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Abstract 

Co-insurance is a concept defined by several people as simultaneously insurance in the amount deposited in 

advance warranty. In the present article we shall consider a risk averse agent with an initial wealth that supports a risk 

of loss. Supposing that for every euro paid as damages by the insurance policy, the insurer incurrs a one-off 

transaction costs. Obviously, more complex structures are also possible cost. If we add these transaction costs to the 

expected costs of damage in the first plan insurance payments must be equal. Level λ is often considered as an 

influential factor or source of profit and loss. So, if spending rises to 10 lei for every 100 lei of the damage, the insurer 

will add 10% to competitive actuarial value of an insurance policy in order to cover these expenses. 
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1.Introduction 

 

Anghelache and others (2008), Anghelache and Partachi (2011) develop on the actuarial instruments in insurance, 

approaching, among other topics, the valuation of premiums, the reserves, the estimation of risks. Raviv (1979) and 

Spaeter and Roger (1997) analyze various aspects regarding the optimal design of insurance contract, an issue also 

approached by Huberman and others (1983). Mossin (1968) studies the rational purchase of insurance. Karni (1992) 

focuses on a utility analysis for optimal insurance. 

 
When the loss is not a binary variable, hedging can take several different forms characterized by function. One 

that applies in many cases that is the easiest to work with it in terms of modeling is the so-called co-insurance policy. 

We mean, suppose a first fixed insurer agrees to reward the person with a fixed fraction, β, loss. Thus, for any x. Β is 

called co-insurance rate level, while 1 - β is called retention rate because the policyholder retains acessta fraction of the 

loss. 

 
2. Paper Body 
 

Often, β may be restricted by the condition that, though not necessarily need things to stay that way. 

Coinsurance rate β is chosen a priori by the policyholder, taking into account the following rule of pricing insurance: 

 

 (1a) 

 

where  is the total insurance premium. Wealth random policyholder final loss and 

coinsurance rate β is equal to (1): 
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 (1b) 

 

Note that when ,  we have full coverage insurance and wealth is not final non random.  

 On the other hand, when we  where not purchase any coverage. The problem 

policyholder decision is to select an optimal rate of coinsurance . 

Taking into account this aspect of the decision, the policyholder selects coinsurance rate of wealth who 

maximizes his final EU: 

  

 (2) 

 

H objective function differentiated twice on β, we have:  

 

  (3) 

 

And 

 

  (4) 

 

We find that  it's expected value , which is always positive and  always negatively by 

risk aversion. This  is the expected value of a is negative likelihood I. So is negative. That means EU of the 

policyholder is a concave function coinsurance rate. 

Regarding the issue of ensuring Sempronius, EU has a tip regarding assurance level that is measured by β. 

There exists first order condition:  

 

  (5) 

 

This condition is necessary and sufficient for a maximization program (2). The fact that (4) is negative for 

values of β and not only β* proves to be important in comparative static analysis, as we present below. 

We come to understand certain aspects examining the sign of  rated : 

 

  (6) 

 

This involves two important results. First, assume that no transaction costs in the insurance: . In such a 

situation, and the first order condition (5) is satisfied with . In other words, when there is no 

charge to ensuring optimal contract is to provide total. This result should not surprise us. When , and (1) imply 

that is constant for all values of β. In other words, the expected final wealth is not affected by the 

choice of insurance. So a person who wants to prevent any risk will prefer this level of expected wealth without any 

risk that can be achieved through a total insurance. Suppose alternatively that there are transaction costs that is not zero 

in the inssuredness . This implies in (6), where H 'is negative. It means that reducing coverage ratio from 100% 

to a lower marginal rate, amount of policyholder EU. Since it is negative, so  it is strictly concave, as a 

result of vanishing must be less than one. In other words, and it is optimal for policy holders to retain some level of 

risk. These results are summarized in the conclusion of the theorem known as Mossin: Total Insurrance  is 

optimal at a fair price actuarial , while partial coverage is optimal if the first load includes a positive . 

When  positive, we would think that total could still ensuring optimal degree of risk aversion if the policyholder is 

high enough. That assessment is not correct, as stated in the above conclusion. The reason is that risk aversion is a 

second-order phenomenon as reflected in approximating the Arrow-Pratt risk premium. For a very low level of risk, 
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individual risk behavior approaching neutrality at risk.  Retaining part of the risk, the policyholder will save in terms of 

transaction costs, thereby increasing its expected final wealth, which is obviously beneficial to someone neutral to risk. 

When β tends towards one, this first order effect should dominate the second order effect of increased risk. The total 

insurance will not be optimal. This behavior is found in every model that shows risk aversion Odin 2 not only to EU 

officials utility models differentiation. At the other extreme, when we could have the situation where  it is 

very low. If conditioning , then the first order condition (5) may not be valid for any value of β in the range 

restricted. In this case, we do . Because it is strictly concave, thus we obtain a new solution-

insurance  

To illustrate this more clearly, let's examine the sign of rated .  

 

  (7) 

 

Covariance term is obviously positive, since u is concave due to risk aversion. The term  is 

also positive. Since factor λ appears only once in a multiplicative manner on the right side of (7), we see that 

 for . Also, linear decrease in λ and will be negative for all , where:  

 

 (8) 

 

Note that whenever insurance is too expensive, particularly whenever  no coverage will not be optimal. 

If the restriction that the insurance is not negative, then I have every time . Typically, such 

contracts are not available in the insurance market, yet are interesting to consider. When  excessively high, 

the policyholder will appreciate the occurrence of a loss and will not take insurance. Policyholder wants to 

assume additional risk (rather than provide). In a sense, the life insurance market, new products pretty known as, 

viaticals "and life are essentially settle for positions, short in insurance policies. These contracts are usually designed 

for people with terminal illnesses, I pay the policyholder a lump sum of money now (similar to receiving an insurance 

premium) in exchange for a promise to the policyholder to pay a fixed amount of money to his death . Of course, this 

payment is funded by proceeds from the deaths of an existing life insurance policies. The individual has what is called 

in financial language a „short position” in its insurance policy. Of course, if we impose the restriction that when 

optimal coverage will be , resulting from his concavity of and the condition that . In some 

cases, we can link the transaction costs undiversified risk. Obviously, many natural hazards, environmental or 

technological in class high risks that are difficult to remove using the principle of mutuality. We question the neutrality 

of the insurer's risk in case of such risks. 

 
 
5. Conclusions 
 

Insurance companies will not provide insurance premiums, fair for them. Indeed, shareholders will not be 

able to diversify the risk associated with dividends paid by insurance companies to cover these increased risks. 

Shareholders will demand a risk premium that will increase the cost of funds for these insurance companies. This 

cost will be included in insurance policyholders through a higher rate of individual risk premium component that 

is systematic. This first largest in turn will provide an incentive for policyholders to retain a larger portion of 

their individual risk. In conclusion, the fact that the risk is systematically makes insurance premiums contain a 

positive charge which has the equivalent effect of the transaction cost. In many cases, this effect can be so great 

as to render impossible the insurance market or at least to stop her work. Thus, after the events of 11 September 

2001, many companies had insurance policies canceled or at least the first enlarged too much for these 

companies to longer afford to provide. In addition, many insurance for natural disasters require a high level of 

co-insurance in order to obtain% coverage. 
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