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Since the early 1990s, Ontario has made a 
number of signifi cant changes to the automobile 
insurance product in an effort to control costs and 
improve compensation. Each legislative reform 
was enacted primarily to contain rising accident 
benefi t costs and their impact on premiums, 
yet each reform has provided only a temporary 
reduction in premiums and losses. Thus, despite a 
series of regulatory interventions, the performance 
of the automobile insurance system in Ontario has 
remained problematic. A variety of different auto 
insurance systems are used throughout Canada 
and the world, and Ontario’s insurance system 
is unique within Canada. Does Ontario’s auto 
insurance system require a fundamental redesign 
in order to solve these problems? 

We considered this question by undertaking 
extensive research on Ontario’s insurance system 
and the history of insurance reforms in the 
province, by analyzing problems and solutions 
in other insurance systems, and by comparing 
the performance of the different auto insurance 
systems in Canada. While the Ontario automobile 
insurance system exhibits a number of problems, 
we conclude that the system design is not 
fundamentally fl awed. Our research does not 
indicate that existing problems are a result of the 
private market structure, nor do we see in other 
private market provinces the same problems as 
in Ontario. Further, government-run insurance 
is not a panacea to cost problems. Government 
insurance programs face the same problems 
which lead to cost growth that occur in private 
insurance markets, and benefi t and premium 
structures are often adjusted in response. 
Provinces with government insurance may have 
advantages in responding to cost problems 
because of their ability to implement market-
wide control measures, but such controls could 
be replicated in private market provinces while 
maintaining the private market structure that 
ensures market effi ciencies.

A key fi nding from our research is that cost 
problems in Ontario stem primarily from the 
Greater Toronto Area (GTA) rather than refl ecting 
province-wide problems. These problems need 
to be addressed with targeted industry-level 
initiatives with support of the government. 

Specifi cally, the premium structure should be 
realigned to reduce cross-subsidies which have 
been created by decades of government rate 
regulation. Despite the high cost of auto insurance 
in the GTA, drivers there do not pay premiums 
commensurate with losses and drivers in the 
remainder of the province pay higher premiums 
as a result. The provision of insurance reduces 
incentives to take care and to control losses. 
Incentives for safe driving and responsible 
claiming are better aligned if premiums paid by 
drivers are commensurate with their risks. Low-
risk drivers should be provided with opportunities 
to distinguish themselves from high-risk drivers 
in the rate classifi cation system. High-risk drivers 
should be identifi ed by a system of experience 
rating that incorporates both driving record and 
at-fault claims. If affordability is addressed via 
premium subsidies these should be based on 
income and not on risk; poor driving record or 
accident experiences should weigh heavily in 
reducing any premium subsidies.

While an appropriate premium structure can help 
to reduce claims, public policy should also address 
claims directly. Generous fi rst-party insurance 
and partial no-fault systems lead to benefi t-
seeking behaviours which must be monitored 
and controlled. Benefi ts should be structured to 
meet victims’ needs, and measures to reduce 
fraudulent claiming and excessive claims costs 
should be established at the industry level with 
support of government enforcement mechanisms. 
Cost controls on health care services are also 
important to prevent cost shifting to the auto 
insurance system.

Summary
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Introduction

Since 1989 signifi cant reform of the Ontario automobile insurance system has occurred 
on six separate occasions, the most recent going into effect on September 1, 2010. Each 
legislative reform was enacted primarily to contain rising accident benefi t costs and their 
impact on premiums, and each reform has provided only a temporary reduction in premiums 
and losses. The report of the Auditor General of Ontario (2011) in its review of the Financial 
Services Commission of Ontario (FSCO) provides a concise summary of the spiralling costs of 
auto insurance claims in Ontario. From 1999 to 2009 the number of people killed or injured 
in auto accidents in Ontario declined by 25 percent. However from 2005 to 2010, the total 
cost of injury claims rose 150 percent even though the number of injury claims in the same 
period increased only 30 percent. The number of personal injury claims in 2009 was almost 
75,000, 20 percent higher than the number of people who reported having been injured in 
an automobile accident that year. Across the province in 2010, there were approximately 
584,000 auto insurance claims, with claims costs totalling $8.7 billion: 52 percent of costs 
were for accident benefi t claims, 23 percent were for third-party liability and the remaining 
amounts were for property damage to automobiles (both not-at-fault and at-fault).

