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Demand, Welfare and System Choice

——A Theoretical Positive Study on

Chinese Agriculture Insurance
Abstract

Where China is a country with frequent natural disasters,
farmers have limited choices to disperse such natural risks and it
is necessary to establish a mechanism similar to insurance to help
farmers disperse production risk. As one of the support agricul-
ture policies permitted by the WTO, agriculture insurance is an
important tool to disperse agriculture risk. In recent years, at-
tentions from academics and decision — making parties on agri-
culture insurance raise subsequently. However, development of
agriculture insurance is far less than our expectation. China Cen-
tral Government proposed to establish the Chinese political agri-
culture insurance system as soon as possible in two No. 1 docu-
ments in 2004 and in 2005. Experiments on agriculture insurance
have been carried out for more than 70 years in China, few cases
were successful in practice. Neither can we find sufficient theo-
retical papers. Under such background, this study makes further
research in regarded to three aspects, i.e. : the demand on agri-
culture insurance, the welfare and the choice of systems, with
correlation on each other.

This paper applies utility theory, systematic innovation theo-
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ry and measure methods. Based on previous research conducting
both qualitative and quantitative analysis. It provides individuatl
farmer behavior and case study analysis in political agriculture
insurance demand, welfare and system design. It further pro-
vides evidence from 1 000 farmer questionnaire and in— deep in-
terviews in Shanghai, Xinjiang, Henan, Shanxi and Jiangxi
provinces.

This paper has three sections:

Firstly, this thesis discusses theories on the demand of agri-
culture insurance (Chapter 3 and 4} By applying the utility theory
on 1 277 households questionnaires in Henan, Shanxi, Jiangxi
Provinces, the author conducted empirical research on factors
driving the agricultural insurance demand. The research found
that key factors lowered the agriculture insurance demand are
low income and less important ranking of the agricultural risk a-
gainst other life risks. Low income weakens the degree on risk a-
verse and lowers insurance demand. Therefore, the commercial
agricuitural insurance market is not mature.

Further the discussion in Section One, Section Two discusses
theories of the political agriculture insurance (Chapter 5 and 6) .
After investigation and interview in Shanghai and Changxing Is-
land, the author found that the traditional agriculturat insurance
welfare theory is carried on only under the strict assumptions.
The theory was deducted on considering the actual situation in
fow safeguard and the fow insurance premium of the agriculture
insures in present China.

The third section discusses how to choose the system in agri-
culture insurance (Chapter 7 and 8) . After analyzing the agri-
culture insurance demand as well as the political agriculture in-
surance nature, this part discusses the question of “how to do” ?
Through the local investigation in some place such as Shanghai,
Xinjiang and Henan, the author takes three successful agriculture

e 2 .
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insurance patterns, as an innovation on the theory and the prac-
tice in the agricultural insurance system. The research finds that:
Mthe choice of agriculture insurance system should adjust with
local conditions, i.e. ; different economic background, policies
and objects will cause different system patterns; @the innova-
tion in agriculture insurance system is a comprehensive process,
which should combine the government, the insurance company as
well as the farmer; @ the agricultural insurance should combine
the political and the commercial characteristics, and subdivide
the agricultural insurance safeguard varieties. Based on the a-
bove discussion, the paper provides suggestions in respect to the
method and system design to adjust the agriculture insurance
market malfunction.

Lacking of agriculture insurance research in China, this pa-
per provides new empirical evidences on agriculture insurance
demand, welfare and system. The findings provide new explana-
tion in insufficient agriculture insurance demand and new theory
on political agriculture insurance.

Key words: Agriculture insurance, Political insurance, De-
mand, Welfare, System Choice
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