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Inequality and 
Insurance:
Where’s the Connection? 
Does It Matter?
by Joseph S. Harrington
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Personal lines insurance is inevitably affected by the distribution 
of income and wealth among households. While it is unclear 
whether property-casualty insurance, on its own, affects income 
or wealth distribution or simply reflects it, property-casualty 
insurers and professionals need to consider how trends in 
income/wealth distribution will influence their market and career 
opportunities in years to come.
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U.S. personal lines insurance saw a parting of the ways in 
recent years.

In 2000, insurers established the Urban Insurance Partners Institute 
(UIPI), an organization devoted to promoting affordable coverage for 
small businesses and low-income households in city neighborhoods.

In 2005, the UIPI announced an initiative for an underwriting 
application using data on the rent- and bill-paying habits of low-
income people to create risk scores analogous to credit-based 
insurance scores.

According to a UIPI release, the application would use “advanced data 
mining technology” and “nontraditional sources of data” to “fill in 
credit information gaps,” thus allowing insurers to “enter additional 
markets.”1 

It never happened. Participating insurers could not provide the 
necessary data, and the UIPI itself essentially folded  
in April 2008.

Meanwhile, at the other end of the social and economic spectrum, 
something quite different happened.

February 2007 saw the launch of the Privilege Underwriters 
Reciprocal Exchange (PURE), a reciprocal insurer devoted to 
serving high net worth individuals and households. The launch and 
subsequent success of PURE, which now provides coverage to more 
than 70,000 clients, cast a spotlight on the growing market of high 
net worth households.2 

That market quickly grew to account for $30 billion to $40 billion  
in premium. It also became very competitive, with AIG, Allianz, Chubb, 
The Cincinnati Insurance Group, and other major insurers creating 
units to target the needs of high net worth households. (Author’s note: 
ACE acquired Allianz in 2015 and Chubb in 2016.)

The high net worth market came into its own in 2014, with the 
formation of the Private Risk Management Association (PRMA), 
an organization “committed to lifting the specialist high net 
worth insurance category through enhanced education, practice 
management, awareness and advocacy.” ACE and PURE were among 
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the founding members,3  and in March 2017, PRMA awarded 
its first Chartered Private Risk and Insurance Advisors (CPRIA) 
designations to 149 insurance professionals.

There is little wonder why the market for high net worth  
clients has taken off while an initiative to enhance underwriting for 
low-income people foundered, despite considerable effort and some 
successes in sustaining the latter. Like any other product or service, 
insurance goes where the money is—and over recent decades, 
money has increasingly gravitated toward the upper end of the 
income spectrum. 

Inequality of income and wealth is a controversial topic because 
there are many ways to measure both, and reasonable people 
disagree about the importance of wealth distribution. To some, 
overall growth in wealth is more important to general well-being 
than equitable distribution among individuals. “A rising tide lifts  
all boats,” goes a common phrase.

Indeed, by some measures, the second half of the 1990s saw an 
increase in income inequality, but the topic was relatively low profile 
because most households at all levels were experiencing income 
growth. Insurance availability and affordability were prominent 
issues at the time, but more for the alleged exclusion  
of long-disadvantaged social groups than for households  
in general.

Numerous studies indicate a growing inequality of wealth and 
income over the past four decades. For example, according to data 
from the Federal Reserve and the Pew Research Center, families 
defined as “upper” income saw their median net worth rise (in 
inflation-adjusted terms) from $323,402 in 1983 to $650,074 in 
2013, although the latter total was nearly $80,000 less than its 
peak in 2007.4 

Over the same period, middle-income families saw their median 
net worth increase marginally, from $95,879 to $98,057, while the 
median net worth of lower income households fell from $11,154 to 

$9,465. (The 2013 figures for middle- and low-income groups were 
both down substantially from their 2007 peaks.)

