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Insurance contract and low compensation tine
—Pareto mproven ent of traditional partial msurance contract

MA Ben-juang, TAN Chun-qiao, CHEN X wao-hong
Central South University SchoolofBusness Changsha 410083 China

Abstract Adverse selection has a serbus effect upon the exchange efficiency of the insurance market this

has not been selved canpletely until now., A s a trial can screen the quality of ol cars n second hand carm ar
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ke n thispaperwe discuss nsurers of o and more risk typesw ith respect to a policy hoHer action An n-
surance contractmodelw ith bw nithl canpensaton is estab lished It puts forward that this low canpensatbn
perpd can be used to screen policy hoders’ risk types Insurance contractsw ith bw compensation tinemeans
thatdurng the start of the sgning the contract if the policy holder runs nto risk the insurance canpany will
give lw canpensatbn On the other hand ifno clam s arem ade durng this period, then, until the end of the
insured tme, the insurance canpany w ill provide a filly insured contract In this condition of partial nsur
ance it B shown that during the bw canpensaton perbd the probab ility of obtanng bw canpensatbn is lar
ger if a high risk policy hoHer accepts the nsurance contract and vice versa This results n high risk policy
holders tending to give up the contract An example is given to show this condition existed n reality and we
denonstrate a Pareto inprovem ent to the traditbnal partial insurance contract

Key words mnsurance contract adverse selectbry asymmetric nfomation Pareto mprovement partial

nsurance
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Financing constraints expropriation of minor shareholders and abuse of
SEO proceeds

ZHU Yun', WUW ensfeng', WU Chongfeng', OliverM. RUI’

1 AntaiCollege of E conan ics and M anagement Shanghai Jao Tong Unwersity, Shanghai 200052 Ching
2 The Faculty of Busness and Adm nistration The Chinese Unwversity ofHong Kong H ong Kong Chna

Abstract This paper analyzes he effect of ownership structures expwopriation ofm nor shareholders and fr
nanc ng constrants on them isnvestanment of SEO proceeds Usng 439 rehis offerng sanples fran 1998 to
2001 n China stock market we find that the hgher the financhlslack before SEO, themore lkely he abuse
of the raised find And the bwer the subscripton ratp of large sharehoders themore lkely he abuse of the
raised fund However the concentratbn of ow nership doesn’ tsignificantly affect the m is- invesim ent behav ior
Our results show that fnancng constraints and expropriation of m inor sharehollers are wo key factors affecting
the m is- nvesiment behav ior

Key words scasoned equity offerng expropriation financing constraints abuse of SEO proceed



