
CASH B E N E F I T S UNDER V O L U N T A R Y D I S A B I L I T Y 
INSURANCE 

E L I Z A B E T H L . O T E Y * 

Disability is a major cause of dependency and 
insecurity. I t entails bo th the loss of earnings 
and the expense of medical care. On an average 
day, 5 to 6 (or possibly 7) m i l l i o n persons are i n 
capacitated for work or other usual activit ies by 
reason of disabling physical or mental illness. 
The widespread extent of this disablement gives 
an idea of the social problem invo lved . The loss 
of wages by workers who are i n the labor market 
is estimated at upwards of $1 b i l l i on annual ly . 
The expense of medical care amounts to more than 
$3 billion a year. 

The costs and losses t h a t make up this aggregate 
of more than $4 b i l l i on are borne i n a number of 
ways. Of the $3 b i l l i on or more i n medical ex
penditures, inc luding payments for professional 
services, for hospitals and publ ic -health services, 
medicines, and the like, families pay d irect ly ap
proximately 80 percent. Government defrays 
about 10 percent, industry about 2 percent, and 
philanthropy about 2 percent. The share borne 
by families is paid, for the very large par t , on a 
fee-for-service basis. 

Two characteristics of disabling sickness stand 
out sharply: t h a t while the frequency and dura
tion of sickness may no t be predicted for the 
individual, bo th are capable of measurement for 
the population as a whole. Various studies of 
the health of the populat ion give data f rom which 
valid estimates may be drawn. The most recent 
of these surveys, comprising 2.3 mi l l i on persons 
in 81 cities, found t h a t 172 illnesses, disabling for 
one week or more, occur annual ly per 1,000 popu
lation. I t is estimated t h a t each case including 
chronic disablement lasts on the average 57 days. 
On this basis, i t is estimated t h a t a person may 
expect in a year an average of 9.8 days of inca
pacity f rom illness lasting one week or longer. 1 

Further, these studies have confirmed the observa
tion that the impact of disabling sickness, bo th i n 
frequency and severity, is greatest among low-

*Bureau of Research and Statistics, D iv i s i on of H e a l t h Studies. T h i s 
article is a summary of a more detailed report to be issued subsequently. 

1 The National Health Survey: 1935-36, An Estimate of the Amount of Dis-
abling Illness in the Country as a Whole. Pre l iminary Reports, Sickness and 
Medical Care Series, Bul l . No . 1, p. 3. 

income groups least able to bear the costs and 
losses. A m o n g a t least one-third of the popula
t i o n these burdens cannot be financed ou t of 
f ami ly income or savings. 2 D i sab i l i t y is there

fore a serious social as well as an individual risk. 
Insurance against the risk of sickness may take 
several forms. It may pay cash benefits or it may grant medical services or hospital services or 
provide all three, as in worker's compensation. 

A relatively small number of persons, perhaps 
2 m i l l i o n i n a l l , receive medical service under pre 
payment plans. Th i s insurance spreads expenses 
for a stated period over a group of persons and 
enables families and individuals to budget costs 
i n advance. A somewhat larger number, nearly 
3 m i l l i o n a t the end of 1938, inc luding bo th wage 
earners and salaried workers and sometimes their 
families, have a l imi ted protect ion against medical 
costs through hospitalization insurance. These 
plans, established on a nonprof i t basis and usually 
under communi ty auspices, ord inar i ly do n o t cover 
doctors' bil ls. They ent i t le the insured to hos
p i t a l service, i f necessary, for a stated number of 
days, generally 2 1 , within a year. 

Except for the cash benefits payable under 
workmen's compensation, insurance protect ion 
against financial risks of sickness and disabi l i ty 
has been made i n the U n i t e d States almost who l ly 
by vo luntary insurance. Insurance on a v o l u n 
tary basis has been extensively used i n the U n i t e d 
States to finance the risk occasioned by death. 
The purpose of this art ic le is to summarize ava i l 
able data on the nature and extent of the analogous 
provisions of vo luntary insurance to finance bur 
dens produced by sickness, t h a t is, insurance t h a t 
pays cash benefits. 

