ADVERSE SELECTION IN DISABILITY INSURANCE

THE RISE oF ADVERSE SELECTION IN DISABILITY INSURANCE AND HOwW To NAVIGATE IT

ADVERSE SELECTION IN DISABILITY INSURANCE REFERS TO A FUNDAMENTAL CHALLENGE INSURERS FACE WHERE INDIVIDUALS WITH
A HIGHER LIKELIHOOD OF FILING CLAIMS ARE MORE PRONE TO PURCHASING INSURANCE. THIS IMBALANCE CAN LEAD TO INCREASED
PAYOUTS, HIGHER PREMIUMS FOR EVERYONE, AND ULTIMATELY, A LESS SUSTAINABLE INSURANCE MARKET. UNDERSTANDING THIS
PHENOMENON IS CRUCIAL FOR BOTH INSURERS STRIVING FOR FINANCIAL STABILITY AND INDIVIDUALS SEEKING ADEQUATE
PROTECTION AGAINST INCOME LOSS DUE TO DISABILITY. THIS COMPREHENSIVE ARTICLE WILL DELVE DEEP INTO THE INTRICACIES
OF ADVERSE SELECTION IN DISABILITY INSURANCE, EXPLORING ITS ROOT CAUSES, ITS IMPACT ON THE MARKET, AND THE
STRATEGIES EMPLOYED BY INSURERS TO MITIGATE ITS EFFECTS. WE WILL ALSO EXAMINE HOW INDIVIDUALS CAN MAKE INFORMED
DECISIONS TO SECURE THE RIGHT COVERAGE WHILE MINIMIZING THEIR EXPOSURE TO THIS MARKET DYNAMIC.
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WHAT IS ADVERSE SELECTION IN DISABILITY INSURANCE?

ADVERSE SELECTION IN DISABILITY INSURANCE IS A SITUATION WHERE THE VERY PEOPLE WHO STAND TO BENEFIT THE MOST
FROM A DISABILITY POLICY — THOSE WITH A HIGHER PERCEIVED RISK OF BECOMING DISABLED — ARE THE ONES MOST LIKELY TO
SEEK OUT AND PURCHASE THAT INSURANCE. IT'S LIKE A BAKER WHO KNOWS THEY HAVE A NOTORIOUSLY LEAKY OVEN DECIDING
TO BUY EXTRA INSURANCE ON ALL THEIR BREAD SUPPLIES; THEY HAVE A CLEAR INCENTIVE TO GET COVERED BECAUSE THEIR
PERSONAL RISK IS ELEVATED. CONVERSELY/ INDIVIDUALS WHO ARE CONFIDENT IN THEIR HEALTH AND LOW RISK OF DISABILITY
MAY SEE LESS IMMEDIATE VALUE IN PAYING FOR DISABILITY INSURANCE AND MIGHT OPT OUT, OR CHOOSE LOWER COVERAGE
LEVELS.

THIS SKEWED ENROLLMENT PATTERN CREATES AN ASYMMETRY OF INFORMATION BETWEEN THE INSURER AND THE INSURED. THE
INSURER, DESPITE ITS UNDERWRITING EFFORTS, MAY NOT BE ABLE TO PERFECTLY DISTINGUISH BET\WEEN HIGH-RISK AND LOW-RISK
INDIVIDUALS IN THE APPLICANT POOL. AS A RESULT, THE AVERAGE RISK PROFILE OF THE INSURED GROUP BECOMES HIGHER THAN
ANTICIPATED, LEADING TO MORE FREQUENT AND LARGER CLAIMS THAN THE INITIAL PREMIUM CALCULATIONS ACCOUNTED FOR.
THIS IS THE CORE OF THE ADVERSE SELECTION PROBLEM IN THE CONTEXT OF PROTECTING ONE'S INCOME FROM UNFORESEEN
MEDICAL EVENTS.

