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‘How Blg Is the Price Tagfor Excess |

Auto In]ury Cla1ms7

~ Although the nationwide accident rate has been
falhng steadlly, the cost.of personal injury automobile
~insurance has grown at a breathtakmg rate-over the last-.
. two decades, leaving the average driver with a bill for

basic coverage in 1990 that was two and a half times high-

" er than the bill for the same coverage in 1980. "Because

every ‘state requires some form of personal injury insur-
.ance, these stiff increases are burdensome for everyone,
‘and espec1ally so for low-income populatlons The high
. costs of coverage also probably swell the ranks of those
- . who drive w1th0ut coverage.

Many beheve that excess Clalms are a major contribu-

 tor to rising insurance costs, but to date there has been no

- comprehensive evidence to support or, refute this view. ‘A
recent Institute for Civil Justice study, The Costs of Excess
Medical Claims for Automobile Personal In]urzes takes the
first rigorous look at the pattern and cost of excess auto-
mobile medical claiming across the states. Authors Steve

“ 'Carroll, Allan Abrahamse, and Mary Vaiana found that

about one-third of the automobile injury medlcal costs

’ subrrutted to insurers appear tobe excess. '

' ACCESS TO GENERAL DAMAGES PROVlDES
_INCENTIVE TO EXCESS CLAIMING '

~ In the study, the term exeess medzcal clazmzng includes

'_ claims based on- staged or nonexistent accidents, claims by -

people involved in real accidents for nonexistent injuries,

and.buildup of claims for real injuries. To develop an : '
estimate of how much excess claiming occurs nation-

- wide—in contrast to individual instances of fraud identi-

fied in a sting operation—the researchers take an 1nd1rect '

'approach

~First, they analyze the incentives to’ submlt mﬂated or

* invented claims for various types of i m]urles prov1ded by
' dlfferent insurance systems

° Under the tort 11ab111ty system———the set of legal rules

' governing compensation for automobile i injuries in
about three-quarters of the states—an injured individ-
ual may seek conipensation for both the economic loss

incurred as a result of that injury (e.g., medical costs) - '

- and for noneconomic losses or. general damages—
hurts such as “pain and suffermg not d1rectly mea-

' sured in dollars .

‘. In'19‘88, When the data used in this study were collect-

ed, eleven states had adopted dollar threshdld no-
fault insurance systems, under which an automobile

" accident victim is allowed to seek compensation for .
general damages only if his or her medical costs

- exceed a spec1f1ed amount

. .Flonda, Michigan, and New York had adopted verbal -

‘no-fault systems. In these states the law contains an
. exphc1t list of m]urles—usually qulte serlous—for
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wh1ch an acc1dent V1ct1m is allowed to seek general .
damages

The ava11ab111ty of general damages and the fact that

. they are usually calculated as- some multrple of econom1c .

losses prov1de the incentive to submit claims for nonexrs-
tent m]urres and-to burld medrcal costs. :

: CHARACTERISTICS OF INJURIES ALSO AFFECT
ABILITY TO EXAGGERATE CLAIMS U

-The opportumty for exaggeranon is' also mfluenced by
~the nature of the injuries themselves The researchers dis-
" tinguish soft injuries, such as sprains and strains, from
‘hard or objectively Ver1f1able injuries, such as fractures

- " and loss of limbs. Examining the incentives embedded in

the insurance systems and the ease or difficulty of exag-
_gerating injuries, they predicted what patterns of excess
‘claiming for m]urles m1ght occur. L

’ TESTING ANALYTIC PREDICTIONS

The authors draw on a large database of md1v1dual
closed claims devel()ped in previous ICJ research to test

.these analytlcal predictions. ‘Their résults support the pre- -
dictions about the extent of excess clalmmg that W1ll occur -

1n certam msurance envrronments

Flgure 1 1llustrates their fmdmgs It shows the num-

ber of soft injury claims per ‘hard injury claim i 1n every-
" state. The- horizontal black line indicates the average
~value for Michigan and New York, which is used asa

- baseline in the study. (Certain features of Florida's verbal
no—fault system precluded its inclusion i in the baselme ),

Cla1ms for nonexrstent soft i m]urles in the verbal

threshold no-fault states should be rare because this insur-

" ance system prov1des no acgess to general damages unless -
thei injury is one .of those exphcrtly specified by the law. In -

"addition, the economic barriers to an accident victim’s
access. to medical care in these states are as low as, or

lower than, in any other. Michigan and New York offer

,flrst-party auto insurance with no deductible or coinsur- .-

ance, very high benefit levels,-and proh1b1t1ons on rate’
increases based on claiming. Thus, more than in other
insurance environments, accident victims-are likely to .

