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Extended Abstract

Amongst financial hazards, health events are one of the most important type of unexpected
events. In absence of universal social insurance system, an overwhelming share of heath ex-
penses is financed through out of pocket expenditure. In order to cope with these shocks, that
often amount to a multiple of the available monthly income, households rely on a combination of
strategies such as precautionary savings, selling productive assets, credit and other informal risk
sharing. However, these informal risk management arrangements are often imperfect, expensive
and leave the household vulnerable to poverty (Dercon, 2002).

Formal insurance contracts targeted to the poor, so-called microinsurance, has the potential of
mitigating the adverse effects of existential expenditure shocks, thereby among others influenc-
ing risk coping behavior, labor market outcomes and psychological well-being. This potential is
captured by recent increases in the number of insured persons to about 500 million in 2013 (ILO,
2013). At the same time, microinsurance providers face a special environment, which leaves of-
fered policies vulnerable to information asymmetries from a theoretical point of view. On the one
hand, this arises due to the need of maintaining low administrative costs, thus limiting the po-
tential for ex-ante risk screening measures. On the other hand, the target group is often exposed
to formal insurance for the first time and therefore requires simple insurance policy designs that
often cannot contain conventional preventive measures.

For this reason, investigating both the presence and magnitude of information asymmetries as
well as exploring the optimal design of alternative microinsurance policies are important areas
of research. To date, the empirical evidence on the presence of adverse selection in health mi-

croinsurance markets is limited and controversial. While some studies find evidence for adverse

'Department of Economics (GESS), University of Mannheim, Germany
torben fischer@gess.uni-mannheim.de
This project is ongoing work and joint with Markus Frolich and Andreas Landmann at the University of Mannheim,
Germany. 1 want to thank the audience of the 2015 J-PAL conference on Field experiments in labor economics and
social policies for helpful comments. I am deeply indebted to Mumtaz Malik Ghafoor, Ghulam Rasool, Muhammad
Tahir Waqar and in particular the regional team of the National Rural Support Programme in Sargodha. Without
their tremendous support, the implementation of this research project would not have been possible.



selection (Clement, 2009; Lammers et al., 2010; Yao et al., 2014; Zhang and Wang, 2008), other stud-
ies conclude that adverse selection might not be present (Dror et al., 2005; Jiitting, 2004; Nguyen
and Knowles, 2010; Banerjee et al., 2014)

In this paper, we contribute to the literature by providing causal evidence on the presence of
adverse selection in the health microinsurance sector in Pakistan. Moreover, we experimentally
test different insurance designs to provide alternative mechanisms through which adverse selec-
tion effects can be mitigated. Specifically, our identification strategy employs a two-stage cluster
randomized control trial (RCT) in which one out of four different insurance innovations is made
available on a voluntary basis in more than 500 villages. The offered products vary in their eli-
gibility to insure household members (individual eligibility vs. household insurance) as well as
their coverage limit of expenditures. In a second step, premium discounts are randomized on the
level of the household, resulting in exogenous price variation for the insurance products.

Our sample contains an average of 15 households per village, resulting in a sample size of more
than 6500. Using baseline characteristics on health measures as a proxy for people’s riskiness to
conduct a positive correlation test (Chiappori and Salanie, 2000), we rule out that the results can
be explained with moral hazard effects. In a first step, we find that insured individuals exhibit
significantly more risk than uninsured individuals do. Since demand decisions can be driven by
unobservable characteristics, we exploit random price variation to investigate the relationship
between riskiness and insurance price for the pool of insured persons. We find that the average
riskiness of this pool increases in price, generating a pattern that is in line with adverse selection.
In contrast, these patterns between riskiness and insurance price are absent for policies that re-
quire household enrolment. This suggests that alternative policy designs are able to mitigate the
presence of adverse selection.

Collecting follow-up and claim data in December 2015 and January 2016, we will be able to as-
sess whether adverse selection threatens the financial sustainability of the offered insurance prod-
ucts. Following Einav and Finkelstein (2011), we will be able to estimate the insurer’s marginal
costs curves for the offered policies, establishing the presence of adverse selection using ex-post
measures of riskiness. Furthermore, the follow-up data will allow us to investigate the impact of
the social insurance innovations on risk coping behavior such as female and child labor supply,

saving patterns as well as health expenditures and health outcomes.
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