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Student Resource 14.1
Scenarios: Ethical Issues in the Insurance Industry

Vignette #1
You are the insurance commissioner for your state. One of your constituents has filed a complaint stating that her insurance company has suddenly cancelled her health insurance policy after 20 years, a week after they learned she has cancer. She has paid her premiums in full and on time for two decades, but now that she needs the insurance she’s paid for, the company tells her she isn’t covered—they reviewed her original application from 20 years ago and found that she made an error when she was filling it out. Their policy does explicitly state that any errors or omissions on the application are grounds for cancellation of the policy, but the insurance company didn’t check the application for errors and omissions until she had filed a large claim. Since the insurance company accepted the woman’s premiums for 20 years, should it maintain her policy? What would you recommend?



Vignette #2
You are the owners of a fireworks factory, and you have to decide whether to invest $5 million to install the latest machinery, which dramatically decreases the chance of fires or explosions in the factory. Unfortunately, business has been slow the last few years, and the $5 million would be a major expense for the company, putting it into debt for the next few years. Some board members of the company are recommending against the safety upgrades, arguing that the company’s property insurance would indemnify the company against fires and explosions. What do you do? Do you save money and not install the safety upgrades, relying on insurance? Or do you improve safety for your workers and make the investment? What would you recommend?



Vignette #3
You are underwriters for a small insurance company that has paid out some major claims recently and is facing a shortage in reserve funds. To recover from these losses, your boss is asking you to stop approving all property insurance policy applications from the south side of town, because they are too risky. The south side has too much crime, and the buildings are in bad repair, she argues. You know that without property insurance, it will be difficult for people in that neighborhood to get home loans or to buy new homes. You also know that the south part of town is where many of the town’s Latinos and African Americans live. You look through the actuarial data, and it does show that homes in that area are more prone to fire and vandalism. Do you support the move to stop writing policies for all homes in that part of town? Do you argue against the new restriction? What are your reasons? Can you see another way to address the risk but still write policies?

Student Resource 14.2
Anticipation Guide: Ethical Issues in the Insurance Industry
Student Name:_______________________________________________________ Date:___________
Directions: For each of the statements below, underline “I agree” if you think the statement is accurate or “I disagree” if you disagree with it. Write one reason to explain your guess. After you read Student Resource 14.3, Reading: Ethical Issues in the Insurance Industry, check your answers, correct them if necessary, and fill in the “I learned” section for each statement. 
	A moral hazard is a loss or damage that occurs because someone has acted immorally.

	My guess:
	I agree            I disagree Agree            I Disagree

	My reason:
	

	I learned:
	


	Ethics and morals are two words for the same thing.

	My guess:
	I agree            I disagree I Agree            I Disagree

	My reason:
	

	I learned:
	


	Insurance companies must provide insurance to anyone who is willing to pay the premium.

	My guess:
	I agree            I disagree I Agree            I Disagree

	My reason:
	

	I learned:
	





	The state and federal governments are prohibited from providing insurance, because it unfairly competes with insurance companies.

	My guess:
	I agree            I disagree I Agree            I Disagree

	My reason:
	

	I learned:
	



