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C"’OP I‘GSURAI"C"’ "'OR DEVELOPING (‘OU"TRI )

b'.f ,aobert Crcue

Mr. Chairnan, Ladies and Gentlemen. It is a distinet honor and
pleasure to have heen rlven the opnortunltv to address this distinguished
audience this morai ing on the subject cf crop insurance For ﬂevelonznﬁ
countriés. Though I do neot clain a hich degree of.exper;ise 1n‘the
technical aspects of thié subjéct, it is nevertheless a topic about
which I have done a goq@ bit of reading and thinking during the past
yvear as part of my work with UNCTAb? both in completing a research study
and in dirécting é qne—wegk seminar on crop ingurance. Though few of
the ideas I will present in this paper are original with me, I think
they répresent'a sfhthgsis of the th;nking of a nuﬁpgr of real crop
insurance experts from all over the wér%@. .Eqpefuiiy they will be of
some value in sﬁimg;atiqg the thinking ofﬁtﬁis andience on this important

subject.

Importance of the Acricultural Sector

»

Permit me to begin by excerpting from an article that:appe%:ed in 2

recent issue of The T COﬂOMlSt magazine.

- “lcture a vxllaqe of 550 people, who. live in 95 houses hidden
in a coconut grove and surrounded by paddy fields. It is
called Tubuaﬁ. It is ip fhe Pbilippines, but it could .be any
one of countless villages in Asia, Latin America, or Afriqa.

HIQ:Hcre than one- bllllon pecple in the 1ess develoved among
developing cauntries live in.villages.‘ Include China in this
group and the fiqures 15 clcse to two billien.

- Tubuan revolves arnund rice. It accounts for over 80% of the
VJ.lla.g'e -:outnut and about 70% of the average household's
income. The other main activ1ties are. also agricultural .

notablv rearlng ducks and pigs and pickinq coconuts.
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- Hlore than 70% of the v111agers worring days are spent prenarinq
the paddy fields, and then planting, weeding and harvesting
the two rice crops a vear. DBut even with two harvests, underem-
ployment is still pervasive :  each worker .works an average of
only 160 days a vear, barely a three-day week.

- The average annual income per head in Tubuan is about *200.
Large farmers (defined as those farming five acres or more)
have an income of $255 per heed. _Srmall farmers have income,
of w16% per headY while landless workers get ¢l35 ner head.

~ mubuan s housing is very nixed. 0% the o5 houses, only 16 are
classified as nermanent (1 e., made of concrete, wood and

sheet iron) rf‘he other 79 are made of materials like bamboo

and leaves, with mud ?oundations.

- - Consumpr ﬁurables are rare. The reason is that, in Tubuan,
food takes 65% of the average household's disnosable Aincome. #‘
Toor people have little monev 1eft over after buying focd. .

- mubuan is only nartlv a cash economy but all the above income
fiqures_include the Yalue oﬁ payments- in kind. ;Aboutﬂ4os of
the rice is sold for casﬁevanother 40% used for payment in
kind, 10% forvconsnmption, and the rest stored or used as
seeds.

- Debts are heavy, particularly for the landless and for .the

large farmers. The landless rely on prlvate”moneﬁlenders for
95% of their'credit; Qthers get 37% of their loans from financial
institutions and anotner 44% from supoliers. ‘ .

- Barter is commonplace, and all the villaqers are very illicuid.
Large and smali farmers' debts exceed their financial assets
by & to l For the landless: the ratio is lower, but they :
typically have only about $35 each in financial assets.

- Ponulation in Tubuan is crcwinq at a rate of 4.3% per year.

"yt the area of cultivable padﬁy fields is groning hardly atul
all.' The averaqe farm size has fallen to 5.2 acres.“
Well, enough about mubuan.; I suspect that ”uhuan, though located
in the Philippines, is not all that far away from Africa, that in many c
of the countries represented at this conference there are hundreds and . :
thousands of Tubuan villages whichr _poor as they are; constitute a major

portion of the national econonic base. Indeed, one of the most obvious ‘and

i



griking characteristics of most developing countries is the critical importance
of the agricultural sector. Its output typically constitutes a larqe nronortion
of total qross domestic product. quicultural emnloyment tends to account for
a very larqe Dercentane of the country s total emplovment. P"port earnings of
develoning countries tynicallv depend very heavily on the output of the agricu%'

ural sector oF the economv

_ Unfortunately, the agricultural sector, important as it is, also is
fﬁ exposed to an extremely high degree of risk. It is of course subject to risks
.arising from social and economic ractors, as are many economic sectors. But
‘ffiagrlculture also is exnosed to a unicguely hiqh degree of risk ariSinq out of
natural fact:orsP orincinale weather conditions. The importance of this class
ioof risks stems from the number of events which may cause aqucultural output
<+ to drop (floods, drouqght, frost, hail, pests, diseases, etc.), the frequency
~-with which these events.nctualiy occur; enﬁ'the magnitude of the crop losses
they may cause when they do occur. Horeover, these sources of 1ossﬁare in )

large part beyond the capabilities of individuals or societies as a whole to

control or prevent.

