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Executive Summary

I.Executive Summary
Each state in the U.S. requires licensed drivers to purchase a minimum amount
of auto insurance to protect themselves and other drivers in the case of an auto
accident. If a driver becomes injured from an accident, they often must sue the
at-fault driver’s insurance company to collect damages, which can be a lengthy
and costly process. In no-fault states, such as Michigan, the right to sue other
drivers is limited because the injured party’s own insurance company pays for
damages. No-fault states require drivers to purchase a minimum amount of personal injury protection (PIP), which covers medical expenses and lost wages
resulting from an auto accident.
Each state varies in the amount of PIP coverage they require drivers to purchase,
ranging from $3,000 to over $50,000. However, if a driver incurs costs beyond
the amount of coverage purchased, he or she must pay out-of-pocket for these
additional expenses. Currently, Michigan is the only state that requires each
driver to purchase lifetime PIP coverage, which provides benefits to pay for reasonable and necessary treatments related to an auto accident. As there are claims
that can be extremely costly, the Michigan Legislature created a non-profit unincorporated association called the Michigan Catastrophic Claims Association
(MCCA), which reinsures auto insurance companies above a certain threshold
($500,000). In exchange for limited PIP liability, each Michigan auto insurance
company pays the Association an annual fee, called an MCCA assessment, for
each vehicle (not driver) they insure. The Michigan Legislature is considering
amending the Michigan Code of Insurance to significantly lower the minimum
amount of personal injury protection drivers are required to purchase. Policyholders would be able to choose from the following levels of PIP coverage for
products and services necessary to an injured person’s care, recovery, and rehabilitation: $50,000, $100,000, $200,000, $400,000, $500,000 and lifetime.

PURPOSE OF REPORT

The purpose of this report is to quantify the effects that the proposed legislation
would have on the output, earnings and employment of Michigan’s industries,
as well as discuss its effects on individuals.

OVERVIEW OF
APPROACH

Our approach considers how the proposed legislation would impact Michigan
based on several assumptions. First, given the odds of severe accidents, cost of
healthcare and choice of PIP coverage, some policyholders will purchase insufficient coverage. Second, under the proposed law, policyholder who purchase
limited PIP coverage will see savings from reduced PIP premiums. We analyze
the extent and frequency of the cost of changes in coverage, including policyholders who will have more disposable income and those who will need to seek
alternative funding. Third, we assume that policyholders who are injured will
have a limited ability to pay for or otherwise procure care and services they
would otherwise have received. This will result in reduced healthcare consumption in Michigan, which will impact industries providing long-term care services.
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OVERVIEW OF
FINDINGS

1. Proposed Policy Change Could Affect Current Catastrophic Claims
Auto insurers in Michigan are currently reinsured for any PIP claim that is catastrophic (above $500,000) by the MCCA. While the proposed legislation does
not change the MCCA’s obligation to continue to provide coverage for its open
claims, it may impact its ability to finance those claims. Although the MCCA is
required to have their annual assessments (premiums) cover the lifetime claims
of all persons catastrophically injured that year, it currently has fewer assets
($11.2 billion) than expected liabilities ($13.6 billion).
Under current law, the MCCA recoups this deficit by adding a “deficit adjustment” to the annual assessment (premium) of each vehicle in Michigan. This
assessment has been applied each year since 2003. Under the proposed policy
change, if policyholders choose less than lifetime PIP coverage, auto insurers
are no longer required to pay assessments to the MCCA on those policyholders’
vehicles.1 This legislation makes it unclear how the MCCA would continue to
fully fund the lifetime coverage promised to those already catastrophically
injured. We discuss this in greater detail in “Effects on the MCCA and Those it
Funds” on page 15.

2. Between 638 and 765 People Who Suffer Injuries of Catastrophic
Cost Each Year Will Have Chosen Insufficient PIP Coverage
The personal injury protection Michigan drivers are currently required to purchase ensures that anyone injured in an automobile accident will have lifelong
sufficiently funded healthcare for those injuries. When given the choice, most
drivers do not consider how much coverage they are getting for the price, just
that they are purchasing the required coverage at the lowest possible price.2
Under the proposed policy changes, AEG estimates between 75% and 90% of
drivers would choose something lower than lifetime PIP coverage, which leaves
a considerable number of people vulnerable to catastrophic costs. See “Buying
Behavior of Policyholders” on page 10. We estimate there would be between
638 and 765 catastrophic claims each year that will have insufficient PIP coverage, which is shown in Table 1 on page 3. Given the amount and type of healthcare and services necessary for these people, alternative funding will be
necessary.

1. H.B. 6094 states that the MCCA’s assessment would be “adjusted to reflect the amount of coverage selected by each member’s insureds.” AEG interpreted this to mean that policyholders
who choose a coverage amount below the MCCA threshold for reinsurance would not be
charged this assessment.
2. In order to gain perspective on the amount of PIP coverage that policyholders purchase in
practice, AEG contacted multiple auto insurers in no-fault states other than Michigan. Auto
insurers estimated that 95% of their policyholders opt for their state’s PIP coverage minimum.
This is further discussed in “Buying Behavior of Policyholders” on page 10.
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Unfortunately, the available alternative sources of funding would provide for
services substantially different than the lifelong and comprehensive medical
care and rehabilitation services covered by PIP insurance. Many of the services
required for recovery are not included in health plans and only minimal medical
rehabilitation is supported by Medicare and Medicaid. This is further described
in “Injured Michigan Drivers Needing Alternative Funding” on page 11.
TABLE 1. Number

of Injured Drivers Who Will Need Alternative Funding

Proportion of Drivers Choosing Less Than lifetime
PIP Coverage a
Number of Drivers Choosing Less Than lifetime PIP
Coverage b
Potential Number of Drivers With Insufficient
Coverage for Catastrophic Medical Expenses c

Low Estimate

High Estimate

75%

90%

6,109,296

7,331,155

638

765

Sources: Michigan State Police, Traffic Crash Facts- Statewide, Michigan Catastrophic
Claims Association Annual Financial Statement FY 2010.
Analysis: Anderson Economic Group, LLC
a. AEG used knowledge obtained from experienced personnel in the insurance industry
to create high and low estimates for the portion of drivers choosing less than lifetime
PIP coverage. See “Data on PIP Coverage and Claims” on page A-1.
b. Estimated by multiplying the proportion of drivers choosing less than lifetime PIP coverage by the most recent number of registered vehicles in Michigan (2009).
c. AEG used 0.01% as an approximation for the proportion of drivers that would make a
catastrophic claim and multiplied it by the number of drivers choosing less than lifetime PIP coverage. See Table 2, “Number of Injured Drivers Who Would Need Alternative Funding,” on page 12.

3. We Estimate That Annual Expenditures of Over $809 Million for Medical Care, Rehabilitation and Post-Injury Care Are At Stake
Last year, auto insurance companies were reinsured for $809,586,065, which
was spent by claimants on healthcare benefits and related losses.3 As people
choose less than lifetime coverage, fewer people who are catastrophically
injured will have sufficient coverage and only a portion of the PIP money will
still be spent on auto injury-related healthcare.
There are certainly alternative methods of procuring care, such as paying out-ofpocket, using private health insurance, enrolling in publicly funded healthcare
or relying on charity to receive services. However, these methods of payment
may restrict choices or be of fixed size such that they limit what services the

3. According to the MCCA over 90% of their costs go to healthcare related expenses. The rest of
these claims are spent on home modifications to accommodate injuries and wage loss.
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person receives; whether it is by choice, program restrictions, or limited
resources.

4. After Accounting for Both Reduced Spending on Healthcare and Premium Savings for Insured Drivers, the Proposed Law Would Result in
At Least 2,500 to 5,000 Fewer Jobs and $70 to $150 million Less
Annual Earnings in Michigan.
In order to estimate the net impact of the proposed legislation on Michigan’s
industries, we considered the two ways that the policy will impact the way
money will be spent:
1.

Less money will be given to policyholders for catastrophic medical
expenses, resulting in reduced healthcare consumption
Given the choice of PIP coverage, there will be some people who under insure
themselves. Our analysis focuses on the changes in healthcare spending related
to catastrophic claims (spending above $500,000). We do not include the cost
to those with inadequate coverage that incur expenses below $500,000. We
also do not take into account foregone tax revenue.