The primary determinant of insurance premiums is the cost of insurance claims. As costs 
grow, premiums must follow or insurance availability will suffer. In the case of personal injury 
costs, claim costs will grow with medical cost infl ation, better medical treatments, increases 
in utilization, or cost-shifting to the auto insurance system. Cost of income replacement 
benefi ts will be increased by wage infl ation or increases in work absence due to auto injuries. 
Increases in non-economic damages can occur due to changing court standards for awards 
and eligibility, to claimant efforts to gain access to these damages, or to outright fraud. An 
important point to recognize is that some cost drivers fall outside of the auto insurance 
system, and therefore may be controlled only by benefi t limits or changes in benefi t eligibility. 
However, another important point is that claiming behaviours are an important cost driver.

Individual drivers will not often be able to observe the forces driving the rising costs of 
insurance. This often leads to pressure to reduce premiums without recognition that the 
underlying problem is one of cost. However, providing premium subsidies does not lead to 
cost reductions and may even exacerbate cost increases. Insurer or public policy responses 
aimed squarely at the underlying cost or incentive issues will be more effective and more 
permanent than other responses. 

This paper reports the conclusions of research that we undertook to provide insights 
into more permanent solutions to the auto insurance problems in the province. Rather 
than focusing solely on concerns in Ontario, our research used insights from theoretical 
and comparative analysis of auto insurance systems to identify principles for designing 
a sustainable automobile insurance system. We considered the objectives that should 
be achieved by a well-functioning insurance system and the key policy levers available 
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when designing an insurance system, and analyzed the evidence from academic research 
regarding the strengths, weaknesses and overall effectiveness of each design feature as 
employed in existing insurance systems. We also compared the performance of the auto 
insurance systems in each of the provinces in Canada, based on measures of each of the 
objectives of an insurance system. This research process led to a number of insights into 
Ontario’s insurance system, and indicated directions for sustainable reforms.

Cost Problems in Ontario

Comparison of average auto insurance premiums for each of the Canadian provinces 
provides a clear illustration of why Ontario auto insurance has become a policy priority. 
Ontario has the highest average premiums of all provinces, with the average Ontario 
premium being more than 30 percent higher than the average premium in Alberta and more 
than 70 percent higher than premiums in the Atlantic provinces. Ontario premiums are 28 
percent higher than British Columbia premiums. The 10-year growth in premiums in Ontario 
is 65.85 percent compared to the average growth rate of 27.46 percent in the other private 
market provinces. These statistics demonstrate both the high costs and the rapid cost growth 
in Ontario relative to other provinces. Notably, the cost of auto insurance in Ontario was more 
in line with costs in other provinces two decades ago, meaning that other provinces have 
generally been better able to resolve their cost problems over time.

