CHAPTER - IV

HISTORICAL BACKGROUND OF
AGRICULTURAL INSURANCE



4.1 INTRODUCTION

- Farming is,inherenﬁy one of the riskiest economic activities. In the absence of
formal risk sharing/diffusing mechanisms, farmers relay on traditional modés and
‘methods to deal with production risk in agriculture. Agricultural insurance is one
method by which farmers can stabilize farm income and investment from the
disastrous effect of crop losses due to natural hazards or low marke_t prices. Crop
‘insurance not only stabilizes the farm income but also helps the farmers to initiate
. production acti\)ity after the bad agricultural year. It forms an important component of

safety-net programmes of a nation.

Most of the developed countries have devised different models of insurance to
. safeguard the interést of the farmers. There are two major categories of agricultural
Jinsurance: single and multi-péril coverage. Single peril coverage offers protection

from single. hazard while multiple-peril provides protection from several hazards.

Histon'cally, the first type of crop insurance to be offered was single peril for
hail in Enrope and North America in the 19" century. in the developing world, there
were ‘some early' adopters of single peril and mutual insurance products--Umguay
(1914) and Mexico (1926). However, in most of the countries, the federal or national
government, in collaboration with provincial government, provides multi-peril
insixr?mce coverage. to th; farmers. In the 1930s, the U.S. government - started to
éxperimént With multiple peril policies as a means to help farmers recover from the
devastating effects of the Great Depression and the Dust Bowl (é prolonged dropghi
mht affected the Plain states)’.

After the World War 11, the use of this product was introduced in Western
- Europe and J épan. Later on it spread to African, South Asian, and Latin American

countries.

The current research work is heavily concentrated on agricultural insurance in
India. However, to understand the growth and development of agricultural insurance
international experiences of some relévant developed and developing countries have

been taken into account.
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4.2 AGRICULTURAL INSURANCE IN SELECTED DEVELOPED COUNTRIES ‘

In the developed .countries, the four leading markets are found in the United

States, Canada, Spain, and Japan.

4.2.1 USA

Agriculture insurance was originated in the United States of America during
the last part of nineteenth century. Private sector insurers had provided single perii
inéurance products (hail, fire, flood, frost, wind, etc) efficiently for a long time. The
first attempt of providing muItiplé-peril crop insurance was made in 1899 by a private
company, Realty Guaranty Company of Minneapolis. However, the company
~ discontinued the programme witi'nin two years®. Similar attemptg were made during
1917 by ﬁuee private companies in North Dakota, South Dakota and Montana and
suffered heavy losses because of drought®. Many other companies entered into the

field of crop insurance and vanished over time.

Finally, Federal Crop Insurance Act was ‘passed in 1938 and Federal Crop
Insurance Corporation (FCIC), an agency within the U.S. Department of Agriculture,
was established to implement the crop insurance programme in USA. Wheat was the
first crop that got insurance cover in 1939 under the federal multi-peril crop insurance

.poIicy‘.

At the very early stages the overall performance of the federal crop insurance
programme was disappointing. Loss ratios for the entire br’ogramme has been found to
be substantially higher than 1.0, indicating serious problems with the scheme. Federal '
crop insurance programme’ was actually terminated for a short period of time in early
1940s. The U.S. Congress passed an -amendment in‘ 1947 and the programme
expanded graduélly into new counties and new crops. The federal croi) insurance is
available for over fifty different crops in 3,000 counties across the United States. It
covers all natural risks, including losses from droughts, excessive rain and storm

damage®.
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Further, the Federal Crop Insurance Act (FCIA) of 1980 has made significant
changes in the scope and objectives of U.S. crop insurance programmes. This Adt was
aimed at creating an insurance programme that would replace USDA's disaster
assistance programmes while operating on actuarially sound basis with limited

government financial assistance. .

- In spite of the changes brought about by the 1980 Act, the rate of participation
in the Federal Crop Insurance Program averaged 27 per oent of insurable acres for all
crops in the U.S. during 1985-1990°, Low participation rate indicated that the
programme was not fulfilling the -objective for which it was designed under the
" Federal Crop Insurance Act of 1980. Concerns have been raised regarding the

actuarial soundness and limited participation of the programmes’.

The 1990 Farm Bill proposed for repealidg ‘of the Federal Crop Insurance
Programme and replacing 1t with several disaster assxstance programmes owing to
limited partxcxpat:on rate in Federal Crop Insurance Programme. However, these
proposals were not adopted in the final legislation and multiple peril crop insurance

~ was retained as a safety-net programme in U.S.A.
Reforms in agricultural insurance in the USA

Multiple peril insurance has largely been provided directly by the U.S.
government or backed by the U.S. govemrnent since a reform in 1994. Up until 1994,
U.S. Department of Agriculture. (USDA) delivered most of the multiple peril crop
insurance but it was a largely underdeveloped market because extensive commodity
_ support programs and ad hoc disaster bailouts datmg back to the 1930s reduced the
incentives for farmers to participate in govemment supported multiple peril insurance

schemes.
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However,:'wit'h reforms in insurance programs’ in 1994 and the Farm Bills of
1996 and 2000, incentives changed. Now private insurance companies, backed by
government féinsurancg fe'lcilities, premium éubsidy payments to farmers, and
administrative and operational cost subsidies, are the dominant providers of multiple
peril insurance. The acreage covered by insurance has more than doubled compared to
early 1990s levels. In 2000, over 200 million acres were covered .compared'to 80

million in 1992. Total cultivated area was approximately 500 million acres®.

Current Trends

At prese_ﬁt two broad categories of insurance products are offered, yield and
revenue. Within the yield category _thpre are three specific products: actual production
_ history (APH); catastrophic, and group risk plan. Within the revenue category are four
specific producté: Crop" revenues, revenue assurance; income protection, and dollar
revenue insurance. Four major crops (corn, wheat, soybeans, and cotton) are covered

and accounted for 75% of risk premiums paid in 2001°.

Area-yield and/or area-revenue buy—up insurance policies are offered through
the FCIP for some crops and regions. The areas for these policies are defined along
_county boundaries. On a per acre insured basis, area-level insurance products tend to

be less expensive than farm-level insurance products.

Mosf FCIP policies trigger indemnities at the faml (or even sub-farm) level.
Yield insurance offers are based on a rolling 4-10 year average yield known as the
- Actual Production History (APH) yield. The federal government provides farmers
ﬁith a base catastrophic yield insurance policy at free of any premium costs. Farmers
may then choose to purchése additional insurance coverage beyond the catastrophic
- level at a fedérally subsidized price. This additional coverage often called “buy-up”
coverage 'fo'r yield or revenue insurance. Farm-level revenue insurance offers are
based on the product of the APH yield and a price index that reflects national price

movements for the particular commodity.
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The federﬁl government also proQidcs a reinsurance mechanism that allows
insurance companies to determine (within certain bounds) which policies they will
retain and which they will cede to the government. This arrangement is referred to as

. the standard reinsurance agreement (SRA). The SRA is quite complex with both
Quota-share‘reinsurance and stop losses by state and insurance pool, however, in
essence, it allows the pﬁvate insurance companies to adversely select against the
.govemment This is considered necessary since the companies do not establlsh
premlum rates or underwntmg gmdelmes but are required to sell policies to all

eligible farmers.

The efﬁciency, equity, and cost effectiveness of the U.S. program are_not
: gdod. The total cost t6 the government in-2001 was $2.‘5:billion. Premium subsidies
are increasing. In 2001, the preiium subsidies amounted to $1.8 billion up from
$700,000 in 1992. The subsidies paid to private insurance companies had jumped to
$648 million fror_n $2§5 million in the same. period™, Loss ratios (indemnities paid out
/ premiums paid-in) have been persistently above one (the breakeven point) fdr most
states and all chps for the last 20 years. Moreover, the benefits -are concentrated.
There are approximately 3 million farmers but only a small fraction participates in
govemmeht backed insurance schemes. Those who participate tend to be large, highly
educated, and well capitalized farmers. Low-income, small-scale, and specialty crop

producers are largely excluded'..

