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Abstract: There are two major anomalies that Expected Utility Theory can not explain in insurance
markets: People underinsure low-probability, high-loss risks, but people over-insure low-loss,
high-probability risks. We hypothesize that the tendency of people lead to above-mentioned
anomalies, that is people pay more attention to occurrence probability rather than loss severity. So,
the paper investigates the difference of how occurrence probability and loss severity affect people
on making decisions on insurance. Based on the Expected Utility Theory, it proves that rational
people should focus on loss severity rather than occurrence probability while making decisions
on insurance. Relied on the survey data on the insuring willingness and risk perception of the most
important life risks, i.e. critical illness risk and accident injury risk, it reveals that people are
inclined to overemphasize risk occurrence probability when making decisions on insurance
purchase in real life, which is obviously contrary to the principle upheld by expected utility theory.
The findings of the paper disclose that, in the real world, people demonstrate irrationality of
overemphasizing occurrence probability rather than loss severity, and provide a new perspective
to explain the odd phenomena existed in the insurance markets why people underinsure large

improbable losses while over-insuring small probable losses.
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