Yet premium growth is a symptom of insurance system problems, not an underlying cause. 
Our research found that the frequency of claims and the costs per claim are higher in Ontario 
than in other provinces, and increases over time have been substantially greater in Ontario. 
The differences are especially severe for the costs of auto injury claims. Exhibit 1 shows the 
average cost of medical benefi ts (exhibit 1a) and non-medical benefi ts (exhibit 1b) in Ontario 
compared with several other provinces over the past two decades. All dollar values are 
adjusted for general price infl ation using province-level infl ation rates, so differences are not 
due to differences in infl ation across provinces. 
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EXHIBIT 1a: Average Medical Benefits Costs per Claim
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EXHIBIT 1b: Average Non-medical Benefits Cost per Claim
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The fi gures show higher and more rapidly rising costs per claim in Ontario than elsewhere 
– this despite having the lowest fatal accident rate and one of the lowest rates of accidents 
causing injury of all provinces. Exhibit 2 shows that the combined effects of increases in 
costs per claim and frequency of claims have ultimately produced much higher injury costs 
(accident benefi ts [AB] plus bodily injury [BI] costs) per insured car in Ontario than elsewhere.
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A further insight obtained from our research is that cost problems in Ontario auto insurance 
are easily identifi ed with the Greater Toronto Area (GTA). The Ontario auto insurance product 
is sustainable across most of Ontario. Total insured losses per vehicle have been relatively 
fl at over time across all parts of Ontario except for the GTA. It is the GTA that is creating 
sustainability issues and, moreover, the GTA is being subsidized by drivers in the rest of the 
province. The impact of decades of government rate regulation has led to a pricing system 
that no longer adequately charges drivers in the GTA for accident costs imposed on the 
insurance system. Exhibit 3 displays these trends, comparing the GTA to other regions of 
Ontario in average insured losses per car (exhibit 3a) and average losses as a percent of 
average premiums (exhibit 3b) for the past decade. Costs of claims are substantially higher 
in the GTA in all years, and have risen more rapidly than elsewhere in recent years. GTA 
claims costs have risen faster than premiums, so that by 2009 premiums collected in the 
GTA were insuffi cient to cover the costs of claims there.
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EXHIBIT 2: Average AB+BI Costs per Insured Vehicle
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The most concerning trend in exhibit 3 is that the previous auto insurance reforms did not 
succeed in containing cost growth within the GTA. These trends highlight the reality that 
regulatory reforms may address today’s most easily observable problems while masking 
larger systemic issues. Some current proposals for solving Ontario’s auto insurance problems 
are susceptible to this criticism. In 2012, three bills were introduced by two GTA members of 
parliament in the Ontario legislature. The aim of each of these bills was to reduce the price 
of insurance in the GTA by removing various risk-based rating variables such as territory, age 
and gender of driver. The evidence presented here regarding higher claims costs in the GTA 
relative to the rest of Ontario demonstrates that these proposals address only the symptoms 
of the problem and will not improve outcomes for the auto insurance system.
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EXHIBIT 3a: Claim Costs per Insured Vehicle
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EXHIBIT 3b: Claim Costs as a Percentage of Premiums
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Evaluation of Insurance Systems

More broadly, our research found that the auto insurance system in Ontario is not healthy. 
Our comparison of the performance of Ontario auto insurance with that in Canada’s other 
provinces revealed relative underperformance in Ontario on a wide range of measures. A 
higher rate of consumer complaints about policy cancellation and non-renewal in Ontario is 
an indication of consumers’ availability and affordability concerns; but the General Insurance 
OmbudService (GIO) also receives many complaints regarding all aspects of the auto insurance 
product in Ontario, indicating problems with service satisfaction in general. Despite the high 
premiums, however, competition among insurers is evident and insurers are struggling to make 
money; this may contribute to problems of service quality and undermines insurance system 
sustainability. We found that the fi ve-year average loss ratio in Ontario was 84.10 percent 
which is signifi cantly higher than those of other private market provinces, whose average loss 
ratio was 60.36 percent. Loss ratios this high raise the concern that not enough premiums 
are being collected to cover all expenses and as such insurer equity must be used to cover 
operating losses. This creates concerns that fi rms heavily involved in underwriting Ontario auto 
insurance could suffer from solvency concerns in the future. Indeed, a 2009 study on Canadian 
insolvencies notes that the majority of Canadian insurer insolvencies from 1990 to 2007 were 
Ontario insurers who were primarily writers of auto insurance.

Ontario has a private market, partial no-fault auto insurance system with a high tort 
threshold. The benefi ts available under fi rst-party accident benefi ts are a function of the 
severity of the injuries incurred: most injuries are non-catastrophic and claimants may claim 
up to $50,000 in medical payments, but those who are catastrophically injured are eligible 
for up to $1 million. Generous fi rst-party benefi ts have been enshrined in legislation since 
the introduction of no-fault insurance in 1989. Other jurisdictions design their auto insurance 
systems differently. Key policy levers include setting the level and form of compulsory 
insurance; providing insurance through the private market or through a government 
monopoly provider; determining the role of liability in compensating accident victims; and the 
relationship of prices to driver risk and accident history. 

