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Preferred partner in risk

Knowing what’s ahead
We simply don’t know 
what the future will bring. 
But as the market leader, 
we have the knowledge to 
help shape the future. 
Together with you. We 
prepare you for new
challenges, thus ensuring 
a future that is safe in the 
long term.

While closely monitoring developments, Munich Re
decided to establish a centre of competence with global
responsibility and dedicated specifically to this line of
insurance. Since this Centre of Competence for Workers’
Compensation functions, in part, as an interface for the
kind of reforms mentioned above, there is a clear need to
systematically compile experience, insights and potential
solutions and to share them with other workers’ compen-
sation markets, regardless of whether they are private or
state run. The activities of the centre of competence help to
ensure efficient operations and financial stability for all
concerned. Munich Re regards economic incentives as a
vital success factor in managing workers’ compensation
systems throughout the world; this brochure outlines
some major characteristics affecting tariffs and economic
incentives and proposes a possible solution in order to
better cope with the ongoing challenges.

Centre of Competence for Workers’ Compensation

Governments of many countries are currently considering
reforming or modifying methods of financing the risk of
occupational accidents and diseases. They are seeking
new solutions and additional alternatives in which private
insurance companies can play a part. The reasons for
government interest in reforming occupational accidents
and diseases insurance are diverse: constraints limiting
the national budget, the opening of the market as a result
of liberalisation measures or, occasionally, merely the
hope that the private sector can support systems in better
meeting current and future challenges arising from occu-
pational diseases and accidents.
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We understand the social magnitude of workers’ compen-
sation insurance as well as its role in social security.
Therefore, we also recognise the importance of using
correct terminology in social insurance, that is not always
uniformly applied in other lines of insurance.  

For example, the terms “contribution” or “quote” tend to
be used in social insurance rather than “premium”, “tariff”
or “price”; “contract” instead of “policy”; “accident” or
“disease” instead of “casualty”, etc. 

However, in order to widen the basis for discussion and 
to encourage wider participation in current and future
debates, general insurance terms are used here. 

Finally, as with any other cases where multiple solutions
are possible, this attempt to analyse different models that
incorporate economic incentives through the tariff must
take into account each system’s individuality. The develop-
ment of each system will consequently benefit from shar-
ing rather than comparing experiences.

Financing of workers’ compensation insurance has to
create not just an adequate balance between premium and
insured risk; it also has to provide economic incentives in
order to

– guarantee financial stability for the insurance 
dynamics, and 

– promote prevention, i.e. reduce the frequency and
severity of occupational accidents and occupational
diseases.

Economic incentive is defined here as any bonus-malus
model, tariff re-grading, application of deductibles, etc.
that can affect the workers’ compensation insurance value
as initially calculated.

This paper presents the results of an analysis of ten workers’
compensation models – Germany, Argentina, Belgium,
Colombia, China (Hong Kong), Denmark, Finland, France,
Italy and Norway – and highlights the elements we con-
cluded were important in designing and implementing
pricing systems and economic incentives.

The tariff re-grading system currently under discussion in
Colombia was taken as the starting point. The situation of
workers’ compensation insurance in Colombia is similar to
that in other countries and can be very useful in reviewing
economic incentive schemes elsewhere. 

Introduction
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The government periodically allocates economic activities
to five different classes, each of which has a quote range,
with an initial tariff or so-called “initial value”. Depending
on occupational accident and disease rates, among others,
tariffs can be up- or downgraded, but always within the
same class, a matter currently under discussion (see table
below). 

The law distributes the tariff as follows:

– 1% goes to a state-run fund earmarked for promoting
research into risks leading to occupational accidents and
occupational diseases.

– 5% goes to insurer-developed activities aimed at boost-
ing prevention among the insured population.

– 94% goes to payment of benefits in kind (including some
activities for preventing occupational accidents and
diseases), cash benefits, several kinds of reserves, and 
to cover the running costs of the insurer.

Reform of workers’ compensation insurance in Colombia
was part of the social security reform undertaken in 1993,
further shaped into its current structure in 1994 through
regulation. 

The reform allowed state-regulated and controlled compe-
tition from private insurers in a scheme shared with public
carriers in the area of occupational accident and occupa-
tional disease insurance.