The l i m i t a t i o n of the present t reatment to i n 
surance t h a t pays sickness benefits i n cash excludes 
consideration of the medical care or hospital service 
insurance schemes mentioned above. Likewise, 
since the insurance here discussed is vo luntary , 
consideration is no t given here to d isabi l i ty com-

2 Interdepartmental Committee t o Coordinate Health and Welfare A c t i v i 
ties. Report and Recommendations on National Health. H. Doc. 120, 70th 
Cong., 1st sess., p . 10. 



pensation for Federal, State, or munic ipal employ
ees. For the same reason, workmen's compensa
t i o n for industr ia l accidents apply ing to approx i 
mate ly 25 m i l l i o n employees and, i n some States, 
to a l i m i t e d extent compensation for occupational 
diseases also, is omi t ted f rom the discussion. 

N o t to be confused w i t h insurance schemes is 
the protect ion afforded certain salaried and wage 
workers through the generosity of employers who 
continue their salaries dur ing sickness for a more 
or less l i m i t e d period, or provide, f rom company 
funds, certain benefits i n the event of sickness, 
d i sab i l i ty , or death. Such measures, which apply 
chiefly to office workers, mu ch less often to wage 
earners, are no t considered here. N o r is considera
t i o n given to other i n d i v i d u a l resources which 
m i g h t be used b y sick or disabled indiv iduals , 
such as owned homes t h a t m i g h t be mortgaged, 
savings bank accounts and other investments, 
cash-surrender and loan values under ord inary or 
industr ia l l i fe insurance policies, matured endow
ment policies, annuities and pensions, and so on. 
I t m a y be assumed t h a t i n many , i f no t most, 
instances these resources are available for expenses 
arising f rom illness on ly at the sacrifice of other 
essential needs for which they are intended. I n 
any event, they are doubtless sl ight or entirely 
w a n t i n g among some 65 percent of the families 
of the N a t i o n who have annual incomes under 
$1,500.3 Members of these families constitute the 
group which suffers most f rom disabling illness, 
bo th i n frequency and severity of cases. 

V o l u n t a r y sickness insurance m a y be classified 
as commercial or cooperative. As contrasted 
w i t h the insurance issued by commercial stock 
and m u t u a l companies, cooperative insurance is 
found among fraternal societies and i n employees' 
and trade-union sick-benefit associations. Clas
sification of insurance as commercial or coopera
t i ve is adopted to ident i fy practices according to 
the terminology o rd inar i l y used. I t is recognized, 
of course, t h a t the m u t u a l companies, inc luded i n 
the first category, constitute a borderline group, 
i n t h a t any excess of income over disbursements 
is returned to policyholders. 

Commercial Insurance 
Commercial insurance, more h igh ly developed 

t h a n cooperative insurance, has two types of 
3 Nat ional Resources Commit tee . Consumer Incomes in the United States, 

August 1938, p . 2. 

contract , ind iv idua l and group. L i k e other busi
ness enterprise i t has devised types of policies to fit 
the purse of would-be purchasers, policies for 
persons i n moderate or well-to-do circumstances 
and policies for industr ia l workers. Disability 
insurance has not developed as a separate branch 
of commercial insurance b u t has been attached to 
life and casualty insurance. I t has become 
increasingly common to separate the two risks of 
sickness in to temporary and permanent disability 
and for different insurance carriers to insure these 
risks, b u t there is no clean-cut d ist inct ion between 
the two risks such as is found i n social insurance 
under foreign systems. The tendency is for 
casualty or mult ip le - l ine companies to insure 
temporary disabi l i ty while life insurance com
panies generally insure the risk of permanent dis
ab i l i ty . 4 Temporary d isabi l i ty as a result of 
ordinary sickness, i . e., sickness not due to acci
dental causes, is not underwr i t ten alone. A 
policy covering temporary disabi l i ty from ordi
nary sickness is accompanied by an accident policy, 
w r i t t e n either i n connection w i t h the sickness 
policy or separately. Insurance against total and 
permanent d isabi l i ty may be provided in a disa
b i l i t y clause attached to a life insurance policy. 
Permanent d isabi l i ty due to an accident is also 
covered by certain accident policies. 

