Study Questions
Chapter 12

[bookmark: _GoBack]Credit and Insurance

1. Why is credit not like a potato?
2. What is adverse selection, and what causes it?
3. What is moral hazard, and what causes it?
4. What is the difference between direct and indirect mechanisms used by lenders to overcome asymmetric information?  
5. What are some policies that governments can implement to overcome adverse selection and moral hazard in credit markets?
6. How do microfinance institutions overcome moral hazard and adverse selection problems?
7. How can poor households mitigate risk (a) ex ante and (b) ex post?
8. What is index insurance, and how can it address moral hazard and/or adverse selection problems?

