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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 allow private
participation or are state run. The activities of the centre of
competence help to ensure efficient operations and finan-
cial stability for all concerned. This brochure outlines the
different mechanisms for employers who have difficulties
obtaining insurance in the regular market of workers’ com-
pensation insurance and also shows what happens when
an employer has failed to take out insurance coverage for
this specific risk.

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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America (USA), with 50 states and the District of Columbia,
has 51 different systems – of which 45 allow private par-
ticipation. Of these, five states were selected: California,
Florida, New Jersey, New York and Texas. Our analysis
does not cover all of the markets around the world. How-
ever, the systems chosen represent an interesting mix that
should allow some reflection and provoke discussion on
the topic. 

Definitions

Highly exposed risks refer to:

– Risks pertaining to any economic activity or occupation
where the probability of occurrence of an occupational
accident or occupational disease is higher than for 
other ones 

– Employers whose loss ratio(s) for a specific period is
(are) considered to be above the loss ratio average of the
portfolio of the insurer, industry sector or the market 

Uninsured risks refer to those employers that fail to take
out workers’ compensation insurance or simply stop
paying, though insurance for occupational accidents and
occupational diseases is normally compulsory.

Workers’ compensation insurance (occupational accidents
and occupational diseases insurance) is frequently con-
sidered to be part of social insurance and thus part of the
system providing welfare to a specific society. Therefore,
workers’ compensation insurance strongly focuses on
insurance coverage for the whole working population of a
country in a fair and efficient manner. Various alternatives
have been developed in order to meet this challenge,
resulting in many different workers’ compensation models
across the world. One way of classifying workers’ com-
pensation models is to consider whether insurers (public
or private institutions) are allowed to compete (see table
below). Although attempts to classify are subject to certain
restrictions, they at least offer the possibility of grouping
together systems that share common features. This pub-
lication does not intend to discuss either all of the features
found or the convenience/inconvenience of competition;
instead, it aims to reflect on how workers’ compensation
systems that allow competition cope with the challenge of
providing insurance coverage to a working population. In
particular, the focus will be on residual market mechanisms
(used to cover highly exposed risks) and uninsured risks.

This analysis concentrates on countries where private
insurance companies are allowed to participate in the
workers’ compensation system. For this purpose, the focus
was on all European workers’ compensation markets
allowing private insurance participation, as well as on the
Latin American markets of Colombia and Argentina. From
the existing markets where private participation is allowed
in Asia, we selected Hong Kong (China). As the largest
workers’ compensation market, the United States of

Introduction

Examples of systems where competition exists 

Private institutions Public and private institutions Semi-public or semi-private 
institutions

Argentina California (USA) Chile
Belgium Colombia Spain
Denmark New York (USA)
Finland Texas (USA)
Hong Kong (China)
Norway
Portugal
Singapore

One way of classifying workers’ compensation 
systems is to consider whether insurers 
(private or public institutions) are allowed 
to compete. 
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As stated, the definition of highly exposed risk is dynamic,
reflecting risk conditions within a workers’ compensation
system. This means that what is accepted today as a highly
exposed risk might not be so tomorrow. This dynamic is
precisely a challenge for all workers’ compensation sys-
tems (monopoly as well as competitive ones) especially 
if one considers the balance needed in social insurance
markets among coverage, benefits, and financing (figure
below). 

In other words, there is for instance the challenge of how
to improve benefits without increasing prices (financing)
or without putting at risk the possibility of giving insurance
to the whole working population (coverage). In most coun-
tries, workers’ compensation insurance is normally com-
pulsory, at least for all employers; therefore, the pressure of
taking care of the social insurance balance is even greater. 

The social insurance balance

In social insurance an important balance is 
needed among three variables: insured 
population, benefits, and financing.

When analysing risk classifications in different workers’
compensation systems, one tends to find that each system
has its own risk conditions and risk management approach
to specific economic activities or occupations (for instance
the agricultural industry or physicians). Thus, what might
be considered a highly exposed risk in one workers’ com-
pensation system might not be in another. Furthermore, an
economic activity regarded as a low or medium risk, may
suddenly be recategorised as highly exposed risk, as in the
case of hospitals and healthcare professionals in some
workers’ compensation systems shortly after the emer-
gence of SARS (severe acute respiratory syndrome). 

