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Research question 

• How does rainfall insurance affect wages in 
the rural labor market? 
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Rural labor market 

• Risky environment: rainfall 

• Players 

– Insurer 

– Insured 

• Workers, who supply agricultural labor 

• Cultivators, who demand agricultural labor 
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Rural labor market 

• Risky environment: rainfall 

• Players 

– Insurer (exogenous) 

– Insured 

• Workers, who supply agricultural labor 

• Cultivators, who demand agricultural labor 
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Key predictions 

• Offering insurance to workers 
– Smooths out workers’ income 

– Increases labor supply volatility 

– Reduces wage volatility 

– Exposes cultivators to greater risk 

• Offering insurance to cultivators 
– Induces cultivators to choose riskier crops 

– Increases labor demand volatility 

– Increases wage volatility 

– Exposes workers to greater risk 
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Field experiment 

• Households from 63 villages in India 

• Randomize  
– Whether to offer rainfall insurance  

– Price of rainfall insurance 

• Measure (among other variables) 
– Workers’ insurance purchase and labor supply 

– Cultivators’ insurance purchase, crop choice, and 
labor demand 

• Results support the theoretical predictions 
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Great paper 

• High policy relevance 

• Massive yet meticulous field experiment 

• General-equilibrium approach 
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Thoughts 

1. What is the net welfare implication of rainfall 
insurance provision? 
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Negative externality across the market 
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Positive externality among workers 
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Thoughts 

2. What is the efficient design of rainfall 
insurance? 

– Whom to target? 

– What % of workers and/or cultivators to target? 

– What price to charge? 

– Contingent on cultivators’ input choice? 
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Thoughts 

3. Do workers engage in “narrow bracketing” 
(Camerer, Babcock, Loewenstein, and Thaler, 
QJE 1997)? 

– Workers try to smooth out income 

– Hence they work more (less) in dry (rainy) years 

– This exacerbates wage volatility 

– Rainfall insurance as an alternative means to 
income smoothing generates the opposite effect 
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