Imperfect Information in Health Care Markets
Exercise Session 7 - Rothschild-Stiglitz



Questions about the lecture



Exercise 13 d)

If risk types were observable what would be the equilibrium
contracts for the two risk types?
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Exercise 13 e)

What is the Rothschild-Stiglitz equilibrium (i.e. the equilibrium
when risk types are not observed by the insurance companies)? For
which shares of high risk types is there a full coverage pooling
contract breaking this equilibrium?
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Exercise 15

Suppose that a low risk type is indifferent between his contract in
the Rothschild-Stiglitz equilibrium candidate and a full coverage
contract at premium (yap + (1 — «y)ay) * L. What interpretation
does the premium (yap + (1 — v)ay) * L have? Demonstrate that
in this case the Rothschild-Stiglitz equilibrium does not exist.
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Exercise 16

In the Netherlands, health insurance contracts can only be changed
at the end of the calendar year. Discuss why such a regulation may
or may not be a good idea. Do you know of other similar
provisions or regulations?
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