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Abstract Based on a household survey in rural China, this paper discusses 
parameters such as precautionary motive, excess sensitivity, consumption insur-
ance, and inter-temporal substitution in the household consumption function 
in rural China. The conclusions of the paper indicate that there is a significant 
precautionary motive in household consumption in rural China, but the function 
of consumption insurance is very limited, and the consumption is also excessively 
sensitive to the income change. Such parameters are different among consumers 
within different groups.
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1 Introduction

The inadequacy in domestic aggregate demand in China in the late 1990s forced 
researchers and policymakers to seek for effective measures to expand economy. 
Household consumption became one of the focuses. A great deal of literature 
explores the relations between uncertainty and household consumption and 
considers uncertainty as the major feature of the transition economy in China. 
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Precautionary savings, liquidity constraints are the major framework for analyz-
ing household consumption behavior. Most of these articles stress on the influ-
ences of uncertainty caused by the domestic economic reform on household 
consumption decision-making. However, the recent economic reform mainly 
executed in urban area policies such as those concerning employment opportuni-
ties and social security probably has hardly any direct influences on income and 
expenditure for the residents in rural China.

It is generally accepted that agricultural production is risky. On the one hand, 
agricultural production is subjected to some factors such as weather conditions, 
and changes of such factors are often hard to predict; on the other hand, the fluc-
tuation of the prices of crops is very common, and it is also hard to be controlled 
by any individual agricultural producer. Currently, in rural China, agricultural 
income still makes up the major part of a farmer’s total income, which means that 
fluctuations of crop yields and prices constitute exogenous shocks to the peasants. 
The study of the influences of such shocks on consumption decisions in rural 
China has already become an important issue.

In the rural economy of developing countries, agricultural income is of strong 
uncertainty, and in the meantime there are scarcely any sufficient and effective 
risk-sharing measures, which has almost become a stylized fact that the function 
of the formal risk sharing mechanism, such as insurance, is very limited once rural 
residents face such kinds of shocks Moreover, China’s rural economy has its own 
peculiarities. Since the mid-1980s, the surplus labor force in rural China began to 
migrate into urban areas in various ways. Although they couldn’t obtain perma-
nent residence and were excluded from the social security system, which is solely 
provided for the urban residents, the remittance has already greatly contributed 
to the household income in rural China. Therefore, those reform policies which 
impacted employment opportunities in urban areas, might also affect the growth 
and distribution of the household income in rural areas indirectly through the 
migration decision made by the rural labor. As for household expenditure, the 
reforms on medical insurance and education systems result in rapid growth of 
related expenses in these fields, which has also made up an important part of the 
household expenditure in rural China. The unexpected increasing of the expendi-
ture also constitutes the uncertain factors that affect the consumption choice by the 
household in rural China.

The inadequacy in income or savings is still the major constraint in the house-
hold consumption choice in rural China. It becomes a crucial issue and attracts 
much attention on how the rural household reacts in their consumption behavior 
according to those uncertainties in income and/or expenditure. In literature 
concerning consumption, the above-mentioned question can be summed up into: 
Is there any precautionary motive existing in the household consumption in rural 
China? If there is, is the motivation strong enough? Is there any risk-pooling 
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behavior in the household consumption in rural China? If there is, what is the 
degree of the risk sharing? Or, is the risk fully insured? These questions do not 
attract enough attention in the existing literature on the household consumption in 
rural China.

