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Introduction 
Long-term care, including both nursing home and 
home health care, is a substantial financial risk for 
most retired households. Yet few buy long-term care 
insurance, and many who do let the policies lapse 
even after holding them for years.  

This brief summarizes a forthcoming study that 
shows more than one quarter of individuals who buy 
long-term care insurance at age 65 will lapse their pol-
icies before death, forfeiting all benefits.1  Economic 
theory predicts that individuals at high risk of need-
ing care should retain coverage while those at low risk 
should lapse, but the data show the opposite pattern: 
people who subsequently use care are more likely to 
lapse, even though many have a good understand-
ing of their relative risk of going into care.  This brief 
seeks to explain why individuals lapse – specifically 
whether the decision reflects the financial burden 
of insurance premiums, a strategic calculation, or a 
deterioration in cognitive ability.

The brief proceeds as follows.  The first section 
presents data on lapse rates.  The second section lays 
out alternative explanations for lapse rates.  The third 
section tests these explanations by examining who 
lapses and then assesses the consequences of lapsing 
by exploring who uses long-term care.  The final sec-

tion concludes that two types of individuals are more 
likely to lapse: 1) those with low cognitive ability, who 
may lose the capacity to manage their finances; and  
2) those with lower incomes and less wealth, who may 
find that their policy has become unaffordable.  

Lapse Rates
Lapse rates for long-term care insurance policies are 
substantial.  This point can be illustrated using data 
on retention rates, which represent the percentage of 
policyholders who do not lapse.  Figure 1 (on the next 
page) shows cumulative retention rates by policy du-
ration (the percentage of policies still in force by the 
number of years the individual has held the policy).2  
It shows that policies issued in the 1980s had substan-
tially lower retention rates than those issued more re-
cently, but retention rates remain relatively low, which 
means lapse rates are relatively high.  At current lapse 
rates, men and women who buy long-term care insur-
ance at age 65 have, respectively, a 27- and 29-percent 
chance of lapsing prior to death, assuming that lapse 
rates remain at the same levels observed for recent co-
horts.3  The Society of Actuaries, which publishes the 
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their premiums or no longer understand the potential 
value of their policies.  In this case, individuals would 
be more likely to lapse even though their impairment 
makes them more likely to need care; such behavior is 
the opposite of strategic lapsing.  These individuals 
are called “Forgetful Lapsers.”

Determining Why People 
Lapse and Whether It Matters
To determine why people lapse and whether it affects 
their welfare, this study tests the potential explana-
tions described above and examines the consequences 
of lapsing in two separate, but closely related, analy-
ses.  The first analysis examines the characteristics of 
individuals who lapse; the second looks at the char-
acteristics of individuals who end up using long-term 
care.  Both analyses use regression analysis with a set 
of independent variables that correspond to the poten-
tial reasons for lapsing described above.  
    The data come from the Health and Retirement 
Study (HRS), a nationally representative dataset of 
older Americans.  The study sample is limited to indi-
viduals who were age 65 or over in 2002 and who held 
long-term care insurance at that time.7

Who Lapses?

The first analysis addresses who lapses.  To test for 
“Financial Lapsing,” it includes measures of financial 
wealth and household income.  To gauge the influ-
ence of “Strategic Lapsing,” it includes the individu-
al’s self-assessed probability of using long-term care 
in the future.  Finally, to identify “Forgetful Lapsing,” 
the analysis includes survey respondents’ cognitive 
scores;8 whether, outside the time period in which 
lapses were observed, they had a proxy to respond 
to the survey;9 and whether they have a spouse or 
daughters (who may provide and coordinate care and 
potentially prevent mistakes such as forgetting to pay 
insurance premiums).

In the regression equation, the dependent variable 
is whether the policyholder lapsed during 2002-2006; 
the independent variables include those described 
above plus a few additional characteristics.10  Figure 
2 (on the next page) reports the effects of the key ex-
planatory variables on the probability of lapsing.  (For 
full descriptive statistics and results, see Appendix 
Tables 1 and 2.11)  
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Source: Authors’ calculations based on Society of Actuaries 
(2011).

Potential Explanations for 
Lapse Rates
Individuals with long-term care insurance could let 
their policies lapse for three reasons.  First, over time 
some purchasers may come to view the premium as a 
financial burden, even though they may have learned 
nothing new about their risk of requiring care.  If 
this explanation is correct, one would expect low-
wealth and low-income individuals to be more likely 
to lapse.4  In the analysis below, these individuals are 
called “Financial Lapsers.”  

A second explanation is that individuals lapse stra-
tegically.  For example, some policyholders, perhaps 
those who remain in good health, may believe that 
their risk of requiring care is lower than originally ex-
pected.5  Seeing less need for insurance, they let their 
policies lapse.6  These individuals are called “Strategic 
Lapsers.”    

