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Consumption Smoothing, Risk Sharing and
Full Insurance

—An Empirical Research on Urban Household Survey

Yuvyu CHEN WEIBO XING
(Peking University)

Abstract In a complete market, households can smooth their consumption by some risk-
sharing mechanisms when they encounter exogenous idiosyncratic shocks. By using Chinese
Urban Household Survey, this paper tests whether Chinese urban household consumption is
fully insured against idiosyncratic risks. Firstly, the paper tests the insurance of aggregate
consumption and classified consumption of the households, and then the consumption of the
households with different income levels. Secondly, we test whether households can share risk
responding to regional idiosyncratic shocks. The results are that the full insurance hypothesis
is rejected in most cases.
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