As m i g h t be expected, competit ion among com
mercial insurers has produced a great variety of 
d isabi l i ty policies, estimated at more than 800 by 
one author i ty . 5 F r o m the array of l imited , re
str icted, and general policies, typical policies have 
been selected for i l lus t rat i on . Policies usually 
purchased by persons of moderate or comfortable 
income to cover the risk of temporary disability 
are: (1) cancelable general accident and health 
policies, ( 2 ) noncancelable, aggregate indemnity, 
accident and health policies, and ( 3 ) accident poli
cies. Among wage earners there are (1) industrial 
l i fe, accident, and sickness policies and ( 2 ) group 
accident and health policies. Persons in moderate 
circumstances insure against permanent disability 
by means of (1) the t o t a l and permanent disability 
clause attached to life insurance policies, ( 2 ) acci-

4 L i fe Insurance companies which insure temporary disabi l i ty through 
special accident and health departments are in a sense multiple-line com
panies. 

5 L a M o n t , Stewart M . " T h e Contract of Personal Accident and Health 
I n s u r a n c e " Proceedings of the Casualty Actuarial Society, Vol . 18, Pt. J 
(November 1931). p. 21. 



dent policies, and (3) a few noncancelable, l i fe 
indemnity, accident and health policies. 

Among wage earners certain specific dismember
ments t h a t are considered causes of t o t a l and 
permanent disabi l i ty are insured b y (1) industr ia l 
life insurance policies and (2) s imilar provisions of 
group accidental death and dismemberment p o l i 
cies. Some group life insurance policies, issued 
prior to 1932, pay the face of the policy i n either a 
lump sum or instal lments i n the event of t o t a l and 
permanent d isabi l i ty . A l though these policies 
are no longer issued i t is l ike ly t h a t 4.5 mi l l i on per
sons st i l l have this coverage. For a l i m i t e d n u m -
ber of wage earners holding group annuities, the 
surrender value of the annui ty may be collected i n 
the event of t o ta l and permanent d isabi l i ty . 

The provisions of a cancelable general accident 
and health policy i l lustrate insurance of temporary 
disability. The accident p a r t of the policy pro 
vides a f lat sum for accidental death and specific 
dismemberments, a weekly benefit for to ta l disa
bility up to 52 weeks, and, i n case of t o ta l and per
manent disabi l i ty , a benefit as long as this condi
tion lasts. Two- f i f ths of the weekly indemni ty is 
granted for par t ia l d isabi l i ty . The policy gives, 
moreover, certain medical benefits i n the f o r m of 
cash payments for surgeons' fees, operations, hos
pital, and nurses up to a definite sum and i n ac
cordance w i t h a fixed schedule of charges. The 
s i c k n e s s policy, after a w a i t i n g period of 7 days, 
pays a weekly benefit for to ta l d isabi l i ty up to a 
maximum of 52 weeks and medical benefits similar 
to t h o s e of the accident policy. 

Permanent and to ta l disabi l i ty insured under a 
disability clause attached to life insurance grants 
a monthly income and waives future premiums on 
the life insurance policy. A long wa i t ing period 
of continuous total d isabi l i ty , generally 6 months, 
is required to establish the permanency of to ta l 
disability. Because of the poor experience w i t h 
policies that continue income dur ing permanent 
disability, 60 percent of the life insurance com
panies, representing 85 percent of the business, 
have done away w i t h the m o n t h l y income feature 
in new policies and grant only the premium 
waiver.6 

Nor has underwr i t ing the so-called health risk 
in accident and health insurance been profitable to 

6 Miller, John H. " H i s t o r y and Present Status of Non-Cancellable Acci
dent and Health Insurance." Proceedings of the Casually Actuarial Society, 
Vol. 21. Pt . 2 ( M a y 1935), p. 252. 

