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What is pet insurance?

Purpose: Reimbursement of veterinary costs for pets.

Main animal species covered: Dogs (most common), cats.

Main types of plans:

o Accident-only
o Comprehensive (accidents + illnesses)

@ Premiums: Depend on species, age, breed, health, and coverage level.
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Why study pet insurance?

@ Rapid growth of the pet insurance market.
@ Large and rising veterinary expenditures; pets as family members.

@ Pet insurance decisions are poorly known.
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Pet insurance coverage—selected countries (2025)

Country Total pets | Coverage rate | Growth rate | Active insurers
Sweden 2.2M 91% +4% 4
United Kingdom 26.0M 25% +16% 86
Finland 1.5M 23% +7% 3-5
Germany 26.4M 20% +13% 15+
Switzerland 3.0M 9% +15% 6+
Australia 11.3M 7% +18% 10+
Belgium 3.2M 6% +11% 6-8
France 22.6M 5% +8% 5+
United States 163.5M 3.9% +13% 30
China 220.0M < 2% +28% 20+

Source: Pet Insurance Barometer United Kingdom 2025: Key Stats & Trends

(https://hellosafe.co.uk/pet-insurance/market, accessed 10 November 2025)
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The U.S. context

@ Pet ownership: 45.5% of U.S. households own a dog (59.8 million households),
and 32.1% own a cat (42.2 million households) (Visual Capitalist 2024)

@ Number of pets: 87.3 million dogs, 76.3 million cats (AVMA 2025)

@ Value of Statistical Life Dog=%$10,000 (>> replacement value) (Carlson 2019)

@ Average insurance premium for Accident & lliness: Dog: $749; Cat: $386
(NAPHIA 2024)

@ Households’ pet coverage rate: Estimates vary widely across studies: 10% of dog
owners and 5% of cat owners report having pet insurance (APPA 2018), while 29%
of pet owners report coverage in a more recent survey (Experian 2024; N = 1,200)

@ Market growth and potential: With a 80% coverage rate, U.S. pet insurance
market = half U.S. homeowner insurance market (own calculations)
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The model

Simplest possible model: three cases

1. Baseline utility (no self-insurance, no insurance):
Ubaseline - U(W) + (]- - p)Ot

where w = pet owner's wealth, p = probability of the pet’s fatal disease, a =
value of pet companionship.

2. Self-insurance (pay vet costs out-of-pocket):
Usett = (1 — p)u(w) + pu(w — e) + «

where e = veterinary expenditures to treat the disease.

3. Insurance (pay premium 7):
Uinsurance = U(W - 71') +a, w= (1 + /\)pe

where A = loading factor on the insurance premium.
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Pet companionship value «

Prediction 1: When the companionship value « is sufficiently low, there is
neither insurance nor self-insurance.

Implication: Only pets with high companionship value are insured — typically
dogs (and to some extent cats), not other animals.

Remark: This result holds even when the insurance is actuarially fair (A = 0),
unlike the classic result by Mossin (1968) that fair insurance is always purchased.
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Probability p and vet expenditures e

Prediction 2: Insurance is purchased for a small enough probability of death p.
Intuition: When p tends to one, self-insurance is preferred to insurance.

Implication: No insurance for old or less healthy pets (even without any
asymmetric information motive).

Prediction 3: Self-insurance is preferred for low values of vet expenditures e, and
insurance for intermediate values. For high values, there is neither insurance nor
self-insurance.
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Owner’'s wealth w

Uself

S

Prediction 4 (Economic euthanasia): When w is low, there is neither insurance
nor self-insurance.

Implication: Insurance is not an inferior good (contrary to standard theory).

Prediction 5 (under DARA): Insurance is chosen at intermediate wealth levels
w, and self-insurance at higher wealth levels.

Implication: Non-monotonic relationship between insurance demand and wealth.

Remark: Also, risk aversion is expected to favor insurance over self-insurance.
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Empirical analysis [ongoing]

Survey of Consumer Expectations (SCE)

@ Monthly, internet-based survey conducted by the Federal Reserve Bank of
New York since June 2013.

@ Focuses on households’ revenues, debts, portfolio allocation and insurance
coverage — Very detailed information about wealth.

@ In 2021, we added a few questions on pet insurance to a SCE module, with N
= 350 survey participants.
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Pet insurance survey in SCE

Survey flow:

Q1:
Q2:

Does your household have a pet (dog or cat)? e Yes / No

If yes, do you have pet insurance? e All pets insured / Some pets insured /

None insured

Q3:

If not insured, why? e Too costly, no money, no need, lack of information,

intend to buy, other

Instructions: Consider your oldest pet for the following questions.

Q4:
Q5:
Q6:
Q7:
Q8:

Age of pet (years / months)
Pet health assessment (Likert 1-7, Very poor — Excellent)
Willingness to pay out-of-pocket for life-saving surgery [Hypothetical]

Willingness to pay for full pet insurance coverage [Hypothetical]

Pet companionship (Likert 1-7, " Pet is family member”, " Pet is best friend’

"Pet is unique”)
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Basic results

@ 17.8% of households with pets have pet insurance.

@ Insurance uptake increases with pet companionship:

Pet companionship Insurance WTP Surgery WTP Ins
Pet is family < 7 13.3% $2,422 $41
Pet is family =7 20.3% $5,532 $103

Remark: Similar patterns appear for “Pet is best friend” and “Pet is unique”

@ Insurance uptake decreases with dog's age:

Quartiles age Insurance  WTP Surgery WTP Ins

1 31.5% $4,351 $96
2 23.3% $5,518 $93
3 14.5% $5,332 $89
4 3.3% $2,546 $47

Remark: Insurance uptake increases with dog's health
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Wealth quartile

Part 1: Pet ownership, insurance, and reasons
Wealth | Have Pet Insurance Lack Info Too Costly No Money Will Do Soon No Need Other

Q1 58.8% 2.0% 32.7% 73.5% 63.3% 2.0% 24.5% 14.3%
Q2 66.7% 12.5% 34.7% 49.0% 32.7% 12.2% 49.0% 24.5%
Q3 72.9% 35.5% 42.5% 47.5% 10.0% 15.0% 60.0% 25.0%
Q4 78.8% 17.9% 34.5% 43.6% 3.6% 0.0% 74.5% 14.5%

Part 2: Pet characteristics, WTP, and attitudes
Wealth | Age (yr) Health WTP Surgery WTP Ins Pet=Family Pet=Friend Pet=Unique

Q1 9.36 5.08 1,572.0 36.8 6.2 5.5 4.2
Q2 8.13 5.32 3,602.7 71.2 6.5 6.0 51
Q3 7.02 5.87 4,322.6 90.2 6.1 5.2 4.5
Q4 7.17 5.93 7,382.1 110.3 6.4 6.0 5.2

Overall patterns are consistent with the model and predictions:

@ Highest pet insurance coverage in Q3; coverage is non-monotonic across wealth
quartiles.

@ Reasons for not having insurance: “Too costly” / “No money” highest in Q1; “No
need” highest in Q4.

@ WTP for surgery increases with wealth.

@ Pet companionship measures (family / friend / unique) vary little across wealth
quartiles.

Puzzling: About one-third of participants indicate that a lack of information about

pet insurance may be a reason for not purchasing it.
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Further research

o Full empirical analysis, exploring the effect of owners’ characteristics
(education, age, household composition, numeracy)

@ Investigate the role of risk aversion (e.g., portfolio choice data, Likert-scale
measures of willingness to take risks)

@ Examine the relationship between pet insurance and other insurance
contracts (car, home)

@ Design a complementary survey study in the E.U.?
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