THE MECHANICS OF ADVERSE SELECTION

THE MECHANICS OF ADVERSE SELECTION ARE ROOTED IN THE DIFFERENCE IN INFORMATION AND INCENTIVES BETWEEN THE INSURER
AND POTENTIAL POLICYHOLDERS. W/HEN AN INSURER OFFERS A DISABILITY INSURANCE POLICY, THEY SET PREMIUMS BASED ON AN
AVERAGE RISK ASSESSMENT OF THE ENTIRE POPULATION THEY ARE TARGETING. HO\X/EVER, INDIVIDUALS POSSESS PRIVATE
INFORMATION ABOUT THEIR OWN HEALTH STATUS, LIFESTYLE, AND OCCUPATION THAT THE INSURER DOESN'T FULLY kNOW. IF
INDIVIDUALS WITH A HIGHER RISK OF DISABILITY ARE MORE MOTIVATED TO BUY INSURANCE BECAUSE THEY ANTICIPATE NEEDING
IT, THEY WILL DISPROPORTIONATELY ENROLL.

IMAGINE A SCENARIO WHERE A NEW DISABILITY INSURANCE PRODUCT IS LAUNCHED WITH A FIXED PREMIUM. INDIVIDUALS WHO ARE
ALREADY EXPERIENCING SUBTLE HEALTH ISSUES, WORK IN PARTICULARLY HAZARDOUS PROFESSIONS, OR HAVE A FAMILY HISTORY
OF CERTAIN DEBILITATING CONDITIONS WILL LIKELY SEE THIS POLICY AS A VALUABLE SAFETY NET AND BE EAGER TO SIGN UP.



THOSE WHO ARE YOUNG, HEALTHY, AND HAVE STABLE, LOW-RISK JOBS MIGHT VIEW THE PREMIUM AS AN UNNECESSARY EXPENSE.
THIS SELECTIVE ENROLLMENT PROCESS NATURALLY PUSHES THE AVERAGE RISK OF THE INSURED POOL UP\WARDS, CREATING A
CHALLENGE FOR THE INSURER'S FINANCIAL PROJECTIONS.

W/HY ADVERSE SELECTION MATTERS FOR DISABILITY INSURANCE

THE SIGNIFICANCE OF ADVERSE SELECTION IN DISABILITY INSURANCE CANNOT BE OVERSTATED, AS IT DIRECTLY IMPACTS THE
AFFORDABILITY AND AVAILABILITY OF THIS VITAL FINANCIAL PROTECTION. W/HEN A DISPROPORTIONATE NUMBER OF HIGH-RISK
INDIVIDUALS ENROLL, THE INSURER FACES HIGHER-THAN-EXPECTED CLAIM PAYOUTS. To REMAIN SOLVENT, THE INSURER MUST
THEN RAISE PREMIUMS FOR ALL POLICYHOLDERS, INCLUDING THOSE WHO ARE LOW-RISK AND WERE NEVER LIKELY TO FILE A CLAIM.
THIS CAN CREATE A VICIOUS CYCLE: AS PREMIUMS RISE, EVEN MORE LOW-RISK INDIVIDUALS MAY DECIDE THAT DISABILITY
INSURANCE IS NO LONGER WORTH THE COST, FURTHER SKEWING THE INSURED POOL TOW ARDS HIGHER RISKS AND NECESSITATING
EVEN HIGHER PREMIUMS.

THIS DYNAMIC CAN LEAD TO A MARKET WHERE DISABILITY INSURANCE BECOMES PROHIBITIVELY EXPENSIVE FOR MANY, OR IN
EXTREME CASES, WHERE INSURERS WITHDRAW FROM OFFERING CERTAIN TYPES OF COVERAGE ALTOGETHER. For INDIVIDUALS,
THIS MEANS A REDUCED ABILITY TO SECURE FINANCIAL SECURITY IN THE EVENT OF AN UNEXPECTED DISABILITY, WHICH CAN HAVE
DEVASTATING CONSEQUENCES FOR THEIR INCOME, SAVINGS, AND OVERALL FINANCIAL WELL-BEING. |T TRULY UNDERSCORES THE
IMPORTANCE OF INSURERS FINDING WAYS TO MANAGE THIS INHERENT MARKET FRICTION.