Every employer must pay authorised insurers for workers’
compensation coverage of each of its workers. Some self-
employed workers can insure themselves on a voluntary
basis subject to compliance with certain state-regulated
requirements. 

Employers are free to choose an insurer. The contract
terms, as well as cash benefits and benefits in kind follow-
ing occupational accidents or diseases, are defined by law. 

The tariff is calculated as a percentage of the total payroll
value. It ranges from 0.348% to 8.7% and depends on the
employer’s area of economic activity.

Overview of the workers’ compensation system in Colombia

Workers’ compensation insurance tariff system in Colombia

Values as payroll percentages
Minimum Initial Maximum

According to economic activity value % value % value %
Class I 0.348 0.522 0.696
Class II 0.435 1.044 1.653
Class III 0.783 2.436 4.089
Class IV 1.740 4.350 6.960
Class V 3.219 6.960 8.700
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Development of economic incentives must be supported
by actuarial calculations that are realistic and solid enough
to be able to support different scenarios in respect of loss
ratios and competition (in those models where compe-
tition does exist). 

Stability 

An economic incentive model that is subject to multiple
modifications in a short period of time will not only 
weaken the credibility of workers’ compensation insurance
but also affect the development of the insurance itself.
System instability would have an impact on tariffs and also
affect the ability of the workers’ compensation system to
promptly react to the application of incentives. 

The following features are considered to be important in
designing and implementing pricing systems and eco-
nomic incentives in workers’ compensation insurance 
(see Figure 1): 

Reliability

Any economic incentive mechanism must be reliable.
Given the number of stakeholders participating in a work-
ers’ compensation system, a lack of trust in the mechanism
could therefore end up derailing the total process. 

Three elements indispensable to ensuring trust in the
instrument cannot be overlooked in designing economic
incentives for workers’ compensation insurance: 

– Participation of every single stakeholder can be regarded
as a guarantee that different points of view and every
objective will be taken into account.

– Adequate disclosure of each design process phase, even
well ahead of its implementation, will ensure awareness
in society and among future users of the incentive. 

– The clearer and simpler the formula designed for the eco-
nomic incentive and its application process, the easier its
implementation, supervision, and control will be. 

Technical feasibility

The purpose of creating economic incentives cannot be to
drive tariffs below their technical feasibility. This would
make no sense, either from the technical or social per-
spective. 

Basic design features

Figure 1: Basic characteristics of economic incentives design

Three elements are indispensable in order to ensure trust in the instrument.

Long-term view
Compliance with social
and financial objectives

Actuarial bases
Simulations

Participation
Disclosure
Clarity

Stability

Technical viability

Reliability
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Our analysis showed that different characteristics affect
tariffs and thus the operating stage of economic incen-
tives. Even though the list of characteristics provided is far
from exhaustive, it should suffice to stimulate discussion
(see Figure 2).

Although equally important to whatever type of insurance
activity, these characteristics are especially relevant to
workers’ compensation insurance. They show how sensi-
tive workers’ compensation insurance can be when it
comes to the design of tariffs and to the application of eco-
nomic incentives without taking major additional consider-
ations into account.

Highly regulated 

In every country analysed, the law defines what some or all
of the following elements are: occupational accident, occu-
pational disease, tariff, benefits, policyholder, insured, and
beneficiaries. In this way, and depending on each country’s
level of regulation, workers’ compensation insurance policies
can be totally standardised, in which case the only differ-
ence for competition, where it exists, is quality of service.
This scenario can entail very high legal risks. Unexpected
interpretation of regulation, or changes in the law can
affect the premium level necessary for future coverage and
play a crucial role in the design of economic incentives. 

Design of economic incentives

Highly regulated

These characteristics are especially relevant to workers’ compensa-
tion insurance, and they show how sensitive workers’ compensation
insurance can be when it comes to design of tariffs and to application
of economic incentives.