4.2.2 CANADA

Agricultural insurance in Canada dates back @p 1939 when the federal
_gbvemment started to provide disaster assistance to grain producers on the prairies.

Since then, a tﬁpartite system has evolved that consist of three separate‘programs:
1. Crop Insurance (CD),

2. The Net Income Stabilization Account (NISA) and -
3. The Agricultural Income Disaster Assistance (AIDA).
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The stated objectives are to provide income stabilization and a safety net to
" farmers and at the same time maintain. actuarial performance. The programs are
administered at the level ~of provincial govenments and no private insurance
companies are involved. The Federal government sets general frameworks and shares
program costs with provincial governments, but the latter have flexibility to modify

the products to suit the specific needs of farmers in their jurisdiction.

The - Crop Insurance Program (CI) provides a yield guarantee based on
historical yield data for the farm. If production falls below a yield trigger an
indemnity will be paid covering 80-90% of the difference between the trigger and
realized yield. )

The product is multiple perils covering all losses due to natural hazards,
* excessive moisture, uncontrollable diseaseé, and pests. In 1999, 100,000 or 50% of all
farmers participéted and 50 million acres where insured, constituting 55% of all crop
and forage acreage For most of the 1990s, the loss ratlo was favorable, less than
~ one, except for 1992-93. The Federal and provincial govemments each pay 25% of

the total prermum and 50% of the administrative costs.

The second part of the system is the Net Income Stabilization Account (NISA)
that is a matching savings program intended to help farmers achieve 'long-term
income stal;ility; Producers who file fahn income tax statements can participate inv the
program. The Government matches on a 1:1 basis deposifs made 'by farmers in
participating financial institutions of their choice up to 3% of eligible net sales
income. It is the difference between gross sales and net purchases of primary
commodities with the exception of diary, poultry, and eggs. Withdrawals can be made
from the account when certain triggers are struck, either the Stabilization or Minimum

Income Trigger™.

The last part of the system is the Agncultural Income Disaster Assistance
program The program is designed to help farmers suffenng from shocks that are
threatening the viability of their farm business. The federal govemnment funds 60% of

the cost of the program and provincial governments the remaining 40%.
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Growth and Development of agricultural insurance in Canada

- Repeated attempts have been made by the Canadian farmers since the early
1920s to obtain some form of systematic protection againét the effects of highly
' variable and uncertain crop yields. In western Canada a private insurance company
entered into crop insurance business but after a short but costly experience quit: the

business.

In 1939, Prairie Farm Assistance Act (PFAA) was introduced by the Canadian
‘government as an early attempt in the field of crop irisurance. This Act provided
limited protection to the grain producers in the Western Canada but it provided no
_' protection to farmers producing other cro;;s or to grain producers in other provinces.
A one per cent_Ale\)y was placed by the PFAA on all grain marketed through the
Canadian Wheat Board. If-the yields fell below the specified level, all producers of
that township who grew the crops received an indemnity. The maximum amount of an
' indemnity that an individual farmer would receive Was.not more than $800.00 per
year. During 1939 to 1968, the total levy collected was $196 million \;/hile the total
indemnities paid to the producers was nearly $370 million dollars and the average loss

ratio for the programme was estimated as 1.88%,

All the 10. provinces in Canada are actively participating in the crop insurance
programmc-through cost sharil;g agreements with the fedtaral government. The
' provinces have substantial flexibility in designing their own crop insurance policies
under FCIA. Currently, 25 per cent of the farmers' prémiums and 50 per cent of
'provincial administrative costs dre contributed by Lhe‘federal government. On the
other hand, if the provinces pay all the administrative costs, the federal government
- will contribute 50 pér cent as the premijum subsidy. The federal government also
‘provides loans to provincial crop insurance commissions as a reinsurance agreement

if indemnities exceed cash reserves.
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The crop insurance’ programme covered over 43 million acres of farm crops
' since its inception in 1959 till 1994 and pald indemnities to the tune of $4.4 billion.
The average-lo;; ratio (indemnities paid/premiums pald by farmers) for Canada was
estimated as 2.03 without administrative costs and 2.37 with adminiétrative costs
during 1974-9-4.. In other w.ords, Canadjan farmers feceived an average of $2.03 for
every dollar contributed-as premium for crop insurance over a period from 1974 to
1994. The total premium revenue was $3.9 billion as against $4.4 billion paxd as
indemnities dunng 1959 to 1994ls

AC'urr'ent Trends'®

In 2003 Canada revised its agricultural risk management programs. The
“Business Risk Management” element of the new. Agricultural Policy Framework
(APF) is composed of two main schemes: Production Insurance and Income

Stabilization.

The Prodhcﬁon Insurance (PI) scheme offers:producers a variety of multiple-
peril produét’;on or produc@ion value loss products that are similar to many of those
sold in the United States. One major distinction, however, is that the Canadian
program is marketed, delivered, and serviced entirely and jointly by federal and

provincial government entities.

Production insurance plans are offered for over 100 different crops, and
provisions have been made to include plans for livestock losses as- well. Crop

insurance plans are available, based on individual yields or area-based yields.

Insurance can also be purchased for loss of quality, unseeded acreage,
" replanting, spot loss, and emergency works. The latter coverage is a loss mitigation
benefit meant to encourage producers to take actions that reduce the magnitude of

crop damage caused by an insured peril.
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Beginning in 2004, the Canadian Agricultural Income Stabilization (CAIS)

scheme replaced and integrated former income stabilization programs.

CAIS is based on the producer’s production margin where a margin' is
“allowable farm._.inc'ome” that includes pfoceeds froin production insurance, minus
“alldwable '(di‘rect production) expenses”. The program generates a payment when a
producer’s cuﬁent year production margin falls below that producer’s reference
margin. It is based on an'average of the program’s previous five-year margins less the

highest and lowest.

One important feature of CAIS is that producers must participate in the
pgogram with their own resources. In particular, a producer is required to open a CAIS
-account at a paﬁicipating‘ﬁnanc’:igl institution and deposit an amount based on the
level of protécgion chosen (coverage levels go from 70 percent to 100 percerit of the
“reference margin”). Once producers file their income ta')& returns, the CAIS program
" administration uses the tax information to calculate the producer’s program year

production margin.

If the program year margin declined below th:c'reference margin then some of
the funds from producers’ CAIS account will be available for withdrawal,
Governments. match the producers’ withdrawals in different proportions for different

coverage levels,
4,2.3 SPAIN

Spam has very variable rainfall and climate patterns due to its topography and
Iocatlon Spain is situated at the meetmg point of two weather systems-one ongmatmg
in the Atlantic Ocean and the other in Mediterranean Sea. Agricultural insurance in
Spain dates back to the 1920s and has been marked with a strong tradition. One of the
oldest insurance conipanies MAPFRE (La Agrupacién de Prbpietaﬁos de Fincas
Rutsticas de -Espéﬁaj established a farmers mutual ir{suraﬁce scheme in 1933, During

the 1920s and 30s, the industry experienced many losses and reversals'’.
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The current system of agricultural insurance evqived on 1978. It is a public-
" private partnership involving three key actors. State Entityb for Agricuitural Insurance
(Entidad Estatal de Seguros Agrarios (ENESA)), an agency of the Ministry of
Agriculture, Fisheries, and Food, designs and administers the program. While a pool
© of sixty privaie insurance companies, Combined Grouping of Spanish Agricultural
Insurance Companies (Agrupacién Espaiiola’ de Entidades. Aseguradoras ‘de los
Seguros Agraﬁ_os Combinados (AGROSEGURO)),~ sells and services the policies.
Consortium for Insurance Compensation, (Consorcio de Compensacién de Seguros
(CCS)), is a public entérp‘rises under the control of-the Ministry of Economy that