Highly exposed risks also refer to insurance policies with a
negative deviation in loss ratio(s) when compared to the
average loss ratio of the insurer’s portfolio, industry sector
or overall loss ratio of the market. In calculating the loss
ratio, insurance companies can rely on their own statistics
or use information from an external organisation, i.e. an
independent institution, insurance association or body, or
the government. In this way, systems analyse individual
behaviours of policyholders in terms of the costs of their
own claims and compare these with a reference point. As
for the above situation, this is neither standard nor static.
The parameter defining when loss ratios are negative
enough to be classified as “highly exposed risks” changes
not only from country to country but also within the same
company, depending on the general performance of the
workers’ compensation insurance market (insurance
cycle).  

Residual markets

Worker
Family
Employer

Benefits

Financing
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In Portugal, competition is mainly based on price. Insur-
ance companies can reject the application for workers’
compensation insurance. After the third refusal, the
employer has to go to the Portuguese Insurance institution
“Instituto de Seguros de Portugal” (ISP). The ISP decides
which insurer has to accept the risk. 

Finland, Denmark and Argentina are competitive markets
mainly based on price. In all of them, insurance is compul-
sory for all employers, and antiselection is prohibited. In
Finland, a special provision in the law establishes that the
calculation of the price should be “in reasonable propor-
tion to the costs arising from the insurance”, implying
some special kind of regulation. 

In Colombia, the competition is mainly based on service 
as prices and benefits are currently completely fixed by 
the government. Every employer has to pay authorised
insurers for workers’ compensation coverage of each of 
its workers. As in the other countries mentioned here,
employers are free to choose an insurer, and contract
terms as well as cash benefits and benefits in kind are
defined by law. The system will soon be able to up- or
downgrade the tariff, depending on occupational accident
and disease rates, among others, but always within a
preestablished framework defined by law – a matter
currently under discussion. 

Highly exposed risks pose a challenge to the whole social
insurance balance as they can dramatically burden a
workers’ compensation system as well as a specific
insurance portfolio. Therefore, under competitive systems
alternatives have been worked out in order to cope with
this challenge (see table below). These alternatives can 
be divided in two groups: those with and those without
specific residual market mechanisms.

Without specific residual market mechanisms

As observed, not all competitive markets allow partial or
total risk selection, as is the case in Argentina, Colombia,
Denmark and Finland. In some of the countries where no
explicit residual mechanism exists, free pricing might be
useful to handle highly exposed risks. However, it is im-
portant to note the different models used in Hong Kong
and Finland; in the first, antiselection is allowed while in
Finland it is not possible. These conditions naturally
presuppose different dynamics within the systems. 

Different models, different solutions

The workers’ compensation system in Hong Kong is a
competitive one, mainly based on price. Every employer is
obliged to take out, under the same insurance policy, work-
ers’ compensation and employers’ liability coverage. The
employer is free to select an insurer, while insurers are not
obliged to accept them. There is no explicit residual market
mechanism, so insurance companies handle highly
exposed risks by directly passing the cost of insurance to
the insured. 

Dealing with highly exposed risks in workers’ compensation 
systems where competition is allowed

Residual market mechanism Without residual market mechanism

System where risk selection is Free pricing Regulated pricing
allowed Belgium, California, Florida Hong Kong

New Jersey, New York, Texas
partially allowed Norway Portugal

not allowed Argentina, Colombia
(compulsory acceptance) Finland, 

Denmark

Under competitive systems, different alterna-
tives have been worked out in order to cope
with the challenge posed by the social insur-
ance balance.
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As already stated, these systems do not have a specific
residual market mechanism. However, through free pricing
(albeit regulated) they should have some sort of scope to
handle highly exposed risks. The current situation in
Colombia implies that for the time being insurers have to
rely on the current pricing mechanism, while dealing with
the risks by means of alternative strategies (claims man-
agement, targeted marketing, etc.). 

In principle, there is no need for any residual market
mechanism in systems where insurers are subject to com-
pulsory acceptance, as is the case with monopolies and
some workers’ compensation systems where competition
is allowed. This does not mean that they lack special funds
or special separate workers’ compensation insurance for
specific employee groups. For instance, public sector
workers are not always governed by the same rules or
insured under the same scheme as private sector workers.
In some countries, they either have an independent
scheme or they have no workers’ compensation system at
all. The same holds true for the socalled special regimes,
common in the agricultural and maritime sectors. 

