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An Economic Analysis of Alternative Rice
Insurance Policies in Taiwan

Chi-Yuan Lin"

This paper applies power utility function and the direct expected utility
maximization model to analyze the changes of net income certainty
equivalent of rice production per hectare under different rice insurance
policies. In particular, gross revenue insurance, price insurance and yield
insurance with actuarially sound premiums combined with 100% or 80%
coverage are examined.

We found, in the first crop of rice, that the gross revenue insurance with
actuarially sound premiums and 100% coverage achieved the best results. It
raised farmers’ net income certainty equivalent by NT$ 8,661(or 30%) per
hectare. On the other hand, the yield insurance raised the least certainty
equivalent. It only resulted in an increase of NT$ 1,489 per hectare.

In the second crop of rice, the yield insurance with actuarially sound
premiums and 100% coverage achieved the best results, but it only
increased the certainly equivalent by NT$1,123 of per hectare. On the
contrary, the price insurance resulted in a reduction of the farmers’ net

income certainty equivalent.

Keywords: rice, revenue insurance, price insurance, yield insurance
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