A similar pattern was evident in household income. According 
to data from the U.S. Census Bureau, the top 20 percent of U.S. 
households saw the percentage of overall household income 
increase, from 44.2 percent in 1980 to 51.1 percent in 2015, while 
every other quintile saw its percentage decline.5 

Summing up, the Congressional Budget Office reported in 2016 
that “families in the bottom half [of wealth distribution] experienced 
disproportionately slower growth in wealth between 1989 and 2007 
[than families in the upper half], and they had a disproportionately 
larger decline in wealth after the recession of 2007 to 2009.”6 

  

So what, if any, connection does growing inequality have to do with 
personal lines property-casualty insurance? It would be surprising 
if a business that touches upon every aspect of American life 
were unaffected by trends in income distribution—but if there is a 
connection, insurance is a lagging indicator of it.

The past four decades of income and wealth divergence followed 
a roughly equivalent period of income and wealth convergence, 
dating from the mid-1930s through the mid-1970s. One hallmark 
of U.S. middle class prosperity during the period of convergence 
was an owner-occupied single-family home protected by an 
HO-3 homeowners insurance policy. The HO-3 and its proprietary 
equivalents became the basis for the overwhelming percentage of 
homeowners policies, and they remain so today. 
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Yet, the chart “Homeowners Policy Forms, 1995–2014” indicates 
that there has been a slow but steady increase in the percentage 
of homeowners policies written on an HO-5 form, which offers 
somewhat broader coverage than the HO-3. Over the same period, 
there was a small increase through 2010 in the percentage of 
homes insured by policy forms offering more limited coverage. Then 
this percentage leveled off.

“Competition for the rich is fierce, driving up use of high-end 
policies like the HO-5,” says Robert Hunter, director of insurance 
for the Consumer Federation of America. “Rich zip codes get 
competition. Poor ones do not.”

That view is disputed by Robert Hartwig, an economist at the 
University of South Carolina and former president of the  
Insurance Information Institute.

“The vast class we refer to as ‘middle class’ is on the receiving end 
of the majority of personal lines marketing dollars,” Hartwig says. 
Among other things, he says, the rise of online and smartphone 
pricing apps “allow people of moderate and low incomes to 
compare prices more quickly and easily than ever before. [And] P/C 
insurers also compete intensively for opportunities to insure the 
millions of small business owned by Americans of modest means.”

Mass Affluence
To the extent the chart represents a trend, that trend is glacial 
in tempo. Yet, the subtle but steady shift in the use of different 
homeowners forms mirrors a trend discerned by the Pew  
Research Center.

Pew’s 2016 report “America’s Shrinking Middle Class” analyzes 
income trends in 229 metropolitan areas comprising 76 percent  
of the U.S. population. It finds a marginal increase in the nationwide 
share of adults living in lower-income households, from 28 percent 
in 2000 to 29 percent in 2014, but a more substantial growth in the 
percentage living in upper-income households, from 17 percent to 
20 percent.7 

This finding suggests more upward than downward mobility,  
at least in a relative sense, and that any resulting enhancements  
in insurance offerings are an accommodation to increased opportunity.

“There is no question that the high-end homeowners market has 
been expanding in recent years,” says Brian Sullivan, founder of 
Risk Information, Inc., and chief editor of its Auto Insurance Report 
and Property Insurance Report. “It is not accurate to say it flows 
from income inequality, however. The only thing that matters is 
whether there are more people who are, or consider themselves to 
be, better served by a more complete homeowners product.  
So, if there are more people with higher incomes, then insurers are 
moving to serve their needs.”

In that respect, insurers are following banks and investment 
advisers, who have long recognized the “mass affluent” market —
which generally encompasses individuals or households with  
at least $100,000 in investable assets and incomes well above the 
annual average for their region. Mass affluent status often caps out 
at $1 million worth of investable assets, above which  
a household is often considered “high net worth.”

For marketing and underwriting homeowners insurance, The 
Cincinnati Insurance Group reportedly assigns upper-income 
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households into three categories: mass affluent (those with homes 
valued at $500,000 to $1 million), high net worth, (with homes 
valued at $1 million to $5 million), and ultra high net worth, (with 
homes valued in excess of $5 million).8

Within that span, one finds a range of households, from those that 
require enhanced personal lines coverage and limits to those that 
essentially need commercial-style package coverage for assets and 
lifestyles that can entail multiple homes, luxury cars, watercraft, 
aircraft, horses, fine arts, domestic employees, and other high-end 
amenities.