Traditionally, permanent income hypothesis and life cycle hypothesis are the 
two mainstream theoretical frameworks used to analyze household consumption. 
But the inconsistency between the theoretical hypothesis and the related empirical 
results stimulates researchers to search for new explanations for household con-
sumption. Precautionary savings is one of them. Precautionary savings theory 
stresses the influences of uncertain factors on household consumption. Some 
of the literature on empirical researches using the above-mentioned framework 
particularly emphasizes the econometric analysis on structural consumption func-
tions containing uncertain variables, such as Caballero (1991) and Paxson (1992), 
and this method is also adopted in the domestic research using the precautionary 
savings theory as a framework (Song, 1999; Meng, 2001; Cao, 2002; Sun, 2002). 
Some of the literature stresses the analysis of inter-temporal Euler equations on 
consumption. Kimball (1990) defined the measurement of precautionary motive, 
while Dynan (1993) derived the Euler equation form precautionary motive. Some 
domestic studies adopted Dynan’s method. For instance, Long Zhihe and Zhou 
Haoming (2000), Shi Jianhuai and Zhu Haiting (2004) obtained different results 
by applying aggregate or classified data for urban residents. Precautionary-
motive-related research studies household risk-sharing behaviors through house-
hold consumption. If permanent income hypothesis is true, the temporary income 
innovation will have no influence on household consumption decision. For 
example, when a specific household faces a decrease in income resulting from 
certain contingency, the consumption level of the family will not change if it can 
make up for the loss by borrowing from other households. However, if all the 
households are facing similar decreases in income, then no household can insure 
the shock by borrowing from others, and all the households will adjust their own 
consumption behavior. Therefore, if the consumption insurance does matter, the 
idiosyncratic shocks will have no effect on household consumption, while only 
the common risks shock the household consumption. Empirically, Mace (1991) 
concluded that consumption is of the nature of full insurance, but most of the 
literature on consumption insurance found evidence only to support partial 
consumption insurance. Unfortunately, any similar research is hardly conducted 
for Chinese households. Following up Dynan (1993), this paper tries to carry out 
empirical analyses on the precautionary motive of Chinese rural households and 
related consumption problems by using household survey data in rural China.

The rest of the paper proceeds as follows: the second part describes the 
methodology, dataset and key variables; the third part reports and explains the 
empirical results; and the conclusions are drawn in the last part. 
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2 Method, data and key variables

2.1 The model

Based on the utility function with constant relative risk aversion (CRRA), Dynan 
(1993) took the first order Taylor series expansion of inter-temporal consumption 
Euler equation, i.e., 1
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where r, r are the interest rate and subjective time discount rate respectively; 
t denotes the time; C is the consumption; E stands for the expectation operator; 
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measures the uncertainty referring to the expected value of the squared 
consumption growth rate.

In the empirical studies, Dynan suggested using the average of the observed 
values to substitute for the expected value in Eq. (1), and using the occupation, 
employed industry, and education level of the household head, and the household 
assets as instrumental variables to make two-stage least squares (TSLS) estima-
tion. In some studies, selected instrumental variables were usually correlated with 
income innovation. It is not an optimal choice, because there is empirical evidence 
showing that excessive sensitivity exists in household consumption, which means 
changes in income reacts on changes of consumption. Therefore, there are 
probably strong and direct correlations between variables describing changes in 
income and those describing changes in consumption. Therefore, they cannot 
satisfy the requirement of being instrumental variables.

In order to capture the influences brought about by other factors, I add some 
explanatory variables in Eq. (1). Existing empirical studies show excess sensitiv-
ity existing in consumption behavior, so there might be correlations between 
changes in income and the dynamics of consumption. Moreover, in Dynan (1993), 
the first term of the right side in Eq. (1) is treated as a constant, which may ignore 
the function of the interest rate in the inter-temporal substitution of consumption. 

1 For more details, see Dynan (1993), Shi Jianhuai and Zhu Haiting (2004).
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Considering inter-temporal substitution and excess sensitivity might exist, the 
dynamics of household consumption can be written as follows
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In Eq. (2), r is the interest rate, b, l, and c represent the elasticity of inter-
temporal substitution, the excess sensitivity effect and the degree of precautionary 
motive respectively, and INCt is the household income in period t. Similarly, 
the author uses the average of the annual consumption growth rate and the 
squared consumption growth rate to replace the corresponding expectation 
value. Moreover, the characteristics of household head and other household 
demographic variables are used as instrumental variables.

