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Decision weights and insurance uptake

Jean Paul Pétraud with Steve Boucher and Michael Carter

Department of Agricultural and Resource Economics, University of California, Davis

Motivation: Promises of index insurance

m Basis risk

m Trust In the institution

m Maybe it is not about index insurance, but simply insurance

m Experiments about crop insurance decisions and risk attitudes
m Probabilities and decision weights

m Framed and unframed artefactual experiments in Pisco, Peru
m Preliminary results

Perceptions of probabilities

m Overweighting of small probabilities

m Underweighting of larger ones

m Cumulative Prospect Theory (Kahneman and Tversky, 1992)

m A test in Vietnam with lotteries by Tanaka, Camerer and Nguyen (2010)
m Probability weighting function by (Prelec, 1998)

mw(p) = exp(—(—In(p)*))

Prelec probability weighting function
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Decision weights and insurance purchase

An experiment framed as a crop insurance contract

Presented to 480 participating farmers as the yield distribution of a

5-hectare cotton parcels.

Insurance and Decision Weight:

. . . . . : -Hank de elndent decisiclm weight : Insurance purchase predictions
m Insurance premium= Actuarially fair price + 30% loading factor p g Lo |
. | | o s _
mIncomes are in thousand Soles 1.3) © ilnsurance .
mE(Income) = 21,000 Soles w/o insurance £ os 3"
mE(Income) = 20,600 Soles w/ insurance © 5 Sgg  Insurance
S 129 2 0.71
Yield and income distributior - S o0s
! . . . : 019 0_4:
- I Income 1an 011 ol
0'6.1 012 013 4 5 (|'3 7 8 é ‘i 111 112 1.3

o 16 o4 30 a0 Probability weight coefficient o

Y lelds

D55 . .
W Preliminary results
L
i Q Distribution of Prelec (1998) o coefficient
O £2 probabitility weighting
o S
B
Lk E;% |
Fo.
o 16 =4 e i
T ields
Crop insurance contract
- B Income with insurance dan =
Fremium pals .
ISR
Distribution of utility curvature coefficient
055k (w/ probabitility weighting)
g 16 g o
SN B N :
o0 - 12.9 >
by
B e .
0.1 =

T lelds




