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ABSTRACT 

 

Farmers are required to make decisions under uncertainty and use different coping strategies 

for survival. Since they do not have control over weather calamities, pests and diseases, there is a 

need to mitigate damage due to climatic changes and others uncertainties in production. Crop 

insurance is one of the most important instruments from a financial management perspective. The 

main objective of this study is to determine the farmers' willingness to pay (WTP) for crop insurance 

scheme in Selangor Integrated Agricultural Development Area (IADA), Malaysia. Primary data were 

collected through personal interview with 286 paddy farmers. The WTP was estimated through 

Contingent Valuation Method (CVM), using logistic model. The results show that the mean WTP 

value of RM 76.57 per RM 1000 protection coverage per crop season and this is equivalent to 7.6% of 

the total protection coverage. The results of the study show that age, farm size and price are 

significant factors influencing willingness to pay for the insurance scheme. The discussion suggests 

the need for the policy makers and stakeholders to finance the scheme; this will increase the paddy 

producer’s confidence toward production, which in turn will improve both their livelihood and 

national productivity in general. 

 

Key words: crop insurance scheme; Contingent Valuation Method (CVM), logistic regression model. 

 

 

 

INTRODUCTION 

 

Farmers throughout history, have been required to make decisions under uncertainty and use 

different coping strategies for survival (Yazdanpanah, et al. 2013). Farmers do not have control over 

weather calamities such as drought, floods and pest and diseases, but there is a need to adapt and find 

ways to mitigate the damage caused by climatic changes and others uncertainty in production in order 

to sustain agricultural productivity and attain food security in general. In this regard, crop insurance is 

one of the most important instruments from a financial management perspective (Botzen et al. 2009, 

Yazdanpanah et al. 2013). It can be seen like a contract between a farmer and an insurer, where  the 

farmer will pay premiums with an agreement of receiving claim in case of any failure  beyond his 

control (Syroka and Antonio, 2010).  A typical insurance contract includes choice of crop yield or 

revenue insurance product with a certain level of yield or revenue guarantee, often referred to as the 

coverage level (Mathiyazhagan, 1998). Crop insurance programs, a part of providing farmers with 
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another management tool, also provides many advantages (Yazdanpanah et al., 2013). It will improve 

farmers’ access to credit, as well as promoting production of high- value crops and there have been 

various report of success of the programs over the years across countries (Syroka and Antonio, 2010). 

Agricultural insurance against yield loss/failure could play important role under these conditions as 

they would allow transferring risk to the agricultural insurance firms and thus increasing the 

confidence of farmers and facilitate their investment into agricultural production in general (Bryla and 

Syroka, 2007 ). 

 

Agriculture contributes approximately 10% of Malaysia GDP, and at least one third of the 

country’s population depends on the sector for its livelihood, with almost 14% employed on farms 

and plantation (Chukwukere and Hussein, 2012). Climate change will affect production as well as 

socio economic condition of farmers and economic of the nation at large. Changing in climatic 

factors, results in a year to year variability of crop production, physical damage, loss of harvest, and 

drop in productivity. The report of the damage of the 2006 to 2007 floods in Malaysia (Johor) 

displaced 110,000 people, damaging an estimated RM 0.35 billion worth of infrastructure and causing 

RM 2.4 billion in economic losses and an estimated RM 84 million worth of agricultural produce was 

damaged or lost affecting about 7,000 farmers (Chukwukere and Hussein, 2012). 

 

To ensure food security in Malaysia, the government provides policy about paddy production 

and rice sector in general. The policy reflects on three issues: ensure sufficient supply and affordable 

price for the citizens, meet the target self-sufficiency level and ensure high price to paddy farmers for 

better income and reducing higher level of poverty in the sector  (Alam, et al. 2011.). Despite 

continuous increase of government subsidy for paddy farmers, the paddy planting area is decreasing 

as the farmers often experience adverse impacts of climate variation (Alam et al. 2011). Paddy like 

any other crops faces with similar uncertainties like adverse weather conditions as well as pest and 

diseases infestation. To date crop failure protection scheme against these risks are not available and 

farmers have to dig their pockets and some government aids to overcome losses in case of crop 

failure. The government has spent approximately RM1 billion from 2007 to 2012 to help farmers who 

were affected by adverse weather conditions.  The idea of having agricultural insurance for paddy 

farmers has been debated among the Ministry of Agriculture officials but has yet to be implemented.  