Townsend (1995) used village variables to capture risk-sharing effects in house-
hold consumption. According to Townsend (1995), if full insurance effects exist, 
the dynamics of household consumption would be consistent with the dynamics 
of community consumption, i.e., except changes in community consumption, and 
other variables will have no influence on consumption. Therefore, the average 
household consumption growth rate within the village is added into Eq. (2). The 
following equation can be obtained
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In Eq. (3), d measures the consumption insurance effect. The consumption 
insurance in Eq. (3) includes the informal insurance mechanism or self insurance 
effects in rural households. While, Cvil,t is the average household consumption in 
the village in period t.

2.2 Data and key variables

The data used in this article come from the survey on rural households and the 
corresponding administrative villages in 2002, which was part of the income 
distribution project of the Institute of Economics in the Chinese Academy of 
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Social Science.2 The survey is composed of 9200 rural households covering the 
basic individual information of household members, such as their basic demo-
graphic characteristics, individual earnings and occupations, household income 
and expenditure, and household production activities. The most important for 
our present research is that every household surveyed was required to review the 
net income, the expenditure and the family size from the year 1998 to 2002. The 
survey of the administrative villages included the main geographic conditions, 
population, labor force, arable land, plantation of crops, etc., most of which were 
questioned both in the year 1998 and 2002. Although the estimations of Eqs. (2) 
and (3) are cross-sectional, the econometric analysis still requires panel data, 
because some explanatory variables are indicators such as growth rate. Our data-
set is suitable for constructing such variables. In order to obtain balanced panel 
data, only those households with completely reviewed data are included in the 
current sample. Thus the size of the sample is smaller than before, but the size of 
the sub-sample is still large enough to cover 7407 households.

Table 1 reports the descriptive statistics of the net income and expenditure of 
the selected sample households. The net income of rural households increased to 
9926 RMB in the year 2002 from 7644 RMB in 1998, and the average annual 
nominal growth rate of the household income is 5.36%; the rural household con-
sumption increased to 7070 RMB in the year 2002 from 5156 RMB Yuan in 1998 
with an average annual growth rate of 6.52%, slightly higher than that of the 
household income. The consumption ratio3 was 0.8479 in the year 2002, which 
was higher than 0.7534 in the year 1998.4 Income and household are measured in 
the name of the whole household rather than every member of the household. 
However, the size and structure of the household are unadjusted yet.

The survey also collected information about the household debt in rural China. 
The sources of debts and corresponding rates were questioned by items at length. 
The variable of the interest rate in this paper is constructed as the weighted 

2 It is a rural sample in the third round survey in Chinese Household Income Projects (CHIPs), 
which is conducted in 2002. About the detailed information of these surveys, see Li Shi et al. 
(2006).
3 Consumption ratio is defi ned as the share of household income being devoted to 
consumption.
4 The results are a bit different from the published data from the National Statistics Bureau. 
According to the regular survey on rural households, China Statistics Yearbooks (1999–2003) 
indicates the average consumption ratios from the year 1998 to 2002 are 0.7354, 0.7135, 0.7411, 
0.7357, and 0.7408 respectively. The mean consumption ratio in this article is calculated by 
averaging individual household’s consumption ratios. However, the consumption ratios from 
the statistics yearbooks are only obtained by dividing the mean household consumption by 
mean household income. According to the latter method to calculate household consumption 
ratio, the average consumption ratios from 1998 to 2002 used in our article are 0.6752, 0.6670, 
0.6830, 0.6819, and 0.7126 respectively, lower than those from the yearbooks.
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average interest rate, while the weight is the proportion of each kind of debt to the 
total. Some households have no debt; therefore, the value of the interest rate for 
those households without debt cannot be obtained directly, but we assume they 
encounter the same financial market. So we replace the missing value by the aver-
age interest rate encountered by those households with debts within the county.5

3 Empirical results and explanations

3.1 Estimated results for the general sample

Table 2 reports the estimated results of Eqs. (2) and (3) for the general sample. The 
difference between the two equations lies in the fact that the former does not con-
tain any variable that embodies the changes of the community consumption with-
in the village, so the function of consumption insurance is not considered; while 
the latter encompasses the factor. According to Dynan (1993), the squared growth 