provides obligatory reinsurance®®,

Each year ENESA develops an operational plan stipulating which
commodities will be insured and what risks to be covered, ranges of premium
subsidies, and deadlines for purchase. AGROSEGURO specifies terms and conditions
for each product and makes regional-differentiations in premium rates in accordance
_ w1th level of risk exposure and cost of adrmmstranon and reinsurance. Then
AGROSEGURO sells the pohcxes through its network of 60 companies and each
company is responmble for momtonng and loss adjustments for the policies it sold.
Obhgatory re-insurance is' purchased from CCS and additional risk can be ceded to
~ private reins_ura_nce companies in excess of what CCS will accept. The objectives of
the program is to achieve universal coverage, insure all agricultural, risk, and provide
income stabilization, while maintaining actuarial soundness. In addition, fhe system is
. highly participatory and marked by constant change and reformulation in prodﬁct

design based on feedback from farmers, cooperatives, and insurance companies.

The | system started out with a few products and now expanded rapidly
- covering virtually all crops and the economically most important type of livestock. In
1980, 5 products were offered for 10 commodities. In 2000, 63 different products
'were offered covering 130 crops grown in the country, three types of livestock (cattle,
sheep, and goats) and five types of fisheries. Farmer participation is 3A1% and 45% of
- the cultivated area js insured. The most widely insured crop in are tobacco (90%),
-winter graiﬁs (80%), fruits (4()—70%), citrus (30-50%), and vineyards (45%). The least

insured commodities are olives, cotton, and vegetables®.
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Public subsidies go up 45% of the premium and average Qutla).'s in a year are
~ about 151 million 'Euros The average 1oss ratio for the périod 1980-1999 was 113%-
The program has been reporting loss ratios less than one for most of the 90s and in the
first part of the new millennium. Overall the system is not viable if the admmxstralnve

subsidies are counted.

The strengths of the program are a participatory structure air_xd excellent
commodity coverage. The participation rate is 31% and a slew of actors are invblvad
- in the design of products, most importantly farmers themselves. The weaknesses are
ﬁmt the systemlacks of efficiency and 16ng-term viability, It attempts to insure ail
risks in virtually all conditions, when not all risks are insurable. Actuarial
performance is purchase by substantialvpremium subsidization to avoid adverse

selection and through massive investments in monitoring to control moral hazard.

~ Similar to the United States and Canada, insurance policies offerea cover
multiple peril;s in a combined program. Policies are available for crops, livestock, and
aquaculture activities, with these risks being pooled across the country by
Agroseguro. Unlike the United States and Canada, farmer associations are more
actively involved in implementation and development of agricultural insurance.
Government has reserves to cover extreme losses, _z{nd as a final resort, the

government treasury is used to cover losses that may occur beyond these reserves..

In the 2002 Insurance Plan, there were 65 insurance products/programs,
including a program to.insure the fixed costs of agricultural cooperatives that
experience climate induced losses. In 1990, there were 36. The 60 coripanies
involved use a large cadre of well-trained and highly profes.sional claims adjusters.
ENESA actively coordinates with provincial governments and producer’associations
‘to adapt pfoducts to Jocal coﬁditions. As a result of the growing complexity, the
annual cost to the State has risen from 74 million Euros in 1978 to 2.5 billion Euros in
2002. Indemnity payments cover between 65-100% 0£ losses and historically
indemnity payments plus adminis{trative costs have exceeded premium payments. The

“variety of products and intensive monitor combine to attract clients and reduce losses.
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The c'omprehensive ex ante insurance scheme minimizes the need to make
_extraordinary budget. allocations for disasters, The main political rationale for the
insurance program -is stability in fiscal outlays. Because the insurance budget is
planned every year and types of coveragé are so extensive, ad hoc disaster payments
and sharp drops in farm tax collections are avoided. Effective demand for public
~ emergency relief is lowered and a ‘st'rong iﬁcentive providéd to increase the demand
for insurance thrgSugh the sense that farmers are not"e'ligible for disaster relief if they

have not purchased insurance®”.

4.2.4 JAPAN

In Japan, crop insurance‘proposals ‘were first coined during 1920 and after a
prolonged debate on the subject; Agncultural Insurance Law was enacted in 1938
The crop insurance scheme was xmplemented from April 1939. and provided

nationwide coverage for paddy rice, wheat, barley and mulbemesn.

The Agricultural Insurance Law was amended after the Second World War in
1947. This amendment prévided multi-peril insurance and at the same time subsidy

was increased from 15 per cent of the premium to about one half.

Japan is the only country that has been successful in implementing crop
insurance scheme on a nation wide basis and is reckoned as the worlds largest in

terms of the number of farmers insured.

The striking difference  with Japan when compared to other developed
nations is small-scale cultivation where the basic unit of insurance %s essentially
the owner-operated family farm. Moreover, the Japanese agricillturalrinsu‘rapce
scheme has no .direct linkage- with formal credit institution unlike in western

developed éountries like USA and the Asian developing countries like India®%,
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Some of the essential features that contributed to the success of J apanése crop

insurance scheme are listed below™;

1. Implementation-of crop insurance programme is compulsory as stipulated by

laws and ordinances.

2. Farrner’.'s.:participhtion is compulsory. A large amount of government subsidy

s provided for administrative expensés as well as for premium payments.

3. The government itself conducts the reinsurance business in order to carry out
the insurance programme smoothly.

4. Existence of structurally well established National Agricultural Insurance .
Association (NAIA) that-conduct research, carry out publicity and organize

training courses on agricultural insurance programme,

5. The operational dynamisrh of “Farmers Assbciations"’ that shoulder the

responsibility of the ‘entire crop insurance operations at the gross roots level.

Farmers Association:

The farmers assoéiation is an’ organization estziblished in each loéality
(village, town or city) with all the farmers in that area whose -planted acreage
_-excefeds- a prescribed ﬁﬁnimum. This association is basically responsible for - the
entire operétion.of crop insurance scheme at the gross raots level. It undertake
the basic activities such as making mutual relief contracts, collecting premiums from
the insured, making loss assessments, paying indemnities and proving the

farmers with loss- prevention guidance (extension).
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. The association also has an autonomous function of electing the leaders
~of the federation, communicating their needs to the higher levels, retain some
portion of the premium collected in the form of deposits and carry out loss-

prevention activities of their own.

~ The Japanese crop insurance programme derived the following benefits out of

these farmers association-

1. The government of Japan has developed necessary instruments to fix the
inherent risks associated with the crop insurance programme such as

moral hazard and adverse selection,

2. Immediate appraisal and rapid loss assessment proéedureé are absolutely
essential as the farmers may wish to harvest the undamaged- part of the

affected crop in due time when ever there was a catastrophe. ’
3. Agricultural insurance programmie requires a large .number of trained
personnel capable of responding immediately to appraise the losses. ‘This

furiction is being effectively carried out by the association.

4. Another important activity, the association under takes is the loss

prevention guidance to the farmers.

5 It briAn‘gs down the unit cost of the .prodilction by purchasing the inputs

in bulk and distribute to the farmers.

6. It also facilitates for marketing of the produce besides bargaining for better

price®.
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4.3 EXPERIENCES OF DEVELOPING COUNTRIES

In dcveloped' countries, government risk management programs are as much
about income transfers as they ar¢ about risk manage}lﬁent. Developing countries
cannot afford to facilitate similar income transfers to large segments of the population
who may be enéaged in farming. Nonetheless, a larger peréentage of the population in
developing countries is typically involved in agricultural production or related
_ industries; therefore, catastrophic agﬁcultufal [osses will _h.ave a much greater impact

on GDP than in devéloped countries.

