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Liability Insurance and Tort Law
Tom Baker

7

The Traditional View

Liability Insurance
is a secondary,
risk-spreading

Institution.
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A Law & Society Perspective

Liability Insurance
A de facto element of liability.

Limits = caps on damages.
Claims are fitted to coverage.

Makes tort a repeat player game.
Adjusters’ rules are tort law.

Underwriting + pricing 
= deterrence.
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Tort Law
In action, largely a negotiation

over the boundaries of
liability insurance.
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What Drives Tort Losses?

InjuriesInjuries

Injury CostsInjury Costs

Liability InsuranceLiability Insurance

ClaimingClaiming

Legal DevelopmentsLegal Developments

Standard of CareStandard of Care
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Liability Insurance and Tort Loss

Injuries
“That’s where the money is.”

Reporting effects.
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Reporting effects.
Injury Costs

Ex post moral hazard.
E.g. defense costs
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(Soft markets produce

unexpected loss)
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Claiming
No insurance = no claim.
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Legal Developments
Lawyer financing/organization.

The decline of the jury.
Tort reform.
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Standard of Care
Does claiming heighten the

standard of care?
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