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Questions Submitted to Nicolas

How do people perceive the fairness of pooling risks?

Relationship between how people reason about the fairness of redistribution

and:

• the willingness to pay for life insurance?

• the perceived fairness of premiums and payouts? [not enough time]
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Outline (1/2)

To get us started:

• How do people reason about the fairness of risk pooling in the context of

social insurance?

→ It has little to do with actuarial fairness (Cavaillé,

2023).

Moving on to private insurance:

• While private insurance is a cooperative arrangement among individuals

based on risk pooling, it is rarely experienced as such by the insured →
The key relationship is the contractual one between the insurer and the

insured

• In this context, actuarial fairness is one of the dominant fairness

principles, alongside fairness principles tied to shared understanding of

what constitutes a “fair market”.
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Outline (2/2)

This emphasis on actuarial fairness implies two important dynamics for the

politics of premium pricing (US case studies):

• A political/regulatory push to parse risk more “fairly,” resulting in the

expansion of the number of risk factors utilized by insurers —and,

consequently, less risk pooling (Krippner, 2023; Frezal and Barry, 2020).

• A political/regulatory prohibition of certain types of data deemed “unfair”

(e.g., consumer credit and car insurance). Clash between a definition of

actuarial fairness rooted in statistics/prediction and one emphasizing

people as moral agents (who cannot be punished for something they have

no control over). Regulators step in in ways that can increase risk pooling

(Kiviat, 2019).
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The Morality of Social Insurance (a crash course)
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Cavaillé (2023)

Topic: the dynamics of mass attitudes toward policies that redistribute income

from the better to the worse off.

Main claim: People form attitudes primarily

based on their general intuition about what is

fair. However, they can revise their view to

account for a policy’s impact on their own

pocketbook depending on:

• how much information they have on the

policy’s impact

• how high the stakes are
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When answering a survey question on redistributive social policies

• People pick a policy preference (survey answer) that increases fairness

• Increase fairness → Move the status quo closer to what is prescribed

by shared norm(s) of fairness

• People keep a running tally of the fairness of the status quo:

• They hold beliefs about the extent to which the status quo conforms

to what these norms prescribe (fairness beliefs for short)

• Differences in policy preferences (survey answers) are due to differences in

fairness beliefs, not differences in norms of fairness.

• Fairness beliefs function as a proto-ideology, a mental map that help

people form policy preferences in a complicated and uncertain world.
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At least two ”flavors” of fairness

• Are (market) income differences fair, that is, are they mostly due to effort,

skills and talent? (instead of factors people have no control over)

• Is social solidarity done fairly, that is, do social policies mostly reward

team players? (instead of non team players)
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At least two types of fairness BELIEFS

• Proportionality/Meritocratic beliefs: beliefs about correlation between

rewards and merit in the ”rat race” (education + labor market + wage

setting practices ...)

• Reciprocity/Free riding beliefs: beliefs about the prevalence of free

riding, deservingness of the poor and the jobless
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Great Britain (BSAS)

Top items: Reciprocity/Free riding beliefs (from unfair/right-wing to

fair/left-wing)

Bottom items: Proportionality/Meritocratic beliefs (from fair/right-wing to

unfair/left-wing)
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Great Britain (BSAS)

Reciprocity belief score does not predict proportionality belief score.
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Proportionality / Economic Score
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How does it work? (1/2)

People form preferences about:

• taxing the rich

• redistributing market income

• pre-distribution policies

... based on their general intuition about what is fair, as shaped by their

beliefs about the fairness of the capitalist rat race (to simplify).

These beliefs tend to be “self-serving” → Winners of the rate race are

more likely to think the status quo is fair).

People can revise their view to account for a policy’s impact on their own

pocketbook. For example: high-income people who think the capitalist rat race is

unfair are more likely to want to “tax the rich” but less likely to want to “increase

taxes on income above [XXX] euros” if their own income is above XXX.
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How does it work? (2/2)

People form preferences about:

• risk pooling / social insurance

• collectively funded transfers targeted to the “unlucky”

... based on their general intuition about what is fair, as shaped by their

beliefs about the extent to which most net-beneficiaries are

undeserving free riders (to simplify).

These beliefs do not appear to be “self-serving” in the traditional sense

→ People the least likely to be net-beneficiaries are often the most

optimistic about the (low) prevalence of free riding.

