Activity 4.2

Choosing Sides: Which Drivers Would You Insure?

TEACHER’S GUIDE

VIDEO SUMMARY
AND ACTIVITY OVERVIEW

In Video 4, “Expect the Unexpected: Managing
Risk and Insuring Your Future,” students
learn that insurance exists because people can
deal effectively with risk through the coor-
dination made possible by market activity.
Insurance depends on the willingness of insur-
ers to assume risks for groups of people. Some

people, however, present higher risks than oth-

ers.

In order to show how insurance markets can
deal with the different risks posed by differ-
ent drivers, this activity puts the students into
roles as drivers and insurers.

CONCEPTS

Insurance

Managing risks

MATERIALS

1. Pairs of dice

2. Duplicated Student Activity 4.2, one for
each student

3. Duplicated Prospect Cards, enough for
all but two students

PROCEDURE
1.

Remind the students that Video 4 deals
with making sensible day-to-day decisions
about risk. Distribute a copy of Student
Activity 4.2 to each student.

Ask: Where do insurance companies get
the money to pay for fixing the damage
done in an auto accident? From charging
premiums for insurance. Introduce the
Insurance Game described in Student
Activity 4.2. In this game, two insurers
will act like team captains in a neighbor-
hood softball game. But instead of picking
softball teams, they will pick drivers to
insure. The team captains, or insurers,
will collect $1,000 from each driver they
pick. If the driver has an “accident,” deter-
mined by a roll of the dice, the insurer
must pay the costs. The objective for the
team captains is to make the highest pos-
sible insurance profit.

Select two students to be the team cap-
tains who will be choosing up sides.

Ask: What kinds of drivers are the least
likely to require big insurance payouts?
Careful drivers with less expensive
and more practical vehicles. What
kinds of drivers are the most likely to
require big insurance payouts? Reckless
drivers with fast, expensive cars. Pick
a sample Prospect Card and read the
information on it to the class. Then ask:
Is this a risky driver? Answers will vary
depending on the card.

Aside from the two team captains, all the
other students in the class represent driv-
ers. Give each of the drivers a Prospect
Card; have them write their names in the
blanks and fold the cards along the dotted
lines.
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ACTIVITY 4.2 - CHOOSING SIDES: WHICH DRIVERS WOULD YOU INSURE?

6. Explain that the Prospect Card handout 11. Have the students share their responses
has two sides. The front side lists informa- to the Questions for Discussion includ-
tion about each driver’s riskiness. It also ed in Student Activity 4.2. Discuss their
includes $1,000 to pay for insurance. The answers.
back side has additional information that A. Which captain picked the greater
the team captains don’t yet know. number of drivers? Identify the insurer.

Is the insurer who takes in more money

7. Have all the students stand. Explain that going to make more profit? No—not if
the team captains will soon be choosing that insurer took on some drivers who
sides. Let the team captains circulate turn out to be risky.
through the room, looking at the front B. Did anyone fail to get insurance?
sides of Prospect Cards in preparation Why? The most risky drivers may not
for choosing sides. Team captains will have gotten insurance. The insurers
want to take notes as they go around the didn’t want to take a chance on their
room. Remember, they make money by driving habits.
insuring more drivers, but they must pay C. How is this example different from
the costs if any of their drivers have acci- getting real insurance? Many answers
dents. are possible: There are more than

two insurers in the real world; people

8. Now the team captains will alternate in make deals in an insurance market
choosing sides. Each chosen student goes rather than being chosen for teams;
to stand by the team captain. Insurance most importantly, in real insurance
1s voluntary; an insurer may turn down markets people pay different premi-
any driver who is thought to be too risky. ums. In this simulated market, every-
Choosing continues until neither captain one pays the same $1,000 premium
wants to add anyone else. regardless of risk.

D. Did any safe drivers generate a

9. When sides have been chosen, explain that big loss because of a bad roll of the dice?
the team captains will now learn about Usually, yes. What does this represent?
their profits. Even safe drivers sometimes A safe driver getting unlucky and get-
have accidents; risky drivers may go some ting into a costly accident.
time without an accident or loss. To rep- E. Why should two equally safe driv-
resent the element of chance, each driver ers pay different amounts for insurance,
will roll two dice. The outcome will show just because one is driving an old sedan
the claim that the insurance company and the other is driving a new sports
must pay on the back of the Prospect car? Because an accident will cause a
Card. For example, a roll of “2” represents higher loss in the case of a new sporits
accident-free driving and a loss of $0. car.