2.

Less money will be spent on PIP premiums, potentially resulting in higher
consumer expenditures
As discussed in “Changes in Insurance Premiums” on page 17, policyholders
who choose the minimum PIP coverage will save between $116 and $137 on
their premiums annually.

Our net economic impact measures the additional economic activity caused by
the proposed policy changes, by measuring the impact of savings on premiums
versus the reduced PIP expenditures on healthcare. Savings in the short run for
policyholders leads to potentially greater costs in the long-run. We estimate that
the proposed policy change will cost Michigan the following:
• Over $209 million in output
• Between $71 and $155 million in earnings
• Between 2,556 and 5,191 jobs

ABOUT ANDERSON
ECONOMIC GROUP

Anderson Economic Group is a research and consulting firm specializing in
economics, finance, business valuation, and industry analysis. The firm has
offices in East Lansing, Michigan and Chicago, Illinois. See “Appendix B:
About AEG” on page B-1.
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II.Personal Injury Protection Liability in Michigan
All states in the U.S. require every licensed driver to purchase a minimum
amount of auto insurance, which is dictated by the state they live in. Those
states that operate under a no-fault system limit a driver’s ability to sue in the
case of an accident, but also require personal injury protection (PIP), which
reimburses medical expenses and lost wages drivers otherwise would need to
sue for. In this section, we describe PIP liability in Michigan and aspects of the
proposed legislation that will change PIP for both auto insurers and drivers.

PERSONAL INJURY
PROTECTION
LIABILITY IN
MICHIGAN

Each state’s auto insurance laws dictate the amount of coverage a driver is
required to purchase. In most states, auto insurance operates under a fault-based
or “tort-liability” system where payments from insurance companies depend on
each driver’s degree of fault. To avoid the cost and complications of legal disputes over claims, thirteen states, including Michigan, adopted “no-fault” auto
insurance. Under a no-fault system, regardless of who is at fault in an accident,
claims are paid to a driver by his or her own insurance company.
Those drivers in no-fault states have limited rights to sue, but are required to
purchase additional insurance, including personal injury protection (PIP).
Should the insured become injured as a result of a car accident, PIP coverage
helps pay for medical expenses and lost wages resulting from the accident. Each
state that requires PIP coverage varies in the amount they require drivers to purchase, ranging from $3,000 to over $50,000. If a driver incurs costs beyond the
amount of coverage purchased, he or she must pay out-of-pocket for these additional expenses.
Michigan currently requires its drivers to purchase PIP coverage that includes
the following:
• lifetime benefits for medical care, rehabilitation, and other types of ongoing

post-injury care;4
• 85% of the injured’s lost income for three years, if he or she becomes unable to

work;5
• $20 per day for three years for replacement services (e.g. maid, gardener, etc) if

auto-related injuries prevent the insured from performing certain everyday
tasks; and
• in the event of death, three years of lost wages for the deceased’s family.

4. Michigan is the only state to require all drivers purchase PIP coverage that includes lifetime
benefits for reasonable and necessary treatments related to auto accidents.
5. As of October 1, 2010, the cap on monthly salary compensation is $4,929.
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These benefits extend to passengers and all family members living in the same
house as the insured, even if they are in another car.
Requiring auto insurance companies to provide lifetime medical coverage to
automobile accident victims essentially makes insurers in Michigan obligated to
pay out catastrophic claims when there is normally a ceiling of liability. Initially, insurance companies had difficulty obtaining reinsurance because of the
lifetime medical benefits Michigan included in its no-fault policies. To solve
this problem, the Legislature added Section 3104 into Public Act 136 of 1978,
which created the Michigan Catastrophic Claims Association (MCCA). This
nonprofit reinsures auto insurance companies, so that, essentially, insurers are
only liable to each policyholder up to a certain threshold.

MICHIGAN
CATASTROPHIC
CLAIMS
ASSOCIATION

The MCCA is a non-profit unincorporated association established on July 1,
1978 by the state legislature. The MCCA reimburses auto insurance companies
for each PIP medical claim paid in excess of a certain threshold, which is currently $500,000.6 Thus the MCCA limits the amount of liability an auto insurer
in Michigan must undertake for each of its claimants.
In exchange for limited PIP liability, each Michigan auto insurance company
pays the Association an annual fee, called an MCCA assessment, for each vehicle (not driver) they insure.7 The MCCA is required to assess an amount each
year that is sufficient to cover the lifetime claims of all persons catastrophically
injured in that year. The assessment for each car is the same and is currently
$145.00 per vehicle.8 Each assessment is broken into three parts: the pure premium, the deficit adjustment (or surplus) and a small administrative fee. The
pure premium is the actual cost for each vehicle in Michigan to fund the MCCA
pool. The deficit adjustment is used to slowly recoup the estimated deficit. The
MCCA uses the adjustment for excesses or deficiencies in their current assets or
prior actuarial assessments. We show how the MCCA’s annual assessment has
changed over the past fifteen years in Figure 1 on page 7.9

6. Under Public Act 3 of 2001, as of July 1, 2011, the threshold was $500,000. Thereafter, beginning July 1, 2013, the retention will be increased each odd numbered year by 6% or the consumer price index, whichever is less.
7. The MCCA also insures commercial vehicles and motorcycles, however this is beyond the
scope of this report, as we limit our discussion to passenger vehicles.
8. The $145.00 assessment is based on the MCCA’s annual actuarial evaluation of investment
return that the fund receives, medical cost inflation, and any changes to coverage. Source:
www.michigancatastrophic.com.
9. We do not include changes in administrative fees because they are such a small part of the total
MCCA assessment (it has never risen above $0.30).
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In the mid 1990’s the MCCA had a considerable surplus and decided to refund it
to policyholders by significantly lowering their assessment to $14.94 (1997) and
$5.60 (1998). The next few years the assessment varied between roughly $100
and $14.10 In 2002 there was no deficit adjustment needed, so the pure premium
and total assessment were the same. Since then the MCCA has added a deficit
adjustment in their annual assessment and currently they have fewer assets than
their expected liabilities.
FIGURE 1.

MCCA Assessment to Michigan Drivers, 1997-2011
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Size of Catastrophic Claims in Michigan
According to the MCCA, the claims they handle are catastrophic and generally
involve injury to the brain, and/or spinal cord, which results in serious and permanent disability. The majority of the injuries claimed to the MCCA are brain
related (48%). Since its inception, there have been 13,038 brain injury expenses
reported to the MCCA.11 Treating traumatic brain injuries (TBI) requires a great
deal of rehabilitation and is costly. Over 30% of the nonfatal TBI hospitalizations involve a motor vehicle accident each year.12 Michigan provides the
10.The MCCA generally plans on recovering deficits through adjustments and premiums over fifteen or twenty years, although it has the option to address their finances immediately with
large deficit adjustments. Source: experienced personnel at the Michigan Catastrophic Claims
Association.
11. Proportion of other injuries by type from inception to June 30, 2010, include quadriplegic
(4%), paraplegic (3%), burns (1%) and miscellaneous (44%). Source: MCCA http://
www.michigancatastrophic.com/LinkClick.aspx?fileticket=h4aZgsphLzs%3d&tabid=2943.

Anderson Economic Group, LLC

7

Personal Injury Protection Liability in Michigan

unique and enviable position that for those people who receive their TBI in an
automobile-related incident, medical and rehabilitation coverage is lifelong and
comprehensive.
Each year, approximately 850 new people are so seriously injured in car accidents that their medical expenses reach over the MCCA’s threshold, thus making it a catastrophic claim.13 The Michigan Catastrophic Claims Association
has had over 25,000 claims reported to them since 1978.14 Last year, the MCCA
reinsured over $809 million to auto insurance companies, which went to the
benefit and loss related payments of catastrophic claims.
Most people do not realize the size and cost of care required following a serious
auto accident, particularly for those with a traumatic brain injury (TBI). Those
who suffer a TBI incur expenses far beyond the $500,000 threshold, especially
over a lifetime. Based on current MCCA estimates, 13,103 claims remain
active, resulting in future lifetime payments in excess of $74 billion.15 The
MCCA’s expected future expenses by component is shown below in Figure 2.
AEG consolidated some of these cost categories for clarity, for a description see
“Data on PIP Coverage and Claims” on page A-1.
FIGURE 2.