Figure 2: Factors affecting tariffs and economic incentives

Collective and
mandatory
nature

Automatic
recognition

Risks covered

Long term

Coverage
conditions

External factors

Information
systems

Financing model
and presence or
absence of
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Supervision,
control and
coordination

Special funds

Tariff sufficiency
and other
considerations
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The collective and mandatory nature of the insurance, in
addition to having social repercussions, puts an extra and
important demand on policy management. Some eco-
nomic sectors with a very high worker turnover (e.g. con-
struction, temping agencies) and/or very sensitive to eco-
nomic and seasonal cycles (e.g. agricultural and retailing)
are calling for the implementation of strategies that will
guarantee adequate inclusion of workers and sufficiency of
the data gathered in order to create certainty in claims that
might arise from occupational diseases 30 years after the
policy has been taken out. 

Automatic recognition

In principle, there is no need to demonstrate the employer’s
responsibility before the workers’ compensation insurance
issues the benefits. However, in several systems the
worker’s fault may relieve the employer and insurer of any
liability. 

The aim of automatic payment is to avoid unnecessary
litigation by victims of occupational accidents or diseases
who will settle for limited benefits.

Based on the above, it can be concluded that in principle
the aim of this insurance is to replace income rather than
to compensate damage. Therefore, its social characteristic
is widely recognised as an essential component of work-
ers’ compensation insurance.

Hence, in defining economic incentives, certain variables –
additional to the financial effect – exist that must also be
taken into account. 

Risks covered 

In many countries, the same insurer provides occupational
disease and occupational accident insurance through one
and the same policy. In other words, the tariff covers con-
tingencies arising from both risks. This is the case in most
monopolistic systems, as well as in Colombia, Chile, Nor-
way, and Peru, countries where there is competition
between private or mutual insurers.

This approach is not a component of all workers’ compen-
sation insurance models. In various countries, the risk tariff
for occupational accidents is separated, partly or totally,
from occupational diseases, and the latter is financed and
insured in a different manner (see following table).

Any change in the law should immediately lead to analysis
of sustainability and viability of proposed incentives. It is
accepted that such changes can have a positive or negative
impact on workers’ compensation insurance premiums,
therefore affecting initial assumptions regarding the
design of economic incentives.

Changes can have a positive or negative impact 

In Portugal, the basis for calculating discount rates in
claims reserving was changed, thus affecting the figures
with respect to loss ratios.

In Argentina, over a two-month period the courts ruled
three times on issues directly related to workers’ compen-
sation insurance, undermining the current system’s struc-
ture and leading the government to rethink the insurance
structure.

In Denmark, some illnesses previously considered
occupational diseases were reclassified as occupational
accidents, thus transferring responsibility from the occu-
pational diseases fund to the insurers responsible for
occupational accidents.

A collective and mandatory nature

The employer as the policyholder must insure every
person working for him. However, there are different
approaches in the case of independent workers (i.e. work-
ers who develop some economic activity autonomously,
and at their own risk). The term “independent” does not
have the same meaning in different workers’ compensa-
tion systems, however, and somebody considered inde-
pendent in one country might not be regarded as such in
another. In some countries, they may qualify for participa-
tion but not in others; where they do qualify, participation
is mostly voluntary.

Public sector workers are not always subject to the same
rules or insured under the same scheme as private sector
workers. In some countries, they either have an independ-
ent scheme or they have no workers’ compensation sys-
tem at all. The same holds true for the so-called special
regimes, common in the agricultural and maritime sectors.
Also worth bearing in mind is that certain sections of the
working population are normally excluded from the WC
insurance coverage, as is the case with the armed forces. 
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“Long term” also refers to the pay-out patterns. Most
workers’ compensation insurances recognise economic
benefits in the event of disability or death, and compensate
them in the form of pensions, lump sums based on the
calculation of a life annuity, or a mixture of both. This in
particular places considerable social responsibility on
workers’ compensation insurance and demands a high
degree of care in terms of financial management. 

“Long term” is a challenge

As a result of the above, today’s discounts can erode long-
term payments, even those still unclaimed, and factors
such as technical reserves for incurred but not reported
claims (IBNR) should play a significant role in the design 
of economic incentives.

Coverage conditions

Insurance for independent workers and their economic
incentives

The issue of independent workers has also been a matter
of discussion. Several countries where independent
workers are accepted (mostly on a voluntary basis) have
problems with tariff calculation, and on a larger scale, the
calculation of economic incentives. 