This study is carried out in the North West Selangor Integrated Agriculture Development Area 

(IADA) where paddy is the main crop cultivated.  This granary is selected for it is one of the 

important paddy production areas and at the same time it has relatively had the highest productivity. 

 

The IADA in North West Selangor consist of eight areas- Sawah Sempadan, Sungai Burung, 

Sekinchan, Sungai  Leman, Pasir Panjang, Sungai Nipah, Panchang Bedena and BaganTerap. The 

total paddy planting area is 18,980 ha. There is a total of 10,300 paddy farmers (producers) in the 

area.  In 2011, the average yield was 5.5 tons ha-1. 

 

Increased in crop demand, rising production cost and variability of weather necessitate the 

use of agricultural insurance by producers, input providers and processors (Cole and Gibson, 2010). 

Crop insurance is an important tool to alleviate the natural disaster risks; seen as a key financial 

instrument to stabilize farmers’ income and improve their resilience to financial hardship from a poor 

harvest.  Different categories of crop insurance were identified by different scholars. On the basis of 

production, there are cost, yield and revenue insurance, but yield insurance is widely used in about 40 

countries (Yang et al. 2010).  Looking at the basis of supply perspective, crop insurance could be 

either commercial or government subsidized category. Yield crop insurance concerned with 

production or in other words, it helps farmers recover from their production shortfalls while crop 

revenue insurance is the extension of yield based crop insurance policies with the yield indemnity 

modified by unexpected price changes during the crop season (Cole and Gipson, 2010). Revenue 

policies insure producer against declines in expected revenue below guaranteed revenue amount. 
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Institutions for risk transfer and risk pooling differ fundamentally between developed and 

developing countries; developed countries have access to a wider variety of insurance products 

against specific risks, and may be able to trade in future markets while in developing countries, risk 

sharing institutions are hardly available to farmers and farmers need alternative ways to protect 

themselves against risks (Zant, 2008). This is in line with the study by Binswanger et al. (1993), 

mentioning that Asian farmers are self – insured and share risk within themselves. Formal crop  

revenue insurance is hardly to be available in developing countries due to the covariance of risks 

combined with the reluctance of commercial banks to offer credit and insurance to small farmers 

(Zantal, 2008), and this creates a failure in the agricultural insurance market. The challenges faced by 

crop insurance programs, is a worldwide challenge, because even the developed countries, particularly 

that of the USA, have been faced with many challenges ranging from moral hazard, adverse selection, 

high administrative cost and poor actuarial performance (Zantal, 2008). This sequence continues even 

to the point where subsidies are used in order to avoid low participation. Individual crop insurance 

scheme is reported to have different subsidy rates ranging from 25% in US to 50% in Brazil and 80% 

in Mexico (Siamwhalla and Valde’s, 1986). To solve the asymmetric information problems, Index 

based insurance is proposed by Hazell, 1992. This makes indemnity payments dependent on the 

variation of an index and not an individual farmer performance. 

 

Performance and efficiency of crop insurance have been measured by many scholars, one of 

which was done by Yazdanpannah et. al, (2013) measuring satisfaction of crop insurance using a 

modified American customer satisfaction model approach to Iranian farmers. The result of their study 

shows that the price of the contracts is not only factor to determine the success or failure of the 

insurance arrangements rather it is perceived quality of the contract by the farmers. Insurance 

companies that attempt to attract customers by offering high value (compensation) may attract the 

most price – sensitive and least loyal customers, possibly resulting the program or agency becoming 

unstable over time. In proposing a comprehensive crop insurance premium rate setting to the Chinese 

farmers, Yang et.al (2010) categorizes the premium into four parts; basic risk premium, catastrophic 

risk premium, reserved fund and management fees. The first two are so called pure premium or loss 

risk rate, which is co – shared by the government and insured farmers. Farmers only pay part of it. 

