The basic concept of various pay-at-the-pump proposals is that part of the mandatory component of automobile insurance liability premiums would be collected as an additional fee
along with each gallon of gasoline. This idea has attracted some support because it appears
to be simple and fair, and it could produce environmental benefits because higher gasoline
prices would reduce vehicle mileage.
Every motorist buys gasoline, proponents of pay-at-the-pump point out. Motorists who buy
the most gasoline are presumed to drive the most and, therefore, to be at the greatest risk of
a crash. These are the motorists who would pay the most for insurance under pay-at-thepump plans, so it's fair. Right? In fact, no. The problem is that, contrary to the claims of its
advocates, pay-at-the-pump insurance wouldn't improve on present insurance systems. It's
basically unfair and could have the unintended effect of compromising safety.
Insurance Risk Factors

The underlying principle of insurance is that the premiums collected should relate to expected losses. Members of groups whose losses are expected to be highest should pay the highest premiums and vice versa. Current insurance systems use various factors - for example
age, sex, marital status, driving record, vehicle type, geographic location, and the amount
and type of driving self-reported by motorists - to identify relatively homogenous risk groups.
But advocates of pay-at-the-pump contend that this system essentially overlooks what
should be an important determinant of insurance expense -

total miles traveled. They

would make this a more important factor by decreeing that, the more gasoline people buy,
the more their insurance would cost. The idea is that drivers with greater exposure in terms
of miles traveled have correspondingly higher risk of getting into crashes.
But it isn't even true that people who buy the most gasoline necessarily drive the most miles.
Motorcyclists, for example, can travel many more miles on less gasoline than drivers of cars
and other vehicles. Furthermore, the number of miles traveled doesn't necessarily predict insurance losses. Other risk factors are much more important. Factors such as age, sex, driving record, type of vehicle, and traffic density are much better predictors of insurance losses
than miles traveled. It's only when these more important risk factors are equal that drivers
with greater exposure in terms of miles traveled have a correspondingly greater opportunity
to be in a crash.

Inauranc:c Inllill:lle for Highway Safety
1005 North Glebe Road, Arlington, VA 22201
July 1995

Some pay-at-the-pump proposals, which recognize there are more important risk factors
than either gasoline consumption or miles traveled, have been modified to add surcharges
and credits to account for these other important factors. But then the initially simple (and invalid) pay-at-the-pump concept turns into a burdensome bureaucratic monstrosity.
Road 'TYpe: Miles traveled by themselves aren't so important largely because not all miles
are the same in terms of crash risk, let alone insurance risk.-Road type counts much more.
For example, California data show that crash risk per mile driven is almost three times higher on nonfreeways than on freeways.1 Whether the road is rural or urban counts, too. It influences whether injuries or only property damage is likely to occur in a crash and, if there are
injuries, how severe they'll be. Fatal crash rates are higher in rural areas where speeds are
faster. Insurance claims, however, are dominated by the relatively minor crashes and the
soft tissue injury claims they often generate, and these crashes occur more frequently in urban areas. Where you drive is thus a more important indicator of risk than how far you drive.
Vehicle Density: The Highway Loss Data Institute (HLDI) is a nonprofit organization that
collects and analyzes information on the insurance losses of various makes and models of
motor vehicles. Data analyzed by HLDI consistently show that insurance losses for both injuries and vehicle damage are substantially higher for vehicles garaged in high-density that is, urban - areas.2 Yet these vehicles travel, on average, fewer miles annually than vehicles. garaged in rural areas.
A HLDI study of injury and collision damage patterns in 12 large metropolitan areas also
shows strong relationships between vehicle densitY and insurance losses. Cars garaged in
central cities generate substantially more injury claims than cars in suburban locations.3 Insurance risk is thus higher for cars garaged in urban areas, even though fewer miles are
driven in such cars.

1 Janke, M.K. 1991. Accidents, mileage, and the exaggeration of risk. Accident Analysis and Prevention 23:183-s8.
2 Highway Loss Data Institute. 1993. Insurance special report: insurance losses by vehicle density, 1990-92 models (A-40).
AI1ington, VA: Highway Loss Data Institute.
3 Highway Loss Data Institute. 1995. Insurance special report: alias of insurance injury and collision losses in large metropolitan areas (A-46). Arlington, VA: Highway Loss Data Institute.
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According to the 1990 Nationwide Personal Transportation Survey, the average miles traveled per driver was 9,027 miles in urban areas, 10,645 miles in suburban areas, and 12,027
miles in rural areas. Yet insurance liability premiums are highest in urban areas where drivers pile up the fewest miles. For example, in central Los Angeles a minimum liability policy
would cost an adult driver with a clean record almost six times more than a similar driver in
Eureka, California.
Look at it this way: A suburban family has two cars with the same gas mileage. One car is
used for daily commuting, and the other is used for suburban trips to stores, school, soccer
practice, etc. Even if the mileage of the second car is greater, its expected risk of generating
an insurance claim is lower than that of the car used for commuting. Uability premiums under current insurance systems reflect this, but pay-at-the-pump plans would mean higher insurance expenses for the car with the lower risk.