On the one hand, it is hard to establish minimum preven-
tion standards for this section of the workforce or to
determine whether the word “standard” applies to such 
a heterogeneous group. On the other hand, because the
likelihood of industrial accident or disease is much more
aleatory within this group, trying to come up with technical
incentives without distorting the fundamental mechanism
of insurance poses a challenge.

It can then be assumed that the economic incentive design
in workers’ compensation insurance systems like that of
Colombia – where short-tail risks (occupational accidents
and some occupational diseases) and long-tail risks (the
majority of occupational diseases) come under the same
tariff – cannot be the same as in Belgium, where insurers
cover occupational accidents but not occupational dis-
eases.

In other words, in models like the Colombian one the
dynamics of economic incentives should be able to reflect
short-term and long-term risks without affecting the finan-
cial sustainability of the insurance system. 

Economic incentives should be able to reflect short-term
and long-term risks

What would happen if we were to take only short-term
risks into account and grant discounts in tariffs over
several periods by means of tariff re-grading, and years
later, due to the effect of latency periods, a large number 
of occupational disease claims appeared? Discounts for
positive performance of occupational accidents would
erode tariffs in the occupational diseases component,
putting at risk the technical solidity of the tariff and the
benefits for victims of occupational accidents or diseases. 

Long term 

The long-term concept for claiming is of special interest.
While it is true that the statute of limitations applies in
most countries, in many cases the term starts from the
date of the accident. This is far from clear with occupa-
tional disease, because once past the latency period, which
can be 40 years or longer, some legislations assert that the
statute of limitations applies from the moment the occupa-
tional disease is diagnosed. 

Insurance of occupational diseases and accidents

Country Partially or totally Comments

separated

Belgium Totally Insurers cover the occupational accidents risk. A state fund (“Fonds des maladies professionnelles”) 

is responsible for occupational diseases coverage. 

Denmark Totally Occupational diseases fund administered by a three-party body. Occupational accident is covered

directly by insurers.

Argentina Partially Fund to cover hypoacusia and new occupational diseases (diagnoses considered as new diseases).

Occupational accidents and occupational diseases included in a list are directly covered by insurers.

China (Hong Kong) Partially Fund to cover hypoacusia and pulmonary diseases. All other occupational diseases and occupation

al accidents are covered by insurers.

Spain Partially “Mutuas” withhold part of occupational diseases through “accident-disease” figures. Occupational

diseases included in a list are paid via a public fund.

In some countries occupational diseases are separated, partially or 
totally, from occupational accidents. 
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External factors

External factors include risks leading to accidents or dis-
eases at the workplace that are not clearly covered under
workers’ compensation insurance legislation, for example
terrorism, social violence, and natural disasters. 

These external factors are particular in that they do not
relate to the enterprise’s economic activity so that low-risk
economic activities can be affected in the same manner as
high-risk economic activities. 

External factors indiscriminately affect different types of
economic activities

Although there is still some dispute as to whether the con-
sequences of terrorist acts can be considered occupational
accidents or occupational diseases, the fact is that external
factors indiscriminately affect different types of economic
activities, irrespective of whether the risk level is high or
low and whether or not they relate to the tariff.

The 9/11 terrorist attack on the World Trade Center in the
USA affected mainly office workers, who are normally
rated as low risks in most workers’ compensation systems.

Information systems

Every system analysed evinced the need for a good infor-
mation system, not just for the insurer, but also for the
regulatory and supervisory bodies. The lack of adequate
statistics or identification data can result in mistakes when
providing tariff discounts or loadings. A reliable informa-
tion system would have to be based on standardisation of
definitions and of some procedures. 

For discounts, claims statistics should be kept not just by
calendar year, but also by underwriting year of the policy, 
a condition not met by every system. 

Financing model and presence or absence of competition

There is a great difference between designing economic
incentives in a monopolistic system and in a market in
which multiple insurers compete against each other. In the
former, the insured plays a passive role and therefore
discounts on premiums are considered discretionary. In
the latter, the insured is much more active in the market,
thus generating additional pressure that can lead to
discounts with the potential to jeopardise the system’s
technical feasibility. 

Some additional elements that can also affect the adequate
design and implementation of economic incentives in
respect of this section of the workforce are: the high
turnover amongst different economic activities, its nearly
24-hour exposure, and quite commonly, its lack of perma-
nency in workers’ compensation insurance, due to its inter-
mittent participation in the job market.