Table 1 household income, consumption and interest rate (Unit: RMB Yuan, %)

Variable Mean Standard deviation Min Max

Income (2002) 9926.00 6465.22 354 49798
Income (2001) 9315.24 5916.62 255 46185
Income (2000) 9002.57 5712.92 310 49219
Income (1999) 8177.60 5100.02 300 46622
Income (1998) 7643.71 4756.54 290 40000
Consumption (2002) 7070.36 4539.02 758 29919
Consumption (2001) 6350.60 4082.84 230 29992
Consumption (2000) 6141.75 4016.86 300 29696
Consumption (1999) 5447.67 3314.37 200 29800
Consumption (1998) 5156.05 3186.76 220 28000
Consumption rate (2002) 0.8479 0.6179 0.0927 9.4124
Consumption rate (2001) 0.7883 0.5185 0.0423 9.7536
Consumption rate (2000) 0.7801 0.4999 0.0325 9.5560
Consumption rate (1999) 0.7475 0.4282 0.0222 8.4000
Consumption rate (1998) 0.7534 0.4398 0.0333 9.8501
Interest rate (%) 0.7199 1.5622 0.0000 18.3333

5 Such treatment implies two assumptions. One supposes the household without debt do not 
need to borrow presently. However, if the credit ratio exists in the credit market, the zero-debt 
families might be those who cannot get loans due to poor credit reputation, then the actual 
interest rates they faced might be higher than those of the households who already gained 
credit. The second supposition considers the interest rates within a county are almost the same 
because the fi nancial markets within the county are unifi ed. For most areas in rural China, the 
latter assumption may not result in serious bias.
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rate of household consumption is instrumented by variables, which include age, 
gender, Party membership, and education level of the household head, household 
size and its change, and the demographic structure of the household.

Table 2 Estimated results

 Eq. (2)  Eq. (3)

 OLS IV estimators OLS IV estimators

c 0.0920 0.1466 0.0847 0.1403
 (23.79)*** (5.10)*** (23.32)*** (3.75)***
l 0.0901 0.0460 0.0698 0.0433
 (7.49)*** (1.68)* (6.69)*** (1.87)***
d – – 0.4708 0.1405
 – – (24.66)*** (0.63)
b 0.0033 0.0049 0.0013 0.0042
 (0.95) (1.09) (0.42) (0.93)
Const 0.1092 0.0860 0.0356 0.0658
 (39.65)*** (6.87)*** (11.81)*** (3.12)***
Obs. 7407 7407 7407 7407
R2 0.73 0.48 0.77 0.54

Note: The figures in the brackets are the robust statistic with the adjustment for heteroskedas-
ticity; *, **, *** represent the confidential levels of 10%, 5% and 1% respectively.

The estimated results of Eq. (2) show three important characteristics of the 
household consumption in rural China. First, uncertainty (c) has a significant 
effect on the household consumption in rural China, but the degree of the precau-
tionary motive is relatively low. It indicates that precautionary motive exists in the 
household consumption in rural China. Second, the effect of the annual household 
income growth rate on consumption (l) is also significant. If the innovation of 
household income is predictable, expected income changes will bring about 
changes in the adjustment of household consumption dynamic path. Therefore, 
the household consumption in rural China has obvious excess sensitivity over the 
income innovation. Finally, the influence of the interest rate on the adjustment of 
inter-temporal consumption substitution (b) is not significant.