By varying the combinations of these different features a wide range of insurance systems 
can be designed. Can we identify one system that is preferred to all others? This is diffi cult 
because an auto insurance system is judged by its performance along a variety of different 
dimensions, including availability, affordability, service quality, cost effi ciency, fairness, 
consumer choice and sustainability. Moreover, system features designed to achieve one 
objective may make it harder to achieve some others, and different stakeholders and 
jurisdictions may have differing views on the importance of different objectives. For these 
reasons, it is diffi cult to designate one system as “best” and it is important that policy-
makers clearly articulate the objectives of the insurance system and the trade-offs that must 
be made when adopting different design options. 

Exhibit 4 provides a summary of the inherent strengths of, and problems with, different 
policy options for designing an auto insurance system. The policy choices available relate 
to compensation mechanism, both the level of fi rst-party accident benefi ts and the role 
of liability in compensation; pricing mechanism, social versus risk-based; and provider, 
government or private market. 
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EXHIBIT 4: Models of Insurance Systems

COMPENSATION 
MECHANISM

MAIN PROBLEMS
INHERENT 
STRENGTHS

IMPACT IF THERE 
IS CROSS-
SUBSIDIZATION 
OF PREMIUMS

IMPACT IF 
INSURANCE IS 
PROVIDED BY 
GOVERNMENT 
MONOPOLY

Pure tort with 
no to minimal 
accident benefi ts

Mismatch of 
compensation with 
losses;

Potential insuffi cient 
indemnifi cation;

Extensive use of court 
system (high claims 
adjustment expenses)

Safety incentives;

Market effi ciencies

Benefi ts are improved 
accessibility and 
improved affordability.

Inherent problems 
are adverse selection, 
reduced safety 
incentives, and 
potential negative 
impact on claiming 
behaviour.

Benefi ts are access 
for all and increased 
claims cost control.

Inherent problems 
are lack of consumer 
choice and lack of 
competition.

Pure tort with 
moderate 
to generous 
accident benefi ts

Claims cost control;

Unnecessary use of 
court system

Safety incentives;

Compensation 
for all

Pure no-fault 
with generous 
accident benefi ts

Moral hazard – both 
ex-ante and ex-post; 

Claims cost control 
concerns increase 

Compensation 
for all

Partial no-fault 
with moderate 
to generous 
accident benefi ts

Threshold issues; 

Ex-post moral hazard; 

Claims cost control

Compensation 
for all;

Safety incentives 
(less than pure 
tort); 

Market effi ciencies

Adverse selection (more high-risk drivers on the road), ex-ante moral hazard (all drivers take less care) and ex-post moral 
hazard (excessive claiming after a loss) are created by all social pricing systems; but problems of ex-post moral hazard 
tend to be greater when social pricing is combined with private market systems.

The presence of generous fi rst-party benefi ts increases both ex-ante and ex-post moral hazard even in the presence of 
tort compensation.

Private auto insurance systems with generous benefi ts and social pricing contain inherently more incentive confl icts than 
other systems. 
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Pure tort systems with no to minimal accident benefi ts (the system in most U.S. states) 
provide strong incentives for safe driving and effi ciencies in both products and services 
associated with private insurance, but are weak in terms of matching compensation to losses 
and costly in terms of the expense incurred to determine liability and settle claims. The 
addition of moderate to generous accident benefi ts to a tort system (Alberta, New Brunswick, 
Nova Scotia and Prince Edward Island) improves matching of compensation to losses and 
safety incentives, but creates a potential challenge in terms of claims cost control given that 
all parties are entitled to benefi ts. 

The primary advantage of pure no-fault systems with generous accident benefi ts (Quebec 
and Manitoba) is compensation for all injured parties, but this comes at a cost in terms of an 
increase in accidents and claims. Drivers take less care on the road and when an accident 
happens may exaggerate their claims to receive greater compensation. The more generous 
accident benefi ts are, the more important and diffi cult claims cost control becomes. When 
claim costs are not controlled, affordability concerns arise. 

A partial no-fault system with moderate to generous accident benefi ts (as in Ontario) also 
achieves compensation for all and promotes safe driving choices, but claims cost control 
remains a major concern. In theory, a partial no-fault mechanism should reduce costs over a 
tort mechanism if claims can be settled more quickly outside the tort system and if the tort 
threshold is not eroded. However, in the Ontario system, the settlement process for fi rst-
party accident benefi t claims quickly became very cumbersome and a number of potential 
problems arose due to defi ning the tort threshold and establishing which claims fall within 
the threshold. 