The other two parts are completely subsidized by the government.  

 

Contingent Valuation (CV) is a widely used technique for estimating non market benefits of 

environmental goods and services (Vossler and Kerkulief, 2003). CV surveys ask respondents what 

they are (hypothetically) willing to pay for a well-defined good or policy change. However, past 

literatures subjected this technique to severe criticisms (Venkatachalam, 2004). The criticisms revolve 

round on its validity and reliability. In simple terms, validity refers to the ‘accuracy’ and reliability 

refers to ‘consistency’ or ‘reproducibility’ of the CV results (Kealy et al. 1990) as cited by 

Venkatachalam.  Many of the literature as highlighted above criticize the CV due its biasness and 

error sources ranges from information effect, elicitation effect, hypothetical bias, sequencing effect 

and embedding effect, for more detail of these effects refer to Venkatachalam, (2004). The most 

important technique (elicitation) was used in this research, it is the important component of any CV 

method (Portney, 1994, Mitchel and Carson, 1989).  Its efficiency can be improved by asking a 

follow-up question relative to a single dichotomous choice question when there is inconsistency in 

responses. Hanemann et al. (1991) and most subsequent studies have argued that the double-bounded 

model and its many variations provide efficiency gains beyond the simple single-bound referendum. 

 

The objective of this study is to determine the willingness of paddy farmers in Selangor 

Integrated Agricultural Development Area (IADA) to pay for insurance protection. The study will 

determine the mean value of insurance premium for every RM1000 coverage per season which 
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farmers are willing to pay.  The findings of this study will be an important guide to the government 

for establishing a crop insurance scheme for paddy in Malaysia. 

 

METHODOLOGY 

 

Theoretical Framework 

 

Contingent Valuation Method (CVM) which was used in this study involves asking 

individuals directly in hypothetical survey the maximum amount they are willing to pay (WTP) to 

have the commodity in question.  This method has the ability to generate accurate values of 

nonmarket goods (Yadavetal, 2012).  Different elicitation techniques were used for this method. Early 

application of the CVM, respondents were often asked open –ended questions about their WTP. This 

approach is less frequently used nowadays, due to the obvious respondent difficulty in answering the 

payment question, which results in many missing values for WTP.  The iterative bidding approach is 

another technique, it starts by asking individuals at some initial amount and keep rising (or lowering) 

the amount until the respondent decline (accept) to pay. This final amount is interpreted as 

respondent’s WTP.  Other elicitation technique is the use of the payment card approach. This 

approach has also been criticized on the ground that respondents might limit their announced WTP to 

the value listed in the card. Another approach to eliciting information about the respondent’s WTP is 

the dichotomous – choice format.  A dichotomous choice payment question asks the respondent if he 

will pay a certain amount to obtain the good in question.  

 

Despite all the critics this study has adopted the bidding game elicitation technique as it still 

being widely used.  The process of the bidding game technique goes as follows, which the respondent 

in a CV study would be randomly assigned a particular bid from a range of determined bids.  The bid 

assigned to the respondent may be either a lower or higher level bid.  The respondents would then be 

asked either to answer ‘yes’ or ‘no’ to that offered bid, and the process continues until the highest 

positive response is agree by the respondent.  To gain reliable results, the substantial amount of bid 

offer has to refer to the previous literature of WTP in the same field of study when designing the 

bidding game.  

 

On the determination of the premium rates used in the bidding game of the questionnaire, 

findings from Rajiv Seth, et al (2009), Shaik, et al. (2008) and Sonia Akter, et al. (2011) were adopted 

as the basis of premium rates.  Seth, et al. (2009) the WTP for weather risk hedge was 8.8% of the 

maximum pay out.  The finding of Shaik, et al. (2008) indicates that the producers’ willingness to pay 

for potential insurance policy is in the range of 2 to 11 percent for coverage level of insurance. The 

study of Akter and co-workers (2011) determined the average estimated WTP was equivalent to 0.11 

percent of the average of yearly crop production.  Thus this study takes 1 percent of every RM1,000 

coverage as the minimum premium rate. 