Student Resource 14.3
Reading: Ethical Issues in the Insurance Industry
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This presentation provides an overview of some of the most important or common ethical issues in the insurance industry.
It will provide answers to questions such as:
· What are the major ethical issues facing the insurance industry and its customers?
· What is the impact of these ethical issues on both the insurance industry and society?
· Why is it so important that the insurance industry behave ethically?
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The insurance industry affects almost every part of our personal and professional lives. It is one of the key components of the modern capitalist system, and without insurance our economy would likely collapse.
Because of the importance of insurance to society and its pervasiveness in our lives, the different ethical issues around insurance can have a large impact and are debated at every level of society, up to the halls of Congress and in the Supreme Court.
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Ethics are sets of beliefs that groups of people agree to uphold for the greater good of the group. These groups can be anything from professions to religious organizations to entire countries. Often, states and countries codify ethical beliefs into laws. 
Morals, on the other hand, are personal beliefs about the way one should act. Often they overlap with ethics, but not always.
For example, a defense lawyer will vigorously defend a client accused of murder he or she knows to be guilty, even if it means the accused might be set free to murder again. The lawyer’s moral code says that murder is wrong, but he or she still defends a client to the best of his or her ability; in our laws-based society, every accused person has the right to a proper defense, and people in the legal profession are expected to act accordingly. It is a key precept of their ethical code.
With insurance, just as with the legal system, the “right” thing to do is often unclear. In essence, an insurance company takes money from many and distributes it to a few. Because so much money is involved and so many people are affected by insurance—and because insurance claims are made based on an upsetting or even tragic event—the line between ethics and morals is more blurred than in many other industries. Decisions must be made by insurance professionals that may be ethically acceptable but that cause moral concerns for many people.
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Because the insurance industry is so large, varied, and important to our lives, there are many ethical issues in the industry. In this presentation we will explore four of the most important ones. You’ll learn more about each of these in the following slides.
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Because most insurance companies are businesses that strive to make a profit, they follow underwriting practices that carefully balance risk with the premiums they collect. If a risk is too high, or the potential losses too great, insurance companies may refuse to write policies or must set premiums so high that they become out of reach for most.
Because insurance is so important, it can create great hardship for those unable to purchase it. For example, people who live in a city like New Orleans, where history has shown that hurricane damage is a very high risk, may not be able to find affordable home insurance. If a hurricane severely damages or destroys their home, they might lose it. While it may be ethical for insurance companies to deny coverage for this type of high-risk situation, many people have moral issues with leaving so many people at high risk for financial catastrophe. 
Prior to the Patient Protection and Affordable Care Act (PPACA), signed into law by President Obama in 2010, this also applied to health insurance. Before January 1, 2014, a person with a heart condition, diabetes, history of cancer, or other preexisting condition was often refused health insurance or was offered a policy with an unaffordable premium. Now that the PPACA has taken effect, everyone has access to health coverage at the same rates and levels of coverage, variable by state and income. 
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Redlining is the practice of denying or increasing the cost of services such as banking, insurance, access to jobs, access to health care, or even supermarkets to residents in certain areas, often based on race. The term redlining was first used to describe the practice of marking a red line on a map to show the area where banks would not invest. Later the term was applied to discrimination against a particular group of people, no matter the geography. During the time when redlining was most common, the areas most frequently discriminated against were black inner-city neighborhoods. 
Redlining has also been found in the property insurance industry in the United States. From a review of industry underwriting and marketing materials, court documents, and research by government agencies, industry and community groups, and academics, it has been found that race has affected and continues to affect the policies and practices of the insurance industry. There have also been concerns raised about redlining in the auto insurance industry. 
In the United States, the Fair Housing Act of 1968 was passed to fight the practice. It prohibited redlining when the criteria for redlining are based on race, religion, gender, familial status, disability, or ethnic origin.
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It is important that having insurance does not promote or encourage risky behavior or lack of reasonable safety precautions.
If insurance companies did not avoid encouraging moral hazard, it is likely that the occurrence of losses and claims would rise, resulting in higher premiums.
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In many types of businesses, salespeople are rewarded for their sales by being paid a commission for every sale they make, in addition to their regular salaried compensation. The more sales agents make, the more money they earn.
Some insurance companies also follow this practice; however, in the insurance industry, it is more common for commissions to be the only compensation an agent receives. In those instances the agents have no annual or hourly salary.
A possible ethical issue with this practice is that agents, brokers, and financial advisors may be inclined to recommend insurance products or insurance companies where they get the highest commission rather than provide the best advice to their clients. All companies and state insurance commissions have strict laws, rules, and regulations against the practice of basing a sale on the potential commission rather than what is best for the client. Many agents can and do get reviewed and lose their licenses for such unethical practices.
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Because of the importance of insurance in our lives, the ethical questions surrounding insurance affect us all in some way. Open up any major newspaper, and it is likely that insurance is being discussed, including ethical issues related to insurance. Many of these ethical issues have no easy answers, and they will continue to be discussed and debated in years to come.
Because of the ethical and moral issues involved in insurance, every state has an insurance commissioner whose role is to protect consumers of insurance. Insurance commissioners make sure that there are clear rules for insurers and that the rules are followed. 
The federal government is also involved in insurance, and it passes laws such as COBRA and HIPPA to protect consumers of health insurance. The federal government has also taken on a role of providing insurance—especially to those who are uninsured—through such organizations as the Federal Emergency Management Agency (FEMA), which helps people rebuild after a natural disaster, and the Federal Deposit Insurance Corporation (FDIC), which covers financial losses to consumers if a bank fails. The government also operates the Social Security system and Medicare and Medicaid, which provide financial assistance and health care to the elderly and disabled. Instead of paying premiums for these types of insurance, we all pay taxes.

