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Multi-Sector Open-Economy Model of Drought and International Risk Sharing
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In agricultural countries, a poor harvest caused by drought has serious consequences to a country’s economy.

Crop failure has a negative impact on other industries through the input-output structure, and it can exacerbate the

trade balance. In order to deal with such drought risk, we propose a mutual support system of crops. If an

agreement is signed that a country with a good harvest shares its good with the other country with a poor harvest,

then an agricultural country may be able to avoid the long-term effects of drought. However, the quantitative

effects of such a crop sharing system depend on the degree of correlation of drought risk among the participating

countries. In this research, we analyze the long-term effect of drought damage using a multi-sector open-economy

model, and we discuss the effect of the crop sharing system under drought risk.
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