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Abstract: In wrongful death litigation,
human life value is measured daily in
court. Insuring human life value is the
primary purpose of life insurance; how-
ever, because agents have no way of
measuring it meaningfully, the life in-
surance and financial services industry
has tended to avoid addressing the very
thing it insures. To fill the void the in-
dustry has focused on insuring needs.
The author believes this has resulted in
an insurance-consuming public that be-
lieves itself to be overinsured and, con-
sequently, accepts risks much greater
than they know. Technology allowing
scientific evaluation of human life value
at the point of sale will change this.

hether credit goes to

Solomon Huebner, simple

logic, or just plain com-

mon sense, it is generally

accepted that the underly-
ing purpose of life insurance is to pro-
tect the human life value of the
insured. Nevertheless, there is little
tangible evidence that this underlying
purpose has manifested itself within
the life insurance and financial ser-
vices industry in any substantive way
since Dr. Huebner first enunciated the
concept. In fact, throughout the 20th
century, the products and sales prac-
tices of insurance companies and most
agents and financial planners suggest
that the underlying purpose of life in-
surance does not include human life
value. The result has been to skew the

perspective from which consumers
consider life insurance in a way that
exposes families to risk much greater
than even the industry suspects.

Perhaps the reason for this incon-
sistency between the purpose of life
insurance and the actions of the life in-
surance and financial services indus-
try is that measuring human life value
in any meaningful way has not been a
viable option until fairly recently. In
the past, most agents could discuss the
value of the insured’s life (that which
is being insured) in the most general
terms. This is no longer true. Today,
computer technology gives every
agent and financial planner the capac-
ity to perform a highly credible evalu-
ation of a person’s human life value at
the point of sale in a matter of seconds.
Nevertheless, the industry has been
slow to utilize the available technol-
ogy, continuing to encourage tradi-
tional ad hoc selling methods instead.

When agents and financial planners
learn that they can now easily calcu-
late their client’s human life value,
they frequently do not take advantage
of this capability because they are un-
certain how they would use the result.
The industry has not adequately edu-
cated its professionals regarding the
very thing they are insuring.

What Is Human Life Value?

“Human life value,” as a term of art,
is best defined for the life insurance in-
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dustry as “the present value of the
family’s share of the deceased bread-
winner’s future earnings.”! A more
specific definition states that human
life value is the present value of future
earnings less taxes and expenses.?

Within the economics profession,
“human life value” is not used as a
term of art. What is used is the term
“economic loss.” The economic loss
to the surviving family is the eco-
nomic or financial contribution the
decedent (breadwinner or not) would
have made to the family, less taxes and
the decedent’s own consumption. In a
court of law, this loss is called “eco-
nomic damages.” While human life
value in life insurance and economic
loss in economics are obviously iden-
tical in concept, economic loss sug-
gests four necessary extensions to its
life insurance counterpart: (1) loss and
value must be defined in terms of loss
or value to someone or something, (2)
many people provide non-wage in-
come and valuable services to the fam-
ily in addition to earned income, (3)
family members other than the bread-
winner contribute economically or fi-
nancially to the family, and (4) a
person’s value to the family does not
have to be expressed as a single num-
ber such as a present value.

When speaking of life insurance, it
can be confusing to consider human

This issue of the Journal went to press in
December 1997.



When a wrongful death suit is filed,
both sides routinely retain economists to evaluate
the human life value of the victim.

life value or economic loss without im-
plicitly adding the phrase “to the fam-
ily.” For example, the income taxes a
person pays are of value to society. but
not to the family. The volunteer efforts
of a person may not benefit the family
but do benefit the community or char-
ity. The value or loss can easily extend
beyond the family.

Economic loss includes non-wage
income to the family such as fringe
benefits. In a court of law, for exam-
ple, a family is generally able to re-
cover the cost of replacing the health
insurance that would have been pro-
vided as part of the decedent’s em-
ployment. Because such a loss can be
significant, it should be included in
calculating a family’s loss in the event
of death; it should also be included in
calculating the human life value of an
insured while he or she is still alive.

Another distinction between the in-
surance definition of human life value
and economic loss is that a family
member, breadwinner or not, provides
services to the family that must be re-
placed if death occurs. The value of
these services is included in economic
loss. In a wrongful death lawsuit, a
family can recover the cost of replac-
ing the services that would have been
provided by the decedent. Again, be-
cause the loss of services can represent
a significant financial loss to the fam-
ily, the value of the services should be
included in calculating the person’s
contribution or economic value.