the companies. This is the r isk of sickness arising 
f rom ordinary causes, as distinguished f r om sick
ness or disabi l i ty due to accidental means. T h e 
Nat ion-wide experience of 45 stock companies 
licensed to do business i n New Y o r k State i n 
underwri t ing cancelable policies shows t h a t com
pany losses and expenses have turned ou t to be 
higher than the sum set aside by actuarial compu
ta t i on . 7 Accident and health departments i n 
large life insurance companies which make a prac
tice of selling these policies and underwrite them 
w i t h great care have a satisfactory experience.8 

T h e poor experience of noncancelable accident and 
health policies has paralleled t h a t of the income 
provision of d isabi l i ty clauses i n l i fe insurance. 
I n 1935 only four companies continued to under
w r i t e indemni ty for l i fe i n new policies. Others 
had gone over to aggregate policies l i m i t i n g bene
fits to a designated period of disabi l i ty or to a 
specified amount of indemni ty . 9 

I n d u s t r i a l insurance, specially planned for wage 
earners, is p r i m a r i l y life insurance and provides a 
small death benefit—somewhat over $200 on the 
average The distinguishing feature of this insur
ance is the weekly collection of premiums i n small 
amounts by agents who come to the homes of wage 
earners. Some 50 m i l l i o n wage earners and their 
families pay annually about $742 m i l l i o n i n p r e m i 
ums. 1 0 D i sab i l i t y benefits, a relatively insigni f i 
cant par t of the policy, are granted for specific dis 
memberments, loss of bo th feet, of bo th hands, of 
one foot and one hand, and t o t a l loss of eyesight. 
They consist of premium waiver and a sum equal 
to the whole or, usually, one-half the value of the 
life policy. Since these part icular severances oc
cur rarely , the t o ta l cash benefit paid by industr ia l 
insurance for disabi l i ty benefits is small , amount 
ing i n 1935 to $2.2 m i l l i o n i n comparison w i t h 
$199.3 m i l l i o n for t o ta l claims pa id . 1 1 

I n the South and Southwest an industr ia l policy 
is sold which covers the three risks of death, 

7 The Spectator. Insurance Year Books, Casualty, Surety and Miscellane-
ous, 1932-37; Nat ion-wide experience of different casualty lines. 

8 Sommer, A r m a n d , a discussion In Proceedings of the Casualty Actuarial 
Society, Vo l . 23, P t . 1 (November 1935), p. 116, of papers by W a r d V a n Buren 
H a r t and John H . M i l l e r . 

9 M i l l e r , John H., op. c l t . , p . 240. 
10Average for 5 years, 1931-1935, based on the premiums minus dividends 

of 3 large industr ia l companies doing an average of 83.7 percent of total indus
t r ia l business, according to the annual reports of the N e w Y o r k State Superin
tendent of Insurance. 

1 1Based on reports of 3 major industr ia l companies doing 84.1 percent of 
total industr ia l business. N e w Y o r k (State) Insurance Department . Sev-
enty-seventh Annual Report of the Superintendent of Insurance, P t . II. 1935. 



accident, and sickness. Those policies, held largely 
b y Negroes, contain restrictions and l imi ta t i ons 
of many kinds . The number of weeks of benefit 
varies f r o m 10 weeks i n 6 months to 13, 15, 16, 20, 
or 26 weeks i n 12 months. A w a i t i n g period of 7 
consecutive days w i t h payment retroactive is 
usual. I n general, weekly benefits for diseases 
whose causes r u n back over a period pr ior to the 
date of the policy are reduced to one-half regular 
benefits d u r i n g the f irst 6 months or year. Often 
the policy lists specific diseases wh i ch receive half 
benefits the first year. I n reply to a questionnaire, 
data f r om 17 companies showed an average annual 
sick benefit of $4.87 to disabled policyholders. 
T h e average annual p r e m i u m paid by a l l pol icy
holders amounted to $4.62. 