The fourth column of exhibit 4 examines the impact of introducing social pricing (premium 
cross-subsidies). Regardless of the compensation mechanism in place, the introduction 
of social pricing should improve accessibility and affordability for all. However, cross-
subsidization of premiums creates incentives for high-risk drivers to stay on the road, 
reduces incentives of all drivers to drive safely and provides fewer disincentives to claim and/
or to exaggerate claims. 

Finally, the last column of the exhibit shows that if insurance is provided by a monopolistic 
government insurer, the greatest advantages are improved accessibility and more centralized 
tools to control claim costs. However, government insurance engenders lack of consumer 
choice, lack of competition, lack of transparency, potentially lower service quality and 
politically distorted decision-making.

Considering the statistics reported for each of the provinces in exhibit 4, from an overall 
perspective (not weighting one objective more heavily than others) it appears that the private 
tort provinces of New Brunswick, Nova Scotia and PEI perform better than the remaining 
provinces. However, pure tort systems provide less generous and less universal accident 
benefi ts and policy-makers should keep this difference in mind when comparing the tort 
provinces to Ontario.
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Policy Considerations for Ontario

Cost problems are endemic to insurance systems because insurance creates adverse 
behavioural incentives. The availability of auto insurance benefi ts may lead to a greater 
propensity to drive, reduced precautions when driving, and benefi t-seeking or even outright 
fraud in claiming. Such incentive problems may be particularly prevalent when insurance 
benefi ts are generous, and when insurance pricing is socialized so that premiums do not 
refl ect the risk an individual brings to the insurance pool. Well-functioning insurance systems 
must recognize negative incentive effects and counteract them where they occur. 

The most direct policy responses would be to raise the entry price of driving (counteracting 
the increased propensity to drive); penalize risk-taking in driving (counteracting reduced 
precautions); provide minimal insurance benefi ts and implement strictly risk-based 
premiums (counteracting benefi t-seeking in claiming). However, these solutions will reduce 
access to driving and create insurance affordability problems for some consumers, and 
may leave many without adequate accident compensation. When insurance availability and 
affordability to all consumers are important objectives, as is often the case with automobile 
insurance, adjusting the insurance system to counteract negative behavioural incentives can 
be diffi cult. 

Based on the fi ndings of our research, we provide recommendations regarding feasible policy 
changes to improve performance and achieve a well-functioning auto insurance system. Our 
recommendations encompass pricing mechanisms, benefi t provisions, claims cost controls, 
consumer education and larger societal solutions.

PRICING

In Ontario, two decades of government rate regulation have weakened the relationship 
between premiums and expected losses, and have created signifi cant cross-subsidies 
between the GTA and the rest of the province. Evidence from the public market provinces of 
Quebec, British Columbia, Saskatchewan and Manitoba demonstrates that when premiums 
for higher-risk drivers are subsidized, the unintended consequence is an increase in the 
number of high-risk drivers on the road. Hence an important policy lever to maintain and 
potentially strengthen in Ontario is the risk-based pricing mechanism. Although this may 
require specifi c measures to achieve affordability, fl attening of the pricing structure is 
not optimal. 

Relaxing mandatory insurance requirements for low income drivers is one approach to 
addressing affordability. Some U.S. jurisdictions have introduced so-called “dollar-a-day” 
policies which are low cost but provide limited liability insurance. The limited coverage 
has the effect of shifting costs onto other drivers who may need to supplement insurance 
protection with underinsured motorist coverage. If such limited policies are made available, 
it is important for incentive reasons to base eligibility solely on income. Another approach 
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to reducing insurance premiums for some urban drivers is to allow miles-based insurance 
pricing: since urban drivers generally drive fewer miles than other drivers, and since miles 
driven is a good unit of measure for risk exposure, these policies are a way to offer lower 
costs to low-risk drivers in high-risk areas. This “pay-as-you-drive” auto insurance contract is 
gaining popularity in Canada, as more insurers are offering these contracts. 