A third explanation for lapses is that they are 
unplanned and are due to poor financial decision-
making, perhaps resulting from cognitive impair-
ment.  For example, individuals could forget to pay 
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Figure 1. Cumulative Retention Rates by Number 
of Years Since Policy Issued, by Issue Years

data used to produce these estimates, cautions that 
actual lapse rates are likely to be lower because some 
individuals who have died may be incorrectly coded as 
having lapsed.  Even so, lapses are an important issue.
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The results show that higher financial wealth and 
higher income are associated with a lower probability 
of lapsing.12  For example, relative to individuals at 
the 25th percentile of the distributions of wealth and 
income, those at the 75th percentile are, respectively, 
2.7 and 4.2 percentage points less likely to lapse.  
This finding supports the hypothesis of Financial 
Lapsing, which could occur either because the policy 
was initially unaffordable, the household’s financial 
situation has unexpectedly worsened, or because its 
gradual (and planned) wealth decumulation has made 
Medicaid more attractive than continuing the insur-
ance coverage.   

 Turning to the indicator of Strategic Lapsing, 
those who think they are more likely to need care are 
less likely to lapse, but the coefficient is small and not 
statistically significant.  This evidence, thus, does not 
support the Strategic Lapsing explanation that people 
lapse because they change their assessment of their 
future care needs.

Importantly, even after controlling for other 
plausible factors, a higher cognitive score is associ-
ated with lower lapse rates – moving from the 25th 
to the 75th percentile decreases the risk of lapsing 
by 3.4 percentage points.  Having a proxy interview 
increases the risk of lapsing by 12.1 percentage 
points.  A plausible interpretation of the relationship 
between the cognitive measures and lapse rates is 
that it reflects Forgetful Lapsing.13  Consistent with 
this hypothesis, having a daughter is associated with 
a 14.3-percentage-point decrease in the probability of 
lapsing.14

Who Goes Into Care?

The evidence from the “who lapses” analysis sup-
ports the notion that most lapsers are either Financial 
Lapsers or Forgetful Lapsers.  But it does not address 
the connection between lapsing and subsequent 
care use, which is important for understanding the 
consequences of lapsing.  Thus, this second analysis 
addresses who uses long-term care.

Before summarizing the results, it is worth not-
ing a puzzling pattern that appears in the summary 
statistics: 23 percent of those using care in 2006-2012 
lapsed their policy in the preceding four-year period, 
while only 16 percent of non-care-users lapsed; this 
pattern is the opposite pattern of Strategic Lapsing (see 
Appendix Table 3).15  This behavior occurred even 
though those who used care from 2006-2012 had a 
higher self-assessed probability of entering care.  

In the regression analysis, care use is the depen-
dent variable and the key factors used in the previous 
analysis, plus lapsing, are independent variables.  The 
main results are presented in Figure 3 (on the next 
page, with full results in Appendix Table 4).  

The results show that neither of the financial 
indicators – income and wealth – has a significant re-
lationship with care use.  With respect to the puzzling 
correlation between lapsing and subsequent care use 
identified above, this positive relationship loses sta-
tistical significance after controlling for other factors 
including measures of cognitive ability.  

Figure 2. Effect of Selected Characteristics on Probability of Lapsing, 2002-2006 

Notes: The sample consists of 892 insured individuals age 65 or older in 2002.  The analysis uses Health and Retirement 
Study sample weights.  The bars represent a change from zero to one for dichotomous variables, and the increase from the 
25th to 75th percentile for continuous variables.  Solid bars are statistically significant.
Source: Authors’ calculations based on University of Michigan, Health and Retirement Study (HRS), 2002-2006.
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Cognitive score has a large impact on using 
care – moving from the 25th to 75th percentile score 
decreases the risk of care use by 4.7 percentage points.  
Having a proxy interview is an extremely strong pre-
dictor of using care – it increases the risk of care use 
by 42.7 percentage points.  Married couples are less 
likely to receive care.  Individuals with a higher self-
assessed probability of requiring care are more likely 
to use care  – by 7.2-percentage-points moving from 
the 25th to 75th percentile – so people appear to pos-
sess information about their relative risk of requiring 
care even after controlling for health, cognitive, and 
marital status. 

In short, the results suggest an explanation for the 
puzzling correlation between lapsing and care use 
– namely, cognitive impairments.  Cognitive impair-
ments both precipitate lapsing and are predictive of 
subsequent care use, and these relationships create 
the apparent link between lapsing and care use (see 
Figure 4).  