High net worth accounts can spend more than $10,000 a year on 
insurance, says Jon Kelly, founder and CEO of Kelly Klee, Inc., a 
digital insurance broker. Kelly estimates that 80 percent of the high 
net worth clients he sees have “severe coverage gaps,” considering 
the size and range of their assets.9 

Patterns of Inequality
At the other end of spectrum, several trends suggest that 
opportunities for insurers will become constrained. 

One trend is a distressingly old one. Homeownership has 
plummeted among African Americans, whose collective 
homeownership rate rose from 42.3 percent in 1994 to 49.1 
percent in 2004, only to fall again to 41.3 percent in 2016. Hispanic 
American households also experienced a decline in homeownership, 
from 49.7 percent in 2004 to 47.0 percent in 2016.10 

Other trends are new, but equally distressing.

First is the emergence of generational inequality, with young adults 
struggling to accumulate assets like their parents’ generation.

From the 2017 Credit Suisse Global Wealth Report: “Millennials are 
doing less well than their parents at the same age, especially in 
relation to income, home ownership, and other dimensions of well-
being. … For example, 90 percent of children in the United States 
born in 1940 had earnings greater than their parents’,  
but this ratio had fallen to 50 percent for children born in the 1980s. 
About 70 percent of this decline was due to the rise in inequality.”11 

It is no surprise, then, that, as wealth accumulation of young adults 
stagnates, so does homeownership. 

In 1982, 41.2 percent of U.S. households headed by  
someone younger than thirty-five were homeowners; in 2016, 
the percentage had fallen to 35.2 percent.12 As of April 2017, 
the Census Bureau reported that more Americans between ages 
eighteen and thirty-four were living with their parents than in any 
other arrangement.13 
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The decline in homeownership has been accompanied by an 
increase in renting. Accordingly, property-casualty insurers have 
seen increased sales of renter’s insurance policies.

Even with that increase, however, residential rental insurance 
does not have nearly the penetration or premium volume to 
compensate for lost homeowners business. And it does not 
generate nearly enough revenue needed to sustain comparable 
marketing operations.

Regional Disparities
Another trend in recent decades, underscored by the last 
recession, is the growing disparity of wealth and income between 
big city metro areas, principally on the coasts, and the rural and 
industrial hinterlands.

For example, whereas per capita income in the Washington, D.C., 
area was 29 percent greater than the country at large in 1980, it 
was 68 percent greater in 2013. The equivalent figures for San 
Francisco are 50 percent to 80 percent, and for New York City,  
80 percent to 172 percent.14 

Concluded The Wall Street Journal in a 2017 series on the 
economic struggles of rural areas: “The financial fabric of 
rural America is fraying.”15 

Several reports suggest that conditions will have to change  
before insurers have the kind of growth opportunities in middle  
and lower-income markets that they had from about 1940 to 1980, 
when income among regions trended toward convergence.

In studies published in 2012 and 2013, university researchers 
found substantial increases in the proportion of U.S. households 
with “heavy” financial burdens—paying more than 40 percent of 
income on debt, rent, vehicle leases, property taxes, and homeowners 

insurance.16  Among homeowners, the percentage rose from 14.6 
percent to 21.3 percent between 1992 and 2010; among renters, it 
nearly doubled, from 20 percent to 39 percent.

The culprit, if any, in that picture, is student loan debt, which 
was cited as a major burden on young people in a 2017 report 
prepared for the National Association of Realtors (NAR).17  Noting 
that homeownership had fallen to its lowest level in fifty years, this 
report added that household debt had reached $12.7 trillion  
in 2017, surpassing its previous peak in 2008. 

The Cost of Insurance
Homeowners insurance premiums are among the financial burdens 
cited by researchers discussed above. Although often the least 
costly of those burdens, homeowners premiums have grown faster 
in recent years than income for U.S. households on average.

So how burdensome is homeowners insurance relative to other 
financial burdens? It is hard to tell, because the most recent 
authoritative data is from 2005, before the last recession.