FACTORS CONTRIBUTING TO ADVERSE SELECTION IN DISABILITY INSURANCE

SEVERAL FACTORS CONTRIBUTE TO THE PREVALENCE OF ADVERSE SELECTION IN THE DISABILITY INSURANCE MARKET. ONE OF THE
PRIMARY DRIVERS IS THE INFORMATION ASYMMETRY MENTIONED EARLIER. APPLICANTS INHERENTLY KNOW MORE ABOUT THEIR
HEALTH AND LIFESTYLE THAN THE INSURANCE COMPANY DOES. THIS KNOWLEDGE ALLOWS THEM TO SELF-SELECT BASED ON THEIR
PERCEIVED RISK. FOR INSTANCE, SOMEONE WHO HAS RECENTLY EXPERIENCED A MINOR HEALTH SCARE MIGHT BE MORE INCLINED TO
PURCHASE DISABILITY INSURANCE THAN SOMEONE WHO HAS NEVER HAD A SIGNIFICANT HEALTH ISSUE.

ANOTHER SIGNIFICANT FACTOR IS THE NATURE OF DISABILITY ITSELF. UNLIKE MANY OTHER TYPES OF INSURANCE, PREDICTING
WHEN OR IF AN INDIVIDUAL WILL BECOME DISABLED IS INHERENTLY DIFFICULT. THE ONSET OF DISABILITY CAN BE DUE TO A WIDE
RANGE OF FACTORS, FROM ACCIDENTS AND CHRONIC ILLNESSES TO MENTAL HEALTH CONDITIONS. THIS INHERENT UNCERTAINTY
MAKES IT HARDER FOR INSURERS TO PRECISELY UNDERWRITE RISK. FURTHERMORE, THE SUBJECTIVE NATURE OF SOME DISABILITIES,
PARTICULARLY THOSE RELATED TO MENTAL HEALTH OR CHRONIC FATIGUE, CAN MAKE OBJECTIVE ASSESSMENT CHALLENGING,
POTENTIALLY OPENING DOORS FOR INDIVIDUALS WITH A HIGHER LIKELIHOOD OF EXPERIENCING SUCH CONDITIONS TO SEEK
COVERAGE.

THE DESIGN OF THE INSURANCE PRODUCT ALSO PLAYS A ROLE. POLICIES WITH BROAD COVERAGE, LENIENT DEFINITIONS OF
DISABILITY, AND MINIMAL WAITING PERIODS ARE MORE ATTRACTIVE TO INDIVIDUALS WITH HIGHER PERCEIVED RISKS. IF A POLICY
OFFERS COMPREHENSIVE BENEFITS FOR A RELATIVELY LOW PREMIUM, IT BECOMES A MORE APPEALING OPTION FOR THOSE WHO
ANTICIPATE NEEDING THOSE BENEFITS. FINALLY, THE GENERAL ECONOMIC CLIMATE CAN INFLUENCE ADVERSE SELECTION. DURING
TIMES OF ECONOMIC UNCERTAINTY OR JOB MARKET VOLATILITY, INDIVIDUALS MAY PERCEIVE A GREATER NEED FOR INCOME
PROTECTION, LEADING TO INCREASED DEMAND FOR DISABILITY INSURANCE, POTENTIALLY FROM A HIGHER-RISK SEGMENT OF THE
POPULATION.

IMPACT OF ADVERSE SELECTION ON THE DISABILITY INSURANCE MARKET

THE IMPACT OF ADVERSE SELECTION ON THE DISABILITY INSURANCE MARKET CAN BE PROFOUND AND FAR-REACHING. AT ITS MOST
BASIC LEVEL, IT LEADS TO INCREASED CLAIMS COSTS FOR INSURERS. W/HEN THE INSURED POOL IS RISKIER THAN ANTICIPATED, THE
INSURER HAS TO PAY OUT MORE IN BENEFITS THAN THEY PROJECTED WHEN SETTING THEIR PREMIUMS. THIS DIRECTLY ERODES



PROFITABILITY AND CAN STRAIN THE FINANCIAL STABILITY OF INSURANCE COMPANIES.

