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Probability and Decision-Making
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Probability and Rational Decision Making

Knowing how the probability of something occurring can influence individual decisions is an important
part of rational thinking and planning. Probability helps people estimate the likelihood of future events
and compare possible outcomes before making a decision. In everyday life, people constantly make
choices under uncertainty. They decide whether to buy insurance, invest money, accept a job, travel,
start a business, or save for future needs. In all these cases, the future is not completely known.
Probability provides a way to think about uncertainty more carefully and make better-informed
decisions.

Probability is especially useful in financial planning and risk mitigation. Financial planning requires
individuals to think not only about present income and expenses but also about possible future risks.
These risks may include illness, accidents, unemployment, disability, inflation, investment losses, or
unexpected family responsibilities. Since no one can predict the future with complete certainty,
probability helps people estimate how likely certain events are and how serious their consequences
may be. This allows them to prepare for possible difficulties before they happen.

A young person considering disability insurance is one such example. He may be healthy, physically
active, and secure in his employment. Because of this, he may believe that disability is unlikely to
affect him. However, he may also understand that unexpected medical problems, workplace injuries,
or accidents can happen at any time. If he becomes unable to work, his financial situation may be
seriously affected. He may lose income, face medical expenses, struggle to pay bills, and become
dependent on family or savings. Therefore, the decision to buy disability insurance depends partly on
how he understands the probability and consequences of becoming disabled.

Low Disability Risk and Insurance Decisions

Gaining a comprehensive understanding of the probability of encountering a disability could
significantly impact his decision-making process. If he determines that the probability of experiencing
a disability during his working years is quite small, taking into account statistical information, his age,
his health background, and the nature of his job, he may decide that disability insurance is not an
urgent need. In such a case, he may choose to direct his resources toward other financial objectives,
such as saving for retirement, paying off debt, building an emergency fund, investing in education, or
improving professional skills (Enayati & Pishro-Nik, 2020).

However, this decision does not depend only on probability. It also depends on the seriousness of the
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outcome. Even if the probability of disability is low, the financial consequences may be extremely
high. For example, a young person may have a low chance of becoming disabled in any given year,
but if disability does occur, the loss of income could continue for months or years. This means that
decision-making requires considering both probability and impact. A low-probability event may still
require protection if the possible damage is severe. This is one of the main reasons why people buy
insurance.

Higher Risk, Personal Circumstances, and Financial
Protection

On the other hand, if the probability of disability appears higher than originally expected, the person
may be more likely to buy disability insurance. For example, if he works in a physically demanding
occupation, has a family history of certain medical conditions, participates in risky activities, or has
limited savings, he may view disability insurance as more important. In this situation, the probability
of financial loss becomes more concerning, and insurance may serve as a protective tool. The person
may decide that paying regular premiums is worth the security of having income support in case of
disability.

Financial analysts and insurance advisors can help consumers weigh the cost of insurance premiums
against the potential financial consequences of a disability (Badings et al., 2023). Premiums are the
regular payments made to keep an insurance policy active. If the premiums are too high compared to
the person’s income, the policy may create financial pressure. However, if the person cannot afford to
lose income due to disability, the insurance may still be valuable. Therefore, the decision requires
comparing present cost with future risk. Probability helps make this comparison more logical.

The potential financial consequences of disability may include medical expenses, rehabilitation costs,
lost income, reduced career growth, debt problems, and dependence on others. For a young person,
disability can be especially harmful because it may interrupt the years in which he is expected to
earn, save, and build a career. If he has dependents, such as a spouse, children, or elderly parents,
the financial consequences become even more serious. In this way, probability-based decision-making
helps individuals think beyond their current situation and prepare for possible future needs.

Probability, Policy Design, and Coverage Selection

Equally important is knowing how the probability of disability can influence the type and amount of
insurance one may choose (Badings et al., 2023). Not all disability insurance policies are the same.
Some policies may provide short-term support, while others provide long-term benefits. Some may
cover only certain types of disability, while others may offer broader protection. Some policies may
have higher monthly payments but provide stronger coverage. Others may be cheaper but offer
limited benefits. Therefore, understanding probability and risk can help a person choose a policy that
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matches his situation.