' There‘ are various‘ reasons for developing countries to avoid adopting
approaches to ﬁsk management similar to the ones adopted in developed countries.
Clearly, developing countries have more limited ﬁsqal resources than develoi)ed
countries. Even"'n'iore importantly, the opportunity cost ‘of thos-e limited fiscal
_resources may be significantly greater than those of a developed country. Thus, it is
critical for a developing country to consider carefully how much support is
‘appropriate and how to leverage limited government money to encourage agricultural

insurance markets.

Policy makérs should also carefﬁlly c0nsidef the structural characteristics of
Aagriculmre for differt;nt cguntrieé. Farms in developing countries are significantly
smaller than t:arms in countries like the United States and Canada. Smaller farms
imply higher administrative costs aﬁd portion of these costs are related to marketing
and servicing (Lbss -adjustment) insurance policies. Another portion is related to the

lack of farm-level data and cost effective mechanisms for controlling moral hazard.

Déveloping countries also have far less access to global crop reinsurance
markets than do developed countries. Reinsurance contracts typically mvolve hlgh"
transaction costs Reinsurers must understand every aspect of the specific insurance
products being reinsured (for example, underwriting, contract design, ratemaking, and
'.adverse selection and moral hazard controls). Some minihlum volume of Business or
the brospect for strong future buisiness must be present to rationalize incurring these

largely fixed transaction costs.
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The enabling environment to gain confidence in contract enforcement and the
institutional regulatory environment are critical to create trust that must be present for-
a global reinsurer to become involved. These components are largely missing in

_ developing countries.

The development patterns of agricultural insuranée in the developing countries
are just about identical. In recent times the Food and Agriculture Organization (FAQO)
* of United Nation, World Trade Organization (WTQ) and other intemnational bodies
have taken Wide-‘ranging initiatives to popularize agricultural inéur_ance‘ progmmfnes

_ in the developing countries.-

Among the developing countries India, Uruguay and Mexico have made
noteworthy 'achievementé in implementations of agricultural insurance programmes.

The agricultural insurance patterns of Urugnay and Mexico are discussed below.

4.3.1 URUGUAY

Agricultural insurance in Uruguay was first commenced in 1914. Between

1914 and 1993, it was under state monopoiy. The - State Insurance Bank (Banco de
Seguros del Estado) was the only entity permitted to issue policies. Since then the
~ industry has liberalized and there are total of eighteen cbmpanics but in the area of
agricultural insurance only three entities are active—Banco dé Seguro del. Estado
(BSE), MAPRE, and La Compaiiia Cooperativa de Seguros (SURCO). Among them
" BSE is the dominant actor and they all offer very similar multiple peril policies and

rely on a 35% govemment subsidy for premiums’s.

The basic policy covers estimated yield losses from hail with additional buy
up polices available for fire, frost, excessive rain, and wind. Levels of coverage vary
by risk—100% guarantee for hail damage 80% guarantce for fire damage, and

between 80-100% for other penIs
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The claim adjustment process is identical for all three companies. The
policyholder or legal representauve of that person must accompany the clalms
adjustor in the ficld and payments are made based ori calculated damages If there is a

dispute, it is settled by arbitration. .

The agncultural insurance market is quite small. In the crop cycle 2000 01
1 400 polxcles were 1ssued msurmg 160,887 ha for a value of US$44 million.. The
premium volume was US$2.3 million. Agricultural insurance covers 2% of the

farmers and less than 1% of the total cultivated area of Uruguay®®.

Agricuitura} insurance in Uruguay for a long time has been seen as a
“government endeavor” and private companies and re-insurérs have expressed little

" interest in this market segment. Since 2001, the Ministry of Agriculture has been
trying to rationalize the system by ﬁndertaking studies to design a new, more rational
insurance sﬁheme‘ to replace the. presént anemic private sector efforts and the very
expensive and nontransparent “post disaster emergency paymf:ms and debt

forgiveness” schemes.

The major impediments are lack of a set of complementary well coordinated
supporting institutions and the lack ‘of a clear legal and regulatory .framework. To
~ overcome the problems an interdepartmental working 'group that includes persons
from the Minisiry of Livestock Food, and Fisheries (MGAP), the Weather Service,
the National‘Agn'culniral'Research Institute, was formed in 2003 to promote the

introduction of agricultural insurance.

The‘ purl;ose of the working group was to drafting a new law arid in starting a
pilot .insurance scheme. The draft Agricultural Insurance i,aw that replicates the
ENESA model from Spain has been prepared and the pilot launched. MGAP has been
receiving technical assistance from Agroseguros, a Spam'sh consortium of insurance
companies. Spanish insurance compames are advising the Uruguayan govemment_

Proposal has béen given to introduce an area yield product, and to establish a separate
| catastrophic emergency disaster fund open to only those that purchase crop

‘insurance?’.
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4.3.2 MEXICO

' Crop'insurance in Mexico dates back to 1926. Agricultural cooperatives often
constituted s'peciai funds to cover‘ income shortfalls caused by natural disasters. The
funds did not work well due to the long time needed to capitalize them and the
* frequency of shocks experienced. In 1955 the govemulent.agtempted to provided
reserves and guarantees to the . ‘mutualist’ companies. In 1961, the government
through Aseguradora Nacxonal Agncola y Ganadera S. A (ANAGSA) started to
~ directly retail an all risk crop insurance product with a 45-61% subsidy in the

premium?®,

The most important- feature of the ANAGSA program.was that crop insurance
was a prereqmsxte for approval from loans from the state owned agncultural
development bank and indemnity payments were made via the bank so that the bank -
could cancel outstandxng debts first before paying the farmer for losses. Thus- this
. program was in essence “bank insurance”. The high losses, high administrative costs,
the premiums were set low and hardly varied. As a result, the company experienced

‘repeated heavy losses, eventually forcing its closure in 1990.

In that year, AGROASEMEX, repluced ANAGSA, as the state crop insurance
combany, but operated in a liberalized. setting. It competed against five private
'compames under the same set of rules and regulations and all prermum subsidies went
directly to producers WIth the techmcal support of AGROASEMEX some 200

mutual insurance funds benefiting groups of farmers.

During the decade,_'AGROSASEMEX offered multiple risk products for both
crops and livestock. It used a premium subsidy of 30% and diminished moral hazard
problems by insuring 70-90% of total value as opposed to 100% value as wes the case
with ANAGSA. ‘As a result of better use of modem u'nderwriting techniques, such as-
deductibles to combat moral haiard, the company posted loss ratios of 78:6% for
. livestock and 64.6% for crops in 1999%.
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In 2000, AGROASEMEX transformed into a second tier institution primarily
. providing reinsurance and secondarily working to promote and development the
ihdustry by providing technical assistance to the mutual funds, developing innovative

instruments (parametric and catastrophic bond products). .

Being’ only reinsures of Iocal pnvate msurance companies (only five offer crop
msu:ance products) and about 200 mutual insurance funds (Fondos de Aseguramiento
or FONDOS), AGROASEMEX serves as a technical adviser to the FONDOS, and
manages the Féderal premia subsidy program for the FONDOS.

The FONDOS are mutual insuraﬁée funds that-allow farmers to pool resources
and insure themselves as a group. The FONDOS tend to be in Iow-inporrie regio‘ns of
the country. The risks covered are drought, excess moisture, frost, hail, fire, wind,
plant infesﬁtions, and livestock diseases, accidents, incapacity, and forced sacrifices.

AGROASEMEX's program is more cost effective.