The search for a solution that would include independent
or autonomous workers in workers’ compensation
schemes represents an important challenge for designing
economic incentives not just in terms of financial analysis
but also of social balance. 

Special regimes and mobility

The economic incentives of workers’ compensation insur-
ance cannot be regarded in isolation from the way in which
some groups of the workforce are specially insured under
workers’ compensation insurance (i.e. public sector, agro)
or from interactions with other types of social insurance. 
A part of the importance of these interactions stems from
the mobility in the working population and in the condition
of the enterprises. For example:

– What becomes of previously public enterprises that are
privatised and change from a special regime to general
workers’ compensation insurance? In terms of occupa-
tional diseases, what happens when the bulk of the tariff
was paid to the special insurance regime, and how can
economic incentives be applied? 

– What are the implications if, owing to labour flexibility,
workers covered by a special social insurance regime get
new coverage from the general coverage workers’ com-
pensation insurance? Should the same assumptions
operate for economic incentives?

Mobility can affect economic incentives

In Norway and France, for example, the agricultural sector
has a social insurance model different from that of the rest
of the population. The same holds true for the public
sector, which in most cases has conditions that differ from
those of the rest of the population.

In Colombia, a special regime exists for the armed forces,
the state oil company, and teachers hired by public
schools.  
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Special funds 

These funds are part of several systems, independent of
whether private participation is allowed or if the workers’
compensation system is completely public. They allow the
specific insurer to pass some risks to a fund that manages
their coverage subject to compliance with certain pre-
requisites. 

The presence or absence of special funds is an additional
element in designing economic incentives, since this
allows other mechanisms, at least initially outside the
insurance company itself, for insuring some specific risks.
If the solution of providing special funds is mishandled,
this can nourish unfair competition by allowing insurers
further flexibility to compete. However, it has been argued
that special funds can help to balance risks within a single
insurance company, preventing tariff regrading from
having a heavy impact on the behaviour of the general
portfolio.

Residual markets mechanism should be taken into
consideration

In several of the countries analysed (like Germany,
Argentina, Denmark, Finland, and Colombia), insurers
have to take all types of risks, i.e. risk selection is clearly
prohibited. 

But other models exist (as in Belgium and Norway) where
risk selection is allowed; risks are covered by a specially
earmarked fund known as the residual market mechanism
or fund of last resort.

Some others models like in Hong Kong allow risk 
selection under free pricing, but there is no residual 
market mechanism.

Tariff sufficiency and other considerations 

As mentioned above, the purpose of creating economic
incentives cannot be to drive the tariff below its technical
feasibility. Technically and socially this would make no
sense. Hence the importance of taking good care of tariff
sufficiency and making sure discounts do not distort the
fundamentals of insurance. 

Fixed basis

Economic incentives exist here, but a mechanism is
created with a net tariff – unaffected by discounts – that
must be sufficient to support the respective expected
scenario of claims for such net tariff. 

In pay-as-you-go systems without any claims reserving
mechanism, a lack of foresight with regard to future
expenses can generate errors in calculating future obliga-
tions as well as in granting discounts on incomplete
assumptions. With the full claims reserving method, how-
ever, the excessive calculation of reserves can be a hurdle
to granting discounts. 

In markets where competition among insurers exists, there
is the question of the extent to which economic incentives
can turn into a competition variable among insurers, thus
giving rise to unfair competition.

Different basis depending on the financing and
competition model

Private and public insurers in Colombia compete against
each other. Most of them use the fully funded method,
some the pay-as-you-go system.

How the formula for applying economic incentives should
be designed is a matter of discussion, because the calcula-
tion of loss ratios for companies operating the fully funded
method cannot be the same as for those using pay-as-you-
go models.

Supervision, control and coordination

Irrespective of the model (competitive or monopolistic)
used, supervision and control mechanisms must be
tightened when implementing economic incentives. The
more freedom and/or discretion the insurer has in handling
economic incentives, the greater the scope for error. 

Furthermore, different government entities participate in
the workers’ compensation systems, making adequate
coordination among these entities all the more crucial in
order to avoid excesses or deficiencies in the design,
execution and control of economic incentives. 

