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Dissertation: “Empirical Studies in Insurance Markets” 
   
Abstract: I examine the empirical importance of moral hazard, adverse selection and state 
dependence in the determination of motor vehicle accidents, using a unique longitudinal dataset on 
car insurance policies. I obtained the data from an Italian insurance company and it follows policy 
holders over the period 2000-2005. My paper builds on earlier work by Abbring et al. (2003) that 
develops a dynamic model of moral hazard in which insurance contracts are experience rated 
according to a proportional rule. I extend the model to allow for adverse selection that takes the 
form of unobservable heterogeneity, for state dependence in accidents and for pricing schemes that 
are not proportional. The empirical estimating equation is a discrete choice dynamic panel data 
model with unobserved heterogeneity, state dependence and predetermined variables. My 
unusually rich data permit a flexible way of incorporating moral hazard, adverse selection and state 
dependence within the same model, which I estimate using a recently developed semi-parametric 
estimator proposed by Arellano and Carrasco (2003). I find much stronger evidence of moral 
hazard than in the previous literature. In particular, there is negative dependence between accident 
probabilities and the experience rating class, with higher marginal increases in insurance premiums 
at higher classes associated with larger decreases in probabilities. Thus, monetary costs are 
important determinants of accident probabilities. There is also evidence of negative state 
dependence, after controlling for adverse selection and moral hazard, suggesting that drivers who 
recently had accidents engage in accident avoidance behavior.  
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