 

Data Collection 

 

This study relies on primary data which were collected through an in depth survey of farmers 

in the area of Integrated Agricultural Development Area (IADA), North-West Selangor, Malaysia. 

The target group of the survey was the paddy producing farmers.  A structured questionnaire was used 

and data were collected through personal interview. The survey conducted was based on 

proportionate/simple random sampling procedure, with each farmer having the same probability of 

being selected. IADA in North-West Selangor consist of eight areas where total recorded paddy 

farmers are 10,300 (Chukwukere and Hussen, 2012).  Among the total population size of 10, 300, a 

sample of 286 respondents was considered for this study.  The number of sample was proportionately 

distributed among the eight areas based on the size of the irrigated land area.  Sample within each area 

was then selected randomly.  This sample size would be enough for a WTP study as suggested by 
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(Shultz and Soliz, 2007) who used sample size of 211 households of stakeholder willingness to pay 

for watershed restoration survey in rural Bolivia. The data were collected from January and March, 

2012.  The first component of the survey involved collecting data on socio demographic 

characteristics of respondents. Information was gathered on the age of respondents, their marital 

status, family size and their educational level.  Respondent's experience in paddy production, 

occupation if any a part of from paddy production are included in the first component of the survey. 

The second component of the questionnaire involved the farm profile of the respondents. Farm size, 

type of ownership, accessibility to credit/loan, financial institution given the loan/credit, cropping 

system practices, input used are all incorporated in this section of the questionnaire.  The last section 

of the questionnaire measured the respondent’s willingness to pay for insurance scheme. The purpose 

of the insurance scheme was explained to the respondents as well as the general principles of the 

insurance policies.  After fully explaining it’s important and its guided principles, immediately 

thereafter, respondents were asked if they would be willing to pay (yes or no) insurance at the area 

farm organization (PPK). If the respondent’s answer was ‘yes’, then he would be asked if he is willing 

to pay a premium rate pre-specified would be mentioned. If the respondent answer ‘yes’ the 

interviewer increased the bid by increments of RM 100 until the respondent said ‘no’. If the initial 

answer was ‘no’, the interviewer reduced the amount of money by RM 100 and continue this process 

until the respondent say ‘yes’. The last sum of money receiving a ‘yes’ response was used as the 

WTP, this is what is called double bounded dichotomous technique (choice) approach. Respondents 

who replied ‘no’ to the WTP question were asked a follow-up question to identify possible factors 

influencing their decision. 

 

The binary question with follow-up (BWU) method technique or dichotomous choice logit 

CVM model specification was used to estimate WTP for the proposed insurance scheme program of 

the paddy farmers.  Statistical Package for Social Sciences (SPSS version 20) software was used in 

estimating WTP for the proposed insurance scheme.  The respondent is asked to give a “yes” or “no” 

response to a second pre-specified higher amount if the initial bid amount is “yes” and a pre-specified  

lower amount if the initial response is “no”.  Using both responses substantially increases the 

statistical power of WTP estimate (Mitchel et. al, 2003).  The general specification of the model is 

represented by: 

 

Z = bo + b1X1 + b2X2 +……….bkXk + Ui 

 

Where 

Z = log (probability of Yes responses/ probability of no responses), 

bo…………….bk  are the estimated coefficient parameters, 

X1 is the BID (the RM amount posed to respondents in the WTP question) 

 

Predicted probabilities of Yes/No responses of the respondents were calculated using the 

formula as 

 

P = 1/1 + e-z 

 

Where 

’P’ is the probability of yes response, 

’E’ is the exponential function (which involves the constant with a value of 2.7182…..  

  roughly 2.72) 