F. How could an insurer be induced

10. Have the team captains go down the line, to take on someone with a bad driving
determining profits on each driver, accord- record? Possibly by having the driver
ing to the roll of the dice and the formula with the bad record pay more.
on the card:

12. Explain that insurers look for good driv-
Premium — Loss = Insurance Profit. ing records in an effort to keep their losses
down. Students can keep their own insur-
ance costs down if they manage their risks
sensibly:.
2 RISKY BUSINESS: WHAT EVERY TEENAGER NEEDS TO KNOW ABOUT LIVING SMART, © NATIONAL COUNCIL ON ECONOMIC EDUCATION, N.Y,, N.Y.



CHOOSING SIDES: WHICH DRIVERS WOULD YOU INSURE? - ACTIVITY 4.2

ASSESSMENT

1. The money paid to buy insurance is called
A. an interest rate.
B. a loss ratio.
C. a discount rate.
D. a premium.

2. Insurance companies get the money to pay
for the damage caused by automobile acci-
dents from

A. the federal government.

B. money paid by all insurance
policyholders.

C. the state insurance commission.

D. taxes on each gallon of gasoline sold.

3. If an insurance company charged everyone
the same rate regardless of expected risk,
then

A. insurance would cost less.

B. drivers would seek out the safest
cars to drive.

C. safe drivers would be penalized
for the accidents of riskier
drivers.

D. insurance would be more profitable
to sell than it currently is.
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Student Activity 4.2
Choosing Sides: Which Drivers Would You Insure?

Video Summary

A major point made in Video 4, “Expect the Unexpected: Managing Risk and Insuring
Your Future,” is that insurance exists because people can deal effectively with risk
through the coordination made possible by market activity. Insurance depends on the
willingness of insurers to assume risks for groups of people. Some people, however, pres-
ent higher risks than others.

The Insurance Game

1. Remember that Video 4 deals with making sensible day-to-day decisions about risk.
In this activity you will play a game that puts you in the roles of insurance compa-
nies and drivers.

2. Two insurers will act as if they were team captains in a neighborhood softball game.
But instead of picking softball teams, they will pick drivers to insure. They will col-
lect $1,000 from each driver they choose to insure. Then, if an insured driver has an
accident, determined by a roll of the dice, the insurer must pay the costs. The objec-
tive for the team captains is to make the highest possible insurance profit.

3. Two students will be the team captains, representing insurance companies.

4. In order to play their parts, the team captains will need to think about the kinds of
drivers that are least likely to get into expensive accidents. They will also need to
consider the drivers and cars that are the most likely to be in expensive accidents.

5. Aside from the two students who are insurers, all the other students in the class
represent drivers. If you are a driver, you will receive a Prospect Card. Write your
name in the blank and fold the card along the dotted line.

6. The Prospect Card handout has two sides. The front side lists information about
each driver’s riskiness. It also includes $1,000 to pay for insurance. The back side
has additional information that the insurance company doesn’t yet know.

7. You will all stand as the team captains circulate through the room, looking at the
front sides of Prospect Cards in preparation for choosing sides.

8. After circulating, the team captains will alternate in choosing sides. When you are
chosen, go to stand by your team captain. Insurance is voluntary; an insurer may
turn down any driver who is thought to be too risky. Choosing continues until nei-
ther captain wants to add anyone else.
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CHOOSING SIDES: WHICH DRIVERS WOULD YOU INSURE? - ACTIVITY 4.2

9. When sides have been chosen, team captains will learn about their profits. Even safe
drivers sometimes have accidents; risky drivers may go some time without an acci-
dent or loss. To represent the element of chance, each driver will roll two dice. The
outcome will show the claim that the insurance company must pay on the back of the
Prospect Card. For example, a roll of “2” represents perfectly safe driving with no
accidents, and a loss of $0.

10. Team captains will go down the line, determining profits on each driver, according to
the roll of the dice and the formula on the card:

Premium — Loss = Insurance Profit.
Questions for Discussion

A. Which captain picked the greater number of drivers? Is the insurer who
takes in more money going to make more profit?

B. Did anyone fail to get insurance? Why?

C. How 1is this example different from getting real insurance?

D. Did any safe drivers generate a big loss because of a bad roll of the dice?
What does this represent?

E. Why should two equally safe drivers pay different amounts for insurance, just
because one is driving an old sedan and the other is driving a new sports car?

F. How could an insurer be induced to take on someone with a bad driving record?
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ACTIVITY 4.2 - CHOOSING SIDES: WHICH DRIVERS WOULD YOU INSURE?
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CHOOSING SIDES: WHICH DRIVERS WOULD YOU INSURE? - ACTIVITY 4.2
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