MCCA Expected Future Costs by Component
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Analysis: Anderson Economic Group, LLC

12.Traumatic Brain Injury and Public Services in Michigan: Highlights of the MDCH Traumatic
Brain Injury Project: 2007-08. Source: www.Michigan.gov/tbi.
13.850 is the MCCA’s expectation of new claims for 2011 as of April 2011, according to Michigan’s Financial and Insurance Regulation Office.
14. Source: Michigan Catastrophic Claims Association, Claim Statistics, 1978 to 2010.
15. Source: State of Michigan Office of Financial and Insurance Regulation, “Michigan Catastrophic Claims Association”, updated April 21, 2011.
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PROPOSED
LEGISLATION

Beginning as early as the 1950s, policy-makers in Michigan enacted regulations
that have created a unique auto insurance market compared to the rest of the
United States. The insurance code of 1956 revised, consolidated, and classified
the laws relating to insurance and surety businesses in Michigan. In 1972, the
Legislature required PIP medical benefits to include lifetime coverage. By
1978, they created the MCCA. The proposed legislation, House Bill 6094,
amends several sections of Michigan’s insurance code.16
The proposed policy changes no longer require insurers to provide lifetime
medical PIP benefits. Policyholders can choose from the following levels of PIP
coverage for products and services necessary to an injured person’s care, recovery, and rehabilitation:
• Up to a maximum of $50,000
• Up to a maximum of $100,000
• Up to a maximum of $200,000
• Up to a maximum of $400,000
• Current maximum amount of ultimate loss sustained by the insurer ($500,000)
• No maximum (lifetime coverage)

This is also the default if a person does not choose one of the other PIP options.

The limits selected from above apply only to benefits arising from accidents
occurring after the date the limit is changed. Therefore these limits may not be
retroactively applied to any accidents.
The chosen level of benefits continues to extend to passengers and all family
members living in the same house as the insured. However, an individual who
suffers accidental bodily injury while occupying a motor vehicle owned or registered by his or her employer receives PIP benefits in the following order of
priority:
• From the insurer of the furnished vehicle (his or her employer)
• From his or her own policy, from his or her spouses’s policy (or relative living

in the same household)

The bill also adds “amount of coverage” to the list of factors in rate determination. This suggests a person will be charged according the amount of PIP insurance they purchase. Accordingly, the MCCA will only charge auto insurers for
vehicles that choose lifetime coverage.
These changes have the potential to impact insurers in Michigan, policyholders
and several other industries besides insurance, which we discuss in the next section.
16.HB 6094 was introduced by Representitives Lund, Meltzer and Denby on April 29, 2010 and
referred to the Committee on Insurance.
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III.Cost and Effects of Proposed Legislation
In this section we discuss the size of catastrophic claims in Michigan and the
effects the proposed legislation may have on them. Given a choice of PIP coverage, we assume there would be a number of people each year that would underinsure themselves.17 We estimate the number of those people who would need
alternative funding and discuss some of the potential social ramifications of
these choices, such as reduced healthcare consumption. Additionally, we estimate the proposed policy change’s net impact on Michigan’s industries given
the assumption of reduced health care consumption and savings to policyholders from reduced PIP premiums.

BUYING BEHAVIOR
OF POLICYHOLDERS

When purchasing an auto insurance policy, most drivers do not consider how
much coverage they are getting for the price, just that they are purchasing the
required coverage. Additionally, during an economic downturn policyholders
become even more price sensitive. A 2009 study by the Insurance Research
Council found that 28% of Americans reported shopping for lower auto rates
when they normally would not have done so.18 If drivers in Michigan choose
less than lifetime coverage, they are assured savings of at least $145 because of
the foregone MCCA assessment.
In order to gain perspective on the amount of PIP that policyholders purchase in
practice, AEG contacted multiple auto insurers in no-fault states other than
Michigan. Auto insurers estimated that 95% of their policyholders opt for the
PIP coverage minimum required in their state.19 Under the proposed policy
changes, we conservatively estimate between 75% and 90% of drivers in Michigan would purchase less than lifetime PIP coverage.
What remains constant is each year over 800 people in Michigan sustain lifealtering injuries from car accidents. Under the proposed policy changes, a portion of them would be without the lifetime coverage they require. Whether policyholders choose less coverage because they do not calculate the risk, wish to
save on the cost of their premiums, or do not realize the extensive costs that can
be associated with serious auto-related injuries; people would under insure
themselves. This is a considerable problem because the cost of the care provided

17.Based on information from the auto insurance industry on the buying behavior of policyholders, AEG estimates between 75% and 90% of drivers would purchase less than lifetime PIP
coverage. We use 75% and 90% as our low and high estimate throughout this section and in
our analyses of the anticipated impact of the proposed policy change.
18. Source: http://www.ircweb.org/news/IRCEconomicDownturn_042809.pdf
19. Source: auto insurers from other no-fault states with a similar minimum level as the one proposed in Michigan; Minnesota ($40,000), North Dakota ($30,000), and Oregon ($15,000). See
“PIP Coverage Policyholders in Other States Purchase in Practice” on page A-1.
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is catastrophic and some health insurance policies preclude auto-related injuries.20
To put these costs in perspective, intensive care costs can range from $150,000
to $200,000 a week.21 A patient who chose the second highest PIP coverage
available ($400,000) would only be insured up to two weeks, assuming surgery
was not necessary beforehand. A patient who chose $50,000 PIP coverage
would be personally billed for over $100,000 after only one week.
Even if either of those patients qualified for public health services or had private
health insurance (that did not exclude auto-related injuries), they would not
receive the same quality and choice of services as someone with lifetime PIP
coverage. Auto-insurers have very little control over how or by whom a patient
receives their expensive care. This is quite unlike health maintenance, preferred
provider organizations, and Medicaid programs. We discuss this further in
“Effect on Quality of Life for Victims of Auto Accidents” on page 13.

INJURED MICHIGAN
DRIVERS NEEDING
ALTERNATIVE
FUNDING

The personal injury protection Michigan drivers are currently required to purchase ensures that anyone injured in an automobile accident will have sufficiently funded healthcare for those injuries. Under the proposed policy changes,
we assume that a policyholder’s choice in PIP coverage does not impact a
driver’s chances of incurring catastrophic injuries, so statistically, some people
would incur those injuries.
Unfortunately a large number of people would choose less than lifetime PIP
coverage (we estimate between 75% and 90% of drivers), which leaves a considerable number of people vulnerable to catastrophic costs. The majority of
these drivers would not need additional coverage because the costs of treating
their injuries would still be less than their insurance. However some would
reach a level of expenses that qualify as catastrophic (over $500,000).
We estimate there would be between 638 and 765 catastrophic claims each year
that would have insufficient PIP coverage, which would need alternative funding, given the amount and type of healthcare necessary. This does not include
drivers that purchase, for example, $50,000 coverage and suffer expenses of
$200,000. We only examine expenses that reach above $500,000. Our estimates
are specific to catastrophic claims and the costs that would bankrupt most individuals and families. Our analysis is shown in Table 2 on page 12 and further
described in “Alternative Funding” on page A-2.

20. AEG does not estimate the proportion of people that would be affected by this nor do we
attempt to forecast whether health insurance providers would change this policy in Michigan.
21.According to a 2003 Analysis of brain injury patients published in the journal of Archives of
Physical Medicine and Rehabilitation.
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TABLE 2. Number

of Injured Drivers Who Would Need Alternative Funding

Proportion of Drivers Choosing Less Than lifetime
PIP Coverage a
Number of Drivers Choosing Less Than lifetime PIP
Coverage b
Potential Number of Drivers With Insufficient
Coverage for Catastrophic Medical Expenses c

Low Estimate

High Estimate

75%

90%

6,109,296

7,331,155

638

765

Sources: Michigan State Police, Traffic Crash Facts- Statewide, Michigan Catastrophic
Claims Association Annual Financial Statement FY 2010.
Analysis: Anderson Economic Group, LLC
a. AEG used knowledge obtained from experienced personnel in the insurance industry to
create high and low estimates, see “Data on PIP Coverage and Claims” on page A-1.
b. Estimated by multiplying the proportion of drivers choosing less than lifetime PIP coverage by the most recent number of registered vehicles in Michigan (2009).
c. AEG multiplied drivers choosing less than lifetime PIP by 0.01% (the estimated proportion
of drivers in catastrophic accidents). See footnote (e) in Table A-2 on page A-4.