Group accident and health insurance is under
w r i t t e n for as small a number as 25 employees. 
T h e employer m a y or may no t contr ibute to the 
p l a n , b u t he agrees to deduct wage earners' pre
miums f r o m wages. Each group of employees is 
u n d e r w r i t t e n separately, since the p r e m i u m has to 
be determined by factors t h a t v a r y w i t h the estab
l ishment, the amount of weekly benefit, wages, 
w a i t i n g period, dura t i on of benefit, nature of the 
indus t ry , sex and race of the employees. As a 
rule the w a i t i n g period is 7 days, and benefits are 
granted for 13 weeks i n a year. The m o n t h l y 
p r e m i u m rate for $10 weekly i n d e m n i t y on these 
terms is 60 cents a m o n t h , b u t this is a basic rate 
which applies to whi te men i n nonhazardous occu
pations. A c t u a l l y , m o n t h l y premiums for indus
t r i a l groups r u n considerably higher. The amount 
of i n i t i a l p r e m i u m to cover expenses and contingen
cies varies f r om 34.6 percent to 16.2 percent. 
When the m o n t h l y p r e m i u m is 60 cents, 30 percent 
or 18 cents is set aside for these adminis trat ive ex
penses and margins. These percentages are prob
ably higher than those actual ly paid , since i t is the 
practice of the companies to leave a wide marg in i n 
loading i n order to carry w i t h o u t loss a compara
t ive ly small group, even i f the m o r b i d i t y should 
be higher t h a n average. A wide marg in has the 
double advantage of covering the first year's ex
penses which are higher and of obv iat ing the 
necessity for increasing the p r e m i u m the next year 
on renewal of the pol icy, should the m o r b i d i t y have 
proved higher t h a n expected. I f the p r e m i u m 1 2 

12Fitzbugh, Gi lber t W . "Recent M o r b i d i t y U p o n Lives Insured Under 
Group Accident and H e a l t h Policies and Premiums Based T h e r e o n . " Trans-
actions; Actuarial Society of America, V o l . 38 (October 1937), p . 378. 

turns out to be more t h a n sufficient the rate can be 
lowered the next year or a d iv idend paid. By 
the payment of an extra p r e m i u m hospitalization 
benefits and surgical fees may be granted the in
sured and, under recent plans, to his family. 

M u t u a l accident and sickness associations on 
an assessment basis, which constitute a form of 
m u t u a l casualty insurance, may well be included 
under commercial insurance T h e y resemble fra
ternal societies and sometimes operate i n connec
t i o n w i t h them b u t appear commercial, in that 
they are staffed to a considerable extent by sala
r ied physicians and agents. Instead of assess
ments, advance premiums subject to assessment 
m a y be paid . The associations cover for the 
most p a r t persons i n the same order or calling, 
s u c h as Masons, commercial travelers, clergymen, 
ra i lway employees, physicians. A b o u t 2 million 
persons carried this insurance i n 1935; benefits 
paid i n t h a t year amounted to $18 m i l l i o n . 

Cooperative Insurance 

A m o n g representatives of cooperative insur
ance, the fraternal societies have directed their 
efforts to life insurance. Practical ly al l societies 
insure against death, while less than one-half 
provide insurance against temporary disability 
and less t h a n two - th i rds against permanent dis
a b i l i t y . T h e d isabi l i ty insurance plans of differ
ent societies vary widely both i n amount and 
durat i on of benefits. The temporary sickness 
benefit is commonly $5 a week; and the benefit 
for permanent and to ta l d isabi l i ty may be one-
half the amount of the life certificate, waiver of 
future premiums, or the surrender value of the 
certificate. The number and membership of 
f raternal orders have been declining. A t present 
there are over 7 m i l l i o n members, 1 mil l ion of 
whom are chi ldren. Perhaps 2 mi l l i on members 
have some sort of sickness protect ion available, 
b u t the extent to which they insure is unknown. 
W i t h the exception of certain organizations of 
persons of foreign b i r t h , members of fraternal 
associations are chiefly small businessmen and 
skil led workmen, rather than low-paid wage 
earners. Probably the membership of fraternal 
orders includes half a m i l l i o n wage earners who 
are insured, i n one way and another, against 
d isab i l i ty . 

