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Abstract

This paper examines the extent of risk sharing for a group of 50 industrial and
developing countries. The analysis is based on a model of partial consumption
insurance whose parameters have the natural interpretation of coefficients of
partial risk sharing even when the null hypothesis of perfect risk sharing is
rejected. Results show that rich countries exhibit higher degrees of risk sharing
than developing countries, and that the gap has widened over time. Other
things equal, the degree of risk sharing is higher in smaller, more financially-
open economies and in those possessing flexible exchange rate regimes.
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1. Introduction

A considerable analytical and empirical literature has been concerned with
the extent of consumption risk sharing across countries. The relatively high
sensitivity of aggregate consumption to domestic income shocks — equivalently,
the low degree of comovement of aggregate consumption across countries — is
one of the major puzzles in international macroeconomics (Obstfeld and Rogoft]
2001). In recent years, it has attracted renewed interest due to the growing
degree of financial integration of economies across the world. The argument
is straightforward: if financial markets are complete — in the sense that avail-
able assets span all idiosyncratic risks — the ratio of the marginal utilities of
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