Economic contribution (if a person
lives) and economic loss (when he or
she dies) occur over time. Earnings,
fringe benefits, services, taxes, and
consumption — the economic effect
of a person’s life on his or her family
— all occur over time. Human life
value need not be expressed as a sin-
gle number such as present value. Of
course, as long as available life insur-
ance products are limited to a single
lump sum death benefit, the present
value of that human life value will be
an essential representation of it. Con-

sidering or defining human life value
should not be limited, however, to a
single present value number. Instead,
the definition of human life value
should be restated. A more appropri-
ate definition of human life value for
life insurance and financial planning
purposes is the life-long stream of net
economic contributions a person will
make to his or her family.

Human Life Value
And the Courts

In the days of Solomon Huebner,
human life value, while an interesting
concept, could not be measured with
any certainty and, in fact, was not
even well-defined. As the scientific
literature surrounding the economics
of human capital and human life
value began to develop in the late
1950s and early 1960s, the legal pro-
fession was quick to make use of it,
as courts typically require the best
available scientific evidence as the
measure of human life value.? Today
human life values are measured in
enumerable tort cases on thousands
of lives, using sophisticated computer
software based on this human capital
literature in economics.

When a wrongful death suit is filed,
both sides routinely retain economists
to evaluate the human life value of the
victim (i.e., the economic loss to the
surviving family). This economic loss
should not be confused with other el-
ements of damages sought by (and
frequently awarded to) plaintiffs. For
example, in addition to recovering the
human life value of the decedent,
plaintiffs often claim other damages
including pain and suffering, loss of
consortium, loss of parental guidance,
and punitive damages. In wrongful
death cases, however, economists are
chiefly concerned with economic
damages, or human life value.

In spite of the substantial body of lit-
erature surrounding the nature, causes,
and measurement of human life value,

its use in judicial proceedings and the
now routine nature of its computer-as-
sisted evaluation, the life insurance in-
dustry, for the most part, continues to
ignore this key concept. Those compa-
nies that do so, do so at their own peril.

Measuring Human Life
Value/Economic Loss

As important as it is to evaluate
human life value, it is equally impor-
tant that it be done correctly. Basic
arithmetic applied to simple assump-
tions about earnings growth and con-
sumption proportions is not a mea-
sure of human life value and can be
very misleading.

Instead, agents should remember
that (1) earnings do not rise at a con-
stant rate, (2) different occupations fol-
low predictably different earnings
paths, and (3) consumption and taxes
are not simple percentages of the in-
sured’s earnings. In addition, agents
must recognize that there is a scientific
body of literature addressing the im-
portant elements of human life value
evaluation. They should not ask a non-
expert, such as a client, to provide any-
thing more than occupation, earnings,
and family data. The client cannot pos-
sibly be expected to know complex
rates of change in future earnings, dis-
count rates, changing consumption
proportions, or effective tax rates.

To estimate an individual’s human
life value, the agent or financial plan-
ner must project the client’s future
earnings, consumption, and taxes as
well as the value of fringe benefits and
household services. These projections
cannot be made on an ad hoc basis.
For example, research shows that there
is a complex yet predictable path that
earnings typically follow throughout a
person’s career. Fortunately, there are
techniques and data sources for such
projections as well as computer soft-
ware that allows life insurance profes-
sionals to make the projections as
reliably as expert economists.
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It is well-established that, for
given income, occupation, and edu-

cation levels, the rate of change in a,

person’s earnings varies with experi-
ence or age. For example, two peo-
ple of the same age with identical
education and salaries will have dif-
ferent future earnings paths if they
have different occupations. Further-
more, the rate of change in earnings
typically declines with experience or
age, other things being equal. In ad-
dition, inflation and economic pro-
ductivity influence earnings growth.

Earnings can be projected using
age-earnings profiles based on data
from the U.S. Census. Each profile
corresponds to an individual’s occupa-
tion and education; the profile projects
what the average person at that age in
that position, and with that education
and income, will most likely earn in the
future. The specification of these age-
earnings profiles has been referred to
as, “...the most widely accepted em-
pirical specification in economics.”™

Employment-related fringe bene-
fits, which must also be taken into ac-
count, are those which would have to
be replaced after a death to keep the
family financially whole. For most
employees, health insurance is the
most important. For others, stock op-
tions, company car, and club mem-
berships may also be valuable or
meaningful. Fringe benefits such as
paid vacation time, sick pay, and life
insurance would, of course, not need
to be replaced by the family.’