Nonpro f i t m u t u a l sick-benefit associations are 
most commonly found among employees of an 



establishment or among members of a trade-union. 
Employee associations are about equally divided 
between those entirely self-supporting and those 
aided by employers. Benefits are paid for 
temporary disabi l i ty chiefly, and usually amount 
to $9 or $10 a week for an average period of 13 
weeks. I n case of permanent d isabi l i ty , a l u m p 
sum is granted equal to the m a x i m u m number of 
weekly benefits the plan provides. Dues are 
deducted from wages and i n nearly two-thirds of 
the societies are the same for all members regard
less of age. The associations have demonstrated 
their abi l i ty to operate successfully and, because 
of the unpaid services of members, at low cost, 
but apparently they are not growing. Somewhat 
more than a m i l l i o n persons are insured against 
sickness by this means. 

Interest i n sickness insurance on the par t of 
trade-unions has manifested itself i n various ways. 
Some of the national and international unions 
have benefit plans for temporary sickness and 
permanent d i sab i l i ty ; i n other unions such plans 
are left to the locals. Another group of unions, 
notably the railroad brotherhoods, have estab
lished insurance departments where members 
may take out life and accident insurance. The 
number of national and internat ional unions w i t h 
sick-benefit associations has dwindled f rom 12 i n 
1926 to 6 in 1936. W i t h annual dues of $7.60, 
these associations furnish benefits for temporary 
disability in amounts running from $4 to $10 a 
week for a period of 8, 10, 13, or 16 weeks after a 
waiting period of 7 or 14 days. 1 3 A m a x i m u m is 
prescribed as to the amount of benefit any one 
member may receive. A few associations pay the 
death benefit for permanent d isabi l i ty . I n view 
of the great emphasis the unions place on life 
insurance, i t is natura l that the risk of permanent 
disability is more insured than t h a t of temporary 
disability. 

Extent to Which Cash Benefits are Provided 
There is no way of knowing w i t h accuracy the 

number of persons i n the Uni ted States who are 
insured against sickness by moans of cash benefits. 
I t is safe to say t h a t only a small fraction are 
adequately protected. Some persons i n better 
circumstances may hold accident and health po l i 
cies against temporary disabi l i ty and older life 
insurance policies w i t h income dur ing permanent 

13 Two unions include sick-benefit dues i n general union dues. 

disabi l i ty , b u t for the groat ma jo r i ty the protec
t ion is fragmentary and inadequate. They may 
have a l imi ted accident policy here, or an accident 
and sickness policy there, or a premium waiver on 
life insurance. 

Table 1 .—Est imated cash benefit payments for sickness 
losses in the United States in 1935 through volun
tary insurance 1 

Classification of insurance Benefits ( in 
mil l ions) 

T o t a l $202.2 
1. Commercial insurance: 

A . Purchased chiefly by persons w i t h moderate or 
comfortable incomes: 

Temporary d isab i l i ty : 
Accident and health departments 2 24.8 

Stock casualty and surety companies 33.5 
M u t u a l benefit and assessment companies 3 18.0 

Permanent d isab i l i ty : 
Ordinary life insurance 4 68.6 

B. Purchased chiefly by wage earners: 
Temporary d isab i l i ty : 

Indust r ia l l i fe, accident, and sickness 9.3 
Group accident and health 11.0 

Permanent d isabi l i ty : 
Indust r ia l life insurance: 

Dismemberment and blindness 2.2 
Group life insurance 12.0 
2. Cooperative insurance: 

A . Purchased chiefly by persons of modest income and 
by a few wage earners: 

Temporary and permanent d i sab i l i ty : 
Fraternal societies 9.0 

B. Purchased chiefly by wage earners: 
Temporary or permanent d isab i l i ty : 

Employees' m u t u a l sick-benefit associations. 10.0 
Trade-union sick-benefit associations 4.3 

1 Deductions have been made from reported payments under commercial 
policies for amounts estimated to have been paid as accidental death and 
double i n d e m n i t y benefits and—under ordinary and industr ia l life policies— 
for amounts of premium waiver dur ing to ta l and permanent d isabi l i ty . 