TO COMPENSATE FOR THESE HIGHER COSTS, INSURERS ARE FORCED TO INCREASE PREMIUMS ACROSS THE BOARD. THiS ISN/TJUST
A MINOR ADJUSTMENT, IT CAN MAKE DISABILITY INSURANCE SIGNIFICANTLY MORE EXPENSIVE, POTENTIALLY PUSHING IT OUT OF
REACH FOR MANY INDIVIDUALS AND FAMILIES WHO GENUINELY NEED THE PROTECTION. THIS, IN TURN, CAN LEAD TO A
PHENOMENON KNOWN AS “MARKET UNRAVELING,” WHERE THE MARKET SHRINKS AS MORE LOW-RISK INDIVIDUALS, FINDING THE
PREMIUMS TOO HIGH FOR THE PERCEIVED BENEFIT, DROP OUT, LEAVING AN EVEN HIGHER CONCENTRATION OF HIGH-RISK
INDIVIDUALS AND DRIVING PREMIUMS EVEN HIGHER.

Beyonp PRICING, ADVERSE SELECTION CAN ALSO INFLUENCE THE TYPES OF PRODUCTS INSURERS ARE WILLING TO OFFER. THeY
MIGHT BECOME MORE CONSERVATIVE IN THEIR POLICY DESIGNS, INTRODUCING STRICTER UNDERWRITING CRITERIA, LONGER WAITING
PERIODS, AND MORE SPECIFIC DEFINITIONS OF DISABILITY. IN SOME CASES, INSURERS MIGHT EVEN CHOOSE TO EXIT CERTAIN
MARKET SEGMENTS ALTOGETHER IF THEY FIND THE CHALLENGE OF ADVERSE SELECTION TOO DIFFICULT TO OVERCOME. THIS
ULTIMATELY REDUCES THE OVERALL AVAILABILITY OF DISABILITY INSURANCE, LEAVING INDIVIDUALS WITH FEWER OPTIONS FOR
PROTECTING THEIR INCOME.

STRATEGIES TO COMBAT ADVERSE SELECTION IN DISABILITY INSURANCE

INSURERS EMPLOY A VARIETY OF SOPHISTICATED STRATEGIES TO COMBAT ADVERSE SELECTION AND MAINTAIN A BALANCED AND
SUSTAINABLE DISABILITY INSURANCE MARKET. ONE OF THE CORNERSTONE APPROACHES IS ROBUST UNDERWRITING. THIS
INVOLVES A THOROUGH ASSESSMENT OF AN APPLICANT'S HEALTH, OCCUPATION, LIFESTYLE, AND FINANCIAL HISTORY. INSURERS
MAY REQUIRE DETAILED MEDICAL QUESTIONNAIRES, PHYSICIAN REPORTS, AND EVEN MEDICAL EXAMINATIONS TO GAIN A MORE
COMPLETE PICTURE OF AN INDIVIDUAL'S RISK PROFILE.

ANOTHER CRITICAL STRATEGY IS RISK-BASED PRICING. INSTEAD OF A ONE-SIZE-FITS-ALL PREMIUM, INSURERS SEGMENT
APPLICANTS INTO DIFFERENT RISK CATEGORIES AND CHARGE PREMIUMS ACCORDINGLY. THIS MEANS THAT INDIVIDUALS WITH
HIGHER-RISK PROFILES WILL PAY MORE FOR THEIR COVERAGE, REFLECTING THE INCREASED LIKELIHOOD OF THEM FILING A CLAIM.
THIS PRICING MECHANISM HELPS TO ENSURE THAT PREMIUMS ARE MORE ACCURATELY ALIGNED WITH THE ACTUAL RISK BEING
INSURED.