Therefore, it is immortant in any society which is heavily dependent upon
agriculture that devices be embloyed for minimizing the adverse econonmic
effects of these natural risks. ‘ Not only are the lives and well—beinq of so

many individuals involved, the economic viability of the entire nation may

well be at stake. Crop insurance is one of the most important available

devices for minimiz1ng these adverse effects.’

Hature of Crop Insurance 1}
B - P

Crop insurance is a social system for reducinq the uncertainty of economic
loss due to croo failure. It accomplishes this, as - do all classes of
chreﬂghwthe-basic technique—oprooiing Whereas the frequency and
severity of crop losses are largely unpredictable with respect to a particular
individual farmer, predictability of loss frequency and severity is increased
considerably when similar exposures of a large number of farmers are pooled.

For example, though the likelihood of a loss or losses occurring through hail,

and the size of the loss if one deces occur, cannot be accurately predicted for




a single farmer, these‘Factors can he nredicted with some degree of accuracy
with respect to a larce number of farmers who are similarly exnoseﬁ to the
risk of hail damaqe. ﬂc*eover althcunh predlctabilitv of 1oss frenuency and
severity for a crrcun of farmers mav be low with respect to a srnele qrcwinq
season, it rises considerably when several consecutive growinc seasons are

taken into account.

Throuahrcrop insurancevknown periodic small 1csses for large numbers of
farmers, in the fcrm of crcn insurance premiums, are cOmbined over a neriod of
vears to fcrm a fund out -of which those farmers who incur larqe ‘losses through
the occurrence of the insured event in a aiven year mav be ccmpensated In

effect, farmers who do not suffer losses from insured events in a given year
and over a period of yeers each furnish a small anount'to Qrovide'com@ensation

for those whe do. | e

Potential Benefits of Crop Insurance

Crop insurance i Ly nc means a nanacea. In some sets of circumstances
in which develoninq countries may find themselves, crop insurance nrcbablv
will net work well at all and is not to be recommended. I shall discuss these
clrcumstances a bit later in my tal’. -Wevertheless, 1n many cases crop insurance
can be a power‘ul econcmic tccl for a develoning country. I wcuid like to
describe at this noint some of the notential henefits I helieve crop insurance
can bring to such & country if the right circumstances are present.  The '
axtent to which each of thase benefits will in fact be realized depends on the
prioritles set by the country in the field of agriculture (e.q., expansion of
agricultural prcductlcn vs. maintenance of minimum farmer inccmes)' the way in
which its speci ic crop insurance prograrmme 1is designed and implemented, and

e e et

the effectiveness of a varietv of related governmental nolicies and programmes

T the fi“erd” of agricuiture., )
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Txpanded Acgricultural fOutput

{a)

One of the most Fundamental potential benefits of crop insurance is that
it can facilitate increased agricultural nroduction. Tn a typical developing
.gountry. most of the farmers onerate on a scale of nroduction and income
parely above the suhsistence level., They have little margin for error, for
their survival is at stake. Consequently, even if they have heard of new and
more productive agricultural. technolocv, they may be reluctant to utilise it
Aue to the uncertainties involved in taking on higher levels of debt: and

expenditure.

with crop.insurance, a certain income is guaranteed to the farmer even if
his crop fails. The farmer can more easily afford the risks that may be
associated wiéhréome.of the more intensive cultivation methods. e also can
rmake his farming more extensive, planting more land than he night otherwise.
He is likely to be more willing to borrow knowing that loss of his ¢rops due
to one of the insured perils will not leave him saddled with a debt he cannot
repay. Also, with insurance proceeds to retire the ocutstanding loan, he will
be a more credit-worthy risk. Thus he will be able to cualifyv for a loan to

Hr>6btain the resources he nesds in order to resume cultivation in the next

growing season. In this way crop insurance helps provide qreater stability to

farm output over time,

Moreover, the insuring orggnization, in an attempt to minimise claim
costs, probably will endgage in research in a variety of loss prevention techniques.
Results of this research can be used by the insurer to provide technical
assistance and advice to farmers aimed at maximising their production. Improved

Y
farming practices, such as the use of improved seed and fertiliser varieties,

more efective irrigation and Arainage techniques, etc., may even be made

|
"i requirements for eligibility for insurance coverage.

(b} Tunds for Investment

The increased level of income of Ffarmers due to increasad productivity

oA R e 3

- should, over a period of years, produce a significant volume of investible

funds. Depending on their marginal propensity to save and the extent to vhich

amounts saved are deposited in financial institutions, increased farm income

may produce in a developing countrv a substantial increase in private domestic
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investment. for the benefit of the economy in ceneral. TFunds for investment
also may be -provided through the crop insurance programme itself in vedrs

where loss exnerience-is favourahle relative to »remium collections.

