Running head: ADVERSE SELECTION		1
ADVERSE SELECTION		3



[bookmark: _GoBack]





Adverse Selection
Student Name
Institution Affiliation


Adverse Selection
Using concepts from this course, explain why adverse selection can influence healthcare, and explain why Ms. McArdle thinks the adverse selection theory is imperfect.  What do you think?  Write 150-300 words.
Adverse selection can have a great impact on the market. When there is unequal information between the buyers and the sellers, the market easily gets distorted and, in the long run leading to market failure. In healthcare, adverse selection has great influence, especially in the choice of health insurance plans. The healthy people are likely to choose managed care while the unhealthy people choose more generous plans. The health insurance market can easily fail due to the influence of adverse selection. An Adverse selection has the high-risks individuals, those who highly need coverage purchasing health insurance while the healthy people are abstaining. As a result, the insurance companies are affected financially; hence few remain in the market with higher rates for each coverage purchased.
According to Ms. McArdle, she thinks that Adverse selection theory is imperfect and even suggests that adverse selection can lead to market failure. She points out that although the insurance companies try to avoid covering those who are likely to need care, a greater percentage of the uninsured are excellent healthy. She also points out that there is a correlation between uninsured and good health, especially being young (McArdle, 2009). As she concludes the article, she suggests that the market failure that arises as a result of adverse selection in the insurance market can be controlled through government interventions. Some of the interventions suggested include programs to cover the indigent and regulations to prevent insurance companies from ripping off customers.
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