Few would dispute the value of a
homemaker’s services to home and
family, services which would have to
be replaced if the homemaker were to
die.6 Working spouses, both male and
female, also provide valuable ser-
vices other than a paycheck. Pub-
lished studies indicate the average
number of hours per year individuals
spend working around the house
based upon such factors as income,
education, age, and the number and
ages of their children.” One can put a

monetary value on these hours based
upon the wage rates of domestic
workers regularly published by the
Bureau of the Census and the U.S.
Bureau of Labor Statistics (BLS).8

Projecting income taxes requires
performing tax calculations for each
year in which the total family income
is projected. Because the taxes on one
spouse’s earnings are affected by the
earnings of the other as well as by
any taxable non-wage income the
family receives, the earnings of both
spouses must be projected. These tax
calculations are made using the tax
tables, with appropriate indexing for
inflation on brackets and exemptions,
and from data published by the IRS
regarding the average deductions of
taxpayers by income level.?

The Bureau of Labor Statistics has
conducted surveys of consumer ex-
penditures since the late nineteenth
century.!® The information compiled
from these surveys and other such
studies can be used to estimate the ef-
fects of income on consumption as
well as the effects of the ages of the in-
dividual and his or her spouse and the
number and ages of children in the
home." An individual’s consumption
is calculated using data from these sur-
veys and the projections of future fam-
ily income. Where consumption is
concerned, the earnings of a working
spouse and the family’s investment in-
come are just as important as the earn-
ings of the insured. Consumption is
not simply a constant percentage of
the earned income of the insured.

Projections of the income, taxes,
and consumption (and hence savings)
of various family members provide a
type of financial crystal ball allowing
a view of the family’s financial fu-
ture. For purposes of this discussion,
of course, the estimate of the present
value of the individual’s human life
value is of prime importance. It is this
number that provides the best esti-
mate of the amount that must be
available to the family, such that, if
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death were to occur today, they would
have the same financial future they
otherwise would have had. Thus, a
family can make an informed deci-
sion regarding how much of the fi-
nancial risk from death they wish to
cover with life insurance.

Insurance Industry
Alternatives - Needs Analysis

Because human life value has es-
sentially been ignored for the past 150
years, the insurance and financial ser-
vices industry has created alternatives.
The concept of needs-based selling
represents one of the more popular
forms of analysis. The premise un-
derlying capital needs analysis is that
a family has financial needs that are
typically met with income generated
by the proposed insured. Capital
needs analysis can be described as a
method for (1) identifying the needs a
family would most like to continue
covering after death discontinues the
family’s income, (2) estimating the
funds necessary to cover the identified
needs, (3) identifying existing sources
of funds available to cover those
needs, and (4) helping the prospect
make trade-offs between the needs
covered and the cost of insurance.

According to consumer expendi-
ture surveys conducted by the Bureau
of Labor Statistics, all expenditures
fall into one of approximately 650
different categories, which represent
the average “needs” of the con-
sumer.!2 That is to say, the categories
represent the ways in which people’s
incomes are utilized. Needs analysis
identifies some of the more important
categories of needs that the proposed
insured wants his or her family to be
able to cover in the event of death.

A fundamental inconsistency ex-
ists between needs analysis, as it is
practiced, and life insurance. Human
life value and needs analysis are not
directly related. For example, two in-
dividuals can have identical human



To someone with less than a thousand dollars in the bank...
a $200,000 life insurance policy sounds enormous.

life values, yet one may have a mort-
gage and the other may not. Their
debts may be totally different, and
one may have no children to educate
while the other may have several.

With auto insurance, if the car is
destroyed or stolen, it can be replaced.
With life insurance, when the insured
dies, he or she cannot be replaced;
only the financial contribution they
made to the family is replaceable.
These contributions determine the
person’s human life value. It is his or
her net contributions which are in-
sured, not the insured’s life. A life is
just the measuring event.

What is the human life value? It is
the amount of money necessary to
maintain the various uses of the in-
sured’s contributions to the family.
This seems obvious, yet, unless the
nature of human life value is consid-
ered, it is easy just to refer to the
product as “life” insurance rather than
its more informative name, which is
“human life value” insurance.

Needs Analysis —
Confusing the Industry,
Confusing the Public

Since human life value is what is
insured, it is no wonder then that,
without establishing the human life
value, the consumer is left with sim-
ply a suggested insurance amount that
sounds very high. To someone with
less than a thousand dollars in the
bank at any one time, a $200,000 life
insurance policy sounds enormous. It
is simply a large amount of money
without any context, even though the
individual in question may have a
human life value to his or her family
in excess of one million dollars.

