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FEATURE |  

BTID
A new study uses economic models to reveal flaws in 
the buy-term-and-invest-the-difference concept.

A Closer Look at
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BTID
BTIDDeciding whether to buy 

term life insurance, permanent life 
insurance, or a combination of the 
two is perplexing for most consumers. 
The buyer, often someone already 
dealing with other pressing issues, 
has to understand multidimensional 
products and make a decision that 
may have repercussions decades into 
the future. Against this backdrop, it’s 
easy to see how many of them can be 
persuaded to buy term and invest the 
difference (BTID).

But a new study is using solid 
economic models to debunk this 
approach. The study’s findings should 
inform your thinking as you help 
your clients and prospects choose the 
product that will best improve their 
lifetime financial security.

“Our study sheds light on Wall 
Street guidance that has been 
taken as an article of faith, but that 
clearly underperforms for many 
who follow it,” said Dr. Babbel, 
author of the study, and professor 
at the University of Pennsylvania’s 

Wharton School. Dr. Babbel 
co-authored the study with Oliver D. 
Hahl, assistant professor at Carnegie 
Mellon University.

“Without question,” Dr. Babbel 
continued, “the American people 
deserve better than BTID. With a 
national retirement savings deficit 
of about $4.13 trillion for all U.S. 
households,* Americans need sound 
and realistic financial guidance that they 
can rely on. The study should provide a 
better understanding of the failings of 
the BTID approach and, hopefully, will 
change a few minds of those who use 
BTID in their businesses.”

BTID flaws
Here are a few BTID drawbacks that 
the survey identified:
• 	BTID	assumptions	are	not	validated
by	real-world	behavior.	BTID
assumes that people will value term
life insurance when, in fact, term life
insurance lapse rates are more than
twice as high as whole life policies.**

Those individuals may not be

keeping the insurance in place long 
enough to provide the protection 
they need. BTID also assumes that 
people will invest the difference 
between the term life they bought 
and the permanent life they didn’t. 
Not only do national savings rates 
disprove this point, but statistics 
show that individual investors buy 
high and sell low.*** So people don’t 
buy term and invest the difference, 
they most likely rent the term, lapse 
it, spend the difference and if they 
invest, they are prone to real-world 
emotional investing.

• 	BTID	model	fails	to	properly	value
the	guaranteed	investment	growth	of
permanent	life	insurance.	The study
states that models used to promote
BTID don’t appreciate that “the cash
values in whole life always grow by
positive amounts in relatively stable
ways…they manifest  stability in
growth patterns that exceeds that
available in the ever-popular stable
value funds,” or in a Guaranteed
Investment Contract (GIC). In

Applying the Research

By Ayo Mseka

If you need help in working with clients who 
firmly believe in BTID, this Q&A with New York 
Life’s Chris Blunt should come in handy as you try 
to get them to reconsider. 
Advisor Today: How should advisors use the 
information in this study with their clients?

Chris Blunt: Advisors should use this information 
to debunk the coffee table wisdom of TV pundits 
(with no research to back their claims). Also, they 
should use it to answer the question: “Are you 
only recommending this because you work for an 
insurance company?” The answer is: ”No. I am 
recommending this because it is a smart thing 
to do, according to some of the leading finance 
professors in the country.”

AT: If a client has been advised to BTID, how do 
you move them away from that strategy with the 
information in this paper?

Blunt: Ask them if they have any friends who 
haven’t saved enough for retirement.
Ask them if they know anyone who lost value in 
the last crisis and panicked.
Ask them if they know anyone who was forced 
to retire early (either by being downsized or by 
having a health issue). 
Ask them if they know anyone whose college 
graduate kids came back to live at home. 
Ask them how many of their friends or relatives 
actually paid off their mortgage? 
Permanent, cash value life insurance gives you 
guarantees and flexibility. Guarantees give you 
peace of mind, and flexibility gives you options 
(and options are valuable— particularly when life 
doesn’t play out like it does on TV). 
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BTID
BTIDcontrast, the BTID model dictates 

that you invest the difference in a 
portfolio of stocks and bonds that 
can rise and fall with the market.

•	 	BTID	ignores	the	valuable	options	
of	permanent	life	insurance.	
Whether you’re supporting adult 
children longer than expected or still 
paying a mortgage into retirement, 
the need for life insurance can last 
longer than expected. Permanent life 
insurance gives consumers flexibility 
that is unlike any other financial 
instrument. The study references a 
“breakthrough seminal paper” by 
Michael Smith, professor at Ohio 
State University. That study, ignored 
by BTID advocates, demonstrates 
that whole life insurance is “a 
package of options that is not 
precisely duplicated by any other 
combination of commonly available 
financial contracts.” 

BTD at odds with human behavior
The study also notes that the BTID 
approach makes assumptions about 
human behavior and the ability 
of many people to identify and 
manage risk, which are at odds with 
observed financial behavior and 
tendencies of most human beings. 

The first of these assumptions, 
the study points out, is customer 
selection. Behavioral finance shows 
that the very people to whom BTID 
appeals the most are those who are 
the least able to do it successfully. 

This implies that they will need 
to impose unusual discipline in their 
spending habits to amass savings, 
and then make use of financial 
advisors and money managers to 
make up for their deficiencies in 
strategic investing. The cost of 
professional advice, when factored 
into the BTID system, reduces its 
attractiveness, the study notes. 

The second limitation is that most 
people are not good at identifying, 
measuring and comparing short- 
and long-term risks and the true 
value of preparing for them. What 
we want or need right now seems 
more important than what we might 
need years or decades from now. It 
takes an extraordinary amount of 
discipline to overcome this tendency.

And people choosing BTID don’t 
often stick to it. And even those 
who keep their policies may find 
they can’t buy more term life once 
the policy expires after the term 
ends, because either aging or health 

“We hope the study offers 

financial representatives and 

the families and businesses 

they work with the sound and 

proven financial guidance they 

need to improve their outlook 

for lifetime financial security.”

— Chris Blunt, Co-President of  

Life and Agency, New York Life. 

problems have made it too expensive.
The study concludes with 

an analysis of scenarios and 
assumptions during a 15-year 
period, offering a combination of 
term and whole life insurance as the 
optimal solution. 

“It is undeniable that more 
Americans need to commit to 
a solid savings plan. Financial 
professionals across the country 
have long encountered problems 
that BTID has caused as they 
work with families and businesses 
toward this goal,” said Chris Blunt, 
co-president of Life and Agency, 
New York Life. “The study proves 
that the short-sighted advice 
Americans have gotten to buy 
term and invest the difference is 
unrealistic, providing a false sense 
of security, or even worse, leaving 
families and businesses unprotected 
and at risk. 

“The study does more than 
debunk BTID. We hope it 
also provides both financial 
representatives and the families and 
businesses they work with the sound 
and proven financial guidance they 
need to improve their outlook for 
lifetime financial security.”   

Notes:
*EBRI press release, March 12, 2015
**Society of Actuaries and LIMRA study, “U.S. Individual Life Insurance Persistency”
***Source: Strategic Insight Simfund/MF, Dec. 31, 2014. The DJIA is a price-weighted average of 30 significant stocks traded on the New York Stock 
Exchange and NASDAQ.  Reprinted with permission from NAIFA’s Advisor Today. All rights reserved. For NAIFA membership, please call 
703-770-8100 or visit www.naifa.org.