Since 1978, there have been 25,077 catastrophic claims made in Michigan
where auto accident related expenses were above the MCCA’s threshold.22 If
we project our estimates of unfunded catastrophic claims over the same time
period (33 years), it is very close to the same number of claims the MCCA has
reported since its inception, as shown below in Table 3. Note that these estimates assume the number of catastrophic claims would continue to be consistent each year.
TABLE 3. Estimated Number of Michigan Drivers Who Would Have Insufficient

Coverage for Catastrophic Medical Expenses Over Time
Low Estimate

High Estimate

One Year After Policy Change

638

765

10 Years After Policy Changea

6,380

7,650

20 Years After Policy Change

12,760

15,300

21,054

25,245

33 Years After Policy

Changeb

Source: Michigan Catastrophic Claims Association Annual Financial Statement FY 2010.
Analysis: Anderson Economic Group, LLC
a. AEG estimated by multiplying the number of claims after one year by ten.
b. It has been 33 years since the State of Michigan created the MCCA. AEG has used
the same number of years to put into perspective with the number of catastrophic
claims that could be without insurance or funding for medical expenses.

This is a huge unfunded liability, when the MCCA estimates that their current
active claims (13,103) would result in future lifetime payments in excess of $74
22. This is the number of reported claims to the MCCA since its inception. The threshold was
considerably lower initially and has grown over time with inflation and rising medical costs.
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billion. We do not attempt to quantify the actual costs of the catastrophic medical expenses that would no longer by covered by the MCCA, but suspect they
would be greater than $74 billion after 20 years. AEG does not attempt to estimate the value of the healthcare foregone or predict where these people would
receive alternative sources of funding, but we do qualitatively discuss how
funding may affect a person’s quality of life below.

Effect on Quality of Life for Victims of Auto Accidents
Michigan’s current PIP coverage provides lifelong and comprehensive medical
care and rehabilitation services, which is especially important to people who
incur serious injuries like traumatic brain injury (TBI) from an automobilerelated incident. However, alternative sources of funding is substantially different than PIP coverage. Not all individual or employer health plans would provide for all needed services when serious injuries or illnesses occur, as some
policies preclude coverage of auto accident related injuries. Even if the health
plan is without an auto-injury related clause, they may not be eligible for specific health services and rehabilitation. The reimbursement policies of private
insurance companies have been evolving towards cost cutting measures. For
example, in the 1990’s, health insurers altered the average length of stay for
acute hospitalization and rehabilitation from 77 days to 46.23
Limiting care is especially true in the cases of patients needing long-term or
expensive care, such as traumatic brain injury (TBI) patients. The costs for
inpatient acute rehab are over $1,965 a day on average for TBI patients.
Outpatient care can run from $430 to $1,228 a day, depending on the level of
treatment.24 This is why many of the services required for TBIs are not included
in health plans and only minimal medical rehabilitation is supported by
Medicare and Medicaid.25
Additionally the institutional bias among public payers often consigns
individuals with brain injury to inappropriate placements such as nursing homes
and psychiatric facilities that are not set up to provide ongoing rehabilitation
and specialized care for TBI and other long-term injuries. There is a substantial
waiting period for people to gain access to Medicare (generally two years).
23.Source: Kreutzer JS, Kolakowsky-Hayner SA, Ripley D, et al. “Charges and lengths of stay
for acute and inpatient rehabilitation treatment of traumatic brain injury 1990-1996”. Brain
Injury. 2001;15:763-774.
24.Inpatient and outpatient cost of care estimates were according to a 2003 study of brain injury
patients published in the journal Archives of Physical Medicine and Rehabilitation. AEG
adjusted both costs ($1,600 a day inpatient acute rehab and $350 to $1,000 ad day outpatient)
using the Bureau of Labor Statistics’ CPI inflation calculator.
25.Medicare and Medicaid are both public health programs, but designed to serve different populations. Medicare serves seniors and individuals with permanent disabilities who are younger
than the 65. Medicaid serves individuals and families with low incomes and resources.
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There still can be a wait time for Medicaid in addition to the time it takes
individuals to spend down their assets to quality. This creates a problem of
relying on public health programs when there is a lack of health insurance and
high out-of-pocket expenditures. Given the current waiting period, patients are
not ensured access to critical healthcare services, including rehabilitation, which
helps improve health and quality of life. Below in Table 4 we summarize some
of the barriers to healthcare that health insurance and public funding pose.
TABLE 4. Barriers

to Accessing TBI Treatment by Type of Funding

Barriers
Limitations on service scope, duration and intensity

Health Insurance
Policies
X

Public Funding
X

Age Restrictions

X

Injury severity and cause of injury restrictions

X

Bureaucracy and/or paperwork burdens

X

X

Source: Brain Injury Association of America “Traumatic Brain Injury in the United States: A
Call for Public/Private Cooperation”.
Memo: Anderson Economic Group, LLC

It is estimated that almost two thirds of individuals hospitalized for a brain
injury go home with no further medical rehabilitative treatment, which can be
life altering.26 It is possible under the proposed policy changes that funding may
not be the only limitation for patients to receive quality services. If there is a
decline in demand for these services (due to fewer insured patients), there isn’t
the need for the current supply in Michigan. Over time, facilities and professionals that currently provide these services will choose to provide others.
Patients depend on timely quality care to avoid higher levels of disability,
greater durable medical equipment needs, higher long-term care costs and an
increased reliance on pharmacological interventions.27
People who go without proper rehabilitation following TBI report poorer physical and emotional health, compared to those with other disabilities and those
without disabilities. Individuals who live with residual disability following a
TBI often are unable to return to active military duty, productive work, family
responsibilities and their overall pre-injury lifestyles. Societal costs include
transference of burden to federal, state and municipal taxpayers through homelessness, psychiatric placements and correctional sentences. People with TBI

26.Source: Mellick D, Gerhart KA, Whiteneck GG. Understanding outcomes based on the postacute hospitalization pathways followed by persons with traumatic brain injury. Brain Injury.
2003;17(1):55-71.
27. Delayed treatment is correlated with higher levels of disability, needing medical equipment
for a longer duration and reliance on medication. Source: Brain Injury Association of America
“Traumatic Brain Injury in the United States: A Call for Public/Private Cooperation”
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are 66% more likely to receive welfare or disability payments and are four times
more likely to attempt suicide than people without disabilities.28 Other personal
consequences of inadequate access to continued care following a TBI include
depression, substance abuse, and family dysfunction. Without rehabilitation
most people require respite care, which can be especially difficult for most family members and caregivers to access, which can lead to caregiver burnout,
compassion fatigue, and overall lack of quality of care.29
Our discussion above focused on the potential consequences of people incurring
catastrophic injuries without lifetime PIP benefits. Next we discuss how the proposed policy change may impact people in Michigan who have already been
catastrophically injured.