‘Z’ is the logit prediction of a Yes/No responses. 
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For assessing the overall model fit for this study, statistical measures and pseudo R2 were 

used.  The use of chi square which is comparable to the F-test in one test of validity in a CVM is to 

assess whether the hypothesized theoretical relationship is supported by the data multiple linear 

regression.  The smaller value of chi square indicates better model fit (Mitchel et al. 2003).  Hosmer 

and Lemeshow measure of overall fit was also used in this study. It measures the correspondence of 

the actual and predicted value of the dependent variable.  The smaller the difference between the 

observed value and predicted value the better the model fit. A non significant value indicates the 

betterment of the model fit. Cox and Snell R2, the Nagelkerke R2, measures based on reduction in the 

-2LL value.  The higher the values of these R2 the better it indicates the model fit (Joseph et al. 2010). 

 

The marginal effect of explanatory variables in the logistic model cannot be interpreted 

directly as there  are in linear model, and the use of R2 value to measure the variation in the dependent 

variable explained by the explanatory variables jointly is  not relevant (Shultz and Soliz, 2007).  From 

the previous logit model, the ‘’b’’ coefficients (slope values) of the regression equation are the logit or 

log odds. The coefficients would be interpreted as the change in the average value of WTP from one 

unit change in ‘’X’’ that is independent variables. In explicit way, logistic regression calculates 

changes in the log odds of the dependent variable (WTP, = P/1-P).  To assess the direction of the 

relationship, we can interpret the direction of the relationship directly from the sign of the original 

logistic coefficient. In the case of the exponentiated coefficients, the value above 1.0 indicates a 

positive relationship while any value below 1.0 indicates a negative relationship.  For the magnitude 

of the relationships, the exponentiated coefficients minus one equals the percentage in odd [Exp(β) – 

1 = odd%]. 

 

Like in many CVM researches, this study evaluates number of YES/NO predictions of logit 

model by using the chi- square test which is equivalent to F-test in linear regression model. 

 

Mean WTP were estimated using the following equation adapted from Shultz and Soliz 

(2007). 

 

Mean WTP = βo+( Σβ2X2……..βkXk)/-β1 

 

Where: 

 

βo is the estimated constant 

βk are the estimated coefficient parameters, 

Xk are the mean values of the explanatory variables, 

β1  is the estimated coefficient of the BID. 

 

Total WTP value for the insurance scheme of the entire population were calculated by 

multiplying  estimated mean WTP values by the total number of the respondents. 

 

Olsen and Smith (2001), in their empirical results of their survey conducted indicates that 

farmers’ decision to buy yield or revenue insurance are significantly affected by the risks they face, 

their level of income and cost of insurance.  The explanatory variables were selected based on study 

hypothesis and relevant knowledge. Specific explanatory variables used in the model include 

individual factors such as age of the respondents, family size, and educational level of the respondent, 

years of experience. In assessing the economic factor, farm size and total yield were used as its proxy. 

We hypothesized that respondents who own his farm would have high WTP for insurance scheme. 

Also, respondents with higher levels of education are expected to have high WTP for the insurance 

scheme.  Irrigated hectarage and total yield value were expected to have positive influence WTP. 
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RESULTS AND DISCUSSION 

 

Table 1 shows the mean age of survey respondents is about 48 years (58%). It shows that 

almost half of the paddy farmers are in their productive age, which if more supports will be given to 

the paddy farmers, there will be increase of production of the paddy rice. More than ninety percent 

(90%) of the respondents are male while only less than 5% are female.  This could be attributed to the 

fact that most of the field work in the area is dominated by men.  About eighty seven percent (87%) of 

the respondents are married with the mean number of dependents of five (5) children and maximum 

number of eleven (11) children per respondent. In terms of different ethnic groups that are involved in 

paddy production, in Table 1, it shows that about ninety three percent (93%) of the respondents 

belong to a Malay ethnic group while the remaining 5.6% and 0.7% of the two ethnic groups are 

Chinese and India respectively.  The educational level of the respondents also is portrayed in Table1. 

