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Randy's Rules of Commentary

a Start with something nice

1 Summarize the main message
2 Look erudite

1 Say something catty

2 End with something nice

(add cartoons to taste, as time permits)
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Key Issues Addressed

2 What role do law and other factors play in
Insurance “crises,” I.e., eras of unavailable or
rapidly rising liability coverage?

2 Does tort reform reduce claims payouts and
liability premiums?

21 Attendant data needs

= claims (frequency & severity)

= premiums
= law, regulation, other factors

21 Variable quality of information disseminated
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The Information Iceberg

Papers all in upper parts of information iceberg:

Analysis

Generalizable descripje resear

Limited descriptife research

Medical-J&gal writing, opinions, & commentary

S reports, anecdotal evidence

Source: Zuckerman et al. (1986), Table 1, at p.86 (Spring 1986).
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Insurance Pricing 101
Rate Setting, Static Model

: Less Adjusted Potentially :
Basic costs — Price
offsets by altered by
Claims \ Investment |
(actuarially earnings
projected from (on specific Business Regulatory “Book”
past claims, reserves, gen- > judgment oversight rate
some_judgmental eral capital)
adjustment) > ) Market
plus competition
Non-claims . :
(claims settlement ) Effective market price

(discounts, surcharges,
changes in underwriting
gualifications for par-
ticular rate)

risk assessment &
sales, general
admin, reg'y
compliance, net

reinsurance, profit)

Source; Bovbjerg 2005
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Insurance Pricing 101
Rates and Cycle, Dynamic Model

2. Prices peak High
Low *new capital enters 3. Market “softens” expense/
profits * expense/ premium falls premium
* premiums drop
* availability rises
* underwriting loosens
BLUCTE ATV D /.. QY S S N S Expenses
profits = premium
1. Market “hardens”
* expense/ premium rises _
* premiums follow Prices drop
* capital exits market be|0V\’I’ “break
* availability drops even,” capital
* underwriting stiffens begins to exit
4. Prices “bottom out”
High * hard market returns Low
*
orofits next phase of cycle g):g;?jrer{
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Insurance “Crises,”
Combined Model

superimposed price fluctuation from competitive cycle

$$$ \

$$

underlying trend in “true” claims and other costs

time
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New Systems

“We would like
to request a
change in venue
to an entirely
different legal
system.”

y
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Top 5 Types of Alternative
Reform

1. More even-handed liability reform

2.More data and performance benchmarks for
legal and insurance systems

3. More attention to medical discipline

4.Increased support for patient safety research
and development

5. EXperimentation with alternate, nonjudicial
systems
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Final Thoughts

2 Good to have continuing efforts to understand
malpractice costs and premiums

1 Good to maintain make progress toward
even-handed reforms during lull in “crisis”
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Summer Reading List

2 Randall R. Bovbjerg and Robert A. Berenson, “Surmounting
Myths and Mindsets in Medical Malpractice,” Washington,

DC: The Urban Institute, Issue Brief, October 27, 2005
http://www.urban.org/url.cfm?1D=411227

2 Michelle M. Mello, Medical malpractice: Impact of the crisis
and effect of state tort reforms, Robert Wood Johnson
Foundation, Research Synthesis Report No. 10, May 2006

http://www.rwjf.org/publications/synthesis/reports_and_briefs/pdf/no10_researchreport.pdf
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End

2 Time for questions
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