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Abstract

With the continuous advancement of agricultural modernization in China, agricul-
tural industry is gradually changing to scale operation; meanwhile, there is a trend
towards complexity and centralization in the risks of agricultural production. Thus, sta-
bility of agricultural economy and food security are facing growing threat. As an impor-
tant tool of modern agricultural risk management, agricultural insurance has the func-
tion of dispersing agricultural production risk, stabilizing agricultural income and de-
veloping agricultural economy. The demand for agricultural insurance is increasing day
by day. However, due to problems such as agricultural systematic risk, adverse selec-
tion and moral hazard, there is a shortage of natural supply and demand in the agricul-
tural insurance market. It is necessary for the government to intervene in this market.
It has been generally accepted by countries around the world to establish a premium
subsidy mechanism for agricultural insurance.

In 2007, China officially launched the pilot program of subsidy for agricultural
insurance premiums. After nearly 10 years of development, China’s agricultural insur-
ance has been developing vigorously under the subsidy program, which has become an
effective means to stabilize agricultural production. The amount and proportion of sub-
sidiaries rise as the program proceeds. According to the “China Agricultural Insurance
Development Report 2015”7 compiled by the China Insurance Regulatory Commission ,
the subsidy funds provided by the central government will reach 12. 894 billion Yuan
in 2014 | and the proportion of subsidy added up to 80%. In the global context, these
figures have been at a high level. However, compared to those whose agricultural in-
surance industries have better performance, the macro level of China’s agricultural in-
surance depth and density did not meet the expected level. At the micro level, there

emerge irregularities among insurers as well as the grass—roots governments. These
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phenomena reflect some weaknesses in agricultural insurance premium subsidy mecha-
nism. The efficiency of financial support for agriculture is weakening and there is a
“leakage effect” of financial funds. It is necessary to study the efficiency and perform-
ance evaluation of the subsidy mechanism and analyze the factors that prevent financial
funds into the initial impetuses for agricultural insurance market, in order to optimize
of the existing agricultural insurance premium subsidy mechanism.

Economic mechanism design theory holds that the efficiency of the economic
mechanism is closely related to the interests and economic behavior of economic
subject the logical starting point of the study of economic mechanism as well as the mi-
cro foundation of the efficiency of economic mechanism, which lead to macro—level e-
conomic mechanism operating results through the conduction effect of the mechanism.
When it comes to the efficiency of agricultural insurance premium subsidy mechanism,
which is expressed as the efficiency of financial support for agriculture at the macro
level, the micro — foundation is the interests and economic behaviors of the
government , farmers and insurance companies. In other words, in order to study the u-
tilization efficiency of financial funds and the effect on supporting agriculture under the
subsidy system of agricultural insurance, we need to study the economic behavior of
each subject, which will improve the performance evaluation of the agricultural insur-
ance premium subsidy mechanism, deal with its current weaknesses and help with the
sustainable development of agricultural insurance. Thus, it has important theoretical
and practical significance.

Based on the above theoretical and practical factors and the results of previous re-
searches , this paper makes theoretical and empirical researches on the subsidy mecha-
nism of agricultural insurance in China under the theory of economic mechanism
design and the behavior of economic subjects. The theoretical problems that this paper
tries to solve include;

(1) What is the operating mechanism of premium subsidy mechanism of agricul-
tural insurance? How do the interests of each subject affect its economic behavior?

(2) How to solve the problem of information efficiency and incentive
compatibility in the optimal design of agricultural insurance premium subsidy mecha-
nism?

(3) What is the externality of agricultural insurance premium subsidy mechanism

to agricultural production? What is the transmission mechanism?
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This paper attempts to solve the practical problems including:

(1) The agricultural insurance premium subsidy mechanism, how to overcome
the grass—roots government violations, and to motivate them?

(2) How to optimize the design of agricultural insurance premium subsidy mech-
anism to guide the production behavior of farmers and improve agricultural income?

(3) How to encourage insurance companies to comply with regulations, to ensure
that the premium subsidy benefits are implemented to benefit the majority of farmers?

In view of the above concerns, this paper is divided into five parts .

The first part raises questions and identifies research paths. Based on the research
background and significance, research ideas and content, research methods, this part
clearly puts forward research problems, as well as possible innovations and shortcom-
ings. Combing the existing research results at home and abroad, this part also defines
the concepts related to the subsidy mechanism of agricultural insurance, constructs the
theoretical basis, analyzes the operation of the mechanism, and designs the frame of
the optimization of agricultural insurance premium subsidy from the perspective of eco-
nomic mechanism design theory.

