
 Add Paper to My Library

Download This Paper (Delivery.cfm/SSRN_ID4043013_code711466.pdf?abstractid=3554010&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID4043013_code711466.pdf?abstractid=3554010&mirid=1&type=2)



Share:       

Third Party Moral Hazard and the Problem of Insurance Externalities
Journal of Legal Studies, Forthcoming 2022
U of Penn, Inst for Law & Econ Research Paper No. 22-12

37 Pages
Posted: 16 Mar 2020
Last revised: 25 Feb 2022

Gideon Parchomovsky (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=166029)
Hebrew University of Jerusalem - Faculty of Law; University of Pennsylvania Carey Law School

Peter Siegelman (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=107788)
University of Connecticut - School of Law

Date Written: November 4, 2021

Abstract
Insurance can lead to loss or claim-creation not just by insureds themselves, but also by uninsured third parties. These externalities—which we term “third party moral hazard”—
arise because insurance creates opportunities both to extract rents and to recover for otherwise unrecoverable losses. Using examples from health, automobile, kidnap, and liability
insurance, we demonstrate that the phenomenon is widespread and important, and that the downsides of insurance are greater than previously believed. We explain the economic,
social and psychological reasons for this phenomenon, and propose policy responses. Contract-based methods that are traditionally used to control first-party moral hazard can be
welfare-reducing in the context of its third-party analog, so new approaches are required.
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