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Economic Roles of the Tort Liability System

Optimal Safety
Optimal 

Compensation
• At fault party must pay 100% of 

damages as a deterrent to risky 
behavior

• Ignores transaction costs

• Recognizes that consumers pay 
for liability damages in the cost of 
goods and services

• Considers the cost of providing 
protection



Efficiency of 
the Tort 
System
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Automobile 
Insurance in 
Louisiana



Insurance Premium per Car
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Insurance Losses per Car
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Insurance Price: Premium÷Losses
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Return on Net Worth for Auto Liability Insurance
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Percentage of Auto Insurers w/ Loss Ratio < 70
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Why does auto 
insurance cost 
more in 
Louisiana?



Bodily Injury Claims ÷ Property Damage Claims

Louisiana
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Bodily Injury Severity ÷ Property Damage Severity

Louisiana
Nevada
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Insurance 
would cost 
less if 
insurers used 
different 
rating 
variables?



Observed 
“driving” 
behaviors



The worst 
class of 
drivers
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Average 
drivers

3.5%

96.5%

Crash No crash



Credit-Based 
Insurance 

Scores



Gender and Marital Status



Prices become less accurate



Why do accurate rates matter?

Accurate insurance prices require 
insureds to internalize the risk they pose 

to themselves and to others. 

When premiums are less accurate, more 
property is damaged, more people are 

injured, and more people die. 
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