2 Includes some benefits for total and permanent d isabi l i ty . The figure of 
$24.3 m i l l i o n is obtained after deducting from reported payments $11 m i l l i o n 
included below under group accident and health, and $4.1 m i l l i o n included 
in the figure given for industr ia l life, accident, and sickness insurance. 

3 Includes a small amount of payments for to ta l and permanent d isab i l i ty . 
4 Represents reported amounts after deduction of $12 m i l l i o n included 

below as d isabi l i ty payments under group life insurance. 
Source: The Spectator, Insurance Year Book. 1936-37, Casualty, Surety and 

Miscellaneous and Life Insurance Volume; New Y o r k (State), Insurance 
Department , op. c i t . , Pts. I I and I I I , 1936; industr ia l l i f e , accident, and 
sickness insurance is estimated on the basis of payments in 1936 from 81 
companies: Fraternal M o n i t o r . Consolidated Chart, 1936, for fraternal societies; 
employees' m u t u a l sick-benefit associations are estimated; American Federa
tion of Labor, Report of the Executive Council, 1936, for trade-unions. 

A bettor idea of the extent of insurance is to be 
gained f rom the amount of disbursements for 
benefits. The amount of cash benefits f rom a l l 
forms of vo luntary sickness insurance is shown i n 
table 1. Those figures are taken f rom a l l available 
sources, b u t i t is realized t h a t complete accuracy 
is dif f icult . They show that about $202 m i l l i o n 
was paid out in cash benefits i n 1935. On the 
basis of these data, i t seems evident t h a t cash 
benefits under vo luntary insurance 1 4 represent i n 
a year not more than 5 percent of the aggregate 
amount of the Nat ion 's annual medical b i l l of 
more than $3 bi l l ion plus the annual wage loss of 

14 For a discussion of the items included and not included under th is heading 
see p p . 27-28. 



upwards of $1 b i l l i on . The la t ter figure includes 
only the wage loss of persons who are ord inar i ly 
ga infu l ly occupied and makes no allowance for the 
permanently disabled who have dropped out of 
the labor market . 

I n spite of their greater need of protection and 
their larger numbers, wage earners receive dis
a b i l i t y benefits amount ing , i n a year, to only 
about 40 percent of the sum paid to persons i n 
better circumstances. Payments under the types 
of insurance generally hold by wage earners aggre
gated less than $58 m i l l i o n ; those made under 
policies generally purchased by persons of m o d 
erate or comfortable income amounted to about 
$144 m i l l i o n . I t is apparent t h a t , i n proport ion 
to their numbers, persons of the higher income 
levels make greater use of vo luntary sickness 
insurance than members of the industr ia l 
populat ion. 

The number of wage earners insured to some 
extent against temporary and permanent dis
a b i l i t y by the various forms of cash-benefit 
sickness insurance may be estimated approx i 
mate ly as follows: 

Type of insurance Wage earners 
( in millions) T e m p o r a r y s i c k n e s s : 

Wage earners 
( in millions) 

E m p l o y e e m u t u a l b e n e f i t a s s o c i a t i o n s 1 . 2 
G r o u p a c c i d e n t a n d h e a l t h 2 . 2 
I n d u s t r i a l l i f e , a c c i d e n t , a n d s i c k n e s s 3 . 0 

P e r m a n e n t d i s a b i l i t y : 
G r o u p l i f e ( p o l i c i e s i s s u e d p r i o r t o 1 9 3 2 ) 4 . 5 
G r o u p a c c i d e n t a l d e a t h a n d d i s m e m b e r m e n t .7 
I n d u s t r i a l l i f e ( d i s m e m b e r m e n t a n d b l i n d n e s s 15.5 

E i t h e r t e m p o r a r y o r p e r m a n e n t d i s a b i l i t y : 
F r a t e r n a l s o c i e t i e s . 5 
T r a d e - u n i o n s 1 . 2 

There is considerable overlapping i n these 
numbers, since, for example, the same wage 
earners insured under older group life certificates 
w i t h permanent d isabi l i ty benefits may also be 
covered for temporary d isabi l i ty by group accident 
and health insurance. Likewise, members of 
employees' and trade-union sick-benefit associa
tions m a y be covered by group insurance too, and 
undoubtedly many of them carry industr ia l life 
insurance policies. 