Conclusion
Individuals with long-term care insurance policies 
exhibit very high lapse rates, with more than one 
quarter of those who buy long-term care insurance 
at age 65 lapsing prior to death.  The analysis seeks 
to explain the reason for such high lapse rates.  The 
study has three main findings.  First, low-wealth 
and low-income individuals are more likely to lapse 
their insurance policies.  Second, the study finds no 
evidence that individuals are lapsing strategically, 
i.e., because they believe they have a low probability 
of needing care.  Third, and importantly, the study 
finds that lapses are common among the cognitively 
impaired, perhaps reflecting poor financial decision-
making.  The consequences of lapsing are significant, 
as those who lapse are also more likely to subsequent-
ly use long-term care.   

One way of eliminating lapses would be to pay 
premiums in a lump sum.  Most likely candidates for 
long-term care insurance have accumulated signifi-
cant financial wealth by retirement.  From the insur-
ance company’s perspective, the problem with this 
approach is that, in contrast to policies with monthly 
premiums, it would be difficult to increase premiums 
should claims be higher than expected.
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Figure 3. Effect of Selected Characteristics on Probability of Nursing Home Use, 2006-2012

Notes: This sample consists of 824 insured individuals age 65 or older in 2002, which is slightly smaller than the lapsing 
sample as it excludes those whose care use during 2006-2012 was undetermined.  The analysis uses HRS sample weights.  
The bars represent a change from zero to one for dichotomous variables, and the change between the 25th to the 75th per-
centile for continuous variables.  Solid bars are statistically significant.
Source: Authors’ calculations based on 2002-2012 HRS.

Figure 4. Relationship between Low Cognition, 
Lapsing, and Care Use

Source: Authors’ illustration.

Low cognition 
causes:

Lapsing Care useCorrelation but 
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Endnotes
1  Friedberg et al. (2016 forthcoming).

2  The retention rate data are from a 2011 Society of 
Actuaries study. The Society of Actuaries collects and 
pools data from companies selling long-term care 
insurance.

3  These numbers represent updated data from the 
Society of Actuaries since the original version of the 
brief was prepared.  The updated numbers are based 
on Society of Actuaries (2015), using their “Definition 
1” for voluntary lapses.  Our study assumes popula-
tion average mortality – from the 2015 Social Security 
Trustees Report – for the 1940 birth cohort, who 
turned 65 in 2005. 

4  This explanation is consistent with hyperbolic 
discounting models of household behavior in which 
households commit to good future financial behavior 
but renege on that commitment when the financial 
obligation falls due.

5  This study shows that it would require very large 
changes in subjective beliefs to justify cancelling 
a policy, due to the loss of very substantial “aging 
reserves.”  Aging reserves accumulate because the 
premium on newly issued policies is much more 
than the expected cost of that year’s care (the cost of 
care, multiplied by the probability of needing care) 
since the risk of requiring care increases dramatically 
with age.  The excess forms a reserve, which is drawn 
down in later years when the expected cost of care 
exceeds the premium.  An individual who lapses his 
policy forfeits this reserve. 

6  If such rational calculations are the main cause of 
high lapse rates, insurers will anticipate this strategic 
behavior and will increase premiums to compensate.  
If premiums are increased, fewer consumers will 
purchase the product and the size of the market will 
be smaller than in the absence of strategic lapsing.

7  The study does not use HRS data prior to 2002.  
Previous years’ questions were less detailed and yield 
estimates of lapse rates that are substantially higher 
than those reported in the 2015 Society of Actuar-
ies experience study.  Finkelstein, McGarry, and Sufi 
(2005) analyze HRS data for 1996-2000 and find that 

lapsers are less likely to enter a nursing home.  We 
attribute the difference between their and our results 
to misreporting of insurance coverage in earlier HRS 
waves.  For the same reason, the estimates of lapse 
rates in McNamara and Lee (2004) appear to be much 
too high.  The current study defines an individual as 
having lapsed between 2002 and 2006 if they report 
that: 1) they do not have insurance in 2004 or 2006, or 
2) they have insurance in 2004 or 2006 but also report 
that their policy is a regular health insurance policy.  
Our results are very similar if, instead, 2004 or 2006 
respondents who say that their policy is a regular 
health insurance policy are coded as having long-term 
care insurance or if they are dropped altogether.     

8  The cognitive ability test measures mental impair-
ment rather than intellectual ability.  For example, 
participants are asked to name the president and vice 
president.

9  Lapses were observed during 2002-2006.  Thus, the 
sample used in our regressions excludes respondents 
who had a proxy during this period. 

10  One caveat is that the analysis assumes that all 
respondents answered the question about lapsing 
correctly.  Mis-reporting by respondents is always 
a possibility for self-reported data, and some critics 
have argued that individuals may be more likely to 
mis-report a long-term care insurance lapse than 
other information such as their income, wealth, or 
family characteristics.