For example its ratio of lndemmty to reinsurance averaged 13.06% for the
'penod 1991-96. Since 2000, AGROASEMEX has been performing more efficiently™.
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4.4 EVOLUTION OF AGRICULTURAL INSURANCE IN INDIA

The idea of agricultural insurance emerged in India during the early part of the
'twentieth century. Credit for pioneering work on ag:iéultural insurance in India goes
to J. S. Chakra'varti, who publi'shed,a number of papers on the subject since 1915 in
- the Mysore Economic Journal. In 1920 he brought out a book “Agricultural
Insurance: A-Pra;:tical Scheme suited .to Indian Conditions”. J. S. Cl‘!akllavarti:"l
proposed an.agricultural insurance scheme based mainly on. the rainfall appfoéch.
_This scheme consisted of a package that included insurance of buildings, granaries
and agricﬁltural implements; cattle insurance and; insurance of crops. There were also
attempts prior to mdependence by prmcely states like Dewas, Baroda, Madras etc to
introduce crop msurance3 . 1 )

Agricultural insurance received more attenhon after India’s mdependence in
1947 The subject was discussed in 1947 by the Central Legxslature .and the then
Minister of Food and Agriculture, Dr. Rajendra Prasad gave an assurance that the
. govemment would .examine the possibility of crop and cattle msurance Some

committees were formed and discussions and deliberations continued.

The interest in the subject was rekindled during the Third Five Year Plan
(1961-66)- However, the Working Group on Agri(:ulturé was averse to include crop
insurance in the ‘plan. The government of Punjab proposed the inclusion of crop
insurance in -its state plan and sought financial assistance from the central

- government. The state government could not introduce crop insurance as the powers

to pass the legislation related to insurance were vested with the central government.

Following these developments axid increasing demand for crop insurance, a
concrete step for introducing crop insurance at the national level was taken only in
October 1965. The Government of India decided to have a Crop Insurance Bill and
Model Scheme of Crop Insurance was formulated so tfiat the interested States could

introduce Crop Insurance in the area.under their jurisdiction™,
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A Draft Bill and Model scheme were prepared and circulated to the states to
 elicit their views and comments on the same. Further, inéqrfloraﬁng the comments and
views of the states, the Government of India in March 1970 considered the Draft Bill
z{:}d the Model Scheme. The Draft Bill and the Model Scheme were then referred to
the Expert Committee (under the Chairmanship of Dharm Narain) in July 1970, for
fuller examination of ' the eé:onomic, administrative, financial and actuarial
implications. The Cbmmittee opined that it was not adViséble to go in for any type of
" crop insurance in India, not even on a pilot basis, Thus fbr over two decades the issue

of crop insurance continued to be debated and ;iiscussed“.

- Despite the unfavorable report of the Dharam Narian committee, politiéal
compulsion.s' forced the government to introduce c_ro;i insurance in the country in 1972
. on an experimental basis. The Géﬁeral Insurance Department (GID) of the: Life
Insurance Corporation (LIC) introduced the first ever crop insurance scheme based on
individual farm based approach in 1972 for Hybrid-4 éotion in a few districts of the
Guja_rat’s. . | .
The crép: inéurance prbgramme was subsequéntly transferred to the General
Insurance Corporation (GIC) of India after the nationalization of Property & Casualty

‘insurance business.

The-schéme was extended to Andﬁa Pradesh, Kamataka, Maharashtra, Tamil
Nadu and West _Ben"gal and covered cotton, wheat, gfoundnut and potato. The écheme
_was in 6peration up to 1978-79 and coveréd only 3,110 farmers. The total premium
collected was Rs. 4.54 lakh against the claim of Rs. 37.88 lakhs. The claim premium
ratio was '8.34 indicating 'that. for évery'oﬁe rupee of premium collected, the scheme

paid Rs. 8.34 in claims™.

The GIC of India found these schemes uneconomic and uns1_1itab1e for
implementation on a large scale due to very high claim premium ratio. It was also
realized that programs based on the‘individual farm approach would not be viable in

the country. ‘
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4.4.1 Problems of Individual Approach®

Obviously, “individual farm approach” would reflect crop losses on realistic
basis and hence, most desirable, but, in Indian conditions, implementing a crop
insurance scheme at “individual farm unit level” was overwhelmed with problems,

such as:

1. Non availability of past records of land surveys, ownership, tenancy and yields
at individual farm level S '

Large number of farmer with small farm holding size

Rémoteness of villages and inaccessibility of farm-holdings

Large variety of crops, varied agro-climatic conditions and practices
Simultaneous harvesting of crops all over the country -

Problems in collection of small amount of premium from large no. of farmers

N kWb

Prohibitive cost of manpower and infrastructure

In 1976, an expert cc->mmittee headed by V M Dandekar looked into issues aﬁd
,rriodalities of croﬁ insurance in India and revisited the Dharam Narain Committee’s
views. It opted for the introduction of crop insurance, -and submitted its report to the
General Insurance Corporation (GIC) in May 1976. V M Dandekar examined in detail
the arguments of the expert committee.(Dharam Narain Committee’) and strongly
advocated tl;e introduction of crop insurance. The following were the major issues in

the discussion-on crop insurance®.

Independent risks and time diversification:

According to the expért cpmmitteé‘agriculture risk has a significant systematic
component and cannot be diversified by pooling — a necessary condition for
insurability. However, Dandekar argued th;lt, “in many years the amount of premium
received will neafly’ib.alance the amount of indemnities baid, though in some years the

premium received will exceed the indemnities paid out and vice-versa”. .
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This is a - reference to dxversxﬁcatxon over tlme as opposed to the
dwersxﬁcahon across space or md1v1duals at a point in time, referred to by the expert
committee. However, diversification over time cannot be a substitute for
diversification over space or individuals. Diversification across indivi'duals reduces or.
eliminates vanablllty over time in the aggregate clalms Diversification across time.
,only ensures that over a sufficxently long period of time of several years the insurer

breaks even, but still has to withstand year to year fluctuations in proﬁts.
Individual a'nd area based approach:

Both Dandekar and the expert committee preferred the ‘area’ approach to the
‘individual’ approach. The individual approach requires individual ex ante assessment
of risk and ex post assessment of loss for determmmg individual premium and clalm.
payments. The area approach treats all farmers in a defined area as identical in terms
of risk and loss and, therefore, paymg identical premium and receiving ‘identical claim
.. amount. However, even though the individual approach is the first best from the
. perspective of reducmg the basis risk, the area approach is the preferred alternative in
terms of the admlmstratwe costs of risk asSessment and loss estimation, as well as

being less susceptlble to the moral hazard problem.
‘Adverse selection problem and compulsory insurance:

The area based approach, by assuﬁﬁng sufficient homogeneity in each area,
reduces the advefse selection problem and hence the need for compulsory
partxcxpatlon Howaver. it was felt that parttcxpaﬂon wotld be limited and premium
collection difficult if the msurance were not made compulsory. Dandekar
recommended that the *crop insurance scheme should be linked, on a compulsory
basis, with the.c_rop loan system.... The entire amount of the crop 'loans should be
insured. Premium should be deducted while advancing the loan. indemnities when
they become payable should be adjusted against the recovery of the loan’”. The main
advantage of "this épproach is that, “Not only the sch_éme can immediately get off the

ground but there will be hardly any administrative costs involved” »,
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This was also expected to solve the problem of loan recovery since, “the entire
agricultural credit structure is in urgent need of protection from the hazards of
agriculture and this can be done only by means of an appropriate crop insurance

140

scheme suitably linked to the agricultural credit structure”™™. A non-borrower farmer

could take the insurance on a voluntary basis.
‘Subsidies:

While Déndékar'proceeded largefy on the basis of a self-supporting scheme he
did not rule out “legmmate grounds for a certam amount of subsxdy Dandekar
suggested that less risky areas should be charged ‘“slightly higher, but only slightly,
lngher premium than warranted” to subsidize more risky areas. This implies that
~ while more ﬂsky areas would be charged higher pteinium than less risky areas, the
difference wopld be less than the actuarial amount. Dandekar. also provided for direct

" subsidy of high risk areas and of small and marginal farmers.

