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IS SOCIAL INSURANCE “INSURANCE"?

One question that has generated consid -
erable heat for many years is whether
social insurance is “insurance.” Many
observers believe that the answer is clearly
“ho ” with respect to many social insurance
programs. They point to the emphasis
upon social adequacy, the absence of a
legal contract, and the method of financ -
ing, which often defers many of the costs
to future generations. They believe that
he benefits are better described as trans-
fer payments fromone sector of the pop-
ulation to another. They believe that
public acceptance of social insurance prog-
rams is often influenced by the “halo eff-
ect ” of the insurance label and that unfair
comparisons are often drawn between the
relative performance and efficiency of' social

insurance and of private insurance.

The answer to the question depends upon
how one defines insurance. If an insurance
program must possess all the characteris-
tics typical of private insurance, social
insurance is clearly not insurance, as will
be demonstrated below.

On the other hand, social insurance is a
device for pooling and sharing the risks of
death, old age, unemployment , and poor
health .
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Private insurance, differs from social

insurance in several important respects .

1. Each individual decides how much,
if any, private insurance he or she wants
to purchase. Employees, it is true,
may have no choice under“employee benef -
its plans”, but the decision is made volun-
tarily by someone other than the insurer,

e.g., their employer or union.

2. Benefits and premiumrates are pre-
scribed by a contract that cannot be chan-

ged except by mutual consent.

3. The benefits are related on an actu-
arial basis to the contributions paid;i.e.,
private equity is an important goal of

private insurance pricing.

4. Numerous insurers compete with one

another for business.

Social insurance programs are compulsory
for most people ; benefits and contribution
rates are prescribed by law but are subject
to change ; social adequacy is usually stre-
ssed ; and although numerous private insur -
ers may be involved. the program is often

administered by a single government insurer.

Certain characteristics of social insurance
enable it to encompass some risks, such as
unemployment, that private insurers have
been reluctant to write. The compulsory
feature avoids adverse selection ; the flex -
ibility in benefits and contribution rates
plus the compulsory feature enables the

program to be adapted to changing conditions.
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