EFFECTS ON THE
MCCA AND THOSE IT
FUNDS

While the proposed legislation does not change the MCCA’s obligation to continue to provide coverage for its open claims, it is not clear how it would impact
its finances. As discussed in “Michigan Catastrophic Claims Association” on
page 6, the MCCA is not a pay-as-you-go operation. Its annual assessments are
required to cover the lifetime claims of all persons catastrophically injured that
year. However, the MCCA is also currently operating at a deficit (they have
fewer assets than expected liabilities). See below in Table 5.
TABLE 5. Simple

MCCA Balance Sheet, 2009 and 2010
FY 2009

FY 2010

$10,159,360,511

$11,214,798,125

Liabilities

($12,563,211,000)

($13,569,472,000)

Surplus (Deficit)

($1,246,161,740)

($2,354,673,875)

Assets (cash and investments)

Source: Michigan Catastrophic Claims Association Annual Financial Statement FY 2010.
Analysis: Anderson Economic Group, LLC

Under the proposed policy changes, the current funding used for catastrophic
claims may be at risk due to the needed deficit adjustment. The MCCA operates
under a traditional “insurance” structure, so most of the funding they anticipate
as necessary is there. However, the current structure also relies on future premiums for the deficit adjustment.
Depending on the proportion of drivers who choose less than lifetime coverage,
we estimate the MCCA would forego between $638 million and $771 million in

28.Source: Silver J, Kramer R, Greenwald S, et al. The Association Between Head Injuries and
Psychiatric Disorders: Findings from the New Haven NIMH Epidemiologic Catchment Area
Study. Brain Injury. 2001;15(11):935-945.
29.Source: Brain Injury Consensus Conference, “Barriers and Recommendations: Addressing the
Challenge of Brain Injury in America,” 2008.
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written premiums each year.30 While the Association would be insuring far
fewer drivers and have a lower risk of pay outs, the drop in collected premiums
would make it very difficult to close its gap in assets and expected liabilities.31
If the MCCA wished to balance its assets and expected liabilities, it could
increase the deficit adjustment or overall assessment substantially. However,
people would likely react strongly to the price increase and choose lower coverage, which would perpetuate the problem until lifetime PIP medical benefits
were no longer purchased or offered.32 If the MCCA cannot recover from their
$2 billion deficit through increased collected premiums or creative investing,
AEG anticipates one of two things would happen to the claims the MCCA is
responsible for:
• The State of Michigan would intercede

The state may choose to provide public funding for all open claims or may be
forced to because those individuals cannot afford the cost of care.
• The auto insurer who is normally reimbursed would incur the loss

Potentially, it would fall back onto the original insurer to support these claims.
Logic suggests that the costs would be spread out and not immediately great
enough that an auto insurer would go out of business. Instead the insurer may
try to recoup these costs by increasing the premiums of other policyholders.

Additionally, the proposed policy change allows the buying behavior of policyholders to dictate how much of almost $810 million would continue to be spent
on PIP-related healthcare.33 We discuss this in greater detail in “Potential Net
Impact of Policy on Michigan’s Industries” on page 22.
Next we estimate the number of injured Michigan drivers who would need alternative funding for auto-related injuries under the proposed policy changes. In
this estimation, we do not assume that any of those people already injured
would need additional funding. Instead our estimation reflects only those drivers who under insure themselves and incur catastrophic costs (expenses in
excess of $500,000).
30.This was estimated using AEG’s low and high estimate for drivers who would choose less than
lifetime PIP coverage.
31. AEG assumes that under the proposed policy change, the MCCA would only collect assessments from drivers choosing maximum PIP coverage (lifelong benefits). The legislation, H.B.
6094, states the MCCA’s assessment would be “adjusted to reflect the amount of coverage
selected by each member’s insureds.” AEG interpreted this to mean that policyholders who
choose a coverage amount below the MCCA threshold for reinsurance would not be charged
its assessment.
32. This scenario would go against the practices of the MCCA over the past 40 years, by attempting to recover large amounts of the deficit instead of using a 15 or 20 year amortization rate.
33. The MCCA paid out $809,586,065 in benefit and loss related payments to PIP claims in 2010.
Source: MCCA Annual Financial Statement, FY 2010.
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CHANGES IN
INSURANCE
PREMIUMS

As we discuss the potential effect these policy changes would have on auto
insurance premiums, we assume that the cost of coverage is directly related to
the amount of coverage a policyholder purchases. Thus, a policyholder’s PIP
premium should be lower than the present, if he or she chooses less than lifetime PIP coverage.

Personal Injury Protection Premiums
Personal injury protection premiums are decided by two entities in Michigan:
Auto insurance companies. Currently, auto insurers assume the risk of insuring drivers up to $500,000. Under the proposed policy change, they would only
be liable for the coverage chosen by the policyholder, which we assume would
be $50,000 for 75% to 90% of policyholders.
MCCA. Currently, the MCCA reimburses auto insurers for claims greater than
$500,000. Under the proposed policy change, the MCCA would no longer collect an assessment from car owners who choose less than lifetime coverage
because they would no longer be responsible for their reinsurance.
We assume then, that PIP premiums would fall by at least the MCCA assessment amount for those choosing less than lifetime PIP coverage. We estimate
the average savings from the MCCA per driver (for those who choose less than
lifetime coverage) is approximately $104 or $105, as shown below in
Figure 3.34 Our full analysis is shown in Table A-1, “Savings from the Michigan Catastrophic Claims Association to Drivers Choosing Less than Lifetime
Personal Injury Protection Coverage,” on page A-3.

34.Note that the MCCA assessment does not apply to every driver, but every registered vehicle.
In 2009 there were approximately 25% fewer vehicles than registered drivers in Michigan.
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FIGURE 3.

Changes in PIP Premiums
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Source: See “Changes in PIP Premiums” on page A-3.
Analysis Anderson Economic Group, LLC

We estimate that the savings from auto insurers would be considerably smaller
and between $12 and $32. We display our full analysis in Table A-2, “Savings
from Auto Insurers to Drivers Choosing the Minimum Personal Injury Protection Coverage ($50,000),” on page A-4.
We assume that under the proposed policy change PIP premiums would fall for
those people who choose less than lifetime coverage.35 Generally, the lower the
coverage a policyholder requests, the lower the cost. We estimate that overall
auto insurance premiums would fall by 11-13% for policyholders who choose to
purchase the minimum PIP coverage offered under the proposed policy
changes.
TABLE 6. Summary

of Potential Changes in Auto Insurance Premiums for Policyholders
Who Purchase the Minimum PIP Coverage ($50,000)

Savings from MCCA Assessmentsa

Low Estimate

High Estimate

$104.16

$105.26

Sources: Michigan Catastrophic Claims Association Annual Financial Statement FY 2010 and the
National Association IC Auto Insurance Database Report Average Premiums and Incurred Losses
(2005-2007).
Analysis: Anderson Economic Group, LLC

35. In the insurance industry, when liabilities are lowered, the potential loss and risk of loss are
statistically lower also. Logically, insurers generally charge less for less coverage.
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TABLE 6. Summary

of Potential Changes in Auto Insurance Premiums for Policyholders
Who Purchase the Minimum PIP Coverage ($50,000)
Low Estimate

High Estimate

Savings from Purchasing Minimum PIP Coverage ($50,000) b

$11.99

$32.17

Total Savings to Drivers Choosing Minimum PIP Coverage

$116.15

$137.44

Decrease in Overall Insurance Premiums by Choosing to
Purchase the Minimum PIP Coveragec

11.1%

13.4%

Sources: Michigan Catastrophic Claims Association Annual Financial Statement FY 2010 and the
National Association IC Auto Insurance Database Report Average Premiums and Incurred Losses
(2005-2007).
Analysis: Anderson Economic Group, LLC
a. Note that all policyholders who chose less than lifetime PIP coverage would receive these savings from the MCCA, not just those who purchased $50,000 of coverage. For full analysis see
Table A-1, “Savings from the Michigan Catastrophic Claims Association to Drivers Choosing
Less than Lifetime Personal Injury Protection Coverage,” on page A-3.
b. For full analysis see Table A-2, “Savings from Auto Insurers to Drivers Choosing the Minimum Personal Injury Protection Coverage ($50,000),” on page A-4.
c. Estimated by dividing the total savings to drivers choosing minimum PIP coverage by the total
average premium in Michigan.

Our estimates are slightly lower than the Insurance Institute of Michigan’s prediction of savings from PIP choice (16%).36 As shown in Table 6, we anticipate
the largest saving would mostly come from not paying the MCCA assessment.
However, we are unsure of how this policy would affect auto insurance premiums overall in the long run. There are other aspects of coverage required under
Michigan’s no-fault that may become more expensive, which we next discuss.

Bodily Injury Coverage
It is conceivable, however, that while PIP premiums would be lowered, auto
insurance companies may choose to increase the cost of other premiums. Given
the increased liability costs related to lawsuits, bodily injury (BI) coverage premiums may rise, which pays for defense costs and any damages the insured is
found liable for up to the limits of the policy.37 As in other no-fault systems, there
is currently an allowance for parties to seek compensation in extreme circumstances, which is limited to exceptionally serious cases. In general, a driver in
Michigan can be sued in Michigan if an accident causes someone to be “killed,
seriously injured or permanently disfigured.”38

36.Source: Michigan Association of Insurance Agents
http://secure.michagent.org/blog/Board_Legislative_Visits.pdf
37.Sometimes courts award more than these amounts, which the driver would then be liable for
unless they purchase additional liability insurance. In practice though, it can be extremely difficult for the injured to collect beyond the limits of the BI policy.
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However, under the proposed policy changes, if the injured has insufficient PIP
coverage, he or she may use the excuse of medical expenses, rather than pain
and suffering to sue another driver. We are unable to include an analysis of
bodily injury insurance in Michigan. Instead, we qualitatively discuss the additional costs these could impose on drivers involved in an accident below.

