willing
to obtain more credit where justifizble. This should 2lso be favorable
to the banker as well. On the other hand, the tax collection will cut
dowvm somewhat on the amount of cash available to repay debts or for
femily living expenses, and in this respect may prove a limiting factor
in loan repayment ability.

A final wora might be sald on the problem of security versus
farmers' frecedom. This was one of the main objections of farmers to
the extension of a compulsory social insurance program to agriculture--
it was an invasion of the farmers' freedom. This is probably an
invasion on the farmeré' freedom to invest his money as he pleases. On

the other hand, the farmer is receiving a grecter degree of security
and protection than he could provide for himself at thz s:zme price, and
certainly more than he has ever had before.

It is interesting to note that compulsory social insurance
started in Germany during the rule of Otto von Bismarch, the '"Iron
Chancellor," at a time of unrest in that country. In discussing the
program in Germany, Sulzbach®l says, "In so far as Bismarch advocated
an institution which he believed would make the common man more secure

and content, he acted like any politician in a democrscy. But in

addition, Bismarch conceived of social insurance ¢s 2 gubstitute for

el ter Sulzbach, Germsn EBxperiment with Sociol Insurance,
Studies in Individual and Collective Security, No. 2 (National
Industrial Conference Board).
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government by the people. He may have been aware of the fact that thne
economicallﬁ underprivileged classes, offered the choice between
'liverty! and 'security! secem to prefer the latter,”

It is not necessary to subscribe to Sulzbach's views to ration-
alize the OASI program for agriculture. History is Tull of conflicts
of this sort where social action is taken which reduces the individu-
al's freedom of action in exchange [lor the zain of some other value
which is deemed to be hizhly prized. As Hathaway has shown®? this is
true in price support 2nd production control grograms, and can be
demonstrated by indifference analysis. No one can or should try to
decide for farmers il this program will be good for them. Indications
are that a majority of farmers have been willing to give up a small
amount of Fre=edom for tue sscurity gained, Their actions =t the polls
and through pressure groups have shown Lils to be true.

Farmers apparently place a high value on secwurity. In this
light, socisl security is another step toward zchieving the goals
which farm people hold high, and if the ends arc sufficiently
important--—as they appe-r to he--the costs can prooably be fully

justified.

45paie Hathaway, "Agricultural Policy and Farmers' Freedomj; A
Sugiested Framework," Journal of Farm Lconomics (November, 1953).
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SUMMARY AND CONCLUSIONS

This study has been concerned with the insurance programs of a
representative sample of Vermont farmers. It has examined the received
theory and, the writer believes, found it wanting. It has attempted,
within the framework of current theory, to explain =znd predict the
behavior of these furuwsrs in the area of insurance purchases.

Uncertainty of the future has a vitally important effect upcn
the production plans of farmers; because of uncertainty, production
plans must be altzred and the use of resources is likely to be dailfer-
ent than would be the case in a sbaltic economic system. Uncertainty
imposes costs, cither in losses or in forgone income from modifying
production plans to decrease uwncertainty. Certain types of uncertainty,
known as risks, are insurable.

Probanilities of occurrence are known and it is actuarially
possiole to determine premiwa costs for insurance plans to protect
against the loss., It is with the areca of insurable risks that this
study has been concerned.

Formal insurance has definite costs in the form of premiwrs.

A former who insures willingly sacrifices a known amount of current
income to receive a certain future income or to protect future assets.
By so doing, he accepts a lower present income plus the security
afforded by the insured future income or assets, in prefcrence to a

slishtly hizher present income but uncertain future income or assets.
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From a monetary standpoint, these costs of providing security are
relatively large. While it is difficult to determine accurately on the
basis of the information available, the cost of all insurance premi.ums

approximates 12 percent of net fermn income for those surveyed., Table

(N

XL gives fipwres which compare expenditures by size ZronD.

TABLE XL

AVERAGE INCOME, AVERAGE OF ALL INSURANCE PRUMIUMS, AND
PERCENT pPREMIUMS ARE OF INCOME BY SIZE GROUP, 195 FARMS

Average®™ Average Percent premiums

Group ~~_net income insurance premiums are of net income
I $L,904 $201 10.3
i1 1,865 208 11.2
IIT 2,180 367 16.8
Iv 2,643 L50 17.0
v b 79, 476 2.9
A1) farms 52,786 P35 12,4

¥*Ad justed for those insurance costs which are normally included in
production costs when determining net income.,

Since this expenditure is a relatively important part of incone,
it behooves those working with farmers to improve the farmers' welf:zre
to see that the insurincs dollar expenditure maximizes the satis-
foctions of the farm family.

