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ces are the most used in the scientific litera

tages that they generate. 

1. Absolute and relative risk 

aversion – coefficients 

M orgestern utility functions 21
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and of a C  class (al least three times differ

entiable). The risk aversion coefficients are de

Definition 1. Absolute Risk Aversion. 
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Definition 2.  A nother classification is 

based on the relative risk aversion coeffi-

cient

Attitudes towards risk 

and insurances

Abstract: The paper presents the attitudes towards risk and their influence in insurance theory. 

Based on these attitudes, the insurance companies can distinguish between agents with inclinations to-

wards risks and the ones with aversion towards risk, who interest them.
Key words: 
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These coefficients are local measure

constant risk aversion for           
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2. Pratt Theorem 
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Pratt Theorem. 
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Because the failures of associating a 

strong

absolute risk aversion.

Definition 3 (Ross).U
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Definition 4. The utility function U(x)

decreasing absolute risk aversion 
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strong decreasing absolute 
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aversion (IARA
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Proposition 2. (Equivalent Conditions 

for DARA) The utility function U(x)
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A  necessary condition is that 0U .

W e shall study the influence of the attitude to

3. Attitudes towards risk 

the outcom es 1x  and 2x 21 xx . The 

from  the lottery is
2

21 xx
LE .

al can be determ ined. The individual is ques

Ec nam ed certainty equivalent. This 

him  a satisfaction equal to the m ean satisfac

U(Ec)=E[U(L)]

U  is the utility function associated to the lot

tery L. 

etary value of the lottery is risk neutral.

Ec risk

loving.

site situation is risk averse.
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U(Ec)=E[U(L)].

Ec<E(L)
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less money but he is certain that he can re

ceive this amount. 

4. Risk aversion and insurances 

that can be lost. These individuals are actu

of their money.

Insurance dem and 

for the car to be stolen is p. We assume that 

p

is a case of symmetric information. 

the situation that the individual encounter if 

his utility is TU
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be WE
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Figure 1. Risk aversion and insurances
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because the loss of his car is fully insured. As 

long as STX
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An individual that buys a full insurance 

Insurance supply 

in order to attract clients by reducing the in
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