Additional Auto Accident Related Law Suits
As discussed in “Personal Injury Protection Liability in Michigan” on page 5,
Michigan drivers receive high benefits under the no-fault law, but face large
barriers to sue other drivers. Lowering PIP benefits may make more Michigan
drivers vulnerable to being sued or alternatively give reason for injured drivers
to want to sue others. With lower PIP coverage, suing another driver to recoup
medical costs may seem like an appealing option, even if it is not the most effective way to pay for care.
The proposed policy change does not affect Michigan’s verbal threshold. However, it has been predicted that recent judgements in Michigan’s Supreme Court
will greatly affect auto negligence cases; particularly how personal injury lawyers in the state perceive compensable injuries.39 Rodney McCormick v. Larry
Carrier and Allied Group (2010) overturned a decision that created additional
restrictive hurdles to pursue a noneconomic loss lawsuit (pain and suffering),
which was created over 15 years ago. The changes in auto negligence filings
corresponds with the timing of the court’s decision. Over the past decade, the
year after year growth of new auto negligence filings has been just over 1%.40
Yet the last two years (2009 and 2010) have shown marked increase in the number of filings; growing 7% from 2008 to 2009 and almost 18% from 2009 to
2010. Michigan courts have been seeing more auto negligence cases recently
than they have over the past ten years.
This suggests that with lower PIP coverage options, Michigan’s court systems
would see more auto-related lawsuits. This could potentially increase costs for
the following groups:
• The State of Michigan would bear the cost of an increased court case load.
• Policyholders (as discussed in “Bodily Injury Coverage” on page 19, auto insur-

ers may shift costs to higher bodily injury coverage)

38. Source: Insurance Consumer Information from Insurance Councilor at the Office of Financial
and Insurance Regulation and the Insurance Code of 1956, Act 218 of 1956, 500.3135.
39.Michigan’s verbal threshold permits a suit for noneconomic loss if a victim’s injuries result in
death, permanent disfigurement, or serious impairment of body function. Kreiner v. Fischer
(1995), further introduced a requirement of long, temporal periods of disability after an auto
accident in Michigan.
40.From 2000 to 2010 the compound annual growth rate for filings was 1.2%. Source: Michigan
Courts, Circuit Supplements Statewide, 2000-10.
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• People injured in auto-accidents who are under insured may decide to pursue a

lawsuit, which is costly and often a lengthily process.

The last group would also be affected by the time it takes to recoup costs that
their auto insurer would normally pay for through PIP. He or she may bear the
costs of medical bills and only be relieved years later, if the lawsuit is a success.
Additionally he or she will receive less money overall than they would receive
from their lifetime PIP benefits.41 In these cases, suing someone for damages is
an ineffective way to pay for needed care because recovery is time sensitive. As
discussed in “Effect on Quality of Life for Victims of Auto Accidents” on
page 13, waiting for health care treatments, which may be vital to recovery can
be life altering.

Insurance Industry Profits
The proposed legislation includes “amount of insurance” as a factor to PIP rates,
but does not specify beyond that. Auto insurers are not compelled by any regulation governing Michigan’s insurance industry to lower premiums if a policyholder chooses lower coverage. However, the competitiveness within
Michigan’s auto insurance market would make any change in profits due to lack
of awareness temporary. As discussed in “Personal Injury Protection Premiums”
on page 17 and “Changes in PIP Premiums” on page A-2, we assume auto
insurance companies would generally pass along savings to customers through
lower premiums. Below in Table 7, we estimate the potential additional profits
auto insurers in Michigan could sustain under the proposed policy change.
TABLE 7. Estimated

Change in Insurance Industry Profits Under the Proposed Policy
Low Estimate

High Estimate

Current PIP Losses Incurred By Auto Insurers

$739,837,420

$739,837,420

Amount of Savings to Auto Insurers Due to Limited Liability
(Policyholders Choosing $50,000 Coverage) a

($91,506,800)

($109,808,160)

PIP Losses Incurred by Auto Insurers Under Policy Changeb

$648,330,620

$630,029,260

Sources: See Table A-2, “Savings from Auto Insurers to Drivers Choosing the Minimum Personal
Injury Protection Coverage ($50,000),” on page A-4.
Analysis: Anderson Economic Group, LLC
a. This was estimated by multiplying the number of claims AEG anticipates would incur
expenses beyond their coverage (claims that would be under-insured) by their choice of coverage ($50,000). For full analysis see Table A-2 on page A-4.
b. Estimated by subtracting the amount of savings to auto insurers due to limited liability from
the PIP losses incurred solely by auto insurers.

41.Assuming the plaintiff is successful, lawyer fees would encroach on some of the settlement
and the circumstance of the accident, along with other factors would dictate the overall amount
awarded.
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Potentially, auto insurers would go from nearly $740 million PIP incurred losses
to between $630 and $648 million. The auto insurance industry in Michigan
stands to pay out between $91 and $109 million less in claims each year, under
the proposed policy changes.42
After exploring the potentially positive impact the proposed policy change
would have on policyholders (lower premiums) and insurers (profits), we look
at the impact this would have on industries in Michigan. We also examine this
impact in relation to those policyholders who received savings in their premiums, but incurred catastrophic medical expenses because they were underinsured.

POTENTIAL NET
IMPACT OF POLICY
ON MICHIGAN’S
INDUSTRIES

In order to estimate the net impact of the proposed legislation on Michigan’s
industries, we considered the two ways that the policy would impact the way
money would be spent:
1.

Less money would be given to policyholders for catastrophic medical
expenses, resulting in reduced healthcare consumption
Given the choice of PIP coverage, there would be some people who under
insure themselves, which we discussed in “Injured Michigan Drivers Needing
Alternative Funding” on page 11. Our focus is on the healthcare spending
related to catastrophic claims.

2.

Less money would be spent on PIP premiums, resulting in higher consumer
expenditures
As discussed in “Changes in Insurance Premiums” on page 17, policyholders
who choose the minimum PIP coverage would save between $116 and $137 on
their premiums annually. The largest of these savings coming from no longer
paying the MCCA assessment.

We begin by discussing the impact we estimate reduced healthcare consumption
would have in Michigan. Then we would explain our analysis of the impact we
anticipate that savings from PIP premiums would have. In order to estimate the
economic impact of both changes in spending, we used an economic model that
translates change in demand (or consumption) into total economic impact,
which can be expressed in output, earnings and employment. The model we use
is from the Bureau of Economic Analysis, which uses multipliers to estimate
final change in demand. This is further described, along with our assumptions
for inputs, substitution effects, and multipliers in “Economic Impact of Proposed Policy Change” on page A-5.

Impact of Reduced Healthcare Consumption
In this analysis, we only include catastrophic claims, or spending on healthcare
reimbursed by the MCCA. We do not consider the change in consumption for
42. Our estimates assume that between 75% and 90% of policyholders would choose the minimum PIP coverage proposed ($50,000).
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anyone below $500,000, due to data constrictions. Last year, auto insurance
companies were reinsured for $809,586,065, which was spent by claimants on
healthcare benefits and related losses.43The majority of these payments went
towards recovery, as the initial care given at the hospital, for surgeries and other
immediate care, were paid for by the auto insurers themselves.44 We assume
that given the option of choosing lower PIP coverage, only a portion of the
money would still be spent on auto injury-related healthcare.
We use the amount of money spent on catastrophic claims in FY 2010 by the
MCCA as our starting point for the impact that reduced PIP-related healthcare
would have in Michigan, as shown in Table A-3 on page A-6.45 We then take
into account substitution methods of procuring care; paying out-of-pocket,
using private health insurance, enrolling in publicly funded healthcare or relying
on charity to receive services. However, the aforementioned methods of payment may limit what services the person receives; whether it is by choice, program restrictions, or limited resources. In some capacity, with less PIP coverage
we assume that there would be a reduced amount of healthcare consumption,
particularly in long-term health services.46 Below in Table 8 we show our estimations of the impact of reduced long-term care consumption in Michigan.