(c) Benefits to Government

Crop insurance may bhe of direct henefit to the covernment of a develoning .
countrv in a varicty of wavs. It mav facilitate implemenbation of a consistent
national agricultural nolicy W the covernment. The insurance may be used as ’-

a vehicle for more rational land use hv rlacing emphasis on certain types of
crops, certain farnming rractices,  certain geocraphic areas of the country,’

etc., It can reduce the need for government to manaae disruptive, af hoc

disaster relief nrogrammes. for  farmers. ' With rroper: nlanning, it can assist

in the development of more stable farm prices. :r The added agricultural production
nromoted by the crop insﬁrance proaramme, if properly'channeled,'can improve

the countrvy's halance of navments position.hv increasinc its sxports or reducing
its imports. It can be-useful in providing a greater share of national income

to the agriecultural sector, rrincipally by enhancing productivity there but

also by providins government subsidies of cror- imsurance npremium costs from
general tax.revepues. In all of this, crop insurance mav prove.to hé less
expensive to the ~overnment than the many explicit and hidden costs of not
having such a nrooramme, in that the farmers themselves are likelv to pav a

large share of. the insurance costs.

{A) Stabllity of FZarmer .Ircome -

2f course the.nrincipal Airect beneficiaries of a crop insurance programme
‘ .
will be the farmers themselves. Their incones will at least be more stable
even if not laraer than formarlv. TFurthermore,: in the event of large cron

leosses this income will he theirs as a matter of =arned right. It will not

depend upon charity, political considerations, or the uncertain ability of the

novernmnent to provide larne amounts of Aisaster relief omickly enouch to be
beneficial.  Purther. farm incomes should rise over time with increased
production if appropriate farm price stabilization policies are nursued hy the

Tovernment.,




(e)  Benefits to Rural Communities

The improved income position of farmers should also spill over into the
rural communities .of which they are a part. :ncome-will %%?w through these
communities even in lean crop vears. ™ural industry wilL/promoted. ‘Adontion
of more intensive, and extensive farming technicmues, particularly by small
farmersashguld lead tc - increased utilization of the availabhle local lahour

force. .For.all these reasons. emigration from rural areas to the cities may

ke slowed.

(f} Benefits to Financial Institutions RIS

Crop insurance can also be of significant benefit to financial institutions.
One of the major difficulties facing agricultural lending institutions is the
severs decapitalization they. experience when crop losses render“awlargé'volume
of their acgricultural loans uncollectable.. This risk is so qgreat "that in
many cases:private financial institutions: are reluctant #o make loans to
fafmers to finance. cron nroduction. Feliance on the pledging of the farm =

itself as collateral is often unsatisfactorv hecause farmers in developing

countries freguently do not have clear title to the land.

Cron insurance, however, can be utilized as an ideal form of collateral
thus improving the credit-worthiness of the farmer. 2y recuiring it, the
lendinn institution can avoid’larqe losses when farmers are unable to repay
their loans due to. crop-fajilures. nder these conditions, ;rivate finéncial
institutions. may become-more willing to engace in agricultural lending at

A . ' . .
reasonable rates of intexest, thus freeing government resources for other

uses,

Conditions "eeded for a Successful Crop Insurance Frogramme

Mell, all of this mav sound great, and some may tend to want to get on
the bandwagon and get a cron insurance programme under way immediately.
However, a serious word of caution is in order. The benefits I have descrihed

are potential benefits, not automatic ones.
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Crop insurance cannot orerate successfully im a wacuum. In order For it

to vield the kind of henefits described above, a number of very important

conditions must exist, at.least to a minimal decree. In some developing

countries these conditions, or favourable envirommental Factors, are absent

and a crop.insurance nrograrme is unlikelv to be successful. On the other

degree, the .chances of success are much better. Indeed, in such a situation,

the further inmproverent of these conditions. DBsfore a decision to develop a
cron insurance prograrme is made, therefore, it is very important to consider
First the question of whether the particular country is ready.for.crop insu-

rance.
Therefore I would like to take a few moments to identify the conditions

the environment within which crop insurance can be successful. “Where these

factors are present to less than an optiﬁal'deqfee, as is usuallv the case, I
shall make some sugrmestions as to how. the resulting nroblems might be dealt

with, 'here many of these Tactors are totally absent, probably consideration

of crorn insurance should be abandoned for the time beihq in favour of other

options, such as dAisaster relief crants to needy farmers.

{a) Basic Parmer !nderstanding-of Crop Insurance

i
-

Crop insurance, lkike other forms of insurance,_is@ﬁufhre—oriented.'lt

provides. no tangible benefit until some time in the'future, if and when a

farmer, the insurance hds served its purpose for him by having provided him

the intanagible benefit of nrotection.