If the consumption insurance mechanism is in effect, households can fully pool 
the risks they encounter; that is to say, individual income innovation and risk 
factors will have no influence on household consumption. The consumption of 
an individual household is entirely determined by the community consumption 
within the village. If risks are decomposed into idiosyncratic risks and common 
risks, the average consumption within a village may reflect the common risks that 
cannot be smoothed by the household, such as the impact of weather on the 
village. Therefore, some studies use the average consumption of the village or its 
growth to test consumption risk-sharing (Townsend, 1995). Equation (3) contains 
the average household consumption growth rate (d) within the village, which is 
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employed to capture the changes of consumption within the community. The OLS 
estimator for d is significant although the coefficient is only about 0.47, while for 
the IV estimator, the estimated d is not significant yet. The result probably indi-
cates that the consumption risk-sharing system within the village is not effective 
to insure the risks the households encounter in rural China.

The characteristics of the consumption behavior may be the result of the com-
positive effect brought about by the natural attributes of the agricultural produc-
tion and the transition economy in China. The factors from the above-mentioned 
two aspects work together to strengthen the uncertainty of the economic environ-
ment. When confronted with external shocks on income or expenditure, rural 
consumers may not have the capability to fully smooth the risks. The existence of 
precautionary motive indicates that consumers will lower their present consump-
tion level to maintain their consuming ability in order to cope with potential 
uncertainties they may encounter in future. The failure of the rural credit market 
indicates that rural consumers may face a serious credit constraint. The credit 
constraint may lead to obscure inter-temporal consumption substitution utility, 
and simultaneously result in the adjustment of consumption which follows 
changes in income. After that, excess sensitivity in consumption occurs.

There are three ways to examine the risk-sharing capability. The first is to 
compare the estimated coefficients for permanent income and temporary income; 
the second is to examine the effect of the expected changes in income on con-
sumption, that is, whether there is excess sensitivity in household consumption; 
the third is to check the relation between individual consumption behavior and the 
average consumption within the village. In general, the fact that the value of the 
estimated d is not robust indicates that the consumption is not smoothed, and there 
is no effective consumption-smoothing mechanism in the village to insure the 
uncertain shocks that rural consumers face.

3.2 Estimated results by quintiles

Different results may be obtained when we further consider the parameters of the 
consumption function for different income levels.6 Table 3 is the estimated results 
by quintiles7. The table shows that there is a comparatively strong risk-sharing 
effect in the lower quintiles than those of the higher quintiles: the second quintile 
and the lowest quintile have relatively higher estimated values; they are 0.5558 
and 0.4559 respectively showing a stronger risk-sharing effect than the third and 
the fourth quintiles. As for the precautionary motive, the effect is the strongest in 

6 The classifi cation here is based on the average income during 1998–2002, thus the infl uence 
of temporary income on classifi cation is removed to a certain degree.
7 It is the result of instrumental variable estimation for Eq. (3).
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the consumption function of the third quintile. The excess sensitivity of consump-
tion decreases with increasing income. The effects of inter-temporal consumption 
substitution show no obvious differences between different income groups except 
that the coefficient of the second income group is slightly lower and others not 
significant.

8 There is a question in the survey: if your household needs RMB 5000 Yuan immediately, how 
will you fi nance them? The household who chose “using own savings” and “borrowing money 
from formal fi nancial institutions” are categorized into one group, and other households whose 
choice was “borrowing from friends and relatives”, “borrowing from informal private fi nancial 
institutions”, “using other ways” or “having no way” are categorized into the other group. In 
general, the fi rst group of households is not constrained in the formal credit market, while the 
latter group may be constrained.

Table 3 Estimated results by quintiles

 c l d b

Lowest quintile 0.0818*** 0.0940*** 0.4559*** 0.0479
Second quintile 0.0738*** 0.1158*** 0.5558*** 0.0160*
Third quintile 0.1363*** 0.0136 0.3022** 0.0441
Fourth quintile 0.1113*** 0.0459 0.3247* 0.0517
Highest quintile 0.0805*** 0.0610*** 0.4063** 0.0422

Note: *, **, *** represent the confidential levels of 10%, 5% and 1% respectively. The signifi-
cance is adjusted to avoid heteroskedasticity.

