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Study of insurance contract model with cash deposit

based on ex-ante asymmetric information
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Abstract: Adverse selection often leads to inefficiency in the insurance market. In order to solve the problem,
this article establishes an insurance contract model with cash deposit based on the principal-agent theory. The
contract adopts cash deposit as the information screening tool so that insurance companies can identify the
risk-types of the policyholders more efficiently. None of the related literature before used cash deposit as a
screening tool. The insurance contract with cash deposit is not inferior to the traditional ones and the sufficient
conditions when this is a Pareto improvement are given; at last, a numerical example is presented to compare

the utility of our model and those of other models and the result shows that the our model is more efficient.
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Table 2  Utility comparisons between various insurance models
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