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- Abstract

When agents(insured)possess hidden information after the contracts being made, from
ethical point of view, the new signals about the extent of self-protection must be sent to the

insurer which are essential for avoiding ex-post adverse selection and cross-subsidization. In
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his paper we provide the strong insurance ethic criteria and argue that for both efficiency and
equity, a separating equlhbnum with ex-ante and ex-post signaling is the utmost best one for
the competitive insurance markets. We then provide the taxonomy of market efficiency and
utilize that to assess several well—known insurance models and, in turn, find its utmost best,

first best, second best and third best equi]ibrium.
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