3.3 Impacts of natural calamities and the choice of credit channels

In order to measure the influence of natural calamities and the choice of credit 
channels on the household consumption in rural China, two ways of classifying 
rural households are employed. One is to classify all rural households into two 
types according to whether they suffered from any natural calamities from the 
year 1998 to 2002. The other is to classify them into two types by their choices of 
credit channels.8 The former classification stresses the impacts of risks, and the 
latter one pays attention to the influence of the risk-sharing mechanism. The esti-
mated results only include the instrumental variable estimators for Eq. (3), which 
are shown in Table 4.

There are two obvious differences in the estimated parameters between house-
holds that have suffered from natural calamities and those that have not. The first 
difference is that the estimated c for the households that have not suffered from 
natural calamities is obviously lower than those that have suffered, with the 
estimated c for the former being 0.0883 and the latter 0.132. The second difference 
is that the estimated d value for households that have not suffered from natural 
calamities is obviously higher than those that have, with the former 0.4285 while 
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the latter being insignificant. Although the excess sensitivity coefficients (l) of 
these two types of households are all significant, there is no obvious difference 
between them; neither of the inter-temporal substitution coefficients (b) for these 
two types of households is significant. The above results show that the households 
that often suffered from natural calamities tend to have stronger precautionary 
motivation. However, the community consumption does not have any influence 
on the consumption of any individual household that often suffered from natural 
calamities; only the consumption of those households that never suffered from any 
natural disasters has been correlated with the community consumption. This indi-
cates that consumption insurance mechanism is not effective in rural China, or the 
function of risk-sharing mechanism from the community is very weak. The risks 
or shocks the individual households are confronted with are hard to be effectively 
insured.

The relation between how many times natural disasters strike a household 
during 1998 to 2002 and the estimated parameters for Eq. (3) is shown in Table 5. 
The precautionary motive is the weakest in the households struck by natural disas-
ters twice, and the function of consumption insurance for them is the strongest; the 
precautionary motive is the strongest in the households struck by natural disasters 
more than twice, and the function of consumption insurance for them is the weak-
est. It indicates that with the increase in the number of times natural disasters 
strike, the precautionary motivation of rural consumers becomes stronger and the 
function of the consumption risk-sharing system in the village becomes weaker. 
What is exceptional is that there is no consistency between the precautionary 
motivation and the consumption insurance parameters of those families that have 

Table 4 Natural calamities, credit channels, and consumption function 1998–2002

 Natural calamities Credit methods

 Un-suffered Suffered Non-constrained Constrained

c 0.0883 0.1320 0.1491 0.0875
 (4.76)*** (3.33)*** (4.56)*** (3.81)***
l 0.0549 0.0540 0.0346 0.0809
 (3.52)*** (1.80)* (1.74)* (3.83)***
d 0.4285 0.2151 0.1355 0.4446
 (3.72)*** (1.09) (0.860 (3.00)***
b 0.0041 −0.0027 −0.0049 0.0043
 (0.81) (−0.40) (−0.79) (0.90)
Const. 0.0408 0.0591 0.0695 0.0355
 (3.73)*** (3.18)*** (4.79)*** (2.52)**
Obs. 3425 3937 2935 4472
R2 0.7769 0.6119 0.462 0.7771

Notes: The figures in the brackets are the robust statistic with the adjustment for heteroskedas-
ticity; *, **, *** represent the confidential levels of 10%, 5% and 1% respectively.
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or have never been struck by a natural disaster. The relation disclosed here also 
shows that precautionary motive and consumption insurance are substitutable to a 
certain extent; in other words, the effect of consumption insurance in the village 
is weaker for those families with stronger precautionary motivation. Strong 
consistency exists between excessive sensitivity of consumption and the number 
of times of being attacked by natural disasters. With the increase in the number of 
times of being struck by disasters the excess sensitivity of consumption increases 
gradually, and the effect of inter-temporal substitution is not significant.