Basically, insurance expenditures have two objectives: those
which protect Tubure income or future income-earnins ability, and those
which protect investment in assets. Both are closely related, =2nd in
some instances, one type of insuronce will accomplish both objectives.
Thus, a fire insurance policy is designed to protect e¢ssets; however,

if & barn is destroyed by fire, not only is a capital asset lost, but



future earning power may also be benporarily dininished or hcolted. A
life insurance policy protects the survivors of the insured prinorily
azainst the loss of future earning power of the insured. A liability

policy is one wnlch is designed specilically to protect .ssets or

@

equiby; however, once assets are completely eliminated, the future
income of the liable person may zlso be attached. Medical and hospital-
ization insurance 1s in part to provide protection azsinst loss of
assets (savinzs) or future income. From an 2nalytical standpoint, it
would seen desirable, however, to lreep in mind the separation between
personal and casualty insuroence,

It has been assumed that individuals differ psychologicelly in
their reactions toward risk. Some individuals by their actions exhibit
a strong prceference for security; others in their farming operations
and personal lives would seem to be more willing to gamble. However,
the economic behavior of most all individuals is marked by some varying
combination of risk-taking and security seeking. The Friedman-Savage
utility hypothesis presents a logical explanation of how rational
individuals can both insure and gamble, Lased on a peculiarly shaped
utility function. The hypothesis does not, to the writer, demonstrate
why individuals will insure quite adecuately in some respects and have
little or no insurance in other areas. The answer to this problem must
be sought in an analysis of the sociological and institutional factors
affecting consumer behavior. The requirement that all mortgaged
property be insured against loss by fire is a major factor in fire

insurance ownership. Financial responsibility laws affect certain
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kinds of vehicle insurance purchases. Custom, habit, the desire for
social stending or acceptance, are all imvortant in determining
insurance ownership.

The purchase of insurance can probably be best analyzed vithin a
modified framnework of consumption theory. The product of the insurance
dollar input cannot be measured in physical units; rather it is
measured in satisfaction or utility—-in peace of mind. However, the
concept of personal utility meximization must be broadened to allow for
the maximization of utility for a family unit which 1s also a complex
of firm-household values. In Chapter II, it was suggested that current
utility theory which does not distinguish among the different types of
insurance is not realistic. It was hypothesized that farmers look at
insurance in at least two broad classifications, personal insurance and
casualty-type insurances. It has been shown that farmers do not think
in terms of an insurance program, but rather in terms of individual
policies. It has also been demonstrated that for certzin kinds of
insurance, institutional and sociological factors pley an important
part in expiaining consumption patterns, whereas for other types
economic fuctors are largely responsible. 'While it may simplify the
theory to abstract it from reality, it also diminishes its usefulness.
The ox cert and the bi- black Cadillac are both means of transportation,
but a theory which tries to explain the transportation system by con-
sidering them synonymous will fail to provide much insight into differ-

ences in an economic system utilizing either one.
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While it is hazardous to make broad general statements, the
vriter feels that with most types of casualty insurcnce, institutional
factors or custom largely determnliy: vhether or not insursnce will be
carried and to some extent how much shzll be c rried. Limits of fire
insurznce and certuain types of auto insurance are relsted to income and
net worth, but the decision making involved in these insurance
purchases is often overshadowed or zreally diminished by these other
fectors. And esven for the personal tyvres of insursnce one should not
overlock the desire for socisl accevtance or standing as imnortant

Y

factors zffecting consumption.

It was also suggestoed in Chapter 11 that there sre certain mis-
gilvings about the relia»ility of present attempts to cardinally measure
utility and the use of this method in explzining or predicting
insursnce consumption. These doubts are based on the complex of wvalue
conflicts involving thce firm and household, the division of income

between present consumption and future consumption, and the dirficulty

in determining individual satisifaction from fumily welisie goals. It
was hypothesized that some concrete indications of a manager's reaction
to risk could be given without atteapting to mathena 211y measure the

utility of the money involved in tne genle or insursnce scheme. The
method tried wes to devslov a risk-preference scale based on tne farm
operator's answers to certain questions pertaining to his farming
operations. 3Scores weirc Lo be compared with certailn s0Ccio—econoniic

factors perteaining to each farm.
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The reosults of this rert of the study were disappointing. There
would appear to be at least two problems involved. In the first place
it is very difficult to construet questions regerding problem situ-—

ations which can be rated in respect to their decree of risk. The

2

reting of such questions is a funchtion of the scientist's values as to
degree of risk. Secondly, it 1s extremely difficult to get farmers to
actually imazine therselves in the problem situation and to answer
accurately as to how they would act if the situstion were actually
facing thewm. However, the same criticisms can be levzled arainst the
mathematical approach to utility messurement.

This study has snown that the farm people interviewed were
lacking in information about insurance, They knew very little about
life insurance, either as to the types of policies available or the
kind of life insurance they themselves had. There was much confusion
regarding vehicle insurance. Were better information available, a more
economical expenditure of the insurance dollar would be possible, and
farm families could get more protection for less cost than tney are
presently getting.

What conclusions can be drawn specilically concerning the

insurance programs of Vermont farmers and insursnce theory in general?

The different kinds of insurznce will be discussed separztely.

Life insurance. Althouzh family protection was ziven as the

primary reason for owning life insursance by the farmers questioned, by
far the greater proportion of policies were of the high-investment

type. Ownership was distributed over all menbers of the family, rather
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than being concentrated on the life of the breadvinner. For the inost
part, the amount of coverage per insured psrson was low, barely enough
to cover burizl expenses. The amount of coverage on the breajuinner
was silgnificently correlated with income, age, and social status;
however, the measured variables explained only 10 percent of insursnce
coverage.