With specific residual market mechanisms

Residual market mechanism, also named shared market 
or market of the last resort, guarantees availability of
coverage under competitive markets, especially in those
markets where insurance companies are allowed to select
risks. Residual markets include government insurance
programmes, pools of insurance companies, joint under-
writing associations, and others. 

Our approach does not regard special risks as part of the
residual market mechanisms. In other words, although
certain risks like terrorism or natural catastrophes might be
pooled under some workers’ compensation systems, this
does not imply a residual market mechanism. The reason
for this is that, whereas these pools retain – partially or
totally – risks affecting the whole insured population, resid-
ual markets are instruments offering insurance to individ-
ual companies which, due to their specific risk profile, will
find it hard to obtain coverage.

Even though residual market solutions can only be found
in competitive workers’ compensation systems, it is also
worth noting that not all competitive models have a resid-
ual market solution. For the residual market, three main
mechanisms can be defined (see table below, left):

– State fund
– Compulsory pool 
– Voluntary pool 

Residual market mechanisms in workers’ compensation
systems where competition is allowed

Residual market
compulsory pool Voluntary pool State fund
Belgium Norway California
Florida New York
New Jersey Texas

Three main mechanisms can be defined in 
order to guarantee availability of coverage under 
competitive markets, especially for those 
markets where insurance companies are allowed 
to select risks.

States with a state-run workers’ compensation fund

Competitive with 
private Insurers Exclusive
Arizona North Dakota
California Ohio
Colorado Washington
Idaho West Virginia**
Kentucky Wyoming*
Maryland
Minnesota
Montana
New York
Oklahoma
Oregon
Pennsylvania
Texas
Utah

State fund pools as a residual market mechanism 
are quite common in the USA. 

* Compulsory for extra hazardous oper-
ations only. Employers with non-hazardous
operations may insure with the state fund
or opt to go without coverage.
** Changes to a mutual company 1 June
2005; Competitive market 1 July 2008
Source: Insurance Information Institute,
New York.
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In Belgium and various states in the USA, there are mech-
anisms that allow the primary insurer to select risk at least
by rejecting the first application/s for workers’ compensa-
tion coverage. Then covered by a compulsory pool, the risk
is spread amongst the licensed workers’ compensation
insurers of the market in question and therefore loses its
possible destabilising character for a single risk carrier.

Compulsory pool as a residual market mechanism

An employer in Belgium who is unable to obtain cover in
the open market  must call on an insurance broker. The
broker forwards the information about the risk to the
Insurance Association (Assuralia). The latter tries to obtain
cover for this risk by sending a circular letter to all 17 mem-
bers of the workers’ compensation division. If they do not
succeed in placing the risk within 15 days of sending out
the request, the dossier will be forwarded to the actuaries
of Assuralia. They define a premium, with a maximum
brokerage charge of 3%, and provide the employer with
coverage via the pool. Approximately 30 policies per year
are covered by the pool.

Voluntary residual market pools differ from the previous
one in that the participation of any workers’ compensation
insurer is voluntary, and therefore the risk is spread only
among the few voluntary participants in the pool. 

Voluntary pool as a residual market mechanism

In Norway, employers looking for cover can go to the pool
(Yrkesskadeforsikringspool) after the third refusal in 
the competitive market. Membership in the pool is volun-
tary and possible for all insurance companies with a
licence for workers’ compensation insurance in Norway.
There must be a minimum of three members to assure the
operation of the pool. In 2004, the pool consisted of only
three members, which were the major players in Norway
in respect of workers’ compensation. The pool issues the
insurance policy and receives a premium calculated by an
actuary of one of the member companies. The participation
in the revenues and expenses are split proportionately.
There were just a handful of rejected risks covered by this
pool in 2004.

State funds are pools administered by any type of govern-
ment institution or state agency. The financing mechanism
and the system of private participation differ from model
to model. The options range from completely independent
market funds to state funds. The same applies to competi-
tion. In some cases, state funds are in open competition
with the private insurers; in others they act as a pure resid-
ual market mechanism. These state fund pools are quite
common in the USA (see table on page 5, right).

State funds as a residual market mechanism 

In California, the state fund provides employers with
coverage in competition with the private insurers. How-
ever, whenever a private insurer refuses a risk, the fund 
is obliged to provide coverage. 

