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Rainfall Index Options and Agricultural Weather Risk Prevention:

An Empirical Analysis Based on Cotton Planting in Jinan
Tong Jinping, Wang Hui, Ma Jianfeng

Abstract; Weather risk is the main risk faced by agricultural production. As a major financial in-
novation tool for agricultural weather risk management, the weather derivative can prevent agri-
cultural weather risks effectively. Rainfall index options are to apply financial derivative tools to
the field of weather risk management associated with rainfalls. It is of great significance to prevent
the risks of crop planting, improve the income of farmers and maintain social stability. Different
from the previous practices of using cumulative rainfalls during the whole growth period of crops
to design rainfall index weather options, this paper focuses on the impacts of rainfall characteris-
tics on crop growth during different growth periods, using which as the design basis for rainfall
index option contracts during different growth periods and carries out an empirical analysis based
on the cotton planting data of 2017 in Jinan. It is found that farmers can flexibly choose whether
to purchase or not and which rainfall index option contract to purchase according to the rainfall
forecasts of different growth periods of plants so as to prevent agricultural weather risks caused by
excessive or insufficient rainfalls, guarantee the interests of farmers and provide the relevant risk
subjects with a variety of choices for weather risk management.

Keywords: weather risks; rainfall index options; risk prevention; growth periods; contract de-

sign
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