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Asymmetric Information and Profit Taking in Crop Insurance
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Conclusions

We have investigated whether characteristics of crop insurance contracts
create the potential for farmers to earn “excess profits” from crop insurance
through the strategic use of asymmetric information. We take as given
the government’s decision to subsidize the insurance, and we assume the
government has no purpose other than to induce greater participation—
that is, government has no intention to (inefficiently) reallocate resources.
We additionally assume a goal of least cost implementation. Under these
assumptions our analysis is an implicit and indirect test of governmental
competence in at least one arena: whether governmental agencies design an
insurance program that creates no additional resource inefficiencies except
for those that stem from the basic subsidy. Hence, our findings contribute to
the debate about governmental competence as well as offer specific lessons
to help crop insurance managers and policy makers “tune” the programs to
provide the desired benefits at lower costs to the government.
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