INSURERS ALSO UTILIZE POLICY DESIGN FEATURES TO MANAGE ADVERSE SELECTION. THIS CAN INCLUDE:

o WAITING PErIODS (ELIMINATION PERIODS)Z REQUIRING A PERIOD OF DISABILITY BEFORE BENEFITS ARE PAID INCENTIVIZES
INDIVIDUALS TO ONLY PURCHASE INSURANCE FOR GENUINE, LONG-TERM INCOME-LOSS RISKS AND DISCOURAGES SHORT~
TERM OR MINOR ISSUES.

o BeNEFIT LIMITS: PLACING LIMITS ON THE MAXIMUM MONTHLY BENEFIT OR THE DURATION OF BENEFITS CAN HELP CONTROL
OVERALL PAYOUT RISKS.

* DEeFINITION OF DISABILITY: CLEARLY DEFINING WHAT CONSTITUTES A DISABILITY, OFTEN WITH DIFFERENT DEFINITIONS FOR
SHORT-TERM VERSUS LONG~TERM DISABILITY, CAN PREVENT MISINTERPRETATIONS AND MANAGE CLAIM FREQUENCY.

¢ GUARANTEED INSURABILITY RIDERS: W HILE SEEMINGLY COUNTERINTUITIVE, THESE RIDERS ALLOW POLICYHOLDERS TO
INCREASE THEIR COVERAGE AT SPECIFIC LIFE EVENTS (LIKE MARRIAGE OR CHILDBIRTH) WITHOUT FURTHER MEDICAL
UNDERWRITING. THIS CAN BE APPEALING TO LOW-RISK INDIVIDUALS WHO WANT THE OPTION TO INCREASE COVERAGE
LATER, THUS BRINGING THEM INTO THE POOL AND BALANCING OUT HIGHER-RISK INDIVIDUALS.

FURTHERMORE/ INSURERS OFTEN ENGAGE IN TARGETED MARKETING AND EDUCATION. BY CLEARLY COMMUNICATING THE VALUE AND
PURPOSE OF DISABILITY INSURANCE TO A BROADER AUDIENCE, THEY AIM TO ATTRACT A MORE BALANCED MIX OF APPLICANTS,
RATHER THAN JUST THOSE WHO ARE ALREADY HIGHLY CONCERNED ABOUT THEIR HEALTH. GROUP DISABILITY INSURANCE, OFTEN
OFFERED THROUGH EMPLOYERS, IS ANOTHER EFFECTIVE METHOD. IN THESE GROUP SETTINGS, WHERE ENROLLMENT IS OFTEN
AUTOMATIC OR STRONGLY ENCOURAGED, THE RISK POOL TENDS TO BE MORE DIVERSIFIED, AS IT INCLUDES A MIX OF EMPLOYEES
WITH VARYING HEALTH STATUSES.



THe INDIVIDUAL'S ROLE IN MITIGATING ADVERSE SELECTION

W/HILE INSURERS HAVE THEIR STRATEGIES, INDIVIDUALS ALSO PLAY A VITAL ROLE IN MITIGATING THE EFFECTS OF ADVERSE
SELECTION, BOTH FOR THEMSELVES AND FOR THE BROADER INSURANCE MARKET. THE FIRST AND MOST IMPORTANT STEP IS TO
SEEK DISABILITY INSURANCE WHEN YOU ARE HEALTHY. AS WE'VE DISCUSSED, ADVERSE SELECTION THRIVES ON INFORMATION
ASYMMETRY, AND INSURERS RELY ON YOUR CURRENT HEALTH STATUS TO ACCURATELY ASSESS YOUR RISK. PURCHASING
COVERAGE WHEN YOU ARE IN GOOD HEALTH ALLOWS FOR MORE FAVORABLE UNDERWRITING AND POTENTIALLY LOWER PREMIUMS.

IT'S ALSO CRUCIAL FOR INDIVIDUALS TO BE HONEST AND TRANSPARENT DURING THE APPLICATION PROCESS. PROVIDING
ACCURATE INFORMATION ABOUT YOUR HEALTH, OCCUPATION, AND LIFESTYLE IS NOT ONLY A LEGAL AND ETHICAL OBLIGATION
BUT ALSO ESSENTIAL FOR THE INSURER TO UNDERWRITE YOUR POLICY CORRECTLY. W/ ITHHOLDING INFORMATION OR
MISREPRESENTING FACTS CAN LEAD TO CLAIMS BEING DENIED AND CAN DESTABILIZE THE INSURANCE POOL FOR EVERYONE.

