Everyday moral reasoning and its implications for private
insurance markets: A review of the research (Charlotte Cavaillé)

Charlotte Cavaillé’s research focuses on how people conceptualize concepts like fairness,
especially in the context of redistributive programs like insurance. She began her
presentation from the standpoint of social insurance. Individuals tend to evaluate social
insurance programs based on their general ideas about fairness. Importantly, most people
agree on the norms of fairness, but they disagree in their fairness beliefs — in other words, in
their judgment of how closely the current status quo matches those norms.

There are two kinds of fairness norms — those based around the idea of meritocracy and
those based around the idea of social solidarity. When questioning whether the status quo is
fair, individuals consider whether there is a strong correlation between effort and reward
(meritocracy) and whether there is a high incidence of free-riding (social solidarity).
Interestingly, surveys show that individuals of higher social status tend to believe that the
status quo is consistent with meritocracy and to be unconcerned about free-riding.

When asked about specific policies, individuals start with their general fairness beliefs and
then may revise their opinion based on their self-interest. For instance, someone might
initially support raising taxes on the rich but then be less supportive when informed that their
own taxes will be raised.

In private insurance, individuals do not think about things like social solidarity as they do in
the case of social insurance. Instead, they focus only on the relationship between
themselves (the insured) and the insurance company. They demand a type of actuarial
fairness.

This means that insurers should use as much data as possible to parse people into as many
categories as possible so that individuals are not grouped with those that do not share all of
their risk characteristics.

On the other hand, most people also believe that the only fair premiums are those that
depend only on factors related to risk and over which people have control and moral
responsibility. For instance, although zip codes in the US are very informative of risk, many
people feel that it is unfair for insurance companies to use this information since the relative
affluence of certain zip codes has historically been caused by systemic racial discrimination,
not personal choices on the part of those who live in poorer areas.

This can lead to a mismatch in how the average consumer and insurance companies think
about using data to determine risk. Insurance companies need to remain aware of how their
policies may be perceived and think about how to accommodate the fairness beliefs of
consumers.
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