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Government Cooperation or Market Division of Labor: Comparison of Chinese
and U.S. Models for Reducing Transaction Costs in Agricultural Insurance

YI Fujin'2 LU Yu3
(1. China Academy for Rural Development, Zhejiang University;
2. School of Public Affairs, Zhejiang University;
3. School of Economics, Nanjing Audit University)

Summary: The potential role of agricultural insurance in controlling agricultural risks establishes it as a vital instrument for
countries to support agricultural development. However, high transaction costs remain a critical barrier to its widespread adoption.
Even in countries with a high level of agricultural scale, overhead costs typically account for 20%25% of premium income.
Developing countries dominated by smallholder farms face greater challenges. A large number of farmers live in remote areas with
inadequate infrastructure and poor transportation, creating significant difficulties in promoting insurance and organizing enrollment.

To address these challenges, various countries have adopted different approaches to agricultural insurance implementation based
on their social systems, insurance practices, and agricultural structures. Two governance models are most representative, including the
market division of labor model and the government cooperation model. This paper compares the supply models of agricultural
insurance markets in the U.S. and China, and examines how different agricultural contexts can inform cost reductions that promote
the development of agricultural insurance markets. Specifically, the U.S. employs a market division of labor model, leveraging mature
market mechanisms and professional agent networks to reduce costs through specialized operations. China adopts a government
cooperation model, where local governments share transaction costs with insurers and utilize administrative resources to drive market
growth. Both models require institutional trade-offs: Cost-reducing mechanisms can either increase the market power and bargaining
advantages of the relevant market players, or increase market concentration, which in turn creates the risk of rent-seeking.

For China, to establish a more effective agricultural insurance system, it is necessary to recognize and improve China’s
practical experience based on local practice, and then promote it. It is also necessary to learn from international experience and
improve the design of the system. On one hand, it is necessary to standardize and systematize the government-led cooperation
mechanism to create replicable examples for emerging economies. On the other hand, deepening the reform of the market
mechanism will advance the division of specialized functions within China’s insurance framework and achieve the localized
integration of global experience with China’s agricultural realities. For developing countries, the market division of labor model
should be applied in areas with sound market mechanisms. Specifically, by improving market structures and specializing in the
division of labor, implementation efficiency can be improved, and transaction costs can be controlled. On the contrary, the
government cooperation model should be implemented in regions with imperfect market refinement, especially those lacking rural
infrastructure or market intermediaries. Most importantly, agricultural insurance policymakers should flexibly combine market
mechanisms with government cooperation in accordance with local conditions and stages of development.

The contributions of this paper are as follows. First, it examines how high transaction costs in the implementation of
agricultural insurance determine the evolution of the agricultural insurance market, explaining the different cost reduction patterns
that have evolved in China and the U.S. in the face of the above common challenges. Second, the paper reveals the intrinsic link
between government intervention and high transaction costs in China, and analyzes the origins of regulatory overreach through how
the agricultural environment shapes government-market interaction.
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