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The Welfare Effect of Poverty Alleviation Policy under the Perspective of
Consumption Insurance
WANG Diao', XU Shu', YANG Ru-dai’

(1. School of Economics, Southwestern University of Finance and Economics, Chengdu 611130, China;

2. School of Economics, Peking University, Beijing 100081, China)

Abstract: As an important link between income and consumption, consumption insurance is an essential
indicator for weighting household welfare. This paper measures the dynamic evolution of income risk and
consumption risk in rural China from 1986 to 2017, as well as estimates the consumption insurance parameters for
different types of income risk. Leveraging two important policy changes in 1994 and 2012, we further evaluate the
long —term effect of the poverty alleviation policy for National Poor Counties from the new perspective of
consumption insurance. The estimation results show that rural households in China can smooth 8.35% of the
permanent income shocks and 85.43% of the temporary income shock respectively. Meanwhile, the poverty
alleviation policy increases households’ ability of consumption insurance with respect to permanent income shocks in
National Poor Counties, and the Targeted Poverty Alleviation policy enhances the effect to a great extent. The
heterogeneity analysis shows that the policy effect is mainly concentrated in low —income households and low -
educated households, and improves the rural households’ ability to buffer income risk by increasing local non—farm
labor supply. Welfare analysis shows that the poverty alleviation policy has increased household welfare by 3.58%-
5.81% in rural China, and the enhanced ability of consumption insurance is the main mechanism. This paper
provides an important empirical regularity for the consumption behavior of households in rural China. These new
findings not only provide theoretical and empirical support for poverty alleviation policy in China, but also serve as
a useful reference for establishing long—term mechanisms aiming to eliminate relative poverty.

Key Words: national poor counties; income risk; consumption insurance; targeted poverty alleviation
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