Dandekar S}lggesfed an alternative approach linking crop insurance with

inst.itutionalhcredit, i.e., crop loan. The main objectives of the scheme were:

(i) To prov1de a measure of financial support to the farmers in the event of crop

failure as a resnlt of drought, floods, etc., and

(i) - To resforq credit eligibility -of farmers after a crop failure for the next crop

season.

. The GIC accepted most of the recommendations and The Pilot Crop Insurance
‘Scheme (PCIS) based on the area approach was first introduced in three states viz.,
Gujarat, Tamil Nadu and West Bengal in kharif (Monsoon) 1979 on pilot basis. Later

on, it was extended to nine more states.
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4.4.2 Salient Features of the Pilot Crop Insurance Scheme PCIS) '"_

1. The basic unit of ihsumncc was 'homogeneous area’ rather than an individual.
‘Taluka /revenue circle was considered as area umt The premium as well as the
indemnity rate for the notified crop was uniform for all the msured farmers
irrespective of their actual yield. Indemnities were paid to alI msured farmers
when the average ountput of the given area fell below the 'normal’ output of the

ared.

2. The insurance policies were issued in favor of the institutional credit agencies,
i.e., District Central -Cooperative Bank or the Commercial Bank as the case
might be.

3 . Only a few" major cereals, pulses and oil seeds crops were covered under the
scheme with a provision for inclusion of nonfood crops with adequate crop

cutting data,

4. The'schemé was voluntary in nature. The GIC ‘of India formulated separate
schemes -for kharif and rabi seasons and implemented in select area in

consultation with the state government.

5. ‘The crop insnrance scheme was multi-peril insurance in nature as it covered

almost all the natural risks except war and nuclear risks.

6. The premfums were to be set in such a way that the premium collected for the
-area over the long-run matched the indémn.iiy‘ payments over the same time

horizon (i.e., it is actuarially fair).
7. The premiﬁm and indemnity rates for individual crop were calculated for the

homogeneous area (taluka or revenue circle) based on the crop cutting data for

.10 preceding years. -
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- 8. -The threéhold yieid for various crops ranged be,fwe'en 50 to 80 per cent of the
"normal 'yield of the area during the specific season. The farmers had to bear the

loss between normal and thireshold );ield. .

9. . The indemnity became payable only when assessed yield in the insured area was
less than the ‘guaranteed (threshold) yield. The rhaximum indemnifiablé limit
was the difference between threshold yield and the actual yield during the

season.

10. The overall liability for crop insurance policies was limited to Rs. 12 crores per
annum for the whole coum.ry‘.‘ This was shared by the GIC of India and the State

Government concerned in the ratio of 3: 1

- The details about the covérage, in terms of number of farmers, area covered,
premium -collected and total claims paid for the Pilot Crop Insurance Scheme
‘ implg;nentqd during 19'_19' through 1984-85 have been provided in Table 4.1. The
total amount of "premium collected during the six years of pilot ih:plémentzition of
crop insurance was Rs. 195 lakhs and total claims or indemnity payments were around
Rs.155.7 lakhs®.

" ‘Table 4.1
Working Results of Pilot Crop Insurance Scheme during 1979 - 1985
Partkculars : - YEARS Total
. 1970- | 1680- | 1081- | 1982- | 1083. | 1084-
80 | 8l. | =2 83 | B4 85
No. of states 31 13 3 a.| 11 12 -

" - | Area covered tha) . 13181 | 18703 | 24467 | 70720 | 87347 [477333[60(780
Farmers dovered 16265 | 23442 | 24625 | 50855 | 60349 |44 7086 |622622
Sum Insured* ) 130.30 { 165,77 | 202.82 | 168.26 | 633.64 [1446.49|6067.28
Presulum collected’ 553 | 603 | 7.55 | 15.65 | 21.15 | 138.20 | 105.01
Tolal chaim ped 520 | 327 | 064 | 3732 8.37 | 01.80 |155.68
Clalm ratin m 05.71 | 47.10 | 12767 |238.46 | 29.56 | 66.42 | 70.83

* Sum. msured Premzum collected and clatms pazd are in lakh rupees

Source: Tripathi S.L. (1987)
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The over@ll claim to premium ratio was rou_gﬁly 80 per cent indicating that

about 80 per cent of the total premium collections were used for the payment of

claims or indemnities. The average premium collected for crop insurance declined
_from Rs. 41.95 per hectare in 1979-80 to Rs 22.13 per hectare during 1982-83 and

increased thereafter to Rs. 28.95 per hectare in 1984-85. Incidentally, the average

premium collected per hectare was the lowest and the average indemnity paid per

insured crop hectare was the highest (Rs. 52.76 per insured hectare) during 1982-83.

'4.4.‘3 Shortcbmings of the Pilot'Crop Insurance Scheme

" Following were some of the factors that impinged upon the coverage of the Pilot

crop insurance scheme®

1.

A Majority of the holdings were in small and marginal farm categories and

these farms have poor access to institutional credit. Since Crop insurance was

" linked to crop loans, many small and marginal farmers could not participate in

the crop insurance scheme.
The threshold yield was fixed on the basis of the average of the preceding 10
years whereas the trend in the growth of yield levels for most of the crops.was

positive.

The threshold yleld or level of non-indemnifiable yxeld was.very hlgh even for

low risk areas.

Exclpéion 61"_ the high risk areas from crop insura_lriée scheme

The unit of insuraqée or area defined as homogeneous area was very large
Ungware;xess arr;ong the farmers ébogt the crop insurance scheme

Major commercial crops like cotton and sugarcane were excluded from the

crop insurance scheme.
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4.5 DEVELOPMENT OF COMPREHENSIVE CROP INSURANCE SCHEME (CCIS)

After successful implementation of the pilot scheme on Crop Insurance, the
Government of India with active paﬁicipaﬁon from the State gbvemments introduced
the Comprehensive Crop Insurance Scheme (CCIS) with effect from 1 April 1985,
coinciding with the initiation of the 7th Five Year Plan. The schéme operated on
] hp‘mogeneous ‘area yield' based 'appfoach. The scheme. was compulsory for all the

borrowers of the short-term crop (producti'dn) loans from institutional sources.
, ‘ :
The State Government and ‘the Ultlion Government jointly funded the Crop
" Insurance scheme and shared both premium and 'claiﬁxs in the ratio of 1:2. The
General Insurarice-Corporation (G'IC)' of India establishjéd Crop Insurance Cells in
‘ their offices .at the state level and maintained close liaison with the state govemment,
RBI, NABARD :and other financial institutions like co-operatives, comrﬁercial banks,
Regional Rprél'Banks (RRBs.) etc. ‘

All the ‘farmers availing crop loans from. éo-operative credit institutions, .
" commercial banks and regional rural banks for rice, wheat, 'sorghum. millets, pulses
and oilseeds durmg kharif, rabi and summer were eligible for the insurance cover. The
insurance coverage was built in as a part of crop loan in the areas where the scheme

was in operanon

The premium charged was 2 per cent of the crdp loan borrowed for cereals
(rice, wheat and millets) and 1 per cent of the sum insured for oilseeds and pulses.
- The premium amount used to be. fei}nburséd by the ﬁnanéing agency to GIC of India
direétly on behglf of the borrower. The premium ar.nounF was additional credit over

and above the scale of finance available for a particular crop.

The oi:eration of CCIS is presented with the help of Flow Chart in Figure 4.1

below™®.
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Figure: 4.1
Flow Chart for CCIS Programme ‘
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Various facets of the Comprehensive Crop Insurance Scheme are described below ™.

