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SECTION 4

-
Insurance qgainst Hardship |

% Folreag
Noteg on 3 ;"('.

BEFORE YOU READ adld s
Key Terms B/Pes of insyry,.
The Main Idea Reading Focus a graphic organizg ;-
panies  insurance p- 522 one to list the differg.,

1 How are insurance com
able to protect you?
2. What are some forms of

premium, p. 522
private insurance, p. 523

peneficiary, p. 523

Insurance companies offer
policies to protect people
from possible financial

Private

hardships. The federal insurance provided by Insurance
government also has the government? social insurance, p- 524

several programs to help Social Security, p- 524 KT.\
protect people from risks Medicare, p. 526 S

and uncertainties. Medicaid, p. 526 ‘J\

merchants traveling in cary,
Vang

IN PRACTICE ;
to East Asia protected themg

by contributing to a collective fund to cover [ogses
to bandits. Over the centuries, the idea has becy
increasingly popular. What was once common only
for businesses and wealthy individuals is avai:
today for many Americans. Risk and uncertainty
a part of life, but insurance provides a way toprta
yourself and your family.

Insurance Protects You

Insurance is a system of spreading risks 0% |

large numbers of people. These people &l

pay a small amount to an insurance compary

to avoid the risk of a large loss. For examp

Homeowners can buy i . " %f A OW.Il 3 $20,000 canl o mmed ]

water, floods, and fir:sl_"s"’ance against damage from wind, in an accident. You might be willing 4
a much smaller sum—perhaps $750 each_
year—to protect yourself against the i s
an accident.

The amount you pay for this o
tion is called a premium. Premiu™ ma(
be paid yearly or more often. The cort®”
that gives this kind of protection I alf

an insurance policy.

The concept of insurance  ,
least 4,000 years old. Batyy;,
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(types
of Insurance

Families may need a variety of
to pmtect themselves from uni

Ypes of ing,

Uranc,
eXpecteq |o. 9

Sses,

v -

How can insurance companies take small
amounts of money from people, yet pay them
alarge sum if a hardship occurs? The reason
is simple—not everyone has a hardship. You
may pay premiums on accident insurance all
your life and never collect a cent because you
never have an accident.

A large insurance company has mil-
lions of policyholders who pay their pre-
miums regularly. Part of this money goes
into a reserve fund. State laws specify how
large a reserve fund a company must main-
tain. Claims are paid from the reserve fund.
As long as the insurance company collects
mote in premiums than it has to pay out in
claims, it can make a profit. Major natural
disasters can cause a problem for insurance
COmpanies, however. ;

The voluntary insurance that individu-
als and companies pay to COVer unexpected
losses is called There are
many different kinds of losses that private
Nsurance covers, from life insurance to
health insurance to property InSuTAES

; E ’
R

7 anaiysis @ 10 I
COMPARING AND CONTRASTING

” 2 SKILL
- If you were a college student, unmarried in your
! early 20s, which types of insurance might you buy? §

Explain your answer.

Life Insurance
The main purpose of life insurance is to pro-
vide the policyholder’s family with money in
the event that the policyholder dies. In this
way, the family is protected from financial
hardship. The person named in the policy
to receive the money when the policyholder
dies is called the |
The two kinds of life insurance are term
insurance and whole-life insurance. Term
insurance covers only a specified period of
time. Because it expires at the end of the
specified term, it is relatively inexpensive.
Whole-life insurance covers the policy-
holder throughout his or her life, and is

more expensive.

Disability and Health Insurance

Other insurance policies cover policyhold-
ers if they are injured in an accident or suffer
s. Disability income insurance, for
example, provides payments to replace lost
wages when the policyholder cannot work
due to a total or partial disability.

an illnes:
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insurance COVers
penses. Major

Health
hospital ex
insurance pays a large por!
cal costs resulting
injury. Premiums for t
ance
part by your employer.

Property and Liability Insurance
ur personal

Some types of insurance protect yo!

property from events such as fires, hurricanes,
vandalism, and theft. The most widely pur-
chased form of property and liability insur-
ance is automobile insurance. This type of
insurance protects you against liability for
injuring another person or damaging another
car in an automobile accident. It also provides
coverage if your car is stolen, vandalized, or

damaged in an accident.

l/ Analyzing Information How

do insurance companies stay profitable while still

paying policyholders for their claims?

Insurance Provided by the

During the Great Depression of the 1930s,
many businesses and factories closed, and
millions of men and women lost their jobs.
Banks failed, and thousands of people lost
their life savings. In response, President
Franklin D. Roosevelt recommended and
Congress passed a series of laws called the
New Deal. Some of the new laws brought
immediate assistance to needy people. Other
laws were intended to protect people against
severe economic risks and hardships in case

of future recessions,

Government programs like these that
are meant to protect individuals from future

hardship are called social

Social Security Act of 1935 Set up a system of

social insurance known s
has three major parts—old-

ployment insurance,

524 cHapTER19

medical

medical expense
tion of the medi-
from a serious illness or
hese kinds of insur-

are often paid in part by you an

age and survivo,

i . T . i

Insurance, disability Insurance, and unem:
, 2

old-Age, Survivors, and
Disability Insurance
The basic idea behind this type of
is simple. People pay a percen tage of txuxlanYE
ary each month while they woyy e Cirg,
receive cash benefits later, When th: ke,
During the years when workerg cam Wtiw
they and their employers COntriby Ong,
fund. After workers retire, or if they be ‘“a
disabled and are no longer carning mom&
they receive payments from the A Ongy
By law monthly Contributions'
under the Social Security Act ane s ag
equally by workers and by employer
contributions are actually a tax beCa\lge thse
are compulsory, or required. ey
If w_orkers' Fhe beff;re reac.hmg Tetiteng,
age, their families receive survivors’ Paymey
A payment is made for each child yp - lé
and for the surviving spouse. When cpy
reach the age of 18, payments to them stop,