43. According to the MCCA over 90% of their costs go to healthcare related expenses. The rest of
these claims are spent on home modifications to accommodate injuries and wage loss.Source:
MCCA Annual Financial Statement, FY 2010.
44.Initial expenses for individuals in serious auto accidents are generally for intensive care and
other immediate services provided by the hospital. Once these expenses reach over $500,000
the MCCA would become involved. Due to the arrangement of reinsurance, this analysis does
not capture a great deal of care provided by hospitals.
45. We were unable to decipher the difference with our data sources between money spent on new
claims versus old. See “Data on PIP Coverage and Claims” on page A-1.
46. Almost three quarters of the categories of cost were long-term care services; residential care,
agency attendant care and family attendant care.
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TABLE 8. Decrease

in Output due to Reduced Long-Term Care Consumption

Impact by Industry
1. Agriculture, forestry, fishing, and hunting
2. Mining
3. Utilities
4. Construction
5. Manufacturing
6. Wholesale trade
7. Retail trade
8. Transportation and warehousing
9. Information
10. Finance and insurance
11. Real estate and rental and leasing
12. Professional, scientific, and technical services
13. Management of companies and enterprises
14. Administrative and waste management service
15. Educational services
16. Health care and social assistance
17. Arts, entertainment, and recreation
18. Accommodation
19. Food Services and drinking places
20. Other services
21. Households

Total Impact on Employment

Output

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

446,762
60,929
2,327,386
679,008
9,149,926
2,888,810
557,704
2,088,052
1,730,308
6,093,730
7,411,283
6,522,888
2,643,242
5,946,110
31,355
157,491,457
209,250
266,969
1,497,050
1,078,263
-

$ 209,120,481

Earnings

Employment

805,477
30,542
1,623,868
763,270
6,285,383
6,139,459
11,846,199
3,936,859
2,182,102
8,484,397
2,728,208
9,006,649
2,731,216
5,859,561
2,905,928
99,550,722
1,411,780
838,209
4,442,340
6,143,398
407,780

34
1
17
19
119
97
521
93
43
169
182
147
28
244
125
3,392
68
40
315
185
54

$ 178,123,349

5,892

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Notes:
- Though the household industry is included in the results of earnings and employment, the Bureau of Economic
Analysis does produce multipliers for the output of this sector.
- Totals are from Tables A-5, A-6 and A-7 in Appendix A.

Impact of Premium Savings to Policyholders
Our analysis, “Changes in Insurance Premiums” on page 17, describes the savings we anticipate policyholders would receive if they choose minimum PIP
coverage. We estimate these savings would total between $709 million and $1.0
billion if 75% to 90% of policyholders choose $50,000 PIP coverage. However,
we assume that a portion of these savings would be spent on healthcare that otherwise would have been covered by PIP. Although we anticipate fewer people
would be impacted by lack of sufficient PIP insurance, the overall price of those
mistakes, even if distributed, is substantial because the claims are catastrophic.
The earnings and employment impact of savings from PIP premiums is shown
below in Table 9. As PIP premium savings return to households, there is no
additional output. See “Economic Impact of Proposed Policy Change” on
page A-5, for additional explanation and our full analysis.
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Increase in Earnings and Employment Due to Savings For Policyholders
Choosing Minimum PIP Coverage

TABLE 9.

Low Estimate
Impact by Industry
1. Agriculture, forestry, fishing, and hunting
2. Mining
3. Utilities
4. Construction
5. Manufacturing
6. Wholesale trade
7. Retail trade
8. Transportation and warehousing
9. Information
10. Finance and insurance
11. Real estate and rental and leasing
12. Professional, scientific, and technical services
13. Management of companies and enterprises
14. Administrative and waste management service
15. Educational services
16. Health care and social assistance
17. Arts, entertainment, and recreation
18. Accommodation
19. Food Services and drinking places
20. Other services
21. Households

Total Impact on Employment

Earnings

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

High Estimate

Employment

184,127
6,349
336,508
133,333
1,269,840
1,365,078
3,060,315
838,095
482,539
1,847,618
615,873
1,593,650
412,698
844,444
761,904
5,504,758
349,206
203,174
1,041,269
1,485,713
107,936

$ 178,123,349

8
0
3
3
24
22
135
20
9
37
41
26
4
35
33
142
17
10
74
45
14

702

Earnings

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

875,507
30,190
1,600,065
633,988
6,037,980
6,490,829
14,551,533
3,985,067
2,294,433
8,785,261
2,928,420
7,577,665
1,962,344
4,015,257
3,622,788
26,174,645
1,660,445
966,077
4,951,144
7,064,437
513,228

$ 106,721,303

Employment

38
1
17
16
114
103
640
95
45
176
197
124
20
166
156
673
81
46
351
213
67

3,336

Notes:
- Though the household industry is included in the results of earnings and employment, the Bureau of Economic Analysis does produce
multipliers for the output of this sector.
- Totals are from Tables A-5, A-6 and A-7 in Appendix A.

Net Impact of Proposed Policy Change
Our net economic impact measures the additional economic activity caused by
the proposed policy changes, by measuring the impact of savings on premiums
versus the reduced PIP expenditures on healthcare. Below in Table 10, we show
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the overall change in impact of lower PIP premiums, if 75% of people choose
the minimum PIP premiums.
TABLE 10. Estimated

Net Impact of Proposed Policy Change on Industries in Michigan Using Low
Estimate of Policyholders Choosing Minimum PIP Coverage
Impact on
Output

Impact on
Earnings

Impact on
Employment

Estimated Impact in Michigan due to Lower PIP Premiums

$0

$22,444,427

702

Estimated Impact due to Decreased Consumption of Long
Term Care Services

($209,120,481)

($178,123,349)

(5,892)

Potential Net Impact of Proposed Policy Change

($209,120,481)

($155,678,922)

(5,191)

Analysis: Anderson Economic Group, LLC

The proportion of people choosing the minimum amount of PIP premiums
greatly affects the net impact of the proposed policy change. As shown below in
Table 11, if 90% of people choose $50,000 PIP coverage, the net impact of the
proposed policy change is lower in terms of earnings and employment. Yet the
net impact is still negative.
TABLE 11. Estimated

Net Impact of Proposed Policy Change on Industries in Michigan Using High
Estimate of Policyholders Choosing Minimum PIP Coverage
Impact on
Output

Impact on
Earnings

Impact on
Employment

Estimated Impact in Michigan due to Lower PIP Premiums

$0

$106,721,303

3,336

Estimated Impact due to Decreased Consumption of Long
Term Care Services

($209,120,481)

($178,123,349)

(5,892)

Potential Net Impact of Proposed Policy Change

($209,120,481)

($71,402,046)

(2,556)

Analysis: Anderson Economic Group, LLC

Savings in the short run for policyholders leads to potentially greater costs in the
long-run. Despite the high estimation of drivers choosing the minimum PIP coverage, Michigan experiences a decline in output, earnings and employment. We
estimate that the proposed policy change would cost Michigan the following:
• Over $209 million in output
• Between $71 and $155 million in earnings
• Between 2,556 and 5,191 jobs
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Appendix A. Methodology
In this report, we estimate the effects the proposed policy change will have in
Michigan. Specifically its impact on the insurance industry, healthcare and
households. This section further describes our reasoning and provides our data
sources and full analyses.

DATA ON PIP
COVERAGE AND
CLAIMS

AEG procured data on personal injury protection premiums specifically from
two sources:
1.

National Association of Insurance Commissioners
AEG purchased their Auto Insurance Database Report, 2007/2008, which
included average Michigan premiums, expenditures and incurred losses.

2.

Michigan Catastrophic Claims Association
AEG used the MCCA’s website as a reference, as well as the financial statements available there. Additionally, AEG spoke with experienced personnel at
the MCCA to clarify questions about the MCCA’s operation and finances.

AEG used the MCCA’s annual financial statement FY 2010 as the main data
source for the number of passenger vehicle catastrophic claims in Michigan and
the associated cost.47 Note that the MCCA is subject to the same reporting
requirements as all auto insurance companies operating in Michigan. The
MCCA’s financial statements are prepared on the basis of statutory accounting
practices as prescribed or permitted by the State of Michigan Office of Financial
and Insurance Regulation (OFIR).

