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Agricultural Insurance’s Protection Level: Its Determinants and
Development Strategy

Wang Ke He Xiaowei Xiao Yugu Zhang Qiao

Abstract: This article investigates the ways to enhance agricultural insurance’s protection level (AIPL) by using an insurance
policy design theory and a Monte Carlo simulation method. The results suggest that, first of all, it is necessary to pay attention
to the policy design to enhance AIPL, instead of merely highlighting the liability. Second, liability is not the only factor that
affects AIPL, and the terms do not always generate positive impacts as it was previously thought to be. Third, franchise
deductible and the coefficient of “staged payment” are two critical parameters that affect crop insurance’s protection level, and
they have a stronger correlation with AIPL than liability. Fourth, it would be an effective way to cancel or revise the “staged
payment” rule, in order to raise the AIPL in China. These conclusions may seem counter-intuitive, but they provide significant
implications for improving the AIPL and policy design in China.

Key Words: Agricultural Insurance; Coverage Level; Policy Design; Liability
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