The second part is the realistic background and reason analysis. In the light of
theoretical and practical foundation, this part analyzes the necessity of the establish-
ment of the subsidy mechanism of agricultural insurance in China. Based on the frame-
work of economic development, this part then evaluated the historical evolution, effec-
tiveness and deficiency of the premium subsidy mechanism. It is also pointed out that
two problems have been restricting the effectiveness of premium subsidy, information
efficiency and incentive compatibility.

The third part is local analysis of economic behaviors of economic subjects, com-
bining theoretical and empirical analysis. The study of governments’ hehavior reveals
the conflicts between the interests of the central government and local governments,
pointing out that in the current premium subsidy mechanism, different levels of gov-
ernments fail to share responsibility reasonably. The analysis of farmers’ behavior con-
firms the impact of agricultural insurance premium subsidy mechanism on the behavior
of farmers, as well as the externalities of agricultural production. Empirical analysis
shows that agricultural insurance premium subsidies affect the expected income of
farmers, who are consequently more inclined to engage in high—risk agriculture activi-

ties. The analysis of economic behavior of insurers shows that the agricultural
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insurance premium subsidy has dual influence on the supply of agricultural insurance.
Empirical study indicates premium subsidy not only improves the supply of agricultural
insurance policy, but also leads insurance companies to pursue interests in premium
subsidies, hence affecting the efficiency on support for agriculture.

The fourth part makes reference to international experience. The comparative
analysis of the foreign agricultural insurance system and the subsidy mechanism shows
that the optimization of the premium subsidy mechanism of agricultural insurance
should be compatible with the external system environment such as the national eco-
nomic and agricultural policy. Meanwhile, the mechanism should clarify the responsi-
bility of the central financial body, relieve the local financial pressure, and establish
differentiated subsidies.

The fifth part is to build a framework to solve the problem. On the basis of the
Nash equilibrium and domestic reality, the objectives, principles and key points of the
optimization design of the agricultural insurance premium subsidy mechanism are clari-
fied. By studying information efficiency problem and incentive compatibility problem,
this part puts forward the method and content of the premium subsidy mechanism opti-
mization design, including the inducement mechanism, the incentive and the restriction
mechanism and the coordination mechanism and so on.

On the basis of drawing lessons from existing research results, this paper extends
and deepens the issue of agriculture insurance premium subsidy. The innovation and
distinguishing features of this paper mainly lie in the following three aspects.

(1) First, based on the analysis of the subjects’ behavior under agricultural in-
surance premium subsidy and combination of economic mechanism design theory, this
paper studies agricultural insurance premium subsidy mechanism and provides a new
perspective for enriching agricultural insurance theory research, and constructs a theo-
retical framework and an explanation of optimizing agricultural insurance premium sub-
sidy mechanism. And it explains the economic behaviors of the subjects that consist
with their interests when they try to realize decentralized decision—making. From the
perspective of the two core theories— information efficiency and incentive compatibility,
the paper proves the operation of agricultural insurance premium subsidy mechanism to
promote the effective allocation of agricultural insurance market resources. This paper
also studies the subjects and their behaviors, and analyzed the equilibrium and con-

straint conditions of the subsidy mechanism, then puts forward the way and content of
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the optimization design of the premium subsidy mechanism of the Chinese agricultural
insurance.

(2) Secondly, this paper tries to explain the reason of the weakening support of
the subsidy mechanism for agriculture in China. Most of the existing researches on the
efficiency evaluation of agriculture insurance premium subsidy are based on macro lev-
el. Merging the analysis of the macroscopic and microcosmic aspects, the interest de-
mands of economic subjects and their economic behavior serve as the starting point of
the study, which further reveals the different interests of governments, farmers and in-
surance companies and explain the efficiency issues of the mechanism at the macro
level through micro—level subjects’ behavior.

(3) Thirdly, this paper confirms the external evidence that agricultural insurance
premium subsidy mechanism has influence on agricultural production in China. Using
the panel data of 31 provinces muhicipalities and autonomous regions in China for
more than 10 years, this paper makes a comparative analysis on the two stages before
and after the establishment of the premium subsidy mechanism of central government
agricultural insurance in 2007. The empirical results show that the agricultural insur-
ance premium subsidy mechanism has significant effects on the farmers’ insurance be-
havior and agricultural production behavior, which proves that the mechanism of has
the function of regulating agricultural production. Furthermore, this paper proposes
that the goal of mechanism optimization design should be divided into two levels,
namely , to ensure the safety of grain production as the basic objective, and to increase
the income of farmers as improvement objectives, so that new ideas can be provided

about agricultural economy “to ensure supply” and “to promote income”.
Keywords: Agricultural insurance; premium subsidy; behavior subject ; interest

appeal ; economic behavior; performance evaluation; mechanism design and optimiza-

tion
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