Investment in human capital in the
United States totals more than 15 per-
cent of gross domestic product each
year, an amount which equals the total
investment in physical capital.!® This
means that investment in human cap-
ital in 1995 exceeded $1 trillion.'* The

-life insurance and financial services

industry should study in depth this in-
vestment in human capital to deter-
mine the demand for its products, in
turn impacting pricing, marketing,
and other key business practices. Life
insurance companies tend to look
more at mortgages, debts, and the ed-
ucational needs of children as indica-
tors of the need for their products.
Without human life value as a
guide, life insurance agents and finan-
cial planners relying on needs analy-
sis miss important facts: (1) needs will
be different in the future as family
characteristics and finances change,
(2) because these characteristics and
finances are predictable, the future
needs are predictable, and (3) those fu-
ture needs must be covered with
today’s insurance. Needs analysis
identifies the needs of a young family
with a breadwinner just beginning his
or her career quite differently than it
will the needs of that same family sev-
eral years later. This is because, as a
result of a significantly higher income,
the family’s standard of living will be
higher in the future. The family will
live in a larger house, drive more lux-
urious cars and, in general, have more
expensive tastes. If the breadwinner
dies early, the family will only achieve
this future lifestyle with adequate life
insurance. By ignoring these future
changes, needs analysis in isolation
would leave the family underinsured.
One of the country’s largest life in-
surance companies has a page on the
World Wide Web where several meth-
ods are listed for determining how
much life insurance an individual
needs. One of those listed is human
life value, another is needs analysis.
Leimberg and Doyle add a third alter-
native, “rules of thumb.”!s Human life
value is not an alternative to needs
analysis or rules of thumb, however.
It is the thing being insured and, there-
fore, is the starting point in financial
planning or life insurance discussions.
Consequently, needs analysis and
rules of thumb are alternative meth-

ods for determining how much of the
human life value to insure.

Needs Analysis —
Misunderstanding the
Current World

If the total amount of insurance and
other post-death capital received is
equal to the amount determined by
needs analysis, the identified needs can
be covered. However, satisfying those
needs is not the same as leaving the
family “in their current world.” Even
if the family has sufficient funds to re-
main in the same house and drive the
same car, the house and the car are just
parts of the family’s overall world.
That world consists of all ways in
which the family uses the family in-
come. If other parts of the family’s
“world” change (annual savings, vaca-
tions, entertainment, clothes, and gifts),
the world has changed. The house and
the car do not fit the new world and
might be sold to make room for im-
provements in other parts of the world.

Consider what it means to deter-
mine the amount of insurance neces-
sary to leave the family in their
current world. A widow and her chil-
dren can continue to live in their own
world if they can have and do all the
things after the breadwinner dies that
they had and could do before. This is
also referred to as “maintaining their
standard of living.” Financially, this
means that the exact funds are avail-
able for use by and/or for each fam-
ily member after the death as were
available before the death.

In wrongful death litigation, it is
often necessary to estimate the loss of
support to individual family mem-
bers, rather than to the family as a
whole. These same techniques can be
applied in life insurance analyses to
determine the amount necessary to
maintain the current standard of liv-
ing for the family while children are
in the home and for the spouse when
the children are grown.

Maintaining the same standard of
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living means that each family mem-
ber is able to spend the same amount
now and in the future as he or she is
spending presently. Arithmetically;
this amounts to the net contribution
of the insured in the current year
(earnings, fringe benefits, and ser-
vices less taxes and his or her con-
sumption) for every year into the
future, adjusted for inflation. Table 1
illustrates the portion of human life
value that should be insured to main-
tain the family’s current standard of
living.'6 The amount of insurance
necessary to keep the family in its
current world, as a percentage of
human life value, is not small, espe-
cially for older insureds.

In each case, the insureds are in the
same occupation earning $50,000 an-
nually (with fringe benefits equalling
$7,500). Without any improvement in
standard of living, the family of the
40-year-old professional in this ex-
ample would need life insurance
equal to 80 percent of his or her
human life value to leave the family
in its current world. For this individ-
ual, the insurance amount is over 15
times earnings — an amount many
companies would refuse to write.

Note that the percentage generally
increases with age. This result re-
flects a balancing of two forces: (1)

other things being equal, the further
into the future the increases in stan-
dard of living occur, the lower their
“present value” (i.e., the lower their
impact on the amount of capital re-
quired if death were to occur today);
and (2) as the insured ages, the dif-
ference between current and future
living standards diminishes. That is,
the closer the current world comes to
being “as good as it’s going to get.”