In Florida, the fund is not in competition with the private
insurers, but a Board of Governors comprised of 13 mem-
bers (where ten insurers – five domestic and five foreign
insurers have a seat) is responsible for the supervision of
the fund. It gives coverage to an employer that has been
refused by at least two private insurance companies. 

New Jersey has a model where all licensed workers’
compensation insurers participate in proportion to their
voluntary written premium in workers’ compensation at
government-set rates. In addition, workers’ compensation
insurers can participate in the residual market as members
of the National Workers’ Compensation Reinsurance Pool
(NWCRP).

The state fund of New York offers coverage in competition
to the private insurers, but also acts as a residual market
insurer. By law, the New York State Insurance Fund has 
to offer the lowest possible rate sufficient to maintain
solvency.

In Texas, one of the unique voluntary workers’ compensa-
tion systems, the system also allows competition among
private insurers and the state fund. The Workers’ Compen-
sation Insurance Fund became, in 1994, the state’s fund for
residual market. Under special conditions, the fund has the
authorisation to levy a surcharge on employers in the
residual market. 

Compulsory residual market pools are funds where all the
insurers taking part in the workers’ compensation market
are obliged to participate. There are different ways of
defining the financial contribution for each insurer, i.e.
market share, fixed amount or a percentage of the collect-
ed premium over a specific period. This participation of
private insurers can be on a stand-alone basis, in addition
to the contribution of the policy-holder, or combined with
the support of the state.
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In the markets studied, various approaches are taken in
order to protect workers adversely impacted by uninsured
employers (see table on page 9):

– Compulsory pool
– State fund
– Coverage by employer only

Some systems consider that employers who are not
insured should be completely responsible for all costs
arising from a claim. In addition, they should be subject 
to sanctions (employer alternative). 

Uninsured risks refer to those situations where an
employer fails to take out workers’ compensation insur-
ance or simply stops paying, though insurance is com-
pulsory. For each case, different situations were found in
the systems analysed (see table below).

It is accepted that uninsured risks can add financial pres-
sure to the workers’ compensation systems, as this means
less premium for the system, but also because of arrange-
ments within some systems where the insurance company
has to keep providing coverage even though the employer
has stopped paying.

Different situation for employers in case of uninsured risks

Employers Not covered After a period lose coverage Always covered
Never insured Colombia, Argentina, Belgium, California,

Portugal, Florida, Denmark, Finland, 
Texas New Jersey, New York,

Norway
Stopped paying Florida, Texas Colombia Argentina, Belgium,
while insured California, Denmark, Finland,

New Jersey, New York, 
Norway

Uninsured risks refer to those situations 
where an employer fails to take out workers’ 
compensation insurance or simply stops 
paying. Three situations were found in the 
systems analysed.
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At the same time, controlling uninsured risks is of the
utmost importance as failure to take out this insurance is
strongly linked to social dumping. Uninsured employers
gain an unfair competitive advantage over insured
employers, since they have lower costs and are able to
underbid responsible employers, while employees are
socially and financially disadvantaged.

Uninsured employers are always covered by a state fund

In California, a portion of workers’ compensation pre-
miums paid by employers goes into the Uninsured
Employers Fund, whereas in Florida and Texas the victim
has to sue the employer. New Jersey has a fund financed
by employers.

In Argentina, a fund (“fondo de garantía de la LRT – Ley de
Riesgos del Trabajo”) financed through different sources
without any direct contribution from the insurance com-
panies is responsible for compensating victims of occupa-
tional accidents or an occupational diseases in cases
where the employer is declared insolvent.

The FAT (“Fonds des Accidents de Travail”, FAT) in Belgium
acts as an insurer and provides compensation. When FAT
takes over the risk, they try to get the claim reimbursed by
the employer. In cases involving insolvency, FAT is com-
pensated for the burden of claims by receiving a specific
contribution from all registered workers’ compensation
insurers. Another source of income are fines imposed on
uninsured employers. Even without asserting a workers’
compensation claim, FAT can fine the uninsured employ-
ers that do not hold adequate cover for their employees.

Denmark has the National Board of Industrial Injuries
(Arbejdsskadestyrelsen). With an occupational accident
where the employer has failed to take out insurance, the
fund will pay the compensation to the injured person and
subsequently seek reimbursement from the employer for
the amount paid.

