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Abstract

We study a competitive insurance market in which some consumers have too op-
timistic expectations regarding their future use of preventive measures. When con-
tracts are long-term and inflexible, such naive consumers would increase the costs of
insurance for low-risk consumers. The competitive insurance market therefore offers
flexible contracts that allow for switching between different tariffs. Sophisticated
consumers choose a partial insurance tariff and remain low-risks. Naive consumers
choose the same tariff, but later switch to full insurance, and become high-risks. If
there are sufficiently many naive consumers, they pay a transfer to sophisticated
consumers (so that high-risks subsidize low-risks). In contrast, there are no such
transfers when contracts are short-term. The model generates novel implications

for the time frame of insurance contracts and insurance requirements.

Keywords: Insurance, Moral Hazard, Hyperbolic Discounting, Sophistication

JEL classification codes: D82, D91, G22

*KU Leuven, Department of Economics, Naamsestraat 69, 3000 Leuven, Belgium, phone: +32 163 74
579, heiner.schumacher@kuleuven.be. I am grateful to Jérg Oechssler (the Editor), the Associate Editor,
two anonymous referees, Leonidas Enrique de la Rosa, Kfir Eliaz, Daniel Herbold, René Kirkegaard,
Michael Kosfeld, Botond Koszegi, David Laibson, Joel van der Weele, and Joachim Winter, as well as
seminar audiences at the Mainz Workshop in Behavioral Economics, IMEBE 2012 Castellon and Goethe-

University Frankfurt for very helpful suggestions. Any remaining errors are my own.



Download English Version:

https://daneshyari.com/en/article/5066534

Download Persian Version:

https://daneshyari.com/article/5066534

Daneshyari.com


https://daneshyari.com/en/article/5066534
https://daneshyari.com/article/5066534
https://daneshyari.com

