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No | Variables Correlation with | Credit Risk
Credit Payment

| | Sex type Not significant Female > Male

2 | Amount of credit Significant (+) Higher value higher risk

3 | Credit interest Significant (+) Too low or too high,
higher risk

4 | Colateral ratio to credit Significant (+) Less than (0,5, highest
risk

5 | Businness sector Mot significant Industrial sector, highest

6 | Collateral liguidity Significant (+) | More likuid, lower risk

7 | Credit agreement method Significant (+) Without > with
agreement

8 | Client location Significant (+) Further location, higher
risk

9 | Credit type signifikan Significant (+) Group microcredit the
lowest, profession credit
the highest.

10 | Credit payback periode Significant (+) Longer, higher

11 | Clients group Significant (+) Microbusiness group
client the loweslt.

Source: analyzed data
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What is the difference between moral hazard and adverse selection in borrowing? Explain how
asymmetric information may lead to moral hazard and adverse selection, How do financial
intermedianes reduce adverse selection and moral hazard problems in borrowing? Explain.

In most cases, an efficient outcome can only be reached if all parties have access to the same information. For instance, an insurance company may encounter a scenario where a person conceals information at the onset of a health insurance policy. The sellers know whether a car is a lemon or not, but the buyers cannot distinguish between the two
(since lemons can only be identified as such after they have been bought).Thus, they are only willing to pay a maximum price between the value of a lemon and a peach because they know they might end up buying a broken car. Many of them will be extra careful with their trucks before getting insurance because they have to pay for damages and
repairs themselves. She has had the pleasure of working with various organizations and garnered expertise in business management, business administration, accounting, finance operations, and digital marketing. Adverse selection occurs when there is asymmetric information between a buyer and a seller before they close a deal. This puts the less
knowledgeable party at a disadvantage because it is more difficult for them to assess the value or risk of the deal. For the sake of the example, we’ll assume there are two types of cars in this market, high-quality cars (peaches) and low-quality cars (lemons). Adverse selection: Comparison Table Asymmetric information refers to a situation where one
party enters an economic transaction while processing more knowledge compared to the other party. For example, a seller may convince a consumer to buy a second-hand car knowing of the vehicle’s defects. Similarities between Asymmetric information and Adverse selection Both entail product or service knowledge that could affect economic
transactions Differences between Asymmetric information and Adverse selection Definition Asymmetric information refers to a situation where one party enters an economic transaction while processing more knowledge compared to the other party. This can lead to more reckless driving or just an overall increase in carelessness on the road. On the
other hand, adverse selection refers to a case where sellers withhold vital information about a product or service to the buyers. While both parties in asymmetric information are knowledgeable about a product or service, the seller is more knowledgeable about a product or service. While the risks in some investments are considered close to zero,
every investment involves some degree of risk. In this market, the sellers have more knowledge about the quality and the history of their cars than the buyers. Asymmetrical information and adverse selection are two factors that can affect the outcome of investment options. By contrast, moral hazard occurs when there is asymmetric information
between a buyer and a seller, as well as a change in behavior after a deal. To avoid adverse selection in the insurance sector, insurance companies identify groups of people who are more risk-averse and charges them more money for the services. This ultimately leads to an inefficient outcome and a lower quality of goods and services in the
market.One of the most prominent examples of adverse selection can be found in the market for used cars (i.e., the market for lemons). Thus, they might not have agreed to the deal if they had known about the change in behavior in advance.An excellent example of moral hazard can be found in the market for car insurance. However, once they get
insurance, some drivers feel like they don’t have to be as careful anymore because insurance will cover the costs if anything happens to their car. Also referred to as information failure, this is a situation where one party enters an economic transaction while processing more knowledge compared to the other party. This often leads to doing riskier
and less profitable business. This puts the less knowledgeable party (usually the seller) at a disadvantage because they are usually the ones who have to face the negative consequences instead. This happens when they believe they won’t have to face the negative consequences of their actions. This, in turn, makes it less attractive for sellers to sell
high-quality cars, which leads them to sell more lemons. In this market, the buyers can avoid a large share of the negative consequences of their actions once they have insurance for their cars. Meanwhile, the more knowledgeable party has access to all the relevant information and can more easily evaluate the quality of the agreement. That means
the second party can be exploited because it does not have access to all relevant information (unlike the first party).In an economic context, information is one of the most critical aspects when it comes to decision-making. Custom Search Help us improve. The process of identifying, analyzing and mitigating uncertainty in investment decisions, often
referred to as risk management is vital in the financial world. That means one of the two parties (usually the seller) has more accurate or different information than the other party (typically the buyer) before they reach an agreement. Knowledge among parties In asymmetric information, both parties are knowledgeable about a product or service.
Risks are an integral part of investments. In this case, asymmetric information is exploited. Adverse selection is common in the insurance sector where those in high-risk lifestyles purchase life insurance products. This is a case where sellers withhold vital information about a product or service to the buyers. Therefore, it is crucial to know the
characteristics and differences between adverse selection and moral hazard to recognize these situations and react accordingly.Adverse SelectionAdverse selection occurs when there is asymmetric information between a buyer and a seller before a deal. In most instances, this occurs when a person selling goods has more product information than the
person buying the products. Asymmetric information applies to any economic trade. This is, however, impractical. This occurs when an investor or fund manager needs to estimate the likeability or amount of financial losses that could be incurred in a venture. Tabitha graduated from Jomo Kenyatta University of Agriculture and Technology with a
Bachelor’s Degree in Commerce, whereby she specialized in Finance. A practical alternative would be to avail information through inexpensive means such as the internet. Asymmetric information may sometimes be associated with fraudulent consequences. An alternative to asymmetric information, however, is for workers to study all fields. If the
person falls ill due to the non-disclosed problem, then the insurance company may raise premiums for the customers, forcing some to withdraw from the policies. This involves the evaluation of peoples’ current health, weight, family history, height, driving record, lifestyle risks and medical history, just to name a few. The adverse selection also occurs
in the marketplace. For instance, a seller may have better information about a product or service and use this to his/her advantage which ends up short charging the buyers. Of course, this kind of behavior is not desired and puts the insurance companies at a disadvantage.SummaryAdverse selection and moral hazard describe many different
situations between two parties, where one of them is at a disadvantage due to a lack of information. However, in adverse selection, the seller is more knowledgeable about a product or service. Asymmetric information vs. That means one of the parties (usually the buyer) accepts a deal with the intention to change their behavior after a deal is made.
For instance, teachers, attorneys, accountants, engineers, nutritionists, doctors, drivers and fitness instructors have more knowledge than the other parties. Asymmetric information forms part of a healthy market economy since workers become more productive in their respective fields and provide more value to other parties involved. Rate this post!
Adverse selection and moral hazard describe several different situations between two parties, where one of them is at a disadvantage due to a lack of information. Without intervention, this cycle continues until there are only lemons left in the market.Moral HazardMoral hazard occurs when there is asymmetric information between a buyer and a

seller and a change in behavior after a deal.
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