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Snor gasbord of Your I|deas

- Season tickets to cinemas: Now available in the U K and France.

- Screen savers for television: Have a rotating collection of famly
pi ctures or artwork stored on a Ti Vo-1ike device.

- TV closed captions: Sinply shipping televisions with this feature
turned on would inprove literacy anmong TV-addicted kids.

- Video eyegl asses for dental patients: Watch a novie while your
cavity is being filled.

Make Car | nsurance Fairer

Wuldn't it be a great idea if the oil conpanies offered
al | -you-can-drive gasoline? For one fixed price, you could drive as nuch
as you wanted. O course, this is ludicrous. It would be nmassively
unfair. It would create terrible incentives. Yet this is how auto
i nsurance is sold. Sonme insurers offer a 15%di scount if you drive |ess
than 7,500 mles a year. But beyond this distance the price is fixed.
Peopl e who drive 10,000 or 100,000 miles pay exactly the sanme prenium

Econ 101 says that when sonething is free, people consunme too nuch.
In this case, all-you-can-drive insurance encourages people to drive
nore than they otherwise would if they had to pay the full cost of each
mle. The heavy drivers don't bear the total costs related to their
actions--hospital bills, body shop bills, highway congesti on.

Low m | eage drivers (e.g., wonen, who drive half as nuch as nen) get
a raw deal . Fixed-price insurance hurts Detroit, too. Mre people would
choose to have second and third cars--naybe a ragtop for weekends?--if
the extra i nsurance weren't so expensive.

So what shoul d be done? Sinple. Charge drivers for insurance on a
per-mle basis. That does not nean hi gher average insurance rates. It
does nean that the low m | eage drivers would stop subsidizing the
hi gh-ni |l eage drivers. |If the per-mle fee reflected the increnental
ri sk, Berkeley professor Aaron Edlin calculates that driving would be
cut back by 9% with an insurance savings of $8 billion a year and an
addi tional $9 billion savings in reduced congestion. Not to mention the
environnental benefits of reduced fuel consunption

Proposal s for inplenmenting usage-sensitive rates go way back. In 1963
Nobel Prize-w nning econonist WIIiam Vickrey suggested that insurance
be included in the purchase of tires. Anticipating the objection that
this mght |ead people to drive on bald tires, Vickrey said drivers
shoul d get credit for the remmining tread when they turn in a tire.
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Andr ew Tobi as proposed a variation on this schene in which insurance
woul d be included in the price of gasoline. That would have t he added
benefit of solving the problem of uninsured notorists (roughly 28% of
California drivers). As Tobias points out, you can drive a car w thout
i nsurance, but you can't drive it w thout gasoline.

In Vickrey's time, turning back odoneters was, perhaps, too easy.
Wth digital electronics, rolling back the odonmeter is nuch harder. It
is also illegal. Odoneter readings are good enough for car |easing--why
not for car insurance?

Al ternatively, an insurer could nonitor distances driven using the
G obal Positioning System As this nagazine noted earlier (Nov. 27,
2000), Progressive Corp.

had a pilot insurance programusing this technol ogy.

GPS could slice the risk equation nore finely. H ghway nil eage could
be given a discount, and nighttime driving could be charged a preni um
Speedi ng could also | ead to higher premiuns. To put a positive spin on
it: You safe drivers would get the discounts you deserve.

Way has the insurance industry been so cool to m | eage-based pricing?
An established insurer mght be reluctant to adopt it because it would
lead to higher rates for half of its custoners, and that half would be
angrier than the other half would be pleased. Pay-per-mle insurance
nakes the nbst sense to a conpany that is trying to grow and to attract
nore wonen cust oners.

Anot her stunbling block is that sone states nake it very difficult
for insurers to provide this product. Patrick Butler has been working
for sone 20 years to get the |aw changed to bring per-mile insurance to
the market place. Wth the support of the National Organization for
Wmen, he has drafted nodel legislation to allow firns to offer per-mile
i nsur ance.

In January 2002 Texas becane the first state to explicitly permt
per-mle insurance. There is mil|eage-based insurance |egislation pending
in both Oregon and Ceorgi a.

In the U K, Norwich Union, a major auto insurer, has already rolled
out a simlar plan. Early indications suggest that custoners who drive
| ess than the norm are saving, on average, 25%

I an Ayres

is Townsend Professor at Yale Law School and Barry Nal ebuff

is Steinbach Professor at Yal e School of Managenent. For nore ideas
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