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Overview 
• Government decision making 
• Market Economics 101 
• Case studies 



Government decision making 

When insurance is involved, 
Treasury is a key source of 

advice.  



Government decision making 

Well-being is often best served by a 
market-based economy. 



Market Economics 101 

Well-defined property rights are 
an essential ingredient. 

Individuals are assumed to 
have preferences, given they 

are constrained. 



Market Economics 101 
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Market Economics 101 

Inefficiency: possibility of a transaction which leaves 
someone better off without making anyone worse off. 

An efficient market is one where it is not 
possible for someone to be better off without 

someone else being worse off. 



Market Economics 101 
Efficient markets feature: 

– Many buyers and sellers 
– No barriers to entry or exit 
– Information symmetry 
– Well defined property rights 
– Comparable goods 
– No significant externalities 



Market Failure 
Occurs when the market equilibrium price is inefficient 
 
Efficiency is not the same as equity 
 
Inequitable market outcomes do not imply market 
failure 
 
A broader view might consider when commercial 
market reality cannot co-exist with social desirability 



HIH 

The collapse of HIH led to a review of 
liability laws in all states and territories (Ipp) 
 
This was not an intervention in insurance 
markets, rather a revision to property rights 



Medical indemnity market 
Rising premiums threatened withdrawal of 
private medical services 
 
Insurance market had a negative effect on 
third parties not involved in the market 
(future patients) 
 
Aim of the intervention was to ensure 
continuation of private medical services 



Terrorism insurance market 
Supply withdrawn following September 11 
 
Potential negative effect on the economy 
(risk of lenders not financing commercial 
property development) 
 
Aim of the intervention was to ensure 
continued availability of private finance for 
commercial property development 



Conclusion 
Intervention is often intended to increase 
market efficiency  
 
 
Other reasons for intervention (eg to 
address inequity) are less likely to have an 
economic basis 
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