
showsneedfor
compulsory
homecover

Insuranceagainstfireshouldnot
bea matterofchoice,argue
RichardHoldenandAndrewLeigh.

AsTHEcostofanothersummer�s bushfires
rapidlyrises,theeffectis beingfeltmost
stronglyamongtheuninsured.Witha
quarterofAustralianslackinghome

insurance,somehavebeguntoaskwhetherevery
oneshouldberequiredtoprotectthemselves
againstsuchlosses.
JubnHowardhasbeenquicktoaiagainstany

suchscheme. whether,inlightofthe
tgtbhadcomefor
compulsoiyhomeinsurance,hereplied,�No, I don�t.
Ithinkit�s alwaysadangerwhensomethinglikethis
happens,t&lth thbEceRnewlevelof
compulsion,andrmnotcertainthatNpickthatup.�
AccordingtoHowardnomics,theprincipleis

dear.Justasthegovernmentshouldn�tinterveneto
propupfalteringcompanieslikeAnsettandHIll,it
shouldn�t forcepeopletobuyinsurance.Yetunlike
savingfailedcompanies,thereis averysoundecon
c)mccaseforgovernmentinterventioninthe
maiketforhomeinsurance.

Insydnegthemostexpensivecityinthenation,
themedianhomeISvaluedat$388,000.Thecostof
homeandcontentsinsuranceis aboutonequarterol
1 percentofthis- lessthan$1000ayear.Compared
withotherdevelopedcountries,Australianshavea
veryhighproportionoftheirwealthinrealestate
(64percentonaverage),makinguninsuredindivid
ualsparticulailyvulnerabletonaturaldisasters.
Yetinmakingthedecisiononwhethertobuy

insurance,homeownerstakeintoaccountthefact
thatiftheirhouseis destroyed,thegovernmentwill
helpthemout.Andforthegovernmens,itispoliti
cally(andperhapsmomllimpossiblenottodoso.
Sowhybuyinsurance

ifthegovernmentwill
giveittoyoufree? Werequire
Admittedlythegovern
mentassistancemight everyone a
notfullyreplaceone�s car to takeout
homeandyouare
unlikelyto getmuchif
youarethevictimof-

randomarsonratherthanpartotalargenatural
disaster.Thisis presumablywhymostpeoplebuy
insurance.Butforthequarterwhodonot,thepros
pectofgovernmentassistance,evenifit is
incomplete,maybeeiroughtotipthescaleinfavour
ofnoinsurance.
Whatmostofusthinkofascompassiontowards

victimsoftragedyalsoleadstowhateconomistscall
a �market failure�. Andwhenthemarkethasa glitch
in it, the}!owardesqueanti-compulsionargument
nolongerapplies.Governmentinterventioncan
improvethings,ratherthanmakethemworse.
Thesameeffectcanbeseeninothersituationstoo.

Becausesocietyknowsitwillhavetotakecareof
victimsofmotoraccidents,werequireeveryonedriv
ingacartotakeoutinsuranceagainstthedamage
theymaydotoothers.Becauseweknowthatwewill
havetopayapensiontothosewholosetheirsavings,
westopthemaccessingtheirsuperannuationuntil
retirement.Aiidbecausethegovernmentknowsit
willhavetobailouthilingbanks,weallpaywhat
amountstocompulsorydepositinsurancethrough
governmenttaxesonbanktransactions.
Twosohitionswouldhelptaddethisproblem.In

theshortterm,stategovernmentswhichimposean
emergencyserviceslevyonhomeinsuranceshould
replaceitwithauniversallevy.Thereis nological
reasopwhyonlythosewithinsuranceshouldbear
thecostofpayingforemergencyservices,drivingup
premiums,andreducingthenumberofinsuredstill
further.InDecembeiWesternAustraliatookthis
step.It istimeforotherstatestofollowsuit.

Inthelongterm,statesshouldimplement
compulsoryhomeinsurance.Theprocedurewould
bequitestraightforward.ThankstotheTorrens
systemallpropertytitlesmustberegistered-some
whatlikecarsare.Ownerscouldeasilybe required
toprovideevidenceofinsuranceonanannualbasis
justliketheydoforcarregistrationrenewals.
Whenmarketsfail,thegovernmenthasanobli

gationtogetinvolved.Themarketforhome
insuranceisdeariybroken-andmadeworseby
specialtaxesonthosewhotakeoutinsurance.
Compulsoryhomeinsuranceis governmentinter
vention,that�s forsure.Butinthiscaseitisgood
economicsaswell.
RichardHoldenandAndrewLeigharePhDstudentsin
the Departmentof EconomicsandKennedySchoolof
Governmentat HarvardUniversity.

Phone: 02 6239 5233

Brief: DPLAUTO

Size:  253.23 sq.cms.
Circulation:  253,740
General News   Page 11
Sydney Morning Herald   Tuesday 4/2/2003

Ref: 6489507

Copyright Agency Limited (CAL) licenced copy