Employers are not covered or lose coverage after a 
certain period 

The regulation in Colombia states that where a policy-
holder stops paying the premium for at least two con-
secutive periods, the insurer providing coverage should
continue protecting the employee. However, if there is an
occupational accident or disease, the insurer is allowed to
recover the full paid amount from the respective employer.
In addition, the employer will be fined. If the employer has
never bought any coverage, he will be solely responsible
for paying out all of the benefits in cash and in kind, with
no recourse to reimbursement from any source. Further-
more, he will be fined.

Texas allows voluntary insurance. Private employers can
decide whether they want to buy workers’ compensation
insurance coverage. In this case, they must notify the
respective workers’ compensation insurance authority and
their employees, but the employer will retain the whole risk.

In Florida, an employee can sue the employer if there is no
insurance coverage for occupational accident or disease.

However, employees should receive the benefits even if
the employer is guilty of misconduct. For this purpose,
some systems have established pools (with or without
private insurance participation) to provide compensation
for the injured employee. Reimbursement of the claim by
the employer is expected. Some of these pools are
financed and/or administered by the insurers, and the
insurers are obliged to participate (compulsory), while
others are financed through direct contributions from the
employers and managed by a state or government agency
(state funds).

Uninsured employers are always covered by a 
market fund

Norway and Finland transfer the risk of being uninsured to
all workers’ compensation insurers via a compulsory pool.
The pools have recourse against the employer. 

Failure to insure employees against occupational accidents
and occupational diseases is normally considered to be
fraud and sometimes carries high fines. However, it is very
difficult to track, as employers are normally responsible 
for buying this insurance. Employees are therefore not
aware if there is no insurance until they suffer an occupa-
tional accident or disease. Nevertheless, there is an
ongoing effort in the different countries analysed here 
to reduce uninsured risks.

Munich Re, Covering just simple risks? Uninsured risks 
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Different possibilities for facing uninsured risks in case 
the employer … 

… has been never insured

Uninsured risks
System Compulsory State fund Employer

pool
Argentina x
Belgium x
California x
Colombia x
Denmark x
Finland x
Florida x
New Jersey x
New York x
Norway x
Portugal x x
Texas x

… stops paying insurance

Uninsured risks
System Compulsory State fund Employer

pool
Argentina x
Belgium x
California x
Colombia x1

Denmark x
Finland x
Florida x
New Jersey x
New York x
Norway x
Portugal x
Texas x

1 Loses coverage after a period

In the markets studied, various approaches are 
taken in order to protect workers adversely 
impacted by uninsured employers: Compulsory 
pool, state fund or coverage by employer only.
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In the presence of competition, risk selection and free
pricing based on loss experience, a residual market mech-
anism also gives the option of coverage to new companies,
which very often lack claims experience. Normally, the
given tariff is better than the one that could be found in the
market, thus responding to the needs of an economy. 

Financial balance within workers’ compensation systems
is also a matter of equalising risks within a market and of
course within a specific portfolio. It is accepted that resid-
ual market mechanisms help to support this balance, as
they allow risk distribution and smoothing of claims
behaviour. However, difficulties might crop up in cases
where the whole workers’ compensation insurance market
financially supports a residual market solution, as the
financial burden of the residual market pool may be
ultimately transferred to each policyholder through a
substantial increase in the prices charged by each insurer.

On the other hand, state fund pool without private insur-
ance participation may exert an unwanted pressure in the
market. Some argue that, if not well regulated, this sort of
pool might be unnecessarily powerful and affect the rules
of competition. 

Final remarks

The reasons for not having insurance for employees are
diverse and not always intentional. It may be that the
employer is not intent on committing fraud but simply
cannot afford the price of insurance coverage, due to com-
petition, free pricing and risk selection. Therefore, a good
residual market mechanism is valuable in that it provides
coverage to the employer and also creates the positive
effect of relieving pressure on uninsured risks pools by
preventing employers using these funds.

It has been argued that with fixed pricing the lack of risk
selection and of residual markets can create disincentives
for prevention: the employer has no meaningful economic
reason to try to limit the severity and frequency of occupa-
tional accidents and diseases. Hence, some workers’ com-
pensation systems accept free pricing. However, free
pricing without a residual market mechanism can be
regressive. In some countries, highly exposed risks are
part and parcel of low-income industries (i.e. small and
medium-sized enterprises in the construction sector).
Keenly competitive pricing could mean that the employer
has to make an undesirable choice in his use of economic
resources between paying the premium for workers’ com-
pensation insurance and for introducing preventive meas-
ures. On the other hand, a residual market that is based on
loss experience and applies higher tariffs than the normal
market might create a positive economic incentive for pre-
vention.