3 claim whatever ‘medical care they need. Assummg that

hard clarms are almost always valid, the ratio of soft to - -

. hard claims in Michigan and New- York suggests the rela- -
tive frequency of these i m]urles in automobﬂe acmdents

Soft i m]ury clalmants will obtain general damages in

‘dollar no-fault states if the medical claim can be. pushed -
over the threshold; thus the possibility of general damages: =

offers an incentive to claim nonexistent soft injuries inr
these states. The eleven dollar no-fault states in Flgure 1

. are scattered, and ten have ratios above the baselme But
. all cluster toward the lower end of the dlstrrbunon '

Because general, damages can be obtained forevena

“small medical claim i in the tort states, the study predlcted
~ that comparatively more claims for nonexistent soft
- injuries would occur in these states, “The result Only one

of the 36 tort states falls below the baseline. And the 35
tort. states that have comparatlvely high ratios of soft to

“hard injury claims tend to cluster toward the high end of

the distribution. All of the h1ghest 18 states in Frgure lare . i

' tort states
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The study uses the extent to which the ratio of soft
- claims to hard claimsin each state exceeds the correspond-

ing ratio for Michigan and New York as the measure of the -
- degree to which claims are being submitted for nonexistent -

soft injuries in that state.

The study goes on to analyze the amount of medical
costs claimed on either soft or hard claims, using methods
similar to those described above to estimate the degree to

““which accident victims are building costs on real injury
- claims to leverage larger insurance settlements.

Figure 2 provides an example of the analysis. It shows:
" the distributions of medical costs for softinjury claims in

- Hawaii, a dollar threshold state, and New York. Dollar
threshold states provide strong incentives to build costs on
soft injury claims because pushing the claim over the

- threshold allows access to general damages. The vertical

- line in the figure shows Hawaii’s threshold. The average
- . cost of a'soft injury claim in each state is ad]usted for inter--
state differences in medical costs and treatment patterns.
"The horizontal axis in the frgure is a logarithmic scale so

. that equal intervals show equal percentage dlfferences

The distribution of medlcal costs in New York rises

quickly, peaks, and then drops off. sharply to the right. The

large majority of soft injury claims are for relatively small
medical costs. New York has very few soft i injury claims, *
- ‘for miedical costs that exceed I—lawau s threshold. o
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Plgure 2~ Hawaii’s Dzstrzbutton -of Medical Costs for Soft
In]ury Claims Peaks Just Past Dollar Threshold

-~ Hawaii’s distribution also rises sharply, then flattens
out. It begins to decline at a relatively low level of medical
costs, then turns up again and rises sharply through the
threshold. The Hawaii d1str1but1on peaks above the .
threshold, and finally falls off. o o .

A substannal fract1on of. Hawan s soft m]ury cla1ms are
for medrcal_ costs above the. threshold. Compared with'

" New York, the distribution of adjusted medical costs in

Hawaii is shifted substantially to the right, as one would

* predict given the mcentwes burlt mto the state's msurance
.system

THE' PRICE TAG FOR EXCESS CLAIMING‘

The. researchers use their empmcal ana1y51s of the
extent of excess claiming to estimate that between 34 and
40 percent of the automobile injury medical costs submit- -
ted to insurers appear to be excess. In 1994, these questlon-
able medical claims would have added roughly $13 to $16
billion to the nation’s total automobile insurance bill, or
about $100, on average, per policy. These excess claims

also stimulated $4 billion in excess health care consump-
: tlon , ~ :

POLICY DIRECTION

_ There are no easy solutions to the problem of excess S
claiming, but the study suggests one possible policy direc-
tion: Break the connection between medical costs and gen-.
eral damages W ays to accomphsh th1s include

= Mod1fy1ng our insurance systems (Verbal 1 no-fault

_ systems appeatr.to eliminate the incentives that drive
excess claiming for soft injuries, while dollar no-fault
systems appear to exacerbate them.) ‘

. Establishing a schedule for general damages based on .
- the nature of the injury, as in. disability pohcres

. Changmg the rule governing admrssrblhty of medrcal

- cost information in courts. Modifying this'rule could . )
reduce the mcentrve to. mﬂate that frgure -



The inission of the Institute for Civil ]ustzce is to. help make the civil justice system more eﬁzczent and more equztable by supplymg pohcymakers and the
- public with-the results of objective, empzrzcally based, analytzc research. | IC] research is supported by pooled grants from corporations, “trade and
professzonal associations, and individuals; by goverriment grants and contracts; and by prwute foundatzons The Institute dzssemmates its work wzdely

« tothe legal, busmess, and research communities, and to the general public.

* For additional mformatian about the Institite for Civil Justice, call Deborah Hensler.at (310) 393-0411, 16916 or wrzte to: 1700 Main St., P 0. Box
2138, Santa Monica, CA 90407-2138. lnternet (Deborah_Hensler@rand. org) . o ’

A proﬁle of the ICJ, abstracts of its pubhcatzons, and ordermg information can also be found on RAND s home page on'the World Wide Web o

_( http: / / WWw. rrand.org / centers /igj). :

' @ h8-96é3-1




