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Abstract

Moral hazard refers here to the tendency of insurance protection to alter an

individual’s motive to prevent loss. This affects expenses for the insurer and

therefore, ultimately, the cost of coverage for individuals. Beginning with Arrow

[1963] and Pauly [1968], economists have discussed two partial solutions to the

problem of moral hazard: (i) incomplete coverage against loss and (ii)

“observation” by the insurer of the care taken to prevent loss. Incomplete

coverage gives an individual a motive to prevent loss by exposing him to some

financial risk; and observation of care also gives an individual a motive to prevent

Log in

Menu Search  Cart

Home  Foundations of Insurance Economics  Chapter

On Moral Hazard and Insurance
Chapter

pp 280–301 Cite this chapter

Foundations of Insurance
Economics

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 95 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://www.springer.com/series/6053
https://link.altmetric.com/details/37569662
https://link.springer.com/
https://idp.springer.com/auth/personal/springernature?redirect_uri=https://link.springer.com/chapter/10.1007/978-94-015-7957-5_15
https://order.springer.com/public/cart
https://link.springer.com/
https://link.springer.com/book/10.1007/978-94-015-7957-5
https://link.springer.com/book/10.1007/978-94-015-7957-5
https://link.springer.com/privacystatement


loss, as it allows the insurer to link to the perceived level of care either the

insurance premium or the amount of coverage paid in the event of a claim.
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the National Science Foundation (Grant #S0076-20862) for financial support.
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