Final remarks and conclusion 
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Residual markets are necessary depending on the model

Where competition is mainly driven by price, and if tariffs
are not meant to be subject to overregulation, there should
be a residual market mechanism to enable employers to
take out insurance. A recommended residual market mech-
anism should be one where private insurers participate. 

Where risk selection is not allowed, there is of course no
need for residual market mechanisms. In this case, the
transparency and regulation of pricing conditions are of
prime importance to prevent putting at risk the financing 
of the workers’ compensation system (frequently found in
monopolies or in competitive markets with fixed tariffs) 
or placing an unwanted financial burden on the employer. 

On the other hand, the conclusions we can draw for unin-
sured risks, specially where employers simply stop paying,
are not so very different from those for highly exposed
risks. In the majority of systems, coverage is guaranteed
through the insurance companies, which can then seek
reimbursement from the employer. If the employer has
never been insured, a fund is often established to provide
coverage, directly financed in the majority of systems by
the employers. In a few cases, private insurance com-
panies participate in these types of fund.

Insurance sector and uninsured risks

It seems that the current approach by the insurance sector
to uninsured risks is adequate, as the market provides
coverage for those who were already insured and simply
stop paying. For those who never took insurance, other
solutions, such as tax-financed funds, market funds or
mixed funds, are viable propositions. 

There are still some unanswered questions, as for ex-
ample: Is the number of uninsured risks higher in markets
with free pricing than in those with fixed prices? Do the
above solutions for uninsured risks promote more unin-
sured risks? Which is the best solution for residual markets
and uninsured risks? These are just some of the issues that
require further discussion. But one can at least accept that,
although there is no standard solution, private insurers
participate in residual market mechanisms and also pro-
vide part of the solution for uninsured risks in workers’
compensation systems where private participation is
allowed.

Conclusion

Highly exposed risks and uninsured risks are not easy to
handle. On the one hand, the idea is to provide coverage
against occupational accidents and occupational diseases
for the whole working population in a fair and efficient
manner. On the other hand, it is expected that there will be
sufficient equilibrium within the social insurance system. 
Some systems regard competition within workers’ com-
pensation insurance as the way forward. For the purpose
of this paper, we deliberately decided not to comment on
the advantages or disadvantages of competition but to
analyse, based on the models of such systems, to what
extent private insurers deal with highly exposed risks and
uninsured risks.

Nine out of thirteen workers’ compensation systems
analysed where private insurers are allowed to participate
can partially or totally reject risks. Seven out of these nine
systems have a residual market mechanism. We should
highlight the situation in Portugal, where it is partially
possible to reject a risk. However, after the third rejection
the “Instituto de Seguros de Portugal” will decide which
insurer has to take the risk. This finding leaves Hong Kong
as the only one where risk selection is allowed and no
residual market mechanism is in place. Nevertheless, one
should bear in mind that in Hong Kong workers’ compen-
sation insurance is combined with employers’ liability
insurance under the same policy, thus creating another
dynamic altogether.

In four of the seven systems supporting residual market
mechanisms, private insurers companies take part in the
funds. Where private insurers do not participate in the
fund, the latter also functions as an insurer in open compe-
tition with the private insurer (Texas, California and New
York). The argument runs that under this sort of model
(public and private participation with compulsory accept-
ance by the public institution and with risk selection by the
private), the financial burden can be better balanced
among the different stakeholders. 

In our analysis, one cannot affirm that private insurers are
merely rejecting risks and completely avoiding the possible
financial burden of the risk. In fact, as seen in nine out of
thirteen systems (though solutions are not standard), the
private insurance market backs highly exposed risks, thus
confirming that “insuring just simple risks” is not a rule. 

However, the question is whether it makes sense to allow
risk selection and consequently to have to set up a residual
market mechanism. The answer should of course be in line
with the basic competitive model of a workers’ compensa-
tion system. For instance, competition might have different
approaches. While accepting that there is no “pure
model”, one might say that in some countries the price is
mainly the driving force, while in others it is quality in
delivering the service or the product itself. 

Final remarks and conclusion
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