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Abstract

The research paper investigates the presence of asymmetry information in Health and
Surgical Insurance in Malaysian market. For that purpose, an econometric model is
formulated and estimated by using data from insurance companies based on the model
used by Cawley and Philipson (1999). The model has price as a dependant variable and
regressed against consumers’ characteristics. The results show that the unit price tends to
increase with level of risk or quadratic pricing. The pricing schedule is necessary for
companies to break even as it can minimize the impact ®f informational disadvantage.
This is because high risk individuals will purchase higher than average quantity of
coverage. A logit model is formulated and estimated to investigate the relationship
between high risk individuals and probability of holding larger quantity. The paper
highlighted the presence of asymmetry information in Health and Surgical Insurance. Its
presence is detrimental to efficiency of trade. Companies will reject risk, which is not
familiar, consumers with lower risk propensity will be paying higher premium than the risk
level they face, moral hazard problems, and etc. These problems arise from the benefit of
misrepresentation in the proposals, which in turn determine the decision making of the
companies. Loss of trade or Pareto inefficiency in trade can be overcome with customized
policies, offer policy based on observable consumption of correlative products, and public
intervention. The problems of asymmetry information do not only occur in insurance
market, but it is also apparent in other markets as long as there exist benefit for the parties
to cheat or lie.



TABLE OF CONTENT

Abstract
Table of Contents
List of Figures

List of Tables

Chapter 1 Introduction

1.1 Overview

1.2 Issues Concerned

1.3 Objective of The Research

1.4 Outline of Research

Chapter 2 Literature Review

2.1 Introduction

2.2 Asymmetry Information In Non-Insurance Market

2.3 Asymmetry Information In Insurance Market

Chapter 3 Theoretical Framework

3.1 Introduction

3.2 Model For Non-linearity In Prices

3.2.1 Perfect Information

3.2.2 Imperfect Information

3.2.3 Pooling Equilibrium

3.2.4 Separating Equilibrium

20

22

25

iii



3.2.5 Insurance Under Asymmetry Information
3.3 Covariance Between Risk And Quantity

3.4 Conclusion

Chapter 4 Methodology

4.1 Introduction

4.2 Data

4.3 Assessing The Non-linearity In Prices

4.4 Logit Model For Covariance Between Quantity and Risk

4.5 Conclusion

Chapter 5 Result and Data Analysis

5.1 Introduction

5.2 Assessing The Non-linearity In Prices (Male Category)
5.3 Logit Model For Covariance Between Risk And Quantity
5.4 Assessing Non-Linearity In Prices (Female Category)

5.5 Conclusion

Chapter 6 Conclusion

6.1 Introduction

6.2 Summary Of The Findings

6.3 Contributions Of The Research

6.4 Implications and Suggestions

28

30

31

41

43

53

56

65

66

65

66

67



6.5 Problems In The Research

6.6 Conclusion

Appendix A Types Of Policies For Male Category
Appendix B Types Of Policies For Female Category

Appendix C Regression Results For Covariance
Between Price And Quantity

71

73

74

83

88



List Of Figures

Figure 3.1
Figure 3.2

Figure 3.3

Figure 3.4

Figure 5.1:

Figure 5.2:

Figure 5.3

Figure 5.4

Equilibra With Differential Risks
Premium Charged In Imperfect Information Situation

The market average fair odds line and )
Pooling Contract t

Separating Contract

Marginal Price and Quantity Of Coverage
(Male Category)

Marginal Price and Quantity Of Coverage
(Female Category)

Quadratic Pricing For Different Class Of Occupation

Quadratic Pricing For Each Age Category

22

23

26

44

45

52

59



List Of Tables

Table 5.1

Table 5.2

Table 5.3

Table 5.4

Table 5.5

Total Prices and Quantity Covariance
In H&S Policy

Number of cases and summary statistics of
overall quantity of coverage by class
Regression Result For Logit Model

Total Prices And Quantity Covariance
In H&S Policy

Number of cases and summary statistics of
overall quantity of coverage by age

47

61



