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THE OPTIMAL REGIONAL ALLOCATION OF DISASTER RISK
BY JURISDICTION-MANAGED INSURANCE*
By Muneta YOKOMATSU** and Kiyoshi KOBAYASHI***

Due to moral hazard by households and high transaction cost, it is unlikely that disaster risk can be opti-
mally diversified through transaction in disaster insurance markets. In this paper, alternative jurisdiction-
managed disaster insurance schemes are presented. In these schemes, each jurisdiction is supposed to levy
tax on local residents and reallocate aggregated risk through interjurisdictional money transfer or reinsur-
ance contracts. The paper concludes that the former scheme attains ghe fist-best allocation of risks while

the latter fails to realize efficient allocation due to fiscal externalities caused by interregional migration.
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