If an individual works in a profession that is physically rigorous and has an increased probability of
disability, he may want to get a more comprehensive disability policy that pays better benefits. For
example, construction workers, factory workers, firefighters, drivers, and laborers may face a higher
risk of injury than people in less physically demanding jobs. In such cases, disability insurance may be
more important because the probability of injury or work-related disability may be higher. A more
comprehensive policy may provide better protection against loss of income.

If, on the other hand, the person’s occupation has a lower probability of injury or he has significant
savings as a financial cushion, he may prefer a simpler policy with lower monthly installment
payments. For example, a person working in an office-based job may face fewer physical risks than
someone working in a dangerous field. If he also has emergency savings, investments, or family
support, he may choose a less expensive insurance plan. This does not mean that he faces no risk,
but it means his decision may be adjusted according to his probability of disability and his ability to
handle financial loss.

Emotional Bias and the Interpretation of Risk

Probability also helps people avoid emotional decision-making. Many people make financial choices
based on fear, optimism, or misunderstanding. Some may avoid insurance because they believe, “It
will never happen to me.” Others may buy too much insurance because they are overly afraid of rare
events. Probability provides a balanced approach. It encourages people to look at evidence, compare
risks, and make decisions based on realistic expectations rather than emotion alone. This is important
because both overestimating and underestimating risk can lead to poor financial decisions.

In decision-making, probability is also connected to uncertainty. A person may never know exactly
whether he will become disabled, but he can use available information to estimate risk. Decision-
making under uncertainty requires flexibility because new information can change the best choice.
For instance, if the person changes jobs from an office role to a physically demanding role, his risk
may increase. If he develops a health condition, his insurance needs may change. If he builds strong
savings, his need for expensive coverage may decrease. Therefore, probability-based decisions
should be reviewed over time.

The concept of expected value can also help explain the role of probability in financial decisions.
Expected value involves comparing the likelihood of an event with the possible cost or benefit of that
event. In the case of disability insurance, the person considers the probability of becoming disabled,
the amount of income he could lose, the cost of premiums, and the benefits provided by the policy. If
the possible financial loss is much greater than the cost of protection, insurance may be a reasonable
decision. However, if the risk is very low and the person has other protections, he may choose a
different financial strategy.
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Probability also supports responsible planning. A financially responsible person does not assume that
life will always continue smoothly. Instead, he prepares for possible disruptions. Disability insurance is
one example of this preparation. Emergency savings, health insurance, retirement planning, and
investment diversification are also examples of probability-based financial planning. Each of these
decisions involves thinking about possible future events and preparing for them before they occur.

Probability, Personal Values, and Final Choice

At the same time, probability should not be treated as the only factor in decision-making. Personal
values, responsibilities, financial goals, family needs, and peace of mind also matter. For example,
two people with the same probability of disability may make different decisions. One may buy
disability insurance because he values security and has dependents. The other may choose not to buy
it because he has strong savings and prefers to invest elsewhere. Both decisions may be reasonable
depending on individual circumstances.

When thinking about the financial ramifications of possible impairments and deciding whether or not
to get disability insurance, probability plays a critical role. It helps individuals estimate risk, compare
options, and decide how much protection is appropriate. It also helps them think realistically about
the future instead of relying only on hope or fear. In this sense, probability is not just a mathematical
concept; it is a practical tool for everyday life.

In conclusion, probability is highly important in decision-making because it helps individuals
understand uncertainty and prepare for possible outcomes. In the case of disability insurance,
probability helps a young person decide whether insurance is necessary, what type of policy may be
suitable, and how much coverage should be purchased. The decision depends on factors such as
health background, occupation, savings, premium costs, possible income loss, and the severity of
financial consequences. While probability cannot predict the future with certainty, it provides a
rational foundation for planning. Therefore, probability is essential in financial planning, risk
mitigation, and responsible decision-making.
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