Such a programme is most likely to be understood and appreciated by

OV NSRS S

farmers who are-accﬁstmmed to thinking in terms of economic planning for the
fuﬁure, They. should he well informed farmers whe are familiar with basic

i business~like procedures. Yet in a typical developing country, litéracy rates
are low among the rural nopulation. Communication‘nétwOrks often are of very

limited effectiveness. Record keeping nractices on such matters as time of

hand, where these:favourable conditions'are3présent; even if onlv to a modest

[y the development of a orop insurance proqramme nrobably will even contribute to’

which I think should be rresent in a Geveloping country in order to serve as

covered loss occurs. [‘ven-if a covered loss should never occur to a particular
- 3 .
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planting, farming practices followed., areas under cultivation, cron losses
incurred, etc. often are virtually non-existent. 2*hove all, the incomes of
farmers are verv lov. Under such conditions, it is'extremely difficult to
develop farmer:understandinq and amnreciation of a crco insurance programme
,promising-pbssihle future benefits in return for an 1mmeﬂ1ate e: bendlture in
the form of a bremium and a commitment to adhere to a variety of procedures o

wnich he is not accustomed.

It is likely. then, that consziderahle time and effort will have to be
devoted to an educational campaign amonqg the farmers to enlist their cooperation

-

in a croﬁ insurance programme. A variety of media must be used, includinq
brochures, newspaners, radio, and public meetings at the local level. It‘will
be particularly important to relv on prominent citizens and agricultural '
associations in the rural communities to serve as centres of 1nflnence on

hehalf of the crop 1nsurance programme.

h) Adequate Financial Capacity of Farmers and Covernment

nenendlnq on the scope of the nrogramme and the level of 1ndenn1ties
provided, cron insurance costs a substantlal amount of monev It ~seems nroner
that insured farme:rs themselves bear a sinﬂ‘fi ant portlon of these costs,
inasmuch as they are the most Airect beneficiaries of the programme.

Usually, however, farmers in developing countries haﬁe‘very limited
capaeity te‘pay crop insuraﬁce premiums. Thus,‘in all likelihood, the govern~
ment of the ceuntrﬁ‘in cquestion will be renuired to suhsidize the nrograﬁme
heavily. " For example, the initial canltal to cover startup costs of the
nroaramme probablv wilL have to be sunnlled by the aovernment. In addirlcn,
qovernments usuallv £ind it necessarv to hear all of the aﬂminlstrative costs
and often even a portion of the nure premlum or loss cost element of the total

premium, in order to make the cost to the farmer feasible and attractive.

Lastly, the dovernment may have to stand ready to provide, in some fashion, a
type of catastrophe reinsurance of the crop insurance fund in the event that

loss experience is especially unfavourable. Thus it will undcubtedl; be

necessary to strike some sort of balance between the deslre for hlqh levels of
benefits for broad categories of farmers, crons)and areas . on the one hand,

and the flnanclal realities fac1nn both the farmers ana their government on

1 the other.
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{c) Statistical Base for Determinine ﬁnticipated T.oss {osts.

In order to be actuarially sound. a crop insurance programme must be

based on a_large volune of comparable. statistical data renarding crop losses

experienced in the mast. Ideally. such data should have been cathered over a. -

lonc neriod of time:. showing crop vields and their variability from season to

season.

Crop loss data should he classified as to the source of loss, e.q., :between
those_attributable to the natural causes which the planned programme will

cover and those attributable o other causes, including farmer neglect and

poor, farming practices. ‘oreover these Qata.should be classified . both by . . . -

cCron and‘hy‘agroclimatica;ly homoaeneous qeagraphic areas.

Unfortunately, in most developing countries there is a paucity of the

above types of statistical data. I7 the needed information is ﬁgtally lacking.

it probably would be hest to Aelay implementation of a crop insurance proqrarme -

until a reasonable volume of it can be accurmlated over a periocd of a few
years. On the other hand, several developing countries do have at least some
data which, vhile less than completely satisfactory. can be used as the basis .

for initial tentative nlanning for a crop insurance prograrme.

Also, it should he recngnized that no amount of elaborately classified
statistiecs gathered prior to the adoption pf a crop ipsu;ance proorarme is.
likely tp be completely éatisfactory.‘ &ctual experiepce.af%gr a programme is
implemented may be substantially Aifferent from that of a period when no. such
programme existed. Experience develoned under the plan itself is likely to
nrovide the data which best indicate probable future experience. Tixperience
will, in géct, be the besé teacher, though the initial crop insurance programme

should not operate on so larce a scale or expand so rapidly. as to make the -

cost of that instruction potentially exorbitant.

(d) rHanageable Farm Sizes, Dispersion, and Land Tenuxre and Record Svstems

A crop insurance proqgramme is more likely to be successful where farm .
sizes are not extremely small and geographically scattered.. Otherwise, the .

administrative effort and expenses of premium collection. record keeping,

T R
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clalms settlenent etec. may he extremelv hich 40me also arcue that both
Uh]Slcal and moral hazards are lqcreased when Tarms are vervy small. scatterea,
and segreqated.‘ror tbe sane reasons,.lt is desirable that there be an aéequate
esystem_of_land sutvey and land recorde with only infrequent changes of ectuel

_ éﬁltivatore of the lanﬂ 'rOﬂ season to season. ”’ls also will facilitate

Aetermination 0” lnsurable 1nterest and resnon51blli v for nremium pavment.