The Uninsured Portion of
Human Life Value —
The Family Deductible

Many insureds feel that they are
worth more dead than alive. Igno-
rance of human life value has created
the popular belief that people have
too much life insurance. But just the
opposite is true.

With life insurance, the family
loses an amount equal to the human
life value of the insured less the
amount of insurance on his or her life.
This amount that the family loses, the
uninsured value or the amount for
which they are self-insured, will be
referred to as the family deductible.
The family deductible is surprisingly
high for most families.

A few years ago, Money published
an article on life insurance require-

TABLE 1

Coverage to

Coverage to Maintain

Human Life Value Maintain the Current World as Percent
Age (Economic Loss) “Current World” of Human Life Value
20 $2,876,647 $1,273,213 44.3%
30 1,630,255 1,099,016 67.4
40 959,364 767,123 80.0
50 531,501 503,908 94.8
60 178,862 178,284 99.7
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ments and concluded that readers
should question the reliability of their
insurance agent’s recommendations.!’
The only agent in the magazine’s sur-
vey to recommend an amount of life
insurance close to the human life
value of the hypothetical prospects
was criticized for her “faulty analy-
sis.”!8 Articles like this support the
over-insurance myth — that insureds
are “worth more dead than alive.” If
the life insurance consuming public
knew their true human life value, they
would probably be surprised by the
size of their family deductible. They
likely would no longer believe the
over-insurance myth.

Last year, the author selected
wrongful death case files at random
and noted the amount of life insurance
on the decedent, net of accidental
death, and credit card related benefits.
The life insurance amounts were com-
pared to the economic losses the fam-
ilies suffered in the cases. (Note that
those with no life insurance were ex-
cluded.) The results for those with life
insurance were as follows:

1. The average amount of loss
was $1.29 million, and the average
amount of insurance was $302,308.
(Average family deductible is almost
$1.0 million.)

2. The average percent of the fami-
lies’ losses covered by insurance was
only 28 percent. (Family deductible av-
erages 72 percent of human life value.)

3. Only 15.3 percent of the fami-
lies had more than 50 percent of their
loss covered by insurance.

4. The largest percentage of any
one family’s loss covered by life in-
surance was 65 percent.

Three interesting questions emerge
from these statistics.

1. Did the insureds and their fam-
ilies know their family deductible
was so high?

2. If they had known, would the
knowledge have impacted their in-
surance coverage decisions?

3. What are the ethical and legal



obligations of the agent/adviser to in-
form them of the size of their de-
ductible?

Agents/Advisers Can Now
Help Consumers Make
Informed Decisions

If the fundamental purpose of life
insurance is to cover human life value,
then it should surprise no one if ignor-
ing it leads the industry astray. Without
knowledge of the value being insured,
consumers have been unable to make
informed decisions about how much of
that value they want to cover with life
insurance and how much they wish to
self-insure. A side effect of this has
been a nation of consumers who be-
lieve they are overinsured.

For generations, professionals from
the life insurance and financial ser-
vices industry have played a critical
role in protecting families from the fi-
nancial loss associated with death. For
most of that time, they have had to
function without specific knowledge
of the extent of the potential loss each
individual family faced. Today, tech-
nology enables insurance agents and
financial planners to educate their
clients about the financial loss their
families would suffer upon their pre-
mature death. With the knowledge of
his or her human life value, the client
can work with the agent/adviser to
make informed decisions regarding
the amount of that value that he or she
wishes to cover with life insurance. J
(I/R Code No. 2500.00/4400.00)
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Consumer Expenditure Survey, 1992-93, supra
note 11. It applied these to its annual projection
of after-tax income to determine the consump-
tion and savings levels of both spouses. The re-
sult was a projection of future earnings, fringe
benefits, services, taxes and consumption, from
which the system calculated the future net con-
tributions, or human life value, of the insured.

Finally, the system used a weighted average
of then-current yields on investment-grade mu-
nicipal bonds, approximately 5.52 percent, as an
after-tax discount rate to convert the future
stream of net contributions to a present value.

The current world was calculated as follows:
The net contributions estimated for the current year
were projected forward in time by increasing them
at the rate of inflation, 3.5 percent in each year.
These were then converted to a present value,
using the same 5.52 percent after-tax discount rate.
(17) Walter L. Updegrave, The Money Life In-
surance Test, Money, Jan., 1992, at 120.

(18) Id. at 129.
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