Shared responsibilities among government institutions 

Normally the Ministry of Labour and Social Affairs (in
some countries called the Ministry of Social Security or
Social Protection), is responsible for operative supervision
of insurers; in some others it is the Ministry of Health and
Social Affairs, while the Ministry of Revenues or Finance 
is responsible for their financial management.

Specific additional entities for supervision and control,
which can be specific for the workers’ compensation insur-
ance sector or for insurance in general, can co-exist.

Some countries have an independent Ministry of Health
that is responsible for regulating and supervising every
activity related to health benefits that the insurer must pro-
vide to workers who are victims of occupational accidents
or diseases. 
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Different ways of pricing and of applying incentives:
Finland and France

In Finland, enterprises that paid under €20,000 for workers’
compensation insurance in the year 2000, and/or those
enterprises with a payroll under €1.5m pay a tariff between
0.3% and 4% of their payroll, depending on the risk type,
and they are not subject to surcharges or entitled to
receive investments in prevention from the workers’
compensation insurers.

In France, enterprises with fewer than ten workers are
covered through the “collective payroll” mechanism, and
no calculations associated with individual casualties are
applied. 

Temporary basis for the calculation

In order to calculate economic incentives, many systems
assess the individual performance of the enterprise or sec-
tor in previous years (three to five years) mainly by sys-
tematically analysing accident rates. They generally fail to
take insufficient account, if at all, of occupational diseases
rates.

It is important to point out that no consensus exists as yet
regarding the best period of time for the analysis, but
everybody agrees that the greater the period, the more
accurate the calculation of economic incentive. 

Different ways of pricing and of applying incentives: Italy

In Italy, the model applied includes two analysis periods:
The first period comprises the first two years of analysis in
which a 15% discount applied to the premium can be
obtained if the employer shows compliance with work-
place health and safety regulations. The authorities can
claim back the discount retroactively from the employer,
plus corresponding fines if a new visit by them shows that
compliance conditions no longer exist.

The second period of analysis starts the third year, when
the employer can obtain an additional bonus by two
means: one, by demonstrating implementation at the
workplace of at least three health/safety-related activities
beyond minimal legal requirements. The discount thus
earned is calculated by taking into account the enterprise’s
number of workers. The other means relates to the claims
levels: discounts are calculated by taking into account the
claims-generated level of expenses and the size of the
enterprise, the time base for calculation being no less than
one and no more than three years. 

In this way, several countries choose to impose standard
values on certain tariff factors for every insurer, either by
setting fixed percentages or administration ceilings. On
this basis, each insurer can add its own variables.

Different options related to premiums with a fixed basis
affect the application of incentives, since they are simply a
new way of setting a corridor for the tariff, from which the
insurer in principle cannot deviate. This is not always the
situation with those systems where the tariff is completely
unrestricted (like in Hong Kong), and where discounts or
surcharges have more freedom. 

The presence of a pre-defined tariff or established rules for
calculating the tariff restricts the behaviour of the insurers,
but does not imply a system free of the risk of granting
discounts that go beyond technical feasibility.  

Different ways of pricing and of applying incentives:
Germany

In Germany, the tariff base is fixed, and it is assigned to
some 600 economic activities. 

The premium bonus or surcharge is calculated by taking
into account the enterprise’s loss ratios over a two-year
period. Parallel with this calculation, also for a two-year
period, the insurer’s total loss ratio is analysed.

These two values, the individual one per enterprise and the
general one based on the total number of employers
insured with the respective insurer, are compared. If the
individual value is between 25% and 100% above average,
a 5% surcharge is applied. If it is in excess of 100%, a 10%
surcharge is applied. 

Size of the enterprise

The question is whether tariff discounts or loadings should
be applicable to all enterprises on an equal basis. In some
countries, small and medium-sized enterprises, or enter-
prises with a certain yearly payroll value, are not consid-
ered subject to these incentives, since the volume paid by
them for workers’ compensation insurance is not enough
for claims coverage. Therefore, their claims are covered by
the solidarity of an insured portfolio, where payment of
some subsidises others. 
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As far as creating incentives for prevention is concerned,
several conclusions have been reached. For instance, it has
been said that well-designed incentives can stimulate pre-
vention by issuing benefits in the short term. The opposing
view is that incentives could divert attention from the
social responsibility of enterprises and have an impact on
the motivated culture of self-care. In addition, it has been
argued that economic incentives, if applied without any
other supplementary measures, could have the opposite
effect of reporting less than the actual number of occupa-
tional accidents and/or diseases.