PIP Coverage Policyholders in Other States Purchase in Practice
As policyholders in Michigan currently do not have a choice in their PIP coverage, AEG spoke with auto insurers in other no-fault states about what is typically purchased. We chose to ask specifically about PIP coverage because it
seemed more pertinent for our purposes than other liability insurance. Additionally, only certain no-fault states require each policyholder purchase a minimum
amount of PIP coverage.
We chose states that had a minimum PIP coverage similar to what is being proposed in Michigan ($50,000). Other states that we did not call had significantly
lower PIP minimums ranging from $3,000 to $10,000. The states we spoke with
were Minnesota ($40,000), North Dakota ($30,000), and Oregon ($15,000).
None of those states offered lifetime PIP coverage in any capacity. In Minnesota, North Dakota and Oregon, all of the estimates of buying behavior was similar; 95% chose the minimum required by their state.

47. The MCCA also reinsures commercial vehicles and motorcycles, however, this goes beyond
the scope of this report. AEG was careful to only use data pertaining to passenger vehicles.
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MCCA Claims by Expected Future Categories of Cost
For Figure 2, “MCCA Expected Future Costs by Component,” on page 8, we
grouped some categories to allow the reader a general idea of costs. The following categories were combined into the “other” category, which totalled 6.7% of
total costs: case management, equipment, prosthesis, purchases, transportation,
modifications and others. The remaining categories were left as they were
shown on the MCCA website.48 Note that these cost categories were used in
part of our net impact analysis to decipher which industries PIP expenditures (or
costs to the MCCA) should be placed in. However, we did use slightly different
groupings for that analysis.49

ALTERNATIVE
FUNDING

Our analysis of the number of injured drivers needing alternative funding
assumes that some drivers will under-insure themselves, given a choice of PIP
coverage. AEG chose to use the number of catastrophic claims as a proxy for
the number of people receiving PIP-related care to gain a conservative estimate
instead of additionally estimating the average number of people under each
claim. (Each car involved in an accident counts as one claim, therefore there
may be multiple people covered under the same claim if there were passengers
at the time of the accident.) Based on the number of claims reported by the
MCCA since 1978 (25,216) and the number of people injured (27,191), each
catastrophic claim includes 1.08 people.
The analysis is limited to drivers who choose less than lifetime coverage. We do
not attempt to quantify the number of people who will have insufficient PIP
coverage with expenses lower than a catastrophic cost nor the actual amount of
auto-related injury expenses that will not be covered by PIP.

CHANGES IN PIP
PREMIUMS

For our analysis of the potential effect the proposed policy changes will have on
auto insurance premiums, we assume the cost of coverage is directly related to
the amount of coverage a policyholder purchases. Thus, a policyholder’s PIP
premium should be lower than it currently is, if he or she chooses less than lifetime coverage. We do not try to quantify any changes in the average auto insurance premium, except for personal injury protection.
We note that the competitiveness within Michigan’s auto insurance market
would make any change in profits due to lack of awareness temporary. There are
over 20 auto insurers in Michigan, some of which operate solely in Michigan.

48.Source: Michigan Catastrophic Claims Association, see http://michigancatastrophic.com/
LinkClick.aspx?fileticket=FzZwt0ugEjk%3d&tabid =2943
49. We only combined cost categories when necessary, in order to place them in the RIMS industries that most corresponded with each expenditure.
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TABLE A-1. Savings

from the Michigan Catastrophic Claims Association to
Drivers Choosing Less than Lifetime Personal Injury Protection Coverage
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TABLE A-2. Savings

from Auto Insurers to Drivers Choosing the Minimum
Personal Injury Protection Coverage ($50,000)
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ECONOMIC IMPACT
OF PROPOSED
POLICY CHANGE

In “Potential Net Impact of Policy on Michigan’s Industries” on page 22, we
estimate the economic impact of savings to policyholders from lower auto
insurance premiums compared to the reduced amount of healthcare consumption caused by underinsurance. Below we define “net impact” and describe the
methodology used to complete this analysis.

Net Impact Defined
Net economic impact is the additional economic activity caused by the proposed
policy changes. A net measure of economic impact must take into account
potential alternative uses for the money effected; savings on premiums versus
reduced PIP expenditures on healthcare.
The net impact analysis quantifies the direct and indirect impact money saved
on PIP premiums has on output, earnings and employment in Michigan, net of
any foregone output, earnings and employment in other parts of the economy
due to reduced PIP-related healthcare consumption. Any proper economic
impact analysis must properly account for both the costs and benefits, including
the costs and benefits from policyholders using premium savings for other
expenditures.

Economic Impact Analysis
For our economic impact, we used the U.S. Department of Commerce Regional
Input-Output Modeling System (RIMS II) multipliers to estimate final change
in demand. This includes both direct and indirect effects and is expressed in output, earnings and employment. We identify our assumptions for inputs, substitution effects, and multipliers for each impact analysis in Table A-3, “Impact by
Industry in Michigan due to Decrease in Consumption of Long Term Care Services,” on page A-6 and Table A-8, “Impact by Industry in Michigan due to
Savings for Policyholders Choosing Minimum PIP Coverage,” on page A-11.
This avoids the common problems of “black box” models for which some of the
methodology and assumptions are hidden.
We used the MCCA’s expected cost categories for our input assumptions in
Table A-3 on page A-6. They are different than the groupings of our cost categories mentioned in “Data on PIP Coverage and Claims” on page A-1. We used
the same categories as the MCCA, except as follows:
• equipment and prosthesis 0.9%: equipment (0.16%) and prosthesis (0.41%)
• purchases and modifications: vehicle purchase/modifications (0.41%), non-

inflated (0.38%) and home purchases/modifications (0.29%).

Our entire analysis of impact by industry in Michigan due to decreased consumption of long term care services is shown in Table A-4 on page A-7 through
Table A-7 on page A-10. Our entire analysis of the impact of savings for policyholders who choose the minimum PIP coverage is shown in Table A-8 on
page A-11 through Table A-10 on page A-13.
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TABLE A-3. Impact by Industry in Michigan due to Decrease in Consumption of
Long Term Care Services
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TABLE A-4. Impact

by Industry in Michigan due to Decreased Consumption of
Ambulatory Health Care Services
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TABLE A-5. Impact

by Industry in Michigan due to Decreased Consumption of
Nursing and Residential Care Facilities
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TABLE A-6. Impact

by Industry in Michigan due to Decreased Consumption of

Hospital Services
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TABLE A-7. Impact

by Industry in Michigan due to Decreased Consumption of
Household Services
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TABLE A-8. Impact

by Industry in Michigan due to Savings for Policyholders
Choosing Minimum PIP Coverage
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TABLE A-9. Impact

by Industry in Michigan due to Savings to Households from
PIP Premiums (Low Estimate)
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TABLE A-10. Impact by Industry in Michigan due to Savings to Households from

PIP Premiums (High Estimate)
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Appendix B: About AEG
Anderson Economic Group, LLC was founded in 1996 and today has offices in
East Lansing, Michigan and Chicago, Illinois. AEG is a research and consulting
firm that specializes in economics, public policy, financial valuation, and market research. AEG’s past clients include:
• Governments such as the states of Michigan, North Carolina, and Wisconsin;

the cities of Detroit, Cincinnati, Norfolk, and Fort Wayne; counties such as Oakland County, Michigan, and Collier County, Florida; and authorities such as the
Detroit-Wayne County Port Authority.
• Corporations such as GM, Ford, Delphi, Honda, Taubman Centers, The Detroit

Lions, PG&E Generating; SBC, Gambrinus, Labatt USA, and InBev USA;
Spartan Stores, Nestle, automobile dealers and dealership groups representing
Toyota, Honda, Chrysler, Mercedes-Benz, and other brands.
• Nonprofit organizations such as Michigan State University, Wayne State Uni-

versity, University of Michigan, Van Andel Institute, the Michigan Manufacturers Association, United Ways of Michigan, Service Employees International
Union, Automation Alley, the Michigan Chamber of Commerce, and Detroit
Renaissance.

Please visit www.AndersonEconomicGroup.com for more information.
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