Allowing the use of more rating variables, rather than restricting the number of rating 
variables is another way to provide premium reductions for low-risk drivers in urban areas 
by allowing them to distinguish themselves from high-risk drivers. For example, while 
controversial, insurance scoring in the U.S. has been shown to be an effective classifi cation 
variable due to its correlation with claims experience. Insurance scoring is an underwriting 
and risk classifi cation tool that uses an insured’s credit, motor vehicle records and claims 
history. Currently, Ontario and most Atlantic provinces do not allow credit history to be used 
for auto insurance rating and underwriting, while Alberta and Quebec permit the use of credit 
history for property damage coverage in auto. Insurers argue, and evidence shows, that 
credit history, or “fi nancial discipline,” is a good predictor of insurance experience in terms of 
driving habits and restricting its use results in less accurate pricing. 

Adjusting insurance premiums based on claims experience or safe driving record allows low-
risk drivers to distinguish themselves from high-risk drivers, and provides fi nancial incentives 
for safe driving. Basing premium adjustments on traffi c violations, as well as at-fault 
claims experience, provides a stronger signal of driving risk than only using at-fault claims 
experience. However, if it is expensive for insurers to capture moving traffi c violation data, 
they will only do so for those drivers that they suspect are higher risk. Thus another policy 
recommendation is to improve access to provincial driving records for insurers.

In Ontario, the premium charged for new drivers is not distinguished from the experience 
rating mechanisms for higher-risk drivers. It is not evident that this practice is fair or 
reasonable. Several provinces and many companies have developed mechanisms to promote 
affordability for new drivers, for example the grid in Alberta, risk sharing pools in the Atlantic 
provinces and company level pricing models that retroactively reward new drivers for claims 
free experience. From a policy perspective, the point to emphasize is that mechanisms that 
promote affordability should not lessen incentives for safe driving since strengthening the 
responsiveness of changes in insurance premiums to driving or accident experience has 
been shown to reduce moral hazard and adverse selection without violating social pricing 
objectives.

Fundamentally, using rate regulation to protect consumers from insurance premiums that 
adequately refl ect underlying costs is counterproductive as this reduces the willingness of 
insurers to provide the product and it masks the problems that cause cost growth. Regulation 
of rates may lead to a higher proportion of high-risk drivers in the insurance pool and has 
been shown to lead to higher claims rates and loss costs. In addition, artifi cially keeping 
insurance prices low reduces the incentives for insurers to police claim cost growth because 
such monitoring requires costly resources. Instead, a premium subsidy to low-income (not 
high-risk) drivers is a better policy lever to promote affordability. 
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BENEFIT PROVISIONS 

Generous fi rst-party accident benefi ts should be part of the auto insurance system design 
when compensation for all injured parties, regardless of fault, is considered to be an 
important objective. However, insurance systems with generous fi rst-party benefi ts are 
expensive and the presence of benefi ts increases both disincentives for safe driving and 
incentives for benefi t claiming. Thus an obvious solution to reducing costs and aligning 
incentives is to reduce the level of benefi ts provided. For example, some U.S. states have 
achieved affordability by not including fi rst-party accident benefi ts in the mandatory auto 
insurance policy.

However, depending on the objectives established this may not be a feasible alternative, 
and a removal of fi rst-party benefi ts is unlikely to occur in Canada. Given that the existence 
of these benefi ts is accepted as the norm, it may not be politically feasible to remove 
them, although the level of benefi ts could be adjusted. In addition, the inclusion of fi rst-
party accident benefi ts allows insureds to internalize a part of the cost of driving which is 
particularly important given that all Canadian residents have access to universal health care, 
and many have access to supplemental health benefi ts. 