The activity of the azent is 2 very important fsctor in life
insurance ownership. Wwhile it was impossible to Jeterrine just how
importont this salesienship is, coversations with insured farsers left
no doubt in the writer's mind as to the importance of tlie ament. This
can be unfortunate {rom the viewpoint of the far. farily's welfore if
the sgent is most conce ned with meeting quotas orr s=iling high com-
mission policies,

It bas also been shovm thalb ilncrewasces in incowe are probably
more importont than oresent income levels in affecting increases in
life insur=nce conswrption. One fector which wes not investigoted, but
should have been, was the number of inscrsnse policies owned by adults
but taken oul by nparenhs vhen the adult was a child. For those in the
20-40 year a.e group, this is probebly an important factor

Finally, thes ignorence of life insur:nce principles is wide-—
spread, and if" one abbempts to explain life insurance ovnership
peltterns by {irst assundng perfect knowledge, he 1s bound to be

frustirated,

Vehicle insurance. Institutionsl factors are important in

determinin;; automobils insurance purchases. Also importart 1s custon
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or habit, particularly for collision insurance. For mzny purchasers of
col;ision insurance, habit or custowm overrides economic consideraticns.
This must be recognized if the actions of farmers sre Lo be considered

cconorically rationzl.

Fire, theft, znd comprshensive auto coverage aprnear to be more
closely associzted with income or form size thwn any of the other
coverages., This 1s probably because the purchese of these htypes of
covervgs dis usuwlly the result of actusl decision making, zad ore not

likely to be governed by institution=zl zrransements,

Progerty fire insursnce. Institutional factors divorce the

purchase of fire insur=ance from the decision making function for many
Vermont fermers, both «s Lo the decision of actually ovning fire
insurznce and as to percent of walue to be insured. For many other
farwers, thncere weuld appear to be no actual decision as to whether or
not Lo insure; the only decision involved is the extent of coverage.

Those formers with the largest farms and pgreatest net worth
tended to bhe more heavily insured than the smaller farmers. A factor
in this higher percent of coverape is probanly the fact that in the
event of loss, the amount of loss would bec sufficient to put them on a
much lower socio-economic plane, and so they were willing to insure
heavily.

Incoise level was not too closely associzsted with fire insurance

ownership and changes in income would result in changes in fire cover-

age for few farmers.
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General liabilitv insurance. This is a relativaly nev type of

coverage for most farmers. To date, ownershin is »rimarily by the
larger farmers employing hired help. However, as more furmers learn of
the chance of loss and the costs of coverage, the ownership increcses.
It often takes some near loss for a farmer fo be motivated to nurchase
general liability. The activity of agents is azlso an important factoer
in this tyne of coverage, and an agent can easily advence a farmer from

an inaction or lesrning knowledge siturstion to & risk-sction situation.

Hospitalizeation insurance. This t e of coversse was owned by

about hall of the farmers surveyed. Ownershin does not awpesar to he

{]

associcted with £ »m size or income, Hul may be assocleted with

v

-

educational level., Ib may bha thobt actusl decision making 1s wore a
factor in heslbh insurance than most obher Kinis.

Verivont families Jdo not have ~s high medical expeonses as the
rationsl aver:sge, prob. bly becruse of rel-tively low incomes and a lack

.

of nearby medical

X

acilities.

Retirement prograws and soci ]l security. The agyricultur:l

. [l !

sector of the economy is still behind most cother segnents in its plans
for retireirent. This is probohly due Lo miony factors; among them low

1

incomwes, the belief thot it is preferanls Lo "die in the sacddle," and

0]

thne fzct that Jarming hues in the vast lent itszlf to a modified type of
on-the-job retirement through decrzasing the scale of operctions vith
udvincing nee. There is evidence thot the 04SI program hzs st rted

e m

farmers to thinking wore =bout zctusl retirvement from the foon.  This
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is particularly true of older formers. Amon:; those f:rmers sctually
making retirewent plans, however, there is o ecided need for infor-
mation on 1living costs and other mwoblems.

It is too early to determine the eff=cts of the social sccurity
prograin on land tenure patterns, rental of farms and income distri-
oution. It would appear from preliminary evidence that the avnil-
ability of social security payments would have some effect on the
nunver of rentzl units zvailable,

Most farmers have o;oarently accented social security as a

desireble form program., Those who h-ve reservations are generally
opposad 15 the compulsion involved., One suryprising fact is that

hardly & former recocenized the survivor's henefits as o part of the

social security program,

Insuronce theory re-—cxammined., It would seem desirable to re-

exaiidine present insurence theory in the light of some of the findings
included in this study. The concept of the economic man going through
the decision waking process in insurance consumption, weishing alterna-—
tives and choosing that alternative which m2:dmizes cither his own or
some comple:z: interrelated [rmily utility nust be miestioned. Inoti-
tutionsl and sociological arrongzments, and h hitowl hohavior nay

sugersede rerson-l utility maxiadzation in expliining much insurqnce

X

owncrshins, The activity of agenats my be a nost import:int factor in

influencing Coarmers! decisions. And finally, the stote of knowledge

possessad by farmers concerning insurance is ©or from perfect. Further
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research 1s alsc needed on the determination of subjective risk-

preference; if this information were av:ilabl~ in a relishle Torm it
would undoubtedly shed new lisht on some apoperent inconsistencies in
insurance behavior. However, present methods of meisurement, either

by mathem:.tical computation or relalive methods, do not sezem =dequate.

