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D : Dedectible
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Preferences for insurance policies :
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In a CE a policy (I ,D) is subscribed only if
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Averse Selection
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If interna companian could recognite The individe of

enMu Eypa ,
Then in - CE Reg will offer to

eccL type her full insurre fairoodds policy

What if infrnce compares cannot distinguish between

high al low risk individuals
?
↳

-

which policies will they offer in a CE ?

Will they offer a single /pooling) policy to both

types

-
eposition A CE in which the same polcy is

subscribed by both types (ie
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does not exist
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(6) And oher fair odds
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A separating equilibrind
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For this manu to be a CE
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Conclusion
-

The EXISTENCE Of MARKETS WiTH DDVERSE SELECTION
I

W HICH IS A PARTICULAR casE Of ASIMUETIC Information
,

MAY MESULT IN PELFECTLY COMPETITIVE MANETS

Producing

=>
Inefficient outcomes

,

Or EVEN

- Cense to Exist Altogether !
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~
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POLICT
, (p(x)L ,

0)
,

WHERE

(x) = z + y = E ,

↳ HiCh iS

2(1 - y - u( q )=
'S LESS Than The EXPECTUD UNLitt of The Polian (IY DY,

En (I"
,
DY = p u(i - E" - x4) + (1 - p4)u(p - IM

= ↓V+
Y

-1)
TAAT IS

& (5 +11= X3(2 - 5) = 0
.
2





-
/ HUS

,
WhEN The separating MENU IsT A CE..
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MAKING The POOLING POLICT MADATOR MAKES Everone

RETTELL OFF .
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