Mcain, many develonlﬁe countrles ’1nd themselves in considerably less

than an ideal nOSLtlon with respect to the above characteristics. 2 larqge
majority of the farms are very small, perhaps averaging one or two acres each,
and widelv scattered O’ten there 1s a constantlv changing array of 1n61Vlduals
swnding-ar cultlvatrng pextlcular plote of land and the legal.relationships

among them often are not clearlv 6ef1ned

buome of these ﬁln_lcultles can be reduced lf the aﬁministratlve organ17atlon
underlying the crop insurance prnqramme 1nc1udes anpropriate partldinatlon at

the local level. Arranqements such as communal Farms, Farmers mutual assoc1ationsp
co-operatives, and forma117e6 sharecronhlnq, if Dronerlv snpported and superv1sed
Py government, mav reduce the complexity of operating the programme and provide

a measure of vigilance over the activities of insured farmers. Also, a

system of premium rates geared to the claims experlence of local areas mav

help in controlling moral hazard.

{e) 2vailability of "“rained Personnel

Crop lnsurance is a verv technlcal Fleld. Aﬁts effective operaflcn reﬂulres
that rost of the nersonneh involveﬁ have a conSLderable understandlnc of the
comnlexitles oF efF1c1ent Farmlnq and the COleEXltles of efF1c1ent insuring.
Yhen nlaced in the context of a developing countrv with all of its own

complexities, the nroblem of 4evelon1nq a cadre of trained nersonnel becomes

*

Trained nersonnel are nee&ed at the ton adnlnlstratlve levels of the crop

insurance nroqramne, at the local level 1n which the scheme operates, and

i} Derhans at intermediate levels as well At the ton adminlstratlve levels,

there 1s a neeﬂ er‘expertlse esneciallv in the overall de51an of the 1nsurance
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programme, in the establishment of terms and conditions of covérage; anﬁ:in
the actuarial aspects of the insurance. 2t the local levél, the most important -
needs are for personnel.who can effectively exprlain the c¢rop insurance syéféhﬁ' )
to the farmers and for those 'skilled in thé extremely complicated and important
claims settlement'fuhétion;*‘Fepéndina on the way in whicH the svstem is o
organimed, there may be needs at irntermediate levels ({e.g., financial institu-~
tions or federations of local farm associations) to assist with such‘activities

as nremium collection, data gathering, loss prevention, and ‘the like.

A variety of sources probably rill have to he tapped in order to meet the
needs for'trainéd manpower. The domestic insurance industrv ray be one such
source. The government's Tiinistry of Acriculture - is likely to be another.
Producer associations may be a third. Technical assistants from internatiénal
organizations and from countries with well established crop insurance programmes
may be called upon.: Secondments and other special “training activities for
domest;c-personnél‘can alsd he initiated. Thus the problem of‘ﬁ?d#idinq an
adequate supply of capable personnel. though difficult, nrobabiv is not an

A

insurmuntable one, ™

(f} Complementarv. Aaricultural Procrammes

I menticned earlier that the extent to which the-potential benefits of
crop insurance actually will he achieved depends in part on the effectiveness
of a variety of related governmental policies and{progxammes..ﬁhis is especially
true if the major objective is substantial exnansion of fa¥m output. Crop
insurance should he viewed as but one inteqral part of a‘Comprehensive, co-
ordinated, and mutually‘réinforcinq set ‘of activities aimed at development of
the country‘s-a@ricultufﬁl sector. Té view it otherwvise would 'bBe to ascribe
to crop insurance too much credit for: successes that may result (or too much

blame for Ffailures). o

Among the important complementary programmes needed are those focused
primarily on the-supply side of agridulture, those designed to stimulate
increased farm production.  Substantially increased  agricultural output in a
developing country can come about only through the widespread use of reasonablyr
modern and efficient farming . technicues.: DReforé a crop insurance brcgramme

is installed, therefore; the governmenfrshould have instituted and achieved
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some success with a variety of programmes designed to provide farmers with the
nasic technical know-how ard canital essential to mroductive farming., Acricul-
‘tural research. training. and technical assistance programmes should be
operating. DNisease and pest control technicues should have heen develcoped.
Systems for furnishing ey agricultural inputs (e.g.;-impxoved seed varieties,
chemical fertilizers, and farm. irmmilements)- should be in place. OF great
impoxrtance. -formalized agricultural credit systems will be needed to finance

i
the additional investment farmers will have to make.

