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The Government Sponsored Crop Insurance Program:
Expected and Unexpected Consequences

Tao YE , Muneta YOKOMATSU, and Norio OKADA
* Graduate School of Engineering, Kyoto University

Synopsis: It is very popular for governments to use linear proportional premium subsidies to
increase the insurance penetration in the agriculture production sector. This paper describes a
case in which the affordability issue of agriculture insurance is induced by high fixed
transaction cost. It is found irrespective of the independency of the risk government intervention
helps farmers become better off, as long as the insurance company is certain about its portfolio
risk. However, ambiguous information and spatial correlation of catastrophic risk make quite
difficult for the insurance companies to estimate and price insurance lines correctly.
Consequently, the unobservable high exposure and insolvent probability induced by the
intervention could unconsciously hurt stakeholders involved.
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