Student Resource 14.4
Instructions: Ethical Issues Debate
In this activity, you work with a team of students to either argue in favor of or oppose one of these resolutions: 
Insurance companies should be able to use zip codes as a factor when setting insurance premiums if actuarial data shows that certain zip codes have higher rates of fires, vandalism, or other damages, even if these zip codes are inhabited primarily by people of a specific race or ethnicity.
It should be illegal for insurance companies to compensate brokers or agents for selling high-priced insurance policies that are not in their clients’ best interests.
Health insurance providers should be able to refuse to cover experimental or highly expensive treatments, even if it may result in the patient’s death.
Preparing for the Debate
Once your team has been selected, and you know which resolution is assigned to you and which side you are to take, work on your own to write down some arguments either for or against the resolution. When your teacher instructs you, join your group and decide on your most persuasive arguments, writing each one down in marker on a sheet of paper, large enough so that people can see it from a few feet away.
When your teacher tells you to, tape your arguments to the wall and take a few minutes to study your opponent’s arguments. Then go back to your group and work together to refine your arguments or add new ones, and prepare rebuttals to your opponents’ arguments.
The Debate
During the debate, make sure that each member of your team has a chance to present an argument or a rebuttal. Your team will have: 
Two minutes to present an opening argument
One minute to present a rebuttal, responding to the opponent’s arguments
One minute to present a closing argument, presenting your strongest arguments and/or responding to your opponent’s rebuttal
Your Job in the Audience
As you watch other teams debate, write down the most persuasive arguments of each team. Be prepared to share them after the debate and to vote on which side you most agree with.
How You Will Be Assessed
Your teacher will assess the work of your team using the following criteria:
Your arguments are well supported by facts. 
Your arguments are organized in a logical sequence. 
Your arguments show a clear understanding of ethical issues in insurance.
Your arguments show an understanding of the insurance business model.
Your rebuttals directly address the other team’s arguments.
You present your arguments and rebuttals in a clear, courteous, and constructive way.
Student Resource 14.5
Scoring Sheet: Ethical Issues Debate
Student Name:_______________________________________________________ Date:___________
Directions: As you watch the debate of other teams in your class, fill out the form below for each debate.
Resolution for Debate #1:

	Best points in favor of the resolution
	Best points against the resolution
	Questions you have that would help you make up your mind about the resolution
	Should insurance companies be able to use zip codes when setting premiums?

	







	
	
	




Resolution for Debate #2:

	Best points in favor of the resolution
	Best points against the resolution
	Questions you have that would help you make up your mind about the resolution
	Should it be illegal for insurance companies to incentivize agents and brokers?

	







	
	
	



Resolution for Debate #3:

	Best points in favor of the resolution
	Best points against the resolution
	Questions you have that would help you make up your mind about the resolution
	Should insurance companies be able to refuse to pay for experimental and expensive treatments?
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There are many major ethical issues in insurance
B

Some of the most important or common ones are:

« Lack of coverage for high-risk applicants
« Redlining
+ Moral hazard

« Commissions for the sale of policies

Can you think of other ethical
issues that came up during the
course?
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Insurance companies often refuse to insure very

high risks
B

Often those who need insurance most find it difficult
to get insurance. They include those who:

« Live in areas at high risk for
earthquakes, floods, wildfires, or
hurricanes

« Perform dangerous jobs
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Redlining is the practice of refusing to insure or

make loans in certain neiﬂhborhoods

Redlining can severely
impact low-income
people, often those of
color, including African
Americans and Latinos.
Without insurance, it is
difficult for people in
those neighborhoods to
get loans to buy homes
or cars.
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Moral hazard occurs when having insurance

encourages risky behavior
B

While insurance is supposed to protect against risk, there
is always the danger that it can promote risky behavior.

To prevent this, insurance policies:

« Do not protect against any type of gambling or similar
behavior

« Often have lower premiums for those following safety
practices or with a history of safe behavior

« Specifically exclude payment if the claim is the result of

certain types of risky or purposeful behavior of the
insured
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Insurance agents, brokers, and financial advisors

often get commissions for selling policies
L

In order to encourage the sale of
their products, many insurance
companies provide a financial
incentive every time an agent,
broker, or advisor sells their
product.

Some people are concerned that

this practice might encourage the
sale of policies that people might
not really need.

An agent gets an average 30-50% commission on a term life
policy, and around a 90-95% commission on a whole life
policy. Describe how this practice might cause ethical
problems.
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Because of its importance to our lives, ethical
issues in insurance receive national attention

Ethical issues in insurance
are discussed:

« In Congress

« In state legislatures

« In courts, including the
Supreme Court

« During political campaigns

« In the press
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The insurance industry is vital to our lives
B
By sharing risks, insurance makes it possible for us to:

overcome financial catastrophes caused
by accident, illness, or legal claims

buy homes and cars start and operate businesses
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Ethics is different from morals
.

« Ethics has to do with the way
groups, organizations, and
political entities such as states
and countries believe they
should behave.

« Morals have to do with the way
individuals believe they should
behave.

Can you think of an example where something is ethical
but may not fit into someone’s moral code? What about
the other way around?