11  Appendix Table 2 reports marginal effects for all 
the variables used in the model.  We do not condition 
on health status at the time the policy was purchased.  
It is difficult to identify the date of purchase in the 
HRS data, and it is likely that policyholders were in 
uniformly good health at that time.  

12  The findings are robust to alternative definitions 
of lapses.  The sample comprises 1,048 individuals 
age 65 or older in 2002 with long-term care insurance.  
The study drops those whose long-term care status 
was unknown in 2006, and those who lacked a self-
assessed nursing home probability or cognitive score 
in any wave, yielding a sample of 892.



Center for Retirement Research6

13  The findings reported in Figure 2 are consistent 
with those of Cramer and Jensen (2008) who used 
HRS data for 2002-2004 and found that low-wealth in-
dividuals and those with difficulty performing activi-
ties of daily living were more likely to lapse.  However, 
Cramer and Jensen also found that very high-wealth 
individuals were more likely to lapse.  The results are 
also consistent with Konetzka and Luo (2011) who, 
using HRS data from 1996-2006, found that poorer 
and less healthy people were more likely to lapse.

14  The study found no statistically significant evi-
dence that the relationship between daughters and 
care use varied with cognitive score.

15  Similarly, as shown in Table A-1 for the first 
analysis, individuals who lapsed were more likely to 
use care: 41 percent of lapsers ended up using care 
compared to only 30 percent of non-lapsers.
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Appendix Table 1. Summary Statistics for Lapse 
Regression by Lapse Status, 2002-2006

Log financial wealth 2002 11.16 10.09

Log household income 2002 10.78 10.51

Self-assessed probability of using care 19.63 18.69

Cognitive score 6.67 6.36

Proxy interview 0.08 0.16

Have daughters 0.79 0.65

Married or partnered 0.71 0.58

Using care 2006-2012 0.30 0.41

Male 0.41 0.39

Less than high school education 0.08 0.10

Some college 0.59 0.51

Fair or poor health 2002 0.12 0.18

Have children 0.93 0.90

Log medical expenditure 7.14 7.10

Using care 2002-2006 0.06 0.09

***

***

***

*

***

***

***

***

*

Appendix Table 2. Probit Marginal Effects for 
Lapse Regression, 2002-2006 

Log financial wealth 2002 -0.0121

Log household income 2002 -0.0441

Self-assessed probability of using care -0.0010

Cognitive score -0.0703

Proxy interview 0.1210

Have daughters -0.1430

Married or partnered -0.0477

Male 0.0324

Less than high school education -0.0209

Some college -0.0127

Fair or poor health 2002 0.0580

Have children 0.0576

Log medical expenditure 0.0016

Using care 2002-2006 0.0177

Pseudo R2 0.0890

Wald chi2 60.39

Notes: Sample = 892 insured persons age 65+ in 2002.  Sign-
ficance at 10 percent (*), 5 percent (**), or 1 percent (***).
Source: Authors’ calculations based on 2002-2006 HRS.

Probit marginal effect

***

**

***

**

***

Do not lapse    Lapse



Appendix Table 3. Summary Statistics for Care Use 
Regression by Care Use Status, 2006-2012

Log financial wealth 2002 10.93 11.11

Log household income 2002 10.80 10.65

Lapse 2002-2006 0.16 0.23

Self-assessed probability of using care 16.93 23.75

Cognitive score 6.74 6.45

Proxy interview 0.04 0.23

Have daughters 0.77 0.76

Married or partnered 0.75 0.58

Male 0.41 0.37

Less than high school education 0.07 0.09

Some college 0.58 0.59

Fair or poor health 2002 0.08 0.20

Have children 0.95 0.90

Log medical expenditure 7.05 7.21

Using care 2002-2006 0.01 0.19

Notes: Sample = 824 insured persons age 65+ in 2002.  Sign-
ficance at 10 percent (*), 5 percent (**), or 1 percent (***).
Source: Authors’ calculations based on 2002-2012 HRS.

Do not use care Use care

***

***

***

***

***

**

*

***

***

Appendix Table 4. Probit Marginal Effects for 
Care Use Regression 2006-2012 

Log financial wealth 2002 0.0112

Log household income 2002 -0.0355

Lapse 2002-2006 0.0057

Self-assessed probability of using care 0.0025

Cognitive score -0.1490

Proxy interview 0.4270

Have daughters 0.0430

Married or partnered -0.1080

Male 0.0202

Less than high school education 0.0301

Some college 0.0525

Fair or poor health 2002 0.1350

Have children -0.1730

Log medical expenditure 0.0027

Using care 2002-2006 0.5620

Pseudo R2 0.1978

Wald chi2 160.40

Probit marginal effect

**

***

***

**

*

**

***
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