)}

This study, then, has hal as ons of ibs »usic 2ims the critical

examination of awisting theories pertinent to insurznce to determine

thieir eflectiveness in esgplaining farmers' behzvior. Secondly, the

study has atizupted to integrite and modify currsant thsory so thot it
-y Y o

may hiove application in btris field of conswuption. Finally, the sbtudy

has

sathered inform:tion on the stoale of lmowled.e sbhoul, and attitudes
towz1rd insurance alons with information on :ctuzl ovmership potterns.

It has atbespted to srovide a benchnork for the use of those people

counseling with feriers. In this respect the -oal has bcen stteined.

"
()

In respect to insurance theory, the writer 2clieves the study has

pointed out some of the shortcomings of existing thooriss, and shown
sress ihere lurther developument is needed. If this has been done, it

has beer of some value Lo the adv .ncement of science.
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TABLE ¥II1I

SAaMPLE SI4E CUMPARED TO TOTAL NUMBER OF FARMS,
BY SIZE GROUP

Total number Number of Percent of
of farms in farms total
Size sroup zroup™ sampled sampled
Units
1l - 11 5,700 L2 O.74
12 - 19 2,726 37 1.36
20 - 29 2,789 50 1.7
30 - 39 1,637 35 2,10
40 and over 1,588 __ 56 .53
Total 14,440 220 1,52

*3used on Vermont Town Listers Reroris,

TaBLE XLITIT

COMPARISON OF SuLECT-D CHARASTLRISTICS OF SAMPLE FARMS
IN FIRST aid SiCOND SURVEYS

Average
Number Avera_-e Avera’e LAvrerage Averzarce life
of number age education number insursnce Average
forms ef of of in on farm
surveyed couws operator operstor family  operstor valustion
First
. , i A
survey 220 29 7.5 2.8 L1 B G247 526,667
Second

survey L1 29 Wi.9 3.3 L.1 L33 27,27k

~— — - et B umdvssaon —- . o ———




AFPENDIX B

FIRST QUESTICNNAIRT USED FOR 220 FARMS



H
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Farm Number:

SURVEY OF POLICYHOLDER N7ZEDS AND ATTITUDES

Interview Schedule

I ~ Driving Characteristics and attitudes

Apbout how many miles a year do you drive your car(s)?__ truck(s)__
Who does most of the driving? car: Husband Wife Children
truck: Husband Wife Children

What is the principal use that you make of your car?

a. ___ Driving in connection c. ___Shopping
with farming d. ___ Other

b. ___ Pleasure

Yho do you think cause most of the accidents? (Kinds of drivers)

hat do you think causes most of the accidents?

Wnich age groupn do you think has the noorest auto accident record?
a. ____ 16=25

b. ___ 26-50

c. ____ 50 and over

(Not used)

Do you believe that Vermont should have n law requiring every
driver to carry insurance to pay for damujes he causes?
Yes No Undecided

Suppose, for the sake of argument, that Vermont did require every
driver to carry liability insurance.

a. Do vou think this requirement would:
(1) increase the cost of insurance
(2) decrease the cost of insurance
(3) have it unchanged
(4) ___ undecided

b, Would this requirement
(1) ___ decrecse accidents
(2) ___ increase them
(3) have no noticeable effect
(L) undecided

N



10.

11.

12.

13.

4.

16.

17.

18.

19.

20.

21.

154

Which of the following do you think insurance companics should do?
a. ___ insure all drivers, even if this nisht mean hicher rates
to you or h
b. ____ insure only drivers with rood driving records.
c. ___Other (merit, demerit plan, etc.)

Do you think having auto insurance tends to make most people nore
or less careful as drivers? More careful Less coreful
No difference

Have you ever served on a jury. in the last five years? Yes No

Have you ever been excused from jury duty in the past five years?
Yes No

Do you think that juries generally award auto damarses that are too
high, too low or fair? Too high___ Too low___ Fair___ Don't know___

In your opinion, is Social Security a good thing? Yes No

If yes, do you favor its extension to T.rmers? Yes No
Do you think the Government should pay a pension to all people
over 65 even if they never paid for Social Security? Yes No

Do you think the Federal Government should go further into the
insurance business or should they stavy out of it. Go further
Stay out DK

Do wou expect the cost of living to incresse in the next year or
two? Yes No Neither DK ’

In your opinion are farmers having prosperity now? Yes No DK
Considering the country as a whole, do you think farmers will have
good or bad times in the n=xt yoear or so? Good _ Bad Neither

DK

Do you cxpect prices of farm products to incrense in the next yvear

or two? Yes__ No__ Neither___ DK __

Would you say you are better or worse off financially now than you
were a veur ago? Better_ __ Worse___ MNeither__ DK ___

In your own case, do vou think vou will be better off or worse off
next year as compared to this yerr? Better Worse___ Neither
DK



25,

26,

28.