At a minimum, cost and utilization controls must be a part of the system. Over-utilization of 
health care has been observed in many insurance contexts. The marginal cost of medical 
care is more likely to exceed the marginal benefi t of additional medical care (improved health 
outcomes) when there is a separation between the benefi t recipient, benefi t provider and 
who pays for the care, as providers and recipients have no intrinsic motivation to minimize 
costs of claims. When costs of care are not considered, even small gains to a patient’s health 
or well-being from more expensive tests, treatments, procedures or facilities may lead to 
decisions in their favour. Benefi t-seeking also increases if insurance provides for generous 
wage replacement benefi ts as injured persons are less likely to return to work quickly if they 
receive generous benefi ts. If generous benefi ts are provided, cost control mechanisms must 
be enacted to reduce claims and assure affordability.
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CLAIMS COST CONTROLS

To control costs, the Ontario no-fault auto insurance policy has been designed with two 
hurdles or thresholds: the verbal and monetary thresholds after which the tort system may 
be accessed and the catastrophic injury defi nition which provides a higher level of fi rst-party 
accident benefi ts. A key concern with a threshold or injury defi nition in a policy is that these 
may be seen as barriers for claimants to overcome in order to be eligible to receive greater 
benefi ts. The experience in Ontario indicates the diffi culty of defi ning a threshold that will 
maintain its effectiveness over time. From a policy perspective, a few points are critical: 
clarity in defi ning the threshold; vigilance on the part of companies and government in 
enforcing the threshold; and when possible, avoiding the creation of a “lottery” incentive that 
will promote fraudulent claiming. If there is not a lot to be gained fi nancially from piercing the 
threshold (i.e., if the claimant is able to access great medical benefi ts but these are based on 
indemnity and there is no “money in the pocket”) there is less incentive to attempt to do so.

Costs are controlled in many health insurance policies by transferring some of the treatment 
costs to the benefi t recipient through the introduction of co-pays or other cost transfer 
mechanisms. These policy tools can be used to reduce over-utilization as long as providers 
do not help benefi ciaries to circumvent controls. 

Excessive costs may also arise from the deliberate overuse of benefi ts or from the fi ling 
of fi ctitious or exaggerated claims, which will be more problematic if claimants receive 
money directly from the insurer to pay for treatment. When systems place a priority on 
paying benefi ts quickly, when there is not strict oversight of the benefi t providers, and 
when claims do not face the scrutiny of the legal system, over-utilization and fraud become 
especially problematic. Monitors and protocols are needed to detect and remove ineligible 
benefi ciaries, and periodic evaluations are important when benefi ts are provided over a long 
period of time. The Auto Insurance Anti-Fraud Task Force will be making recommendations 
to the Ontario government in the fall of 2012 and we anticipate that this report will include 
numerous strategies. One example would be that only licensed and approved medical 
practitioners are eligible to receive payments from insurance companies. This should reduce 
the number of exaggerated claims. 

The use of treatment guidelines produces many positive outcomes. Well-designed treatment 
guidelines ensure best practices in treatment allowing injured individuals to recover faster. 
In addition, guidelines can be written to reduce excessive claiming incentives – for example, 
requiring an insured to cover costs upfront if an insured requires medical treatment beyond 
what is recommended by the protocol. Reimbursement by the insurer would happen only if 
the treatment were later deemed to be necessary. 

Insurers must have policies in place to verify the validity of claims and detect potential fraud. 
We observe, however, that controlling claims costs is more diffi cult for a private insurance 
market than for a government insurer since it is harder for individual insurers to effectively 
implement changes to control claims costs. Each individual insurer’s efforts to control benefi t 
overuse, claim exaggeration, or fraud is generally not suffi cient to reach the most socially 
desired outcome. An insurer will invest in these activities up to the point of maximizing 
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profi ts; the insurer will not take into account the potential spill-over effects that create a 
“claiming culture” when overuse, exaggeration, or fraud go undetected and undeterred. 
Collective action is needed, especially to mitigate organized insurance fraud. 

The 2011 Report of the Offi ce of the Auditor General of Ontario notes that the problem 
of fraud is worse in Ontario than elsewhere in Canada. The more costly problem is due to 
providers (health care professionals, medical suppliers and lawyers) who defraud the system, 
rather than from fraud from individual claimants. In Ontario, an infrastructure for fraud 
has developed. Clinics, paralegals and health care providers understand how to manage 
(or manipulate) a claim to maximize the payout. The recent initiatives in Ontario, such as 
the Health Claims for Auto Insurance (HCAI) database to detect such potentially fraudulent 
activity, and new rules to ensure that consumers are actually receiving the treatments 
invoiced by health care clinics and other providers, will make it more diffi cult for providers to 
defraud the system. 

