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Introduction 
Asymmetric information involves different market situations—specifically the ones involving a single party in a transaction having more or better information compared to the other. Such is the case of policyholders misleading insurers because of the advantage they have over them. Information asymmetry cases involve market failure with a negative effect on the insurance market. Information asymmetry is essential for insurance industry because they operate with risks, and the presence of information asymmetry generates further risks for insurance market subject.
Based on microeconomic theory, market failure exists which leads to ineffective consumption or production[footnoteRef:1]. A market failure is a market where the requirements for a competitive market, including the knowledge of prices and opportunities, adequate competition, resource mobility, or competitive promise are not present. Often market failure takes place when a sizeable deviation from the required conditions for perfection takes place. Common market failures include inadequate competition and information.  [1:  Nicholson, Walter, and Christopher Snyder. Microeconomic theory: Basic principles and extensions. Nelson Education, 2011.] 

Market failures caused by information asymmetry can be an example of hidden actions. In this case, individuals understand the consequences of their decision but those affected are not capable of easily inferring the resulting costs or benefits. In the case of insurance, policyholder knows if and how insurance has an effect on their behavior and most important if over speeding result in cases of accidents. However, the insurance company might not be able to determine if the accident is the result of a chance of over speeding.
In insurance, moral hazard is a central part of law and economics explaining the way in which things are as they cannot be, thus it is essential as an analytic tool of policy analysis when considering issues of social responsibility. Unlike adverse selection moral hazards take place when an individual takes advantage of asymmetric information after an exchange. The change in behavior or acquiring of information increases counterparty risks.
For example, if drivers install a monitoring device in their cars that report how fast the car is moving, they are not at the risk of bearing full costs of in case of car accidents, which result in the incentive to drive carefully. Moral hazard issues manifest as a result of hidden action or information. Hidden actions involve circumstances where individuals understand consequences of decisions but the affected individuals cannot observe or infer easily the resulting costs or benefits. 
The policy will affect the quality and price of insurance in that consumers will pay premiums into a pool of fund covering the insurance claims made by the population that incurs loses. When insurance trades at the actuarially fair prices, there is no cost expected from removing individual risks from their expenditure so they fully insure. Solving insurance asymmetry issue is associated with eliminating the information gap between clients, brokers and insurance companies[footnoteRef:2]. They can also introduce other problems such as privacy.  [2:  Rios, Manuel C., Campbell R. McConnell, and Stanley L. Brue. Economics: Principles, problems, and policies. McGraw-Hill, 2013.] 

There are specific approaches that insurance companies use in interfering with personal privacy and eventually insurance companies can be able to function with really sensitive personal information. Insurance companies can use motor insurance PAYG system. The system normally uses information based on the use of the care in the calculation of premium. This can be advantageous for some clients using their car on an occasional basis. Implementing this system requires a particular box installed in the car to collect data of users. This could help in fighting against information asymmetry as an alternative
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