29.

30.

155

How do you feel about government rrice supnorts for azricultural

procducts?

Favor Oppose

a. If you "favor," at what level do you think supports ought to

bea?

3. 100 of parity
b. 90%

c. 75%

d. flexible
e, other

If things continue as they are, do you exmect to carry more
less of the following kinds of insurance in the future?

a. Life (self or family)
b. Auto

ce Fire, Theft, General Liability

d. Accident and Health

Viould you buy aore insurance if:

a. Your incoine were to increase
b, Your income were to ilncrease

by 10%

or
More Less Neither DK
Yes No DK
by 25%

(If "yes" to either) what kind of additional insurance would you

buy?

a., ___Life

b. ____Auto

c. ___ Fire, Theft, General

d. Accident and Health

Liability

Would jou drop or decrease any of your present insurance if your

incoae were to:

a, Decrease by 104
c, Decrease by 25%
Ce Decrease by 500

(If yes) what kind of insurance

a. Life
b. Auto

7

LEeS

]

No

DK

you drop or decrease?

Fire

d. Accident and

Health



31.

32.

33.

37.

38.

40.

41,
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hiat.method would you prefer Lo use in paying your insurance
prenjums?

a. Payment by check or money order through the mail
b, Fayment 4t insurance company office
c. Payment to agent

How frequently would you yrefer to nay your premiwas on auto
insurance?

a, Annually d. Monthly
b. Semi-annually e. ___Other (Specify)
c. __tmarterly

Would you be willing to pay for the convenience of having all your
premiums lumped together, regardless of company, ¢nd billed to you
per month? Yes No

m———.

{If yes) would you still feel the swne way if only one of your

contpanies would institute such a nlan? Yes No
In your opinion, is life insureance =2s good a mecthod of saving
mwoney as a savings account? Yes No As Government savings
bonds? Yes No

In your opinion, is group insurance more or less cxpensive than
the same insurance on an individual basis? More Less
Uncertain

In your opinion, do most insurance agents lnow more about the kind
and amount of insurance thet a person needs than the person
himself? Yes No Uncertain

If you wanted to teke out an insurance policy, which of these
things would you do?
a. Ask friends to advise you and then call an agent

b. Call the company to send an agent
C, Call an agent you know

From how many different insurance agents do you buy your auto-
mobile, fire and other types of property insurance?

How mony different agents have sold you life insurance?

Approximately how many times have you been approached in a selling
interview for life insurance in the last year?
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IT - Backsround Data

How large is your farm?

a. No. milking cows

b. No. heifers (1-2 yrs.)
c. No. calves and yearlings iup to 1 yr.)
d. Hens

If you have other farms, what are the cow numbers?
lst famn ~ 2nd farm other farms
Family composition

Marital status
First and lest name Relctionshin Sex Age M NM C

=,

J-

Education:

3 4 5 6 7 8 High 1 2 3
3 L Post Graduate 1 2 3

Grade 1
Collezge 1

SRS
=~

If not .« fTarmer, what Jdo you do for a living?

Do you do anythiny else for a living in addition to Tarming?
Tas N

a. If yes, what do you do?

What was your approximete income for 19537



8'
9.
10.

11.

12.

130
1.
15.

Service status: Veteran Non-vetersn

If

veteran, which war? 1 II Kores

———

How meny cors do you own?___ Trucks

How often do you trade in your car(s)?

a.
b.
c.
ir
a.
b.
C.
Do
1f

If

Every year
Every 2 or 3 years
Keep car longer than 3 years

you could afford it, how often would you trade in your car(s)?

bvery vear
Svery 2 or 3 years
Less often than every 3rd year

you rent or ovn your own farm? Rent Own

vou now rent, would you like to own your farm? Yes

you could afford it, would you enlarge your farm?

No

Yes No
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C. 4ll Children and Denendents

1. Total number of nolicies:

Face Net Accidental
Amount Tyre _ Comnany Prerminum Frecuency __ Death
(21) e .
(22) . _ S
(23) . e
(21)
(25) —
(z6)  _____ ) I
(27) —_—
(28) . S
(29) . ___ — S
(30) _ S
Total

D. Have you ever borrowed on your insurance? Yes___ No

If yves, on which policies did you borrow? List policy

< 2 = D iy oJ
aunoers as zbove

K. Total number all Life Policies
F, Total asmount all Life Policies

G. Total premiw: all Life Policies___



IV -~ Pension Progsrams snd Annuities

Have you ever paid in for Social Sscurity? Yes Mo

Have any other members of your familly ever paid in for Social
Security? Yes No

are you now paying for Social Security? Yes No

Is any member of your family now recelving Socizal Security benefits?

Yes No Which member

—

Do you or members of your farily have any additional retircerent or
pension benefit programs? Yes No

—t———

Nature of plan:

a. Dxpected monthly retirement benefits

b. Your monthly payments ) ___or percent of gross

Do you own an annuity? Yes No
a. Face Amount Net Premium Frecuency of Payment
(1)

)




e e ¢ @

o~V wWwhE

10.