4.5.1 Major Objectives

The major objectives of the CCIS were more or less the same as that of the

Pilot Crop Insurance Scheme as given below.

1. To prowde a measure of financial support to farmers in the event of crop
failure due to vagaries of nature such as drought and floods,
© 2, To restore credlt eligibility of farmers after a crop failure for the next crop
season and

3. To support and stimulate pro,d'uction' of cereals, pu!ées and oilseeds

4.5.2 Area aﬁprpach/deﬁﬂed area

. Tﬁexe was a three-tier system in the notification of crops eligible for
insurance. At the apex or national level Ministry of Agriculture, the Governnient of
India declared the crops that were eligible for insurance under the CCIS. At the
- second stage, the State department of agriculture issued a notification on the type of
crops that were eligible for insurance cover within the state (sub-set of the crops
notified by the central government). Finally, the departrnent of agriculture in the state
notified the crops in the respective homogenous areas (Taluka) that can be insured

during the concerned crop season.

Generally, taluka was c':onsideredA as the homogenous area and unit for
calculating premium. and level df “indem’nity payments under CCIS. A crop was
* notified or becz:imej eligible for insurance if it cdvéred a minimum area of 1,000
hectares in the taluka. In addition to this, the‘ayailability of past data arid_-the ability to
conduct requiéitc number 6f crop cutting experiments were the important parameters
in notifying the crop. Most of the cereals, important pulses and oilseeds were included

in the list of notified crops under CCIS in most of the states.
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4.5.3 Assessed Yield

The actual average yield per hectare of the insured crop for the defined area
was estimated through crop cutting experiments conducted during the insured season.
Minimum 16 crop cutting experiments were conducted for selected crops, in each

notified taluka.

4.5.4 Threshold Yield

Threshold yield represented 60 to 90 per cent of the average yield per hectare
.for thie Jast ﬁve years of a crop m a.'defined area’ (or such shorter penod as decided
" for spec1ﬁc deﬁned area) Data from crop cutting experiments or any other such
altemmative methodology adopted by the Govemment of India was used for calculating
* the threshold- yxeld ‘Generally, 5 years average yield of mxIIets pulses and oilseeds in
the defined area were used as threshold yields as against 3 years ave;age yield of

wheat and paddy.

" 4,5.5 Level of indemnity

The .level of indemnity in.the existing CCIS was notified for each crop
sepamiely based on variability (coefficient of 'va:"iation) in the yield of that crop in the
past. The crops are classified as low-risk, medium-risk and high-risk crops depending

_ -on the variability in yield levels as shown in Table 4.2 below.

. " Table 4.2: ‘
_ Study of Risk Levels and Indemnity Payments for CCIS

SLNo.| ‘Type of Risk  [Coefficlent of Vartatlon (%)] Lewel of Indeunity (%)
e Low Up o 5 : a0

2 Medlum 16 to 30 a0

3 " High . Above 30. . 60

Source: Constructed by the Researcher
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The categorization of crops in different classes of risk was based on the yield
data of the 10 preceding years. The level of ‘indemnity payment might be varying

from year to year depending upon the coefficient of variation.

. 4,5.6 Payment of indemnity

If actual yield become short of specified threshold yield, all farmers growing
that crop in the defined area were.deemed to have suffered‘ shortfall in their respective
yields and were eligible for compensatxon or payment of indemnity. The amount of

~ indemnity or the compensauon payable was calculated as under

Threshold yield - Actual average yleld . ’
- X Sum insured for the farmer

. -Threshold yleld

4.5.7 Sum insured

’I’hev sum insured per borrower farmer was 150 per cent of the crop loan,

subject to a-maximum of Rs. 10,000 for growing notified cbplcrops in the deﬁned
area during the-insured season. However, from khgrif 1988, the sum iﬁsured had been
reduced from 150 per cent to 100 per cent of the crop loan disbursed to a farmer

-subject to a maximum ceiling of Rs. 10,(}Ob.
" '4.5.8 Subsidy. on insurance charges
Small-and margmal farmer borrowors (land holdmg less than 2 hectares) are
granted 50 per cent subsndy for the payment of insurance premium. The Central and

State Govemments share the subsidy equally. In case: of Union Territories, the entire

subsidy was' bome by the Govemment of India.
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4.5.9 Shortcomings of CCIS

. The Comprehensive Crop Insurance Scheme (CCIS), which was introduced.in
1985 and continued till 1999, had some in-built weakness or shortcomings. These
'shortcomingé i:ﬁpinged on the viability of the scheme. The major shortcomings of the

<" scheme were as follows;

Area Appro;lch

CCIS established taluka as a unit for notification. A taluka covers a very‘lérge
bgeographical'area and waé treated as homogeneous as soils as wellh as climatic
conditions vary drastically within a taluka. There were instances where crop losses
- occurred in s'ome‘yiflages and farmers did not get_fhe‘beneﬁt of the scheme. This
made the farmers disintérested and reluctant participant in the CCIS. Therefore, it is |
desirable to have smaller area units or defined areas for the calculation of premium

and indemnity payments.

Coverage

The sum insured was limited to the amount of crop loan borrowed from formal
credit institutions. However, the ‘crop loan did not cover the entire expenditure made
by the farmer on crop prodfxction‘. In the event of crop failure, the farmer suffered
tremendous losses. Only loanee farmers’ were eligible fbr participation the CCIS or
rather it was cofnpulsory for them to buy insurance éover for the crop loans borrowed
from institutional sources. It was observed that farmers take out loans in the name of
insured crops and invest it in the production of both insured and un-insured crops with

" aview to maximizing their returns within the available resources.
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" Threshold Yi iéld.'

It was 60 to 90 per cent of the average yield per hectare during the paét 5 years
of the defined crop. However, yield levels were showing increasing trend over the
years due to adoption of improvéd technology andincreased use of: inputs in crop

. prodilction.' This dampened the interest of progreséive farmers in CCIS.

Non-borrower Farmers

Farmers who borrowed crop loans from institutional sources were eligible for
iqsurance coverage under CCIS. Non-borrowing farmers could not get such coverage
-and in the process a vast majority of the non-borrower farmers were left out of the

insurance cover.

Voluntary Parti‘cipation

The success of anir insurapce scheme is conditioned by the participation of a
large number of people over time and space. The Qoluntary nature of participation
gives rise to 'a‘dverse selection wherein higher risk indiyidﬁals‘ are 'incl'ined to
subscribe to the scheme heavily. At the macro leve], it is for the state governments to
'decide about participation in the scheme, However, in order to avoid adverse selection

it is imperative to make participation of the state compulsory.

Premium Rates

The risk associated with crop production or variability in crop yields for
different crops varied from region tb region and across the states. Premium rate was
uniform for-the Aénti"re country and there was no differential rate of premium for low
.risk and high-risk areas. Mpréover, the premium rates charged were too low and have

no actuarial basis.
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Crop Coverage

_ The. CCIS covered cereals, pulses and oilseeds and s some of the important
‘cash crops such as cotton were left out of the system. The fanners had the incentive to
borrow in the name of insurable crop and divert the credit for other-crops. This may

lead to the problexﬁ of moral hazard.

- Risks or Perils Covgred

CCIS provxded insurance covcr agamst all types. of risks that affected average
' ylelds of the msured crops in the area. In other words, it was a multi-peril crop
insurance scheme., The CCIS was in the public sector and was supported by budgetary

resources of the central and state governments.

