Imperfect Information in Health Care Markets
Exercise Session 6 - Rothschild-Stiglitz
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Exercise 10 g)

Consider an insurance subsidy to insurers, i.e. each insurer receives
for each sold insurance a subsidy payment s. How high does s have
to be to ensure efficiency?
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Exercise 10 h)

Consider an insurance mandate (without subsidies), i.e. everyone is
forced to buy an insurance contract. What is the equilibrium
insurance premium? Who will benefit from the mandate? Who will
lose out with the mandate?
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Exercise 10 i)

Suppose insurers can now distinguish two groups: The people

i > 0.3 and the people i < 0.3. Assume that insurers are allowed
to offer different contracts to these two groups. Consequently,
there are now two separate markets. What is the equilibrium on
the "high risk market™” What is the equilibrium on the "low risk”
market? Is the new situation more or less efficient than the one
considered in the previous subquestions? Who benefits from group
discrimination and who does not?
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Exercise 10 j)

With the previous subquestion in mind, what happens if insurers
can identify people better? (For example, distinguish more and
more subgroups as in the previous subquestion.) What are the
consequences for welfare? Who benefits and who loses?
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Exercise 11

You work for a profit maximizing health insurer which recently
understood the problem of adverse selection. Your boss asks you
what to do to increase/maintain profits in light of the adverse
selection problem. What do you answer?
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