2 second set of immortant commlementary proorammes consists of those
focused primarily on the Aemand side of agriculture, those desimned to nrovide
a healthy market for the increased agricultural output. 3. system.of appronriate

transportation. storage, and processing. facilities may be needed. llarketing

bhoards may have to be established. Price stapilization and .support systems
may be neederd to keep nprices at levels high encuch to.enabLgAfa;mers to cover
their increased costs (including that of the crop insurance) and to.avoid
nndue depression of the prices thev receive as. farm output expands. Plannino
: may be needed for additional exports or $For added import substitution.

The recommendations I have made $n vhe last few minutcs constitute a
rather formidable -agenda for:-some developing countries gonsidering the introduction
of crop insurance. This is not to sav that bhefore crop insurance is feasible
a country needs to wait until it has achieved a high dearee of agricultural
develcpment and sophistication as was characteristic of, for example, Japan
and the United States, whose nrogrammes hegan only about forty vears ago.
Pather, ‘it is to emphasise that far some of the least developed countries, the
cuestion of cron insur;nce may be premature and that they should begin hy
building a broad agricultural environment within which, in a few years, the

rotential benefits of cro» insurance will be more easily realized.

Meed for a Pilot Project

In any event, once a country has decided it is ready for crop insurance,
%f-w the rnrogramme should he bhecun on a small scale as a carefully designed pilot
nroject. There rrobably is no sinale best wav to conduct this experiment and
no standard period .of time Auring which it should be cenducted.  Pather, it

probably is best to-run the experiment long enouch to permit the drawing of
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neaninaful conclusions and to react to xesults of the axperiment as they. -

emerge, expanding it slowly if thev are favourahle and modifving it to over-:

come problems that hecome apparent.

e nilot nroﬁect should ‘bhe confined initiallv to just a few crops, those - 3

most 1mportant to the Farners“ income and the national interests, Iopefully.. :

uhese.ﬂrOﬂs also w11l he fhose for which insurance l1ls relativelv simnle and:
vhich involye fewest problems. ™inallv, the crons selected should he those
HE for which there aras reasonably cood racords concerning rast production and

famace.

It is also w1se to wonduc+ the ex neriment with only a linited number of .

farmbrs 1n concenfrateﬂ groups operatlnn under. conﬂltlons as nearly homogeneous

as possible. although it rmicht seem statistically preferable to have the
covered farmers wigely_sgattated over a larce geocdraphic: area so that repre-

sentative results from each region will he obtained, the operational diffi-

culties cf conducting the experiment for such a group are likelv to be prohibitive.

Yany advantages can he gained during the pilot staces of a crop insurance

|

aH rrogramme.  More :efine& statistical data can be natnered to form a sounder
! . ” y >
f _actuarlal base for an. expandad procramme. 7Tifferent premium and indemnity

gstems can be tried Tarmer response can be tested with respect to different

contractvp:ov;slcns. Geveral aLternative systgms,for delivering the insurance .

serv1res, a&mlnisterinw themy coll@ctlnn prem;ums, and settling claims can he .

A tried and the costs assohlated w1th each can oe es*lma “ed. Progress gan he

i macle in educatlng farmers, farm organlrations, and other versonnel who will

A Py

nlav najor roles 1n the\ewnanded prograrmme. . Aquculturalz$upport Drograrmes

i ans serVLCee can be exnanded nraduallv The\prgb@blg_impgct of the programme
on farmers’ behav;gug, produqt1V1ty; and income_qaq he forecast.~:?houqh
undoubtedly mistakes will be made, their costs will bhe controllable within
AFFOrdable LiMmibSe ..o oo o e R

It a‘particular developinq_cquntry_decides it is ready Zor crop insurance,

I f a series of imgortant degisipns will have to be rade at the policv-making level
about varlous Features of the programme. "hich perils will be covered ? e
Shall a specified perils‘approaCh.be used, with coverage restricted to only a

few major sources of loss, or will a rore comprehensive approach be taken 2




mhich crops vill be covered, and in which geographic areas of the country ?

fow shall the amount ob‘lnsurance he fixed 7 On the basis of costs of nroducing
the cron ? Its mdrket value ? Shall some form of éeductible or franchise he
used °”P Shall the -amount of indemnification to be paid be based on the amount
lost by the 1nd1v1dual farper or shall it be based on the average amount lost
by all the farmers in hls geographic area ? ‘_Uhlch>farmers will be covered,

and how Ulll they be 1nduced to 301n° ”111 tfe sysiem be compulsorv?
Voluntagy? Sem:l.c:om"».).lscnt'V'J "ho will pay the cost of the programme? The
farmeré aione? or w1ll it be subs;d;zed by government? And if so, what will

be the government's share? Shall reinsurance be used?

All of these are extremely compiex questlons, and time does not permit .
that I go into them here this morning. Sufflce it to say that there are many
advantaqes amﬂdlﬁ&dvaﬂtages to be weighed in each of these decisions, and
there is no one “right” way to formulate and operate a crop lnsurance pProgramme.
The choices must be made in light of the particular objectives and characteristics

of the country in question.