(UNDERSTANDING THE POLICY TERMS AND CONDITIONS IS EQUALLY IMPORTANT. BEFORE PURCHASING, TAKE THE TIME TO READ
AND COMPREHEND THE DEFINITION OF DISABILITY, THE WAITING PERIODS, THE BENEFIT AMOUNTS, AND ANY EXCLUSIONS. THIS
KNOWLEDGE ENSURES THAT YOU ARE PURCHASING A POLICY THAT TRULY MEETS YOUR NEEDS AND THAT YOU UNDERSTAND THE
COVERAGE YOU ARE RECEIVING. CHOOSING A POLICY THAT ALIGNS WITH YOUR GENUINE RISK LEVEL, RATHER THAN SOLELY
FOCUSING ON THE LOWEST PREMIUM, CONTRIBUTES TO A MORE STABLE MARKET.

FINALLY, ADVOCATE FOR YOURSELF AND YOUR HEALTH. MAINTAINING A HEALTHY LIFESTYLE, MANAGING EXISTING CONDITIONS
PROACTIVELY, AND STAYING INFORMED ABOUT YOUR HEALTH CAN NOT ONLY REDUCE YOUR PERSONAL RISK OF DISABILITY BUT
ALSO CONTRIBUTE TO A HEALTHIER OVERALL INSURED POPULATION. BY MAKING INFORMED CHOICES AND ACTING RESPONSIBLY,
INDIVIDUALS CAN HELP ENSURE THAT DISABILITY INSURANCE REMAINS AN ACCESSIBLE AND RELIABLE TOOL FOR FINANCIAL
SECURITY.

QI WHAT IS THE PRIMARY CONSEQUENCE OF ADVERSE SELECTION FOR DISABILITY
INSURANCE PREMIUMS?

A: THE PRIMARY CONSEQUENCE OF ADVERSE SELECTION FOR DISABILITY INSURANCE PREMIUMS IS AN INCREASE. \W/HEN MORE
INDIVIDUALS WITH A HIGHER RISK OF DISABILITY ARE INSURED, THE INSURER FACES MORE CLAIMS, LEADING TO HIGHER OVERALL
PAYOUTS. TO COVER THESE COSTS AND REMAIN PROFITABLE, INSURERS MUST RAISE PREMIUMS FOR ALL POLICYHOLDERS, MAKING
THE INSURANCE MORE EXPENSIVE.

Q: CAN ADVERSE SELECTION LEAD TO A SITUATION WHERE DISABILITY INSURANCE IS NO
LONGER AVAILABLE?

A: YES/ IN EXTREME CASES, ADVERSE SELECTION CAN CONTRIBUTE TO MARKET UNRAVELING, WHERE DISABILITY INSURANCE
BECOMES SO EXPENSIVE OR RISKY TO UNDERWRITE THAT INSURERS WITHDRAW FROM OFFERING CERTAIN TYPES OF POLICIES OR
EVEN EXIT THE MARKET ALTOGETHER. THIS REDUCES THE AVAILABILITY OF THIS CRUCIAL FINANCIAL PROTECTION.

Q: How DOES AN INDIVIDUAL'S HEALTH AT THE TIME OF APPLICATION AFFECT ADVERSE
SELECTION?

A: AN INDIVIDUAL'S HEALTH AT THE TIME OF APPLICATION IS CRITICAL. PURCHASING DISABILITY INSURANCE WHEN YOU ARE
HEALTHY ALLOWS INSURERS TO UNDERWRITE YOUR RISK MORE ACCURATELY AND OFFER MORE FAVORABLE PREMIUMS. |F YoU
WAIT UNTIL YOU HAVE EXISTING HEALTH ISSUES, YOU ARE INHERENTLY A HIGHER RISK, CONTRIBUTING MORE DIRECTLY TO
ADVERSE SELECTION.