11.
12.
13.
15.
16.
17.

18.

V - Automobile Insurance

Car or truck Car or truck
No 1 - Limits No 2 - Limits

Fire

Theft

Comprehensive

Collision

Property Damage Liability (Limit)
Bodily Injury Liability (Limits)
Medical Payments (Limits)
Emergency Road Service

D.0.C. Broad Form

D.0.C. Limited

a. Premiums paid semi-iAnnually
b, Premium paid Annually

Type

Model

Year

New or Used
Insurance carrier(s)
Do you think that you are receiving adequate protection, consider-
ing the smount of premiums you are paying? Yes__  No__

Have you ever filed a claim under any auto policy? Yes No
Do you think you are likely to keep your auto policy for the next
few years? Yes No If planning to drop, why do you plan to
do so?
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Comprehensive Personal Liability Coverage

Limits Total Premium Freaquency
1. Liability (occurrence)
2. DMedical Payments (person) - S
3. Additional Charges o T
2 e e
(o)
L. Company
Residence and Outside Theft
Total
Lindts Dede. Premium Frea.

Theft from premises or depository

165

All other property

Percent of limit

Theft away from premises
Inc.____, Exc.____, Auto property
Specified articles

Limited Theft

Theft from Fremises

(b) Securities & U.S. stamps
(¢c) Jewelry, silver, furs

Theft away from premises

() Securities and U.3, stamps
(¢) Jewelry, silver, furs

1.
2.
3.
(a)
(b)
(c)
(a)
(e)
L. Company
Householders'
1.
2. (a) Money
(da) Other
(a)
(b)
3.
(a) Money
(a)
(b)
L. Company __

s o w e

b e e e i e ———— T et

Limits

i . e el

Total Premium




1.
2o
3
L.
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Personal Froperty Floaters

Location Dedc.

Type of Property All  Main Other #$15 $25 %50 Amount Premium

P

- R, - B Ts MY
-——— -
e e o ey — - -

VII -~ Medical Care

Have you or any other earners in your family been disabled because
of sickness or injury during the past year? Yes No

Breagvinner  Other zirners

a. Days of Disability

b. Total Loss of earnings e e
c. Total amount reimbursed by insurance __
(1) Kind of insursnce

were any of thesc injuriecs or illnesses work connected? Yes DNo_

i)

£

i, If 3.5, on the Tarm Off the form

% [T —— e e .

ire any of these injuries permanent? Yes____ No

Have vou or any members of ynur fandily been treotoed ot home by a

doctor <urins the pasht vear? Yos No
1 Lor AN NASTH A Cs_ w0 All Other
Bro. dwinner Fanily Manbers

a., Number of doctor's calls

b, Total amount of »ills e e
c. Tobal wount paild by insurance e e
(1) Kind of insurance

S
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H§ve you or any member of your family been treated by a doctor at
his office during the past year? Yes No

Breadwinner All Other Family Members

a. Number of office calls
b. Total amount of bills
c. Amount psid by insurance

(1) Kind of insurance

Have you or any member of your family been a patient in any kind of
hospital during the past twelve months? Yes No

All Other
Breadwinner Family Members

a. Number of times in hospital
b. Total number of days in hospital
c. Total amount of bills
(exclusive of surgery)
d. Total amount paid by insurance

(1) Kind of insurance

Have you or any member of your family had any operations during the
past year? Yes No

All Other
Breadwinner Family Members

a. Number of operations

b. Total cost of operations
(exclusive of hospital expenses)

c. Total amount paid by insurance

(1) Kind of insurance




9.
10.

11.

iz2.

13.

14,

15.

168

Have you or any members of your family had any:

Amount Paid

Total Cost by Insursnce
a. Home nmursing care
b. Doctor's prescriptions
c. Dental care
d. Optometrist (glasses, etc,)
e. Other expenses
Do you have a regular "family doctor"? Yes No

Have you (the breadwinner) had a physical check-up during the past
year? Yes Neo

Would you rather have a:

a. Medical expense policy which took care of all bills over
$100 or

b. %edical expense policy which took care of all bills under
$100.

Would you rather have a:
a. Medical expense policy which took care of all doctor and
hospital bills over $300.
___b. Medical expense policy which took care of all doctor and
hospital bills under %300.

In your opinion, do doctors charge a patient more money when they
find out he has medical expense insurance? Yes No How
about hospitals? Yes No

Do you think that a person uses a doctor more or less often if he
has insurance to cover doctors' bills? More often Less often___

Do you think that doctors will send a patient to a hospital more
or less often if they know that the patient has hospital insurance?
More often Less often
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20.

(1)
(2)

(1)

(2)

21.

22,

23.