People can revise their view to account for a policy’s impact on their own

pocketbook. For example: low-income people who think most people on welfare are

more likely to want to “make benefits conditional on job search” but less likely to

want to “cut welfare.”
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Back to Private Insurance
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Main takeaway

• While private insurance is a cooperative arrangement among individuals

based on risk pooling, it is rarely experienced as such by the insured →
The key relationship is the contractual one between the insurer and the

insured

• In this context, concerns about the prevalence of free riding tied to risk

pooling are limited. Instead, actuarial fairness is one of the dominant

fairness principles, alongside fairness principles tied to shared

understanding of what constitutes a “fair market”.
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Definition

Two versions of actuarial fairness

• Weak version: individual premiums ought to be proportional to individual

risk (“old school” actuarial methods)

• Strong version: premium ought to be equal to expected value of an

insured’s losses (maybe possible in the age of big data and machine

learning?)
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Fairness concerns and premium pricing (1/3)

People use the weak version of actuarial fairness (less risk imply lower

premium).

Moral outrage over premium pricing most common when price increases cannot

be traced back to perceived changes in risk exposure (the kind one as agency

over, more on this later). Instead, might be perceived to be unfairly related to:

• non-risk factors (propensity to buy or cancel a contract)

• The absence of choice (exit), indicative of an “unfair” insurance markets

• an increase in risk one is not “responsible for” and/or cannot proactively

work to minimize
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Fairness concerns and premium pricing (2/3)

Important differences between social insurance and private insurance:

• No perception of interdependence → Actuarial fairness instead of

reciprocal fairness

• Limited between-individual comparison → Most experiences of unfair

pricing are self-referential

• Moral outrage and material self-interest tend to coincide: one gives

substance to the other.
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Fairness concerns and premium pricing (3/3)

This emphasis on actuarial fairness implies two important dynamics for the

politics of premium pricing (US case studies):

• A push to parse risk more “fairly” (Krippner, 2023; Frezal and Barry,

2020).

• Opposition to using certain types of data as “unfair” (Kiviat, 2019).
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Krippner, 2023

What OUGHT to be according to actuarial fairness:

• First principle: People in a high(er) risk category ought to pay higher

premiums

• Second principle: Conditional on membership in a risk category, the

probability of the risk event being realized ought to be the same for all.

Krippner (2023) describes how feminists challenged insurers on both principles:

• Gender should not be used to approximate the first principle → Individual

outcomes must not be determined on the basis of (stigmatized) group

characteristics.

• Premium pricing violates the second principle → Other rating variables are

available that better reflect individual risky behavior.
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Kiviat, 2019

What OUGHT to be according to actuarial fairness:

• First principle: People in a high(er) risk category ought to pay higher

premiums

• Second principle: Conditional on membership in a risk category, the

probability of the risk event being realized ought to be the same for all.

• Third principle: Information used to put people into a risk category ought

to be relevant to the causal process underpinning the realization of risk

Kiviat (2019) describes how regulators and judges challenged insurers’ use of

credit score on the first and the third principle:

• Credit scores should not be used to approximate the first principle →
Individual outcomes must not be determined on the basis of (stigmatized)

group characteristics (racial minorities have worse credit scores)

• Reliance on credit scores violates the third principle → Credit scores

predict insurance loss for reasons that have little to do with individual

responsibility for risk exposure.
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Questions Submitted to Nicolas

How do people perceive the fairness of pooling risks?

Relationship between how people reason about the fairness of redistribution

and:

• the willingness to pay for life insurance?

• the perceived fairness of premiums and payouts? [not enough time]

These questions assumes that people understand that risk pooling (with

redistributive consequences) is taking place. Most don’t — we are NOT in the

fairness world of social insurance.

Most of the debates on insurance fairness involves disagreements over what

constitutes deviations from actuarial fairness.
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The Politics of Insurance (1/2)

Politically sustainable — i.e., fair — social insurance is a situation in which:

• everyone is in the same category and we live in the myth that risk

exposure is collective, i.e., unknown / the same for all. That myth has

objective, political and “cultural” foundations (Iversen and Rehm, 2022).

OR

• high-risk individuals are deemed deserving, i.e., not free riders (Cavaille,

2023).
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The Politics of Insurance (1/2)

Politically sustainable — i.e., fair — private insurance implies:

• a lot of data but not too much data (otherwise not enough risk pooling,

coverage decreases and regulator steps in)

• perceptions that the insurance market is “fair,” i.e., competitive (exit

voice loyalty) with premium pricing approximating actuarial fairness

(otherwise regulator push back maybe in the form of a anti-trust regulation or s

consumer protection bureau).

• that the data is predictive in ways that is deemed to appropriately assign

responsibility and blame (otherwise regulator or judicial push back against a

predictive approach to premium pricing as morally unfair).
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