The extent to which the direct impact of economic incen-
tives on prevention or financial stability can be objectively
evaluated is also a matter of discussion, because incen-
tives are in turn part of a much more global policy that
includes other supplementary activities such as public
health policies, self-care culture, balance against other
social security schemes, the population’s welfare level, etc.
From this it can be concluded that although economic
incentives are important, they are not the only alternative.

Workers’ compensation insurance systems worldwide
have sought different solutions to the question of how
economic incentives can effectively achieve two key
objectives, i.e. 

– guaranteeing financial stability for the insurance
dynamics, and 

– promoting prevention.

With regard to financial stability, it has been said that
economic incentives can foster market development by
allowing adjustment instruments necessary for a highly
dynamic insurance system, such as workers’ compensa-
tion. Others claim, however, that poorly defined economic
incentives can affect the system’s financial sustainability
and solidarity by introducing an element of unfair com-
petition. A poorly defined tool can also hinder access to
incentive in monopolistic systems, where there is greater
risk of excessive discretion; here it can also give rise to a
financial risk, as monopolies might give discounts based
on inadequate financial calculations typically due to the
lack of a claims reserving mechanism in their financing
models.
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If the insurance system’s financial feasibility is put at risk,
other supplementary mechanisms independent of the pre-
mium should be found in order to encourage prevention,
like incentives via taxes, cross-subsidies, sanctions or per-
suasion through other instruments. There must be an ade-
quate balance between the goal of promoting prevention
and guaranteeing that the insurance will fulfil its function
as an aid to victims and their relatives in overcoming the
burdens imposed by occupational accident or disease. 

A lack of consensus in determining the best incentive
model is also observable; the differences between insur-
ance models were shown, as was the possible difficulty in
evaluating the efficiency of these incentives. 

Economic incentives are valuable

It could be concluded that an ideal economic incentive
model should include, in addition to the discussed aspects,
two different scenarios: a short-term and a long-term one. 

The short-term scenario would include most events arising
from occupational accidents and some short-latency occu-
pational diseases, while the long-term one would include
long-latency occupational diseases.

The long-term scenario should be exempt of economic
incentives, because their calculation would be technically
inadequate and would require other supplementary
measures, outside the insurance premium, to encourage
prevention. 

Finally, the presence of economic incentives among the
different models analysed in this paper are a guarantee
that – independent of their objective valuation – they are
acceptable to the different workers’ compensation insur-
ance stakeholders. Efforts to continue the construction of
solid economic incentives will bear fruit, and will help
achieve the system’s financial viability as well as compli-
ance with the social objective of this type of insurance. 
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While closely monitoring developments, Munich Re
decided to establish a centre of competence with global
responsibility and dedicated specifically to this line of
insurance. Since this Centre of Competence for Workers’
Compensation functions, in part, as an interface for the
kind of reforms mentioned above, there is a clear need to
systematically compile experience, insights and potential
solutions and to share them with other workers’ compen-
sation markets, regardless of whether they are private or
state run. The activities of the centre of competence help to
ensure efficient operations and financial stability for all
concerned. Munich Re regards economic incentives as a
vital success factor in managing workers’ compensation
systems throughout the world; this brochure outlines
some major characteristics affecting tariffs and economic
incentives and proposes a possible solution in order to
better cope with the ongoing challenges.

Centre of Competence for Workers’ Compensation

Governments of many countries are currently considering
reforming or modifying methods of financing the risk of
occupational accidents and diseases. They are seeking
new solutions and additional alternatives in which private
insurance companies can play a part. The reasons for
government interest in reforming occupational accidents
and diseases insurance are diverse: constraints limiting
the national budget, the opening of the market as a result
of liberalisation measures or, occasionally, merely the
hope that the private sector can support systems in better
meeting current and future challenges arising from occu-
pational diseases and accidents.
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