Even in the absence of excessive claiming, the interplay between government mandated 
and private provision of medical services also leads to higher costs of auto insurance. Cost 
shifting takes the form of higher charges for services when provided as part of an auto 
accident claim than when those services are provided as part of a workers’ compensation 
claim or a general health claim. Higher per unit service charges will lead to higher claims 
costs for auto insurance even when services are utilized appropriately. Higher claims costs 
for auto insurance may also arise if certain treatments are not covered by government health 
insurance, such as services provided by physiotherapists, chiropractors, and psychologists. 
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CONSUMER EDUCATION

Establishing a centralized Insurance Fraud Bureau along with mandatory insurer reporting 
and criminal sanctions for perpetrators is an approach which has seen success in some U.S. 
states. Some jurisdictions such as Louisiana have also seen success from combining criminal 
justice approaches with media campaigns to educate consumers about the costs that fraud 
imposes on them. 

A recent auto insurance consumer satisfaction survey conducted by InsurEye Inc. found that 
Ontario ranked third amongst the ten provinces in terms of customer satisfaction. Ontarians 
were generally satisfi ed with their claims experience but unhappy with the value for money 
they receive for their auto insurance. The fact that, overall, people believe they do not receive 
adequate value for what they pay raises two important issues. First, there may be a lack of 
understanding of what benefi ts are provided by the mandatory product, which contributes to 
the perception that insurance is overpriced. Second, individuals who pay what they perceive 
as too much for auto insurance are more likely to attempt to “recover” premiums at the time 
of making a claim. 

The Insurance Information Institute lists the following four criteria for developing an effective 
and successful insurance education program.1 A successful education program needs to: 

• Be inclusive with all participants working towards a common goal.

• Be emotional and personal, encouraging individuals to become involved and take action.

• Provide tools for individuals to make success possible.

• Be long term and responsive to changes over time.

The importance of a continual and responsive education program has been echoed by 
Insurance Bureau of Canada. Insurance Bureau of Canada’s Restoring Consumer Confi dence 
campaign increased awareness of injury prevention and road safety, and contributed to 
immediate but short lasting increases in consumer confi dence. 

1  http://www.iii.org/national-roundtable-on-insurance-literacy-best-insurance-education-practices/ 
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ISSUES BEYOND THE INSURANCE SYSTEM

Automobiles and driving have a fundamental role in our society. Auto insurance exists to 
provide indemnifi cation for road users who experience losses in auto accidents. Although 
details are beyond the scope of our research, there are other policy options available that will 
improve road safety and decrease reliance on the automobile. Both of these – a decrease in 
auto accidents and reduction in dependence on the automobile – would contribute indirectly 
to the long -run viability of auto insurance. 

Because auto insurance is compulsory, the cost of insurance has become a mechanism that 
helps to keep high-risk drivers off the road. However, the impact of this mechanism is uneven 
on the rich and the poor: unsafe but wealthy drivers can still afford the insurance, low-income 
drivers may not. Social equity indicates that other mechanisms, such as more effective driver 
training and licensing, are required. Graduated licensing of new drivers has been shown to 
be an effective mechanism for saving lives and reducing injuries. Similarly, the introduction of 
graduated de-licensing of elderly drivers may also promote road safety.

In addition to comprehensive graduated driver licensing programs, other solutions for 
improving traffi c safety have been shown to be effective: installation of electronic stability 
control in cars; enforcement of seatbelt and helmet laws; reduction and monitoring of speed 
limits on roads; road redesign including roundabouts, rumble strips, and cable median 
barriers; and a reduction in impaired driving. When such safety enhancements are made, all 
drivers benefi t, and safer roads should lead to lower insurance premiums.

Finally, driving may not be an economic necessity in dense urban areas. Where other modes 
of transportation are practical, policy-makers should consider solutions that lie outside of 
the insurance system – for example, developing better public transportation networks and 
encouraging bicycling or walking. Promoting economic development zones which cluster 
commercial and residential areas in closer proximity, or providing transportation subsidies to 
vulnerable groups based on income and location, are other possibilities.
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