From the table, only 3.1% of the respondents reported having never been to school.  The majority of 

respondents (57%) attended secondary school level of education while 35.5% and 5.9% attended 

primary and tertiary levels of education respectively.  From Table 1, it can be  concluded that  

majority of the paddy farmers are educated as such there is possibility for the paddy farmers to adapt 

to any technology or innovation presumes to improved their level of production as well as their 

livelihood in general.  On average, each respondent had 6.22 hectares of the total farmland area. The 

mean years of experience by the respondents in the paddy production was about 21 years, and 

maximum of 63 years of experience.  The gross revenue of the respondents from paddy produce is 

also reported in Table 1.  The mean revenue (yield value) was RM 17, 2726.8 per season; with range 

of yield values from RM 1106.65 to RM 69,631.00 per season.  The mean number of times the 

respondents (paddy farmers) attended a training course with respect to the paddy production was also 

presented in Table 1.  The minimum number of attending was one (1) and maximum of eight times 

(8). 

 

Table 1. Characteristics of paddy farmers (286) 

 

 

Variable 

 

Mean 

Percent 

(%) 

Standard 

Deviation 

Minimum Maximum 

Age 48.34 58.40 11.74 20 75 

Gender      

Male  95.5    

Female  4.5    

Marital status      

Single  10.1    

Married  86.7    

Widow/Widower  3.2    

Number of dependents 5.00   1 11 

Years of Experience 21.79  13.58 0 63 

Ethnic group1      

Malay  93.7    

Chinese  5.6    

India  0.7    

Educational level2      

No school  3.1    
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Variable 

 

Mean 

Percent 

(%) 

Standard 

Deviation 

Minimum Maximum 

Primary School  35.5    

Secondary School  57.5    

Tertiary Schools  5.9    

Farm size 6.22  4.5 0.5 24 

No.  of times attending 

course 

0.91   0 8 

Total yield value 17276.80  13217.67 1106.65 69631 

Premium BID 28.53  14.24 10.0 50.0 
1 Ethnic group: 1 (Malay) 2 (Chinese) 3 (India)  
2Education categories: 1 (None), 2 (Primary school), 3 (secondary school) 4 (college/  

  University) 

 

The results of the dichotomous choice model of paddy farmers’ WTP for Integrated 

Agricultural Development Area (IADA) crop insurance scheme are summarized in Table 2.  The chi-

square is 45, significant at 1% significance level, indicating that the independent variables considered 

jointly have a statistically significant impact on WTP.  Likewise the Cox and Snell and Negelkerke R2 

are 0.147 and 0.209, respectively.  Although the value of these R2 are lower than expected, it is within 

the range of other researches of WTP values of other CVM studies (Shultz and Soliz, 2007).  Hosmer 

and Lomeshow Chi Square (9.11) is as expected, because the smaller the value the better the model 

fit. 

 

As expected the results to be, the coefficient of premium BID variable is having a negative 

sign and statistically significant at 99% level.  Age, number of times the respondents attended the 

paddy production course, total farm sizes of the respondents, as well as their years of experience in 

the paddy production have a statistically significant positive correlation with WTP with only 

exception of age variable which appears to have negative sign on its coefficient. In case of age, 

though statistically significant, but have inverse relationship with the probability of WTP for the 

proposed insurance scheme.  In fact, the results show that the older the paddy farmers are the lower 

the chance (3.4%) [Exp(β) – 1 = odd%] in their WTP for the insurance scheme.  The present study 

corroborates with that of (Onwujekwe, 2001; Dong, et al. 2003) who reported in their study that age 

has significant influence on WTP for  community based insurance in Burkina Faso.  This low percent 

of WTP for old people could be attributed to the fact that old people may have involved in different 

activities apart of paddy production for earning their livelihood.  In terms of total farm size of the 

respondents, farmers who have large farm sizes have almost 12 percent [Exp(β) – 1 = odd%] chance 

of WTP for insurance compare to farmers with small farms area.  The results of the study also 

revealed positive significant with regard to years of experience of the farmers in paddy production, 

the farmers having many years of experience in paddy production have 2.6 percent   [Exp(β) – 1 = 

odd%]  higher chance of WTP for the proposed  insurance compare to farmers who do not have 