Q: WHAT ROLE DOES OCCUPATION PLAY IN ADVERSE SELECTION FOR DISABILITY
INSURANCE?

A: OCCUPATION PLAYS A SIGNIFICANT ROLE. INDIVIDUALS IN HAZARDOUS OR PHYSICALLY DEMANDING JOBS ARE AT A HIGHER
RISK OF DISABILITY. |F THESE INDIVIDUALS ARE MORE INCLINED TO PURCHASE DISABILITY INSURANCE THAN THOSE IN SAFER
OCCUPATIONS, IT CONTRIBUTES TO ADVERSE SELECTION. INSURERS ACCOUNT FOR THIS BY CHARGING HIGHER PREMIUMS FOR
HIGHER-RISK OCCUPATIONS.

QI How DO WAITING PERIODS (ELIMINATION PERIODS) HELP COMBAT ADVERSE
SELECTION IN DISABILITY INSURANCE?

A: W AITING PERIODS HELP COMBAT ADVERSE SELECTION BY DISCOURAGING INDIVIDUALS FROM INSURING AGAINST MINOR OR
SHORT-TERM INCAPACITIES. BY REQUIRING A PERIOD OF DISABILITY BEFORE BENEFITS ARE PAID, INSURERS ENSURE THAT POLICIES
ARE PRIMARILY USED FOR MORE SIGNIFICANT, LONG~TERM INCOME-LOSS EVENTS, THUS FILTERING OUT SOME OF THE HIGHER-RISK
APPLICANTS WHO MIGHT BE SEEKING COVERAGE FOR LESS SEVERE ISSUES.

QZ IS GROUP DISABILITY INSURANCE LESS SUSCEPTIBLE TO ADVERSE SELECTION THAN
INDIVIDUAL DISABILITY INSURANCE?

A: GENERALLY, YES. GROUP DISABILITY INSURANCE, OFTEN OFFERED THROUGH EMPLOYERS, TENDS TO BE LESS SUSCEPTIBLE TO
ADVERSE SELECTION BECAUSE ENROLLMENT IS OFTEN MANDATORY OR STRONGLY ENCOURAGED FOR ALL ELIGIBLE EMPLOYEES.
THIS CREATES A MORE DIVERSE RISK POOL, AS IT INCLUDES INDIVIDUALS OF VARYING HEALTH STATUSES, RATHER THAN
ALLOWING FOR SELECTIVE ENROLLMENT BY ONLY HIGH-RISK INDIVIDUALS.

Q: WHAT IS “MARKET UNRAVELING” IN THE CONTEXT OF ADVERSE SELECTION AND
DISABILITY INSURANCEP

A: MARKET UNRAVELING OCCURS WHEN ADVERSE SELECTION LEADS TO A DEATH SPIRAL FOR AN INSURANCE MARKET. AS
PREMIUMS RISE DUE TO A HIGH CONCENTRATION OF RISKY INDIVIDUALS, MORE LOW-RISK INDIVIDUALS OPT OUT, FURTHER
INCREASING THE AVERAGE RISK AND FORCING PREMIUMS EVEN HIGHER. EVENTUALLYI THE MARKET CAN BECOME UNSUSTAINABLE
AND COLLAPSE, WITH INSURERS WITHDRAWING COVERAGE.

QZ How CAN HONESTY AND TRANSPARENCY ON AN APPLICATION HELP MITIGATE
ADVERSE SELECTION?

A: HONESTY AND TRANSPARENCY ARE FUNDAMENTAL. BY PROVIDING ACCURATE INFORMATION ABOUT YOUR HEALTH AND
LIFESTYLE, YOU ALLOW THE INSURER TO UNDERWRITE YOUR POLICY BASED ON YOUR TRUE RISK. MISREPRESENTING INFORMATION
CAN LEAD TO CLAIM DENIALS AND CONTRIBUTES TO THE INSURER'S INABILITY TO ACCURATELY PRICE RISK, THEREBY
EXACERBATING ADVERSE SELECTION FOR THE ENTIRE POOL.
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