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THE MARKET For INSUÍLANCE
.
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( M
. Rothschild and J. Stiglitz : Equilibrium in Competitive Insvrana . . . .

QJE / 1976))
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Then is a competitiva insana market when tiras after policías

( I , D)
,

when

I : Premium

D: Dedenctible
.



If an individual subscribes thepolicy (5,D), then he faces a lattery
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EnsI,D) =(1 - p(u(x.) +pu(X-): =(xnx-)

Examples:
=>

0(I, D) =10.2) (No insurancel

② (I,B) =(I,0) &Full insuranes

③ (I,G) =(p1,0) /Full insurance feir preminarl

e (I,D) = (I. E) I Partice insurecal

Typically, 140 is notallowed.
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Fair odds , full
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In e CEa policy (I, D) is subscribed only if

117 I =p(L - b)

12) SE,E), -Es
·
En(I,5) > En(I,4).

Proiction. In a CE all individuals subcribe ine policy
154,DY) =(ph, 0).
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Any fair odds policz difternt from K

( pl , o ) is upset by a policy ( pltc ,
o )

That mares Potts
.
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If insurence compares could recognite theindividual of

ether typa, Thea in - CEReg will offer to

eccL tepe new full insurnes feir odds policy·

Whatif insurence companies cannot distinguish between

high of low riseindividuals?

which policies will they offer in a CE?

Will they offer a single (pooling) policy to both

types

Pition A CE

abscibed by bitattheaperebral
doss not exist.
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16) Ang other fair odds

policy(p(-D), D) wi Xa

p =xp" +(1 -x)p
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A traven jH=pHL, De
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E=p(L - D4

E,2(1,DY: =p"n(w -
22b) +(1 - p")w(w-3) =Exn(14,bt) =w(x - 4).

->..u
-

Fo

FOC/p Sp1)



For this manu tobe a CE, x mustbe suffcutt

large Rat.
u(k - ph) =pu(w - 12x4 +( -p4)u(w - 14)
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I E SEPANTING "MENU" FORMS A CE PROVIDED HE(Exp)

White ofLOW MSK INDIVIDVALS OfTE POOLING

Polic, (pIx)L, 0), WiE
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=+E=
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h(1 - 4) =n() =x
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