experience at all in paddy production.  In terms of number of times a farmer attended training course 

of paddy production, farmers who attended the training courses have 97 percent  [Exp(β) – 1 = odd%]  

higher chance of WTP for the insurance compare to those farmers who did not attend any course for 

the program.  The remaining variables, education, and family size, none of them have a statistically 

significant impact on WTP.  It is quite reasonable to assume that education may make significant 

contribution in the decision making process on the proposed insurance scheme.  But insignificant of 

this variable, may suggest that educated people have 17 percent less chance of being WTP as compare 

to illiterates.  This study corroborates with the study of Mathiyazhagan (1998), on WTP for rural 

insurance through community participation in India. He determined education was not significant in 

willingness to joint insurance scheme. The insignificants of the remaining variable, farmer with 
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family (dependents) has 4 percent less chance of WTP for the insurance compared to farmer without 

any dependent.  

 

Table 2. Willingness to pay (WTP) model results. 

 

Variables Coefficient(β) Standard Error (P> I tI ) Exp (β) 

Age -0.035 0.081 0.05 0.966 

Education -0.172 0.278 0.537 0.842 

Family size -0.048 0.068 0.491 0.954 

Number of course attended 0.312 0.094 1.732 10.732 

Premium BID -0.052 0.011 0.000 0.950 

Total farm size 0.114 0.043 0.008 1.121 

Years of experience 0.026 0.016 0.092 1.027 

Constant 4.249 1.521 0.005 70.040 
Chi-Square test = 45.5 (P=0.000); Cox & Snell R= 0.142; Nagelkerke R2 = 0.209; 

Hosmer&Lomeshow =9.171; -2LL (α) = 349.753; -LL (All variable) = 304.225 

 

Mean WTP 

 

As indicated previously mean WTP is calculated as Mean WTP = βo + ( Σβ2X2……..βkXk)/-

β1,. In this study, only the significant variables are used in computing the Mean willingness to pay 

(WTP) for the proposed insurance scheme. Likewise aggregated or total WTP values for the 

respondents were calculated by multiplying estimated mean WTP by the total number of respondents. 

 

Mean WTP = 4.249 + (-0.035*AGE + 0.312*NOTMES +0.114*TOTFRM 

+0.02*YEAREXP)/-(-0.052) 

 

Where Mean WTP is mean willingness to pay for insurance; 4.249 is the constant coefficient 

value; AGE, NOTMES, TOTFRM and YEAREXP are the independent variables (their mean values 

were used in the equation); -0.052 is the coefficient value of the premium BID.  The remaining values 

are the estimated coefficients of the independent variables.  The mean WTP is 76.57. It means that 

paddy farmers in the North West Selangor IADA were willing to pay a premium of RM76.57 for 

every RM1000 protection coverage per crop season, or 7.66 % of total coverage per crop season. This 

percentage corroborates with the studies by Seth et al. (2009), where farmers in Rajasthan, India WTP 

was determined to be around 8.8% of the maximum possible payout of a weather derivative contract.  

 

CONCLUSION 

 

Based on the survey data, majority of the paddy farmers are male and their mean age of 48 

years, educated people whom expect to adapt to any new technology/innovation presumed to have 

positive impact in production.  Also the results of the study shows more than half of the independent 

variables /characteristics of the farmers show willingness to pay for the insurance scheme. Based on 

the CVM result, it was determined that approximately RM 76.57 (7.6%) could be paid per RM 1,000 

protection coverage per crop season.  This value shows the readiness of the paddy farmers to pay for 

the premium in order to safeguard their future business from unpredictable losses.  Currently there are 

no crop insurance schemes pertaining to paddy/rice production have been implemented in the country. 
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The findings of the current study uncovered that farmers are willing to participate in crop insurance 

scheme at some affordable rates. The policy makers need to take up this finding as a guide to further 

deliberate with insurance and financial sector about establishing an appropriate crop coverage scheme. 

Future implementation could be done through agro-bank or farmer association/cooperative whereby 

they could be appointed as the agents.  
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