There is.ane areé of choice, howevér, on which I would like to spend a
few moments this morning. rThat is the gquestion of the rdle to be played by . .
the insufanée industrv;‘ Some may argue trat crop 1nsurance isn't really.
insurance at all, but only an organized svsten for providing relief to farmers .
facinglmpavermah@mﬂqﬁue to vagaries of weather conditions. DRBut I disaqree.

If this is the only cobjective, I believe there are other ways - less comnblex

and péfhaﬁ$;iess_expensive than insurance - for accomplishing it.

Coa
3
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In my opinion, however, true crop insurance is in fact insurance, and the

insurance industry can and should participate to a significant degree "in the
rrogramme. 2Admittedly, crop insurance requires specialized -expertise in the
field of . agrlculture, but every class of insurance ~ marine, aviation, life,

industrial fire - requires spec1allzed expertlse Admlttedly,'crOP insurance-

poses serious problems of possible catastrophe losses, but $o deo. -many other

forms of insurance. - Admittedly, it probably wil reauire that government exert

a major influence in the programme, but certainly this is nothing new to

insurance men and women.

What role, then, might the insurance industry, whether governmentally or




.« lg‘ o

brivaﬁely owned nlav? Tat us Firéf take the case T'!'uaj:'e hhe countrv has nrlvatelv
owhéd‘insureréiv Tt 1; concplvagle that a nrlvatelv owned lnsurancercémnanvf
such as a Tér*e CO””GrClak OUINENY7 ”Ilulnﬁ seve sral clﬂsseq of neneral 1 surance
mlnht he entrusfea WL*h the cxon 1nsurarce programme. “rlvate lnsuxers have
neen involveﬁvfchSéverél vears in the imited “tates, in some countrles in
“urope, ‘and even hﬂre in Afrlca, namelv in S[outh »frica, in the prcvision'of
coverage for certaln t?nes of cron loss. ”radltlonallvg however, the insurance
has been limited tvonl? a few nerils, such as hail. P”esentlvr legislation

is un&ér consideration in the Tnited Staﬁés to bringing *“e Drlvate sector

inte the svstem of nroviding comprehenéive.crop insurance, with the qovernment
+0 serve as a reinsurer for the nrivate comnanins. A similar proposal is, as

I undérstand it, heing étudieﬁ iﬁ‘Bravil mﬁe avallahillty of sultahle
reinsurance and/or emeraencv loans fronm covernmcnt or other sources m1qht

nrovuie sufficient 1ncent1.ve ‘for nrivate insurers to engacge in orcader tvnes

of crop insurarce coveraqe than they have in the past.

To look at the other side of the coin; there are é'feﬁ nrivate ihsurers
in London and elsewhere in ¥ urone, as uell as in Yorth Amerlca, who are orov1ﬂ1nq
reinsurance to national cYop 1nsufance nrooranmes. ‘Whourh it is unllkelv that
an 1ndiv1dual insurance ccmpany in a develonlno countrv wouié.have the canac1tv
to engaqe'iabthis'tyﬁé bf'écfiéiév' nprhaws reﬂlonal “ools or req1onal re-

insurance comhanles would be able to do s0.

[

Beyond these cases, however. as a nraotlcal mattsr the DOaSibllity of
using orivate insuranck companies in developina tountriés for the wrovision of
hroad scale crop insurance anpears to me to he rather slim, for several reasons.

Pirst, of course; in .manvdeveloning countries thefe is no private insurance

3 o
industry and all insuranca is nrovided through one or’a few governmeéntallw
owned and operated ‘companies. I shall return to these cases in' a few moments.

Second, as regards those 'déireloning countries where a nrivate insurance industry

does exlst, the companies.often are-quite-small, “especially relative to the

risk macnitudes involved in a national programme of crop insurande, Third,
private companies by definition are oriented in the “irection of ‘the profit
objective. In crop insurance the onmportunities to earn any profits, mich less
a level of profits commensurate with the catastrophic risks involved, are

rather remote, Fourth, it is unlikely that a nrivate general insurance
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company will have on its/several types. of technical nersonnel needed to operate
2 crop insurance nrodravgme.  Ouch a pregramme may recuire personnel with
expertise in science; agriculture, meteorolody, etc.; as well as those in the
rore conventional insurance Aisciplines such as statistiecs, underwriting, and
claims settlement. In the absence of favourable profit prospects, it is

unlilely that a nvivate insurance coryany would wish to acriuire the additional

skllleﬂ personnel neered Eor crep insurance.

