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SUMMER SCHOOL 8: Risk and Disaster
[bookmark: _GoBack]The conversation commences by Stevenson’s explanation on what risk entails; a set of probabilities, outcomes and payoffs. Smith makes it quite clear that failing to take risk is also considered costly. The Sound bite of the NPR broadcast sets the context of the discussion regarding mortgage insurance, a very popular type of cover that is offered by insurers. The discussion proceeds to identify all the economic aspects that come with the typical house insurance policy. 
To identify all the economic aspects of the insurance policy, the speakers carefully analyze policy FP-7956, a policy in an insurance cover of the mentioned couple’s house. The speakers categorically analyze the first section of the insurance policy, which mainly delves into the losses applicable as far as the cover is concerned. They identify, fire, storms, and explosions as some of the potential losses that are applicable in the insurance cover. The speakers also identify the fact that in the policy document, there’s a section of the losses that are not covered. They identify the valid reasons as to why it is practically impossible for insurers to cover for some losses. Such explanations are crucial because they enable individuals to understand the principles and the extent of insurance coverage. 
The speakers address a very fundamental question; what justifies buying an insurance policy. The speakers identify that the chief reason as to why people buy insurance policies is because of the need to avoid risk. The speakers also discuss a very fundamental aspect in risk insurance: moral hazard. Moral hazard is the incentive that insurers provide to their clients to reduce the probability of risk. In summary, the conversation offers a lot as far as the economics behind insurance is concerned. The speakers identify the fact that the main aim of most insurers is to provide cover against events that people have no control over. 
