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From Coase Theorem to Insurability of Risk

Julian Yu
Shanghai University of Finance and Economics Finance, Shanghai

Abstract: In contexts marked by extreme risks and constrained insurance markets, insurability emerges as a critical
issue. This paper revisits the Coase Theorem to examine how institutional design and insurance innovation can
expand the boundaries of insurability under the presence of transaction costs. It proposes an analytical framework
of “Property Rights Definition — Transaction Efficiency — Boundary Expansion.” Using catastrophe bonds as a case
study, the paper illustrates how parameterized triggers, combined with capital markets, can transform previously
uninsurable risks into tradable, insurable assets. The study finds that institutional innovation can enhance the
efficiency of insurance contracts and underwriting capacity, thereby strengthening market resilience. It argues that
effective risk governance requires a “Coasean reform”: a continual reduction in informational, contractual, and
credit costs to reconfigure insurance as a foundational infrastructure for social risk management.
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