(1)
(2)

170

Accident and Health Insurance:

Accidental Death and Dismemberment Insurance:
Travel Accident Policies:

a. Breadwinner

Amount

Weekly
Type of Group or Freq. of Disability No. of Princi-
Policy Individual Company Prem. Payment Payment Weeks pal Sum

b. Wife or Other Family Members

Do you think that you are receiving adequate protection by these
policies considering the amount of premiums you are paying?
Yes No

Have you ever filed a claim under these policies? Yes__ No____
If yes, did it pay as much of the loss as you think it “should
have? Yes___ No__
Do you think you are likely to keep the policies for the next few
years? Yes__ _ No__ _ If planning to drop, which do you plan to

drop and why? (Identify by number as above)

Ma jor Medical Expense:
Polio Policies:

Type of Group or Freq. of Maximum
Policy Individual Company Premium Payment Benefit Deductible




APPENDIX C

SUFPLEMENTAL CUESTIONNAIRT UsSED FOR 41 FARMS



171
Farm Number:

SUPPLEMENT AL QUASTIONNAIRE
INSURANCE STUDY

PART I: Retirement and Social Security

Number of milk cows Composition of labor force

1. How long have you been farming? .

2. How long have you lived on this farm? __ _ .

3. How long do you expect to continue farming? . 4. On this
farm ____. 5. If on another farm, a larger _or smaller one?___ .

6. (Determine from question 3 or from further probing, if respondent

expects to voluntarily discontinue farming.) Yes No .

7. If answer to 6 is Yes, what do you plan to do when you stop
ANSWE@aggggﬁyleG QUESTIONS ONLY IF RIESPONDENT HAS MENTIONED RETIREMENT
o —

ANSWiR FOLLOWING QUESTIONS ONLY IF RESPONDIENT HAS MENTIONED RETIREMANT
IN QUESTION 7. OTHIRWIsE, GO TO QUESTICN 19,
8. 4t whal age do you plan to retire?

—tetirne

9. What do you plan to do with your farm?

—— - -

10. Where do you plan to live?

11. Have you made any plans as to what you will do after you retire

from your farm?

12, How much money do you think you will need to live on? % per
13. About how much do you spend now for actual living expenses?

(Include food, clothing, medical, entertainment, insurance, etc.)

B per




15.

16.

17.
18.

172

If answers for 12 and 13 are different, how do vou explain the

differecnce?

Check sources of income during retirement:

Income from sale of farm
__ ttetirement insurance
Social Security
______Other (Specify)

-

What percent of total income needed for retirement do you expect
Social Security to provide?

When did you make this decision to retire?

Do you remember what things you considered in making the decision?

- - - bt im sm

ANSWER FOLLOWING QUESTIONS ONLY IF RETIREMENT NOT MENTIONZD IN QUESTION

7.

19.

20.

21.

22.

23.

OTHiERS GO TO JULSSTION 24.

Do you plan to make any changes in your farming operations, say,

after reaching age 657 No , Yes . If yes, what changes?

What will you do if you find yourself physically unable to carry

on your farm work in the latter years of your life?

Do you think that you may sometime decide to retire from your

farm?

If yes, what things would be important in making this decision?

If no, why not?




25.

26.

27.

28.

29.

173

ANSWER

Do you think that Social Security is a good thing for you?

Yes , hio . VWhy?

Do you think Social Security is a good thing for the average

farmer? Yes s No . Why?

Would you consider renting your farm or part of your farm?

Yes , No . If no, why not?

Asswning you were to rent a piece of land, or even your whole
farim, which of these rental systems would you prefer?

A share of the proceeds
A set cash rent

Suppose that I were to tell you that I knew of a new feeding
method that could increase your milk production by 10 percent,
with no increase in costs. Which do you think that you would do?

Try it out yourself to see how it worked .
Wait until some of your neighbors had tried it out.

How let's imagine that I work for an insurance company and that

I can write an insurance policy on your cows with one of the

following provisions:

1. We will insure you against the loss from any cause of any four
cows in your herd for a value of $100 per cow. The premium
will be $10 per year.

2. We will insure 21l of the cows in your herd azzinst loss from
any cause, for a value of {50 per cow. The premium is $1.00
per cow,

If you have 20 cow herd, which would you prefer:

Plan 1 ,» Plan 2 , Neither__ __ .

Why?




30.

31.

32.

Suppose that you had a cull cow to sell and a reputable cattle
dealer offered you what you thought was a fair orice for the cow.
Now suppose that he offered to toss a coin with you, and if you
won the toss, he would pay $10 more, but if he won, he would pay
$1C less than the offered price. Would you:

_ Take the offered price
Take the gamble

Now imagine that you have 1/4 of your hay crop cut, dry, and ready
to bale, your baler is broken, and the weather report says
scattered showers for the next two days. Would you:

Take your chances on the weather and try to get your baler

repaired.

Hire a neighbor to bale your hay at the zoing custom rate.
Did you invest or spend any money in your farming operation in the
past year which you felt was a particularly risky expenditure at

the time? Yes s No . If so, what was it?

As you think about your farming operations would you say that you

Cautious

Conservative
An innovator
Speculative

]



PART 1TI:

Insurance Motivation
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In 1954 when we visited you before, you indicated that you owned the
following life insurance policies:

Face Amount Tyre ?ersoﬁhaaaeggﬁ;:: N’Prqgjum -
a. — —— N N —
b. e T e e e e e et s e e a2 e e e o 2 e e . et
c. L
a
e. . _ .
Eal
.L - — - - .- - ——
& — S S —
h. _ _ -
I —
34. Are you still paying premiums on the policies listed above?
If any are dropped, list with reasons why:
35, If you have no life insurance, why not?
36. Have you taken out any additional life insurance? Tes , No
_Person covered
Amount of policy
Type. of policy
_37. Have you been visited by a life insurance agent in the past year?