These figures, i t should be noted, represent 
estimates for persons insured under types of 
insurance commonly carried by wage earners, and 
do no t include estimates for persons protected 
against disabi l i ty under ord inary life policies. As 

has been mentioned, d isabi l i ty benefits i n connec
t i o n w i t h ordinary life policies w r i t t e n in recent 
years have commonly taken the form of premium 
waiver only, though a considerable amount of 
insurance w r i t t e n earlier and held largely by 
persons i n moderate or comfortable circumstances 
provides income payments for life in the event of 
t o ta l and permanent d isabi l i ty . 

Conclusion 

V o l u n t a r y cash-benefit insurance is predomi
nant ly commercial ; the benefit payments of com
mercial insurance amount to $179 mi l l i on , or over 
six times those of cooperative insurance. Com
mercial life and casualty insurance, which blazed 
the t r a i l , have shaped disabi l i ty insurance. Under 
the spur of competit ion between life and casualty 
insurance bo th lines have insured a particular risk 
i n order to help the sale of more life or accident 
insurance. Consequently, their sickness policies 
are characterized by l imi ta t i ons and restrictions 
which grant benefits i n the event of certain specific 
disabilities and deny them i n others. Where com
mercial insurance has attempted more protection, 
as i n noncancelable accident and health policies or 
i n the income provision of the t o ta l and permanent 
d isabi l i ty clause, the companies have generally 
suffered loss and have stopped underwrit ing new 
policies. 

W i t h the exception of trade-union sick-benefit 
associations and a few employees' associations, 
which insure al l who apply, cooperative sickness 
insurance has tended to follow the restrictions of 
commercial insurance. Cooperative systems have 
demonstrated their ab i l i t y to operate successfully 
at low cost. The obvious defect of this insurance 
is tha t relatively few persons insure. More wage 
earners insure i n commercial companies, which 
have higher administrat ive costs and in some 
cases seek a prof i t , than i n cooperative insurance, 
which costs less. Such an anomaly appears to 
support the claim among insurance companies 
that insurance is sold, not bought, and that the 
pressure of salesmanship is needed to induce 
people to insure. 

Vo luntary disabi l i ty insurance has had an un
disputed field i n the Uni ted States. Among wage 
earners who need the protection most, the number 
of persons so insured is comparatively small and 
the amount of benefit incommensurate w i t h the 
risk to which they are exposed. This type of 



insurance is far more common and adequate 
among persons i n middle and high-income classes. 
Moreover, the experience of commercial and coop
erative disabil ity insurance suggests t h a t insurance 
of the risk of sickness is not suited to vo luntary 
methods. The number of persons who vo luntar i ly 
insure against sickness is smal l ; contrast w i t h i t 
the large number of persons who hold 121 m i l l i o n 
life insurance policies. 

The insurance of small numbers furnishes a 
narrow dis tr ibut ion of insured risks and results i n 
limited benefits. The protection afforded becomes 

of necessity restricted and socially inadequate. 
I n the case of commercial insurance, adverse selec
t ion operates against the company w i t h the result 
t h a t the cost of insurance is increased and fewer 
persons insure. Because of small numbers and 
poor risks the insured pay higher insurance pre
miums. Wage earners, w i t h the highest incidence 
of sickness and the greatest need of protection, 
must pay rates for sickness insurance incommen
surate w i t h their income. The basic principles of 
social insurance, on the other hand, merge special 
risks as far as practicable i n a general d i s t r ibut i on . 