Unemployment Compensation
When the Social Security Act was passeq
1935, unemployment was a serious Pproblem,
Millions of Americans had lost their jobs dur
ing the Great Depression. The Social Securiy
Act contained a plan to help workers who
lost their jobs due to circumstances beyond
their control. This plan is called the unen-
ployment compensation program.

To receive benefits, workers who becont
unemployed must first register with a stat
employment office. Then they report perio
ically to the office to see if it can help then
find jobs. If the job search is unsuccesfi
unemployed workers receive weekly benéi
based on their average earnings over 8 <*
tain period of time. The amount me.ia
from state to state, but most states P
benefits for up to 26 weeks. &

Workers’ Compensation
Federal and state workers’ comp
8rams help people who have jol
ties or illnesses resulting f
tions. These programs pay ther
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Qe Sociajl :
The Social Security Act was passe seee‘l rity system

. 5 d i 4
economic assistance to retire Wnrkenr; 9;5“:0 Provig
pas grown and changed to aid more peoi)le e then, the systen,

Emplgyees and employers pay a
Certain Percentage of each pay-
check into the Social Security
Program. This money is used to
Pay the benefits owed to retired
pe_o!lle or their families and to
eligible people with disabilities. -

Employees

Employer

Employees put 7.5 $ W
percent of their earn- | Employers match

ings into the Social v = \ the 7.5 percent for
Security system. Federal each employee.

Government

Social Security : g . e
Trust Fund y $ €S :
The Social Security trust : S 5 ¢ The general fund makes
fund pays benefits to 9 payments to those eligible
eligible retirees, survivors, for supplemental income.
and disabled people.

The Future

The Social Security system faces a possible
problem because eventually it may not have
enough money to pay full benefits to everyone
entitled to them. The system is expected to be

able to make payments easily until 2014. After TODAY 2014 2041
that it will have to take money ,,.oml;zs'::mgs Full benefits  Full benefits paid, but Full benefits cannot
fund. Some experts predict thatin 2 paid using savings fund be paid

system will no longer have enough money to
pay full benefits to everyone in the system- How
o solve this problem is a matter of national
debate.

SKILL ANALYZING VISUALS

If you were in Congress, what solution might
you provide to avoid the problem in 20417
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People today live longer and
healthier lives. However,
many elderly people need
Medicare or Medicaid to
help pay for health care.

J

of the workers and help replace any lost
income. Workers’ compensation also pays
death benefits to the survivors of workers
killed while on the job.

Medicare and Medicaid

The federal government also has programs to
help poor and older citizens pay their medi-
cal expenses. In 1965 Congress passed the

h insurance program called Med; %
health S, citizens who are 65 and older Pa
help U ;ﬂl care and for some nursing homg
for hOSP‘d(iC are includes a voluntary Medicy
care. MC*e Jan that helps many older citize,
msurani lTll)ediC(ﬂ bills. People with disabilitje,
g thel} unable to work are also eligibje for
e T ve benefits. In 2003 Congress addeq 3
Macripﬂon medicine benefit to Medicare,
Prescongress also passed the aid
health insurance program in 1965, This
program provides money to the states
help pay the medical costs o'f people with,
low incomes. For example, it helPs SOme
people pay for treatments they might noy
otherwise be able to afford.

In recent years the cost of Social Secy.
rity has become a major concern. As more
Americans live longer, retire, and col.
lect benefits, the expense of the program
grows. Attempts to reform the program
have caused national debate that has yet to

be settled.

1ﬂm Finding the Main Idea What

is the main purpose of social insurance?

Reviewing Ideas and Terms

1. a. Define Write a brief definition for the terms
insurance, premium, private insurance, and
beneficiary.

b. Summarize How can insurance companies
cover large risks in return for relatively small
premiums?

2. a. Define Write a brief definition for the terms
social insurance, Socjal Security, Medicare, and
Medicaid.

b. Compare and Contrast What is the

difference between unemployment compensation
and workers’ compensation?

¢. Summarize What do the Medicare and
Medicaid programs provide?
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Critical Thinking

3. Summarizing Copy the graphic organizer below.
Using your notes, list the different kinds of insurance

you have read aboyt
and what each kind

covers. Add boxes if Type What it Covers
You need to.

Focus on Writing

4. Supportin

T '9 a Point of View po you think
ocial Security has éncouraged Americans to
become too dependent on the state and federal
governments for SUPPort in times of need? Write a

Paragraph explaining Your answer,