Table 5 Estimated results by times of being attacked by natural disasters

Times hit by disasters c l d b
during 1998–2002

Never 0.0883*** 0.0549*** 0.4285*** 0.0041
Once 0.1131*** 0.0711** 0.3122*** 0.0134*
Twice 0.0775*** 0.0791*** 0.5494*** −0.0129
More than twice 0.1189*** 0.0870*** 0.2913* −0.0062

Note: The figures in the brackets are the robust t statistic with the adjustment for heteroskedas-
ticity; *, **, *** represent the confidential levels of 10%, 5% and 1% respectively.

The choice of credit channels is also closely correlated with household con-
sumption (Table 4). If the desired choice of credit channels is the optimal choice 
given all the constraints, we can conclude that the consumer has a certain 
constraint on the other credit channels when he chooses a certain credit channel. 
The precautionary motive is stronger for the households without formal credit 
constraints. If consumers are not constrained in any formal credit, the value of 
estimated c is 0.1491; if they are constrained in certain formal credit channels, the 
value is 0.0875, obviously lower than the former. There is a stronger excess 
sensitivity and consumption insurance effect in the households that are constrained 
in formal credit channels than those that have no constraints. But there may be a 
difference between the estimated results and the general theoretical deduction. 
If credit is to be obtained easily by the households, they can insure the risks through 
borrowing and lending in the credit market when the shocks occur. Thus, the 
precautionary motive of the households that cannot get credit support should be 
stronger. A possible explanation for this may be that the households that are con-
strained in formal credit channels may not have the ability to fulfill their precau-
tionary motive. When constraints in formal credit channels exist, the households 
cannot smooth out their consumption through the credit market. There might be 
a much closer relation between consumption and changes of income (even the 
changes of income are predictable). Therefore, the excess sensitivity of their 
consumption is much stronger. The households that are excluded from the credit 
market may be more dependent on the consumption insurance mechanism within 
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the village. In other words, they are much more dependent on the consumption 
risk-sharing system within the village.

4 Conclusion

The paper conducts an empirical research on the household consumption behavior 
in rural China by using the household survey data. Results show that there are 
significant excess sensitivity and precautionary motive in the household consump-
tion of the rural residents, and that the effects of the changes of the expected 
income and the uncertainties in the economy on the household consumption in 
rural China are also significant. However, inter-temporal consumption substitu-
tion and consumption insurance seem to have insignificant influences on the 
dynamics of the household consumption of the rural residents. These indicate that, 
in general, there are certain impacts caused by uncertainties on rural residents, and 
the function of the risk-sharing system within villages is rather weak.

Obvious consumption insurance effect is shown in the further classified analy-
ses of the consumption behavior of rural residents, and differences in the degree 
of precautionary motivation might exist among different groups of households. 
The risk-sharing behavior of different groups of consumers may be better embod-
ied in household consumption behavior reacting to the income changes and their 
disaster experience and credit constraints. Further discussion on the consumption 
risk-sharing mechanism is an important content in future studies. The number of 
times of natural disasters can describe to a certain extent the strength of the uncer-
tainties peasants are confronted with in their production and the degree of the 
predictability of these uncertainties. They have comparatively stronger influences 
on the precautionary incentive and the consumption insurance effect of the rural 
consumers.

The basic conclusions drawn by this paper indicate that the uncertainties in the 
economy have an important influence on the consumption behavior of Chinese 
rural residents. However, the paper does not further deal with the sources of the 
uncertainties. As for the natural attributes, agricultural production is highly risky 
in itself. In China the scattered small-scale production is still the major way of 
operation in the present agricultural production, which results in the weakness of 
Chinese rural residents to overcome risks in their production. It may be out of the 
scope of discussion of this article to go into how to establish an effective risk-
sharing mechanism to insure risks in agricultural production to prevent the welfare 
losses of rural residents. However, the conclusion of this paper has already shown 
the importance of the insurance mechanism. The paper does not directly provide 
evidence in details of the influences of another type of uncertainties—the fluctua-
tion of household income or the unexpected increase in the expenditure caused by 
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the economic transition—on the consumption behavior of Chinese rural residents. 
However, its existence is not hard to predict.
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