As of that year, the U.S. Census Bureau reported that the  
monthly cost of property insurance for homeowners with mortgages 
had grown 4.9 percent since 1985. That was slightly more than 
growth in the overall monthly cost of homeownership, which 
rose 4.2 percent, but substantially less than growth in costs of 
maintenance (9.9 percent) and property taxes (6 percent).18 

Moreover, property insurance averaged 3.7 percent of average 
monthly housing costs for mortgagors throughout the period, 
the same percentage as at the outset. The relative cost of 
property insurance paled compared with principal and  
interest (62.7 percent of monthly costs), utilities (15.7 percent), 
and real estate taxes (12.5 percent).

Homeowners insurance premiums 

are among the financial burdens 

cited by researchers
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It seems plausible that, 

to the extent people have 

less money, they will have 

less to spend on home 

maintenance and advanced 

vehicle safety features

Economic inequality also has an impact on personal auto insurance. 
A 2017 study by the Federal Insurance Office estimated that the cost 
of auto insurance exceeded an income-based “affordability index” in 
more than 9 percent of zip codes studied.19  

Another indication came in a 2016 study by Value Penguin, which 
found that residents of low-income neighborhoods in Chicago 
paid more for the same coverage than residents of higher-income 
neighborhoods (assuming the same vehicle, an equivalent credit-
based score, and an equivalent driving record and amount of driving).

“Not only do low-income residents pay more for car insurance,  
it has a greater toll on their total expenses,” the report reads.  
“On average, 5 percent of a low-income resident’s paycheck is used 
to pay their car insurance bill compared to 1 percent or less for a 
high-income resident.”20 

It is hard to tell if the burdens of auto insurance have grown 
worse for low-income people over recent decades. In particular, 
no evidence indicates that trends in income have increased the 
overall percentage of uninsured drivers, who tend to be individuals 
with low incomes. In fact, according to annual estimates from the 
Insurance Research Council, the percentage of uninsured drivers 
has fluctuated between 12 percent and 16 percent since 1992, 
with the lowest percentages recorded in the years from 2010 
through 2015.21 

The Role of Insurance 
Apart from reflecting the nation’s distribution of wealth and  
income, does property-casualty insurance affect wealth and income 
distribution? Does it curb or compound income or wealth inequality 
in any way?

In debates over allegations of insurance “redlining” (unfair 
discrimination among social groups), and the disparate impact of 
doing so, property-casualty industry associations claim that disputed 
practices measure the cost of risk more accurately.  
Thus, any correlation between projected cost of risk and income 
levels or racial or ethnic characteristics simply reflects realities 
arising from causes beyond the scope of insurance operations.

It seems plausible that, to the extent people have less money, they 
will have less to spend on home maintenance and advanced vehicle 
safety features. They will be more likely to live in areas with higher 
levels of crime and have to park their vehicles on the street. 

Yet, it can also be argued that the more precisely property-casualty 
carriers identify and price individual risks, the less they support 
commonality of risk sharing. In past decades, limitations on data 
forced insurers to group insureds into relatively large rating tiers. 
This crude approach necessarily led to subsidizing worse risks  
with better risks.

Recent refinements in rating have been driven by intense 
competition to attract the seemingly overpriced risks in competitors’ 
tiers. This effectively reduces rate subsidies—thus channeling 
inequality rather than checking it.

Consumer advocate Birny Birnbaum, executive director of  
the Center for Economic Justice, summed up this phenomenon 
when he told a recent gathering of actuaries that “the concept  
of [preventing] unfair discrimination becomes meaningless when 
you have rate filings with millions of rate classes.”

Where From Here?
Many in the industry would respond that the job of insurers is to 
price risk as accurately as possible, not to sustain subsidies for 
some other purpose. That said, personal lines and professionals are 
well-advised to contemplate the type of market they will encounter  
in years to come.

If trends continue as they have, producers and insurers may find 
that success will come from being risk managers for a segment 
of the population with the income to protect their growing assets 
and range of activities. Success may also depend on operating in 
regions of the country where income and wealth are accumulating 
rapidly, and minimizing efforts in other areas.

Because there will likely be less money to be made serving lower- 
and middle-income households, these groups will be increasingly 
relegated to algorithmic underwriting and rating—and less and less 
able to insure the risks they assume or want to assume. 
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Many thanks to the Leadership & Managerial Excellence Interest 
Group for its contributions to this article.
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