Adverse Safety Consequences
Another important concern is the adverse safety consequences that could result from payat-the-pump which would, in effect, reward with lower insurance expenses the owners of vehicles that get the most miles per gallon. This would encourage people to buy and/or maximize their use of smaller, more fuel-efficient - but less safe - vehicles. Lower income rural
residents who put lots of miles on their vehicles and already face higher risk of dying in
crashes, compared with urban residents, would be most likely to make such shifts.
Studies conducted since the late 1950s have shown very strong relationships between vehicle size and occupant deaths and serious injuries

~see

attached bibliography}. These stud-

ies were conducted by a wide range of organizations including the U.S. Department of
Transportation, the University of Michigan's Highway Safety Research Institute, the University of North Carolina's Highway Safety Research Center, Harvard University, the Brookings
Institution, the New York State Department of Motor Vehicles, and the Insurance Institute
for Highway Safety. All have this finding in common: Small cars are less safe than big cars.
HLDI data also show that small cars have far worse insurance claims experience than large
cars. 4 Yet adopting pay-at-the-pump would mean far lower insurance costs for small cars

4 Highway Loss Data Institute. 1992. Insurance special report: trends in injury and collision losses by car size, 1979-89
model passenger cars. (A-39). Arlington, VA: Highway Loss Data Institute.
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than for larger ones. And motorcycles, which are by far the least safe vehicles on the road,5
would generate the smallest insurance payments per mile driven under pay-at-the-pump.
Border Effects

Insurance is regulated at the state level, and minimum mandatory requirements can and do
vary from state to state. Some states require only limited liability coverage, others require
more extensive coverage, and some require no-fault insurance. Some states don't require
any minimum insurance coverage at all but, instead, require uninsured motorists to post a
bond. Thus, base premiums for minimum mandatory coverages vary substantially from state
to state. Under pay-at-the-pump, this would lead to substantial differences in the amount
collected at the pump - differences that would encourage motorists in some states to cross
into other states to buy cheaper gasoline. This would lead to increased travel and, in states
with higher insurance premiums, consumers who live too far from borders to cross for gasoline would have to pay even more for their fuel to make up the shortfall because of those
who do cross borders to buy less expensive gasoline.
Uninsured Motorists

One of the supposed benefits of pay-at-the-purnp is that motorists who currently are uninsured would pay for at least part of their coverage. According to this argument, insured motorists wouldn't have to bear the burden of the uninsured ones, as they do under present
systems. But there's a major flaw because the overall impact of uninsured motorists on existing insurance premiums is relatively modest. Plus, the effect of uninsured motorist coverage varies widely throughout the country and within individual states. This problem is typically greater in urban than in rural areas,6 though rural motorists would pay the bigger insurance premiums at the pump. In largely urban New Jersey, for example, one insurer's semiannual rate in 1993 for basic uninsured motorist coverage was $31.60. In Kansas, the comparable premium for uninsured motorist coverage was only $6.80. What this means is that
rural residents with little exposure to uninsured motorists would pay disproportionately more
for insurance, because of their higher mileage, compared with urban residents who live and
drive where the uninsured motorist problem is greater.
5 Insurance Institute for Highway safety. 1994. Fatality facts: mOlDrcycles. Arlington, VA: Insurance Institute for Highway safety.
6 Insurance Research Council. 1989. Uninsul9d motorists. Wheaton,IL: Insurance Research Council.
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Another Drawback of Pay-at-the-Pump
Most shortcomings of pay-at-the-pump involve equity issues or issues related to occupant
safety. There are more shortcomings, including the addition of new statebureaueracies to
collect and distribute the insurance component of pay-at-the-pump fees. California's Department of Motor Vehicles estimated in 1993 that provisions of a proposed pay-at-the-pump
law in that state would cost $74 million for personnel and equipment without offsetting savings in insurance companies' overhead. In fact, overhead would probably increase.

Conclusion: Abandon Pay-at-the-Pump
A number of fundamental problems plague the concept of pay-at-the-pump insurance inclUding the fact that rural residents, who drive more miles than urban residents but are lower
risk when it comes to automobile insurance, would pay bigger premiums than higher risk urban residents. Plus, high-insurance-risk vehicles like small cars and motorcycles would cost
less to insure than larger but lower risk vehicles.
Pay-at-the-pump could also encourage a shift toward smaller, lighter vehicles to save on
gasoline costs. People in rural areas are most likely to be affected by this - because they
drive the most miles, they would be the most likely to switch to smaller vehicles, which
would increase their already higher risk of injury or death in a crash.
It makes no sense to adopt major insurance reform to address environmental issues unless
the reform first makes sense from an insurance perspective - and pay-at-the-pump doesn't
make sense. It cannot be modified to rectify its deficiencies, and the concept should be
abandoned.
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