Yes 5, No




38.

39.

40.

L.

L2,

176

Now I'd like to get your idess on what a2 farmer should consider
in deciding whether or not to buy a life insurance nolicy. First
let's consider insurance itself. What do you feel sre the main ’
reasons for buying life insurance? Try and list them in their
order of importance to you.

ll

2.

3.
tl--

Do you think that farmers in general should carry as much life

insurance as non-farm workers? Yes s No . Why?

What things do you feel should determine the amount of life

insurance a farm [family should have?

H

N
.

— et e B e e £ it o e

W
.

Lo

Do you feel that the life insurance should all be on the farm
owvner's life, or should other members of the family be insured?

All on the farm owner
Other members of the famnily insured also

Why do you feel this way?

Can you tell me the main types of life insurance policies?
(Check those listed.)

Ordinary life
_Limited payment
Term

fndowment
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43. Could you tell me which of these you feel gives the most survivor

protection per dollar of premium paid?

Ll Which of these types do you feel has the best savings feature?

45. TUhich of the four main types do you feel would best meet your

insurance needs? Why?

L6. If you were to start over again, would you make any changes in
your life insurance program? Yes s No . If yes, what changes

and why?

L7. Now let's consider auto insurance. Do you feel farmers should

have lisbility insurance on their cars and trucks? Why?

48, Do you have collision insurance on your car? Yes s No . If

yes, age of car _+» Vhy or why not?

49. What should a farmer consider in trying to decide whether or not

to carry collision?

50. Now let's take a look at fire insurance. Do you think most
farmers have encugh fire insurance on their buildings?

Yes No .

R U

——

51. On their personal property? Yes s No .

52. What do you use as a guide in deciding how much fire insurance to

carry?

53. Do you have personal liability or workmen's compensation

insurance? Yes » No .



5k.

55.

56-

58.

59.

60.
61.

62.

63.
614—-

178

If yes, how did you happen to take out this insurance?

If not, has anyone ever discussed liability insurance with you or

tried to sell it to you? Yes » No

Do you have hospitalization or medical insurance? Yes , No

.

What made you decide to carry (not to carry) this type of

insurance?

When you think of expenditures for insurance, do you consider all
of your insurance premiums as a group, or do you separate out
life, fire, auto, hospitalization insurance, etc.?

Consider all insurance premiums as a group
Consider various insurance separately

Have you ever tried to develop a "planned" insurance program for
your'farm and family? Yes s, No .

If yes, did anyone help you with the planning? Yes s, No .

Who

Do you think that such planning is desirable or necessary? Y__N

“VWho do you think could best help you plan such a program?

Insurance agent

Banker

County agent
Other (Specify)

Can you think of any instances when a man could carry his own
insurance; that is, bear all of the risk himself, without formally
insuring with some company? (Specify)

(See Social Participation Scale.)

We would like to get some idea of your income and asset position.
This information will help us a gzreat deal in analyzing these
records, and will be kept strictly confidential. Would you fill
in the card.,

Card:
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Schedule No.
INCOME AND ASSET POSITICON STATHMENT
Net Worth

Market value of rezl cstate less oy mortga-es
Market velue of catble and machinery less wmortzages
Cash in bank, checking «ccounts, stocks, bonds, etc.

Cash v2lue of other assets, household gooas, car, etc.

TOTAL NET WORTE PCSITION:
Income

Check approximsate income reported for income tax, 1955
t

Nones to 500 53,000

& 501 to 31,000 55,000 to 34,999
$1,001 to 31,500 . 5,000 to $5,999
0 5l,s01 to %2,000 56,000 to 37,499
$Z,OOi to 52,999 57,500 and over

Percent of income carnsd irom of’—-farm work

e — e



APPENDIX D

RISK~-PREFERWNCE SCORING SYSTTM
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METHOD OF DETERMINING RISK-PREFERENCE 3CURE

-3
iy
G
B
| 3¢
¢
~
|
el
3]
@
}—h
D
]
D
o
O
)
03}
Q
C
H
D

s Wsed din Chanter V is bassd on ziisvers

answers to bhese cuestions were veisghted s indicated bzlow and the
weilghts weie summed to zet the cisk-prefersnce score.
uastion 28: First alternative — 9 points

Second alternative — 1 point

}_J.

Questicon 29: Prefer Flsn 1 - 4 points
Prefer Plan 2 - 1 point
No preference — O points
Luestion 30: First alternative - 1 »oint
Second alternative — 48 points

Guestion 31: First 2alternntive - 24 points

Second altern2tive - 1 noint

uestion 32:  Any answer which indicated an investment in 2
risky venture - 5 points

Guestion 33: Answered cauviticus - 1 point
inswered consarvative - 3 points
Answored innovator - 5 points

Answered speculstive =10 points