ifr as has heen the usual cass, the private insurance industrv'is unavailable
or not lnterested in nroviding comprehnensive crop- insurance, the alterhative

iv to de51gnate a covernmental unit as the insuring .organizatian. It could be

an ex1stlnq unit within the “inistry of Anriculture or within the cgovermment
ouned 1nsurance com“anv, or 1t could be a newlyv established governmental unit
“created Psnec1ally For this purpose. There anpears to be amnle precedént

among existing crop insurance programmes for any of -these approaches.
<L . - -

There is con51derable justlflcatlon for a covernmental unit, whether it
he the qovernnent cperated insurance company or some other covernment agency.
to be the insuring organization in crop insurance.--Since the programme and
its dbje&tiveé'are a matter of national interest, not affecting nerely a
resﬁticted_ﬁrouﬁ‘or sector;,it_;s only natural that the. government intervene
&irectiy tovéeeléhat £he proqramme Ls run in.accordance with that national
interest. Amonﬁ the reasons for di;e;t state invelvement in crop insurance,
the following are Df?parﬁiaular“impemﬁence H

(a).vTh crop 1nsuranca procramme is usually intermingled with: other:

(asnects of ! natzonal policy such as overall. modernlzatlon and promotion
of acricultural pgoﬂuctlon, stability of sunply of agricultural -
'prdducts}_e:q.f which- in many develoning countries are considered to

fall within the direct responsibility of the government.

(b} @he actuarial hase of losses inlgrop insurance -is not usually as-
' reliable as in the case of, say, life or fire insurance.. "ainly
.becauss of thp catastrophlc element they involve, claims:in crop
'iHSurancehaFe‘known to deviate frequently and significantly fxrom
regsonable éxpectations and, therefore, the safety margin that a

nrofit-oriented private insurer would charge for the coverage is
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likely to he‘hich. » Mis would he warticularly true durinc the - - .
experimental and sarlv ska~es o the nrorramme. The state. on the

contrary, nrohably cun charrz nracticall¥ nc safetv loading, wiich

makes the premiums under the nrooramme lower than otherizise.

v

“te) ' Premiums waid hw the Farmers probablv will not e enouch to cover
the costs of the rnrogramm=, ~3As has already been neinte? out, it is
likels that the nrogramme will need subsidies in order to cope with
indermities and exnenses of administration. Pavment of subsidies’
almost inewvitably involves major governnent'partiéipatiOniwhichgtfor'wa

this reason, may bhe eéxtended-to the actual management of the wrogramme.

“{A)}: Tn eenaral, in order for the crop insurance programme to he economically
viabhle, it is necessarv to coordinate its oreration with that of
covernmental agencies such’as the "inistry. of iqricultuEEy'the
Bureau of Statistics, acriculimral research centres, nlanning and
‘price"requlating acencies, acricultural’landina ingtitutions, ets,

-
{e) “tweh of the work conducted on behalf of the cropn insurance ‘proaramme’
- may'be of substantial henefit to all farmérs, even those who do not
éarryv the fnsurance.” Trovision of exteérnalities in this manner is
cormonly - thoucht 6Ff as héing mMore within the responsibility. of
qovérnments than of ‘private- enterprise.’
On the other hand, when crop insurance is entrusted to a covernmental
agency, sbécial cars must bhé exercised to assure that cértain nitfalls are
‘avoided. For exarmle, a governmental orgdnization ma¥ use less refined rating

. ‘ - i B .
structures than'a nrofit-oriented company in ‘establidhihg premiums for different

classes of farmers. i aratia clain nayments based on non~technical considerations

may creen into-a governmental nrooramme. Administrative costs mav be unnecessarily

“high due to hureaucratic delavs,-red--tape;aml Ffeatherbedding . frequently

found 1n dovernmental organizations (though I am sure not ih any rerpresented
at this conference). Zrecial Vvigilance 'will he remuired in-a qovernmentally
operated - crop ﬁnsurance'ﬁrdaramme to-assuke that sound ifisurance ‘principles
and technical practices are adhered to in’all facéts of the Programme.

. . . v -
(1N - . LR SO
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If a country decides, that the creop insurance will be provided through a

qovernment orqganization vhich is not an insurer, I think it should investinate

the »ossibility of ntilizing some services which mavy be available in the

insurance sector. Tor example, it may he nossible for the established network

of insurance comnanies and agents to cooperate with the crorn insurance institution
in matters such as the marketing of insurance policies, collection of premiums,
and payment of indemnities. as well as in tasks relating to inspection and

loss prevention, which could be coordinated with their ovn cormercial activities

and transactions in the rural areas.

¥ow in closinc I should point out that the opiniens I have expressed here
are mine alone. They do not reflect any official position of THCTAD or its
secretariat. Put I personnaliy believe, to summarize, that crop insurance is
needed in many develoning countries. I helieve that it can contribute in a
powerful wvay to their further economic growth if the right circimstances are
present. 3And finally,; I believe that the insurance industry, whether nrivately
ovned or governmentally cwned, can and should be one of the leaders in the
examination of its feasibility in each developing country and in its implemen-

tation in those countries where it is feasihle.

I am grateful for the time vou have given me this morning to express

these thoughts and 7or your vervy kind attention. Thank you.