. Time Lag for'Indemhity Payments

’I'he,tjr.ne taken for the settlement of claims varied from 6 months to one year.
This leaded the small and marginal farmer to a greét hardship. The farmer faéed
liquidity crunch due to.reduction in crop production.or complcte crop fallure, on the
one hand and he could riot borrow for the next season as t.he indemnity payments due
had not reached the bank: ‘

Reserve and Reinsurance

The'C_Cis had created reserves in the form of State C;'op insurance Fund.
However, these funds were inadequate to meet the demand for iﬁdemnity.payme,nts ‘at
_Llie time of Eatastrophic losses. There was heavy dependence on government
budgetary resources. As a result there were delays in settling the claims. Reinsurance
is another alternative to meet unforeseen payments for catastrophic losses. However,
- the CCIS for.its-. business parameters like claim premium ratios, premium ratés, etc.,

. could not get access to reinsurance in the international market.
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4.6 OUTLINE OF NATIONAL AGRICULTURAL INSURANCE SCHEME (NAIS)

In order to address soxﬁe of the shortcomings and i;npmve the,s‘c.ope and contents
‘of CCIS, the government of India expressed its intentions to launch a new crop insurance
scheme during. 1998-99 budget speech. A broad-based National Agriculture Insurance
Scheme (NAIS) or'Rashtriya Krishi Bima Yojana (RKBY) was introduced with effect
from the Rabi season of 1999-2000. ‘

The scheme: wgé dé'signed'to covér all the farmers irrespective of the "size of
holding and both-borrowers and non-borrowers of the-institutional credit. NAIS provides
for greater coyeragc of crops and risk‘commitment (sum insured) when compgred with
CCIS. The new crop insurance scheme was intended to:address the issue of financial
viability by raiéing the premium to 4 per cent for food cfops and still highef premium for
cash crops like sugarcane, potato, groundhut, etc. The government intended to bring

down the claim premium ratio from more than 5 to a'manaigeable 1.4.

The new crop insurance schéme NAIS / RKBY w}as introduced during rabi 1999-

2000 in 9 States / Union. Tgrritories."I‘he states/UT, which adopted the new scheme
during 1999-2000 Rabi season, were Assam, Goa, Gujarat, Himachal Pradesh, Kerala,
: Madhya Pradesh, Maharashtra,f Orissa and Pondicherry. The ﬁumber ofStates/UT
implementing NAIS increased to 17 in Kharif 2000 and reached 21 in kharif 2002.

" However, prosperous states like Punjab and Haryana preferred to stay out, Sates like
: Rajasﬂ;ah having large area undér_ rain-fed agriculture- also preferred not to join the
scheme®. | . ' '

_ Various facets of the Comprehensive Crop Insurance Scheme are described

below?’.
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4.6.1 Crops Covered
The Crops were categorized in the following br'oad-groﬁps:

% Food crobé (Cereals, Millets & Pulses)
< Oilseeds '

¢ Sugarcane, Cotton & Potato (Annual CommeréiaI'/ Annual Horticultural crops).

- Ginger, omon turmeric and chilies were covered under. agncultural insurance
durmg the second year of the scheme Other annual commercml/hortxculﬂxral crops have
'also been brought under insurance cover in the subséquent years. depending on the

availability of crop yield data.

4.6.2 States and Areas Covered

The scheme.'has" been extended to all the states. The state has the responsibility to
extend it for all the crops ideqtiﬁed for coverege in a given year. Morebver, states / union
territqrieé once obting for the Scheme have to implement it for a minimum peried of
three years. The participation in NAIS/RKBY is.compulsory for farmers growing notified
~ crops by availing crop loans from formal credit institutions. However, non-borrower

farmers growing notified crops are also eligible to opt for ;he scheme on voluntafy basis.
4.6.3 Farmers Covered

 All farmers including sharecroppers, tenant farmers growing the notified crops in

the areas are eligible for coverage. The Scheme covers following groups of farmers:
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a) On a compulsory basis: Farmers growing r;otiﬁéd crops and availing Seasonal

Agricultural Operations loans from Financial Institutions i.e. Loanee farmers.

'b) Or a voluntary basis: All other faﬁers, growing notified: crops those opt for the

- Scheme on a voluntary basis. (i.c. Non-Loanee farmers)

4.6.4 Risks/ Perils Covered
The NAIS covers yield losses due to noh—preventable risks, which includes:

1) Natural Fire and Lighting

2) Storm, Hailstorm, Cyclone, Typhoon, Tempest, Hurricane, Tornado etc.
3) Flood, Inundation and Landslide ' - '
4) Draught, Dry spells

5) Pests/Diseases, etc.

Losses arising out of war & nuclear risks, malicious damage &'other-préventabfc

risks shall be excluded.

4.6.5 Preminm Rates

The Government at the time of introduction of NAIS decided to continue with the
flat ratc"syst;ni of premium followed in the CCIS. The flat rate of premium appliés to all
 the major crops inciﬁding food grains, pulses and oilseeds. The limited number of

commercial and horticultural Ccrops, which are included in_the list of insurable crops,
| attracts actuarial rate of pfemium. Actuarial prémium rates for the basic Erdps (food
gr.éiixs, pulses and oilseeds) ware calculated on the basis of "Exposure Rating Technique"

which used the principle of ‘Normal distribution/Central Limit Theorem'.
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4.6.6 Premium Subsidy

50% subsidy in premium is allowed in respect of Small & Marginal farmers, to be
shared equally by the Government of India and State / UT Govt. The definition of Small

and Marginal farmer would be as follows:

Small Farmer: A cultivator with a land holding of 2 hectares (5 acres) or less, as defined

. in the land ceiling legislation of the concerned State / UT.

Marginal Farmer: A cultivator with a Jand holding of 1 hectare or less (2.5 acres).

| 6.6.7 Sharing of Risk

The Implementing Agency (IA) and the Govemmen-t should share the risk in the

following proportion:

a) Food Crops & Oilseeds: It was decided that all the claims beyond 100 per cent ' |
of the premium to be borne by the vaeﬁunent of India and the States on basis of
50:50. The cIaixﬁs beyond 150 per cent of the premium shall be met by
implementing z;gency. ClAaims .b_eyon‘d the ﬁnﬁts of IA shall be paid out of the
Corpus fund. | - ' : | -

b) Annual Commercial crops / Annual Horticultural crops: In the case of
commércial_ / honic'uitural crops, the implementing agency shall bear claims up to
150 per cent of the premium. The claims beyond the limits of implementing

agency shall be paid out of Corpus fund.
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4.6.8 Approach and Unit of Insurance

The scheme operates on the basis of "Area Yield Approa‘ch", i.e., Defined Area
for each notified crop for widespread calamities and on an individual basis for localized
calamities such as hailstorm, landslide, cyclone and flood. The defined Area (i.e., unit

area of ihsurancc) may be a Gram Panchayat, Mandal, Circle, Block or Taluka etc.

4.6.9 Estimation of crop yield

The State/UT Government will-plan and conduct the requisite number of Crop
Cutting Experiments (CCE) for all notified cro;is in the notified insurance units in order
to assess the crop yield. A Technical Advisofy Committee shall decide the sample size of

CCEs and all other technical matters.

4.6.10 Levels of Indemnities and Threshold Yield

. The ihdcmnity levels are fixed at 90 per cc_nt,,éO per cent and 60 per cent
corresponding to low risk, medium risk and high risk areas based on_variability in yields
in the past 10 years. The crops are classified as Low Risk, Medium Risk and High Risk
when the coefficiént of variation (CV) is less than 15 per cent, between 16 per cent to 30
per cent and higher than 30 per cent rcSpecti';rely. The farmers may opt for higher level of
indexfmity on payment of additional premium based on"actuarial rates. The Threshold
Yield or the guaranteed yield for a crop is the moving average based' on past three year
avérage yield in case of rice and wheat and five year average in case-of other crops
multiplied by the level of indemnity. If the actual yield per hectare of the insured crop in
the insured season falls short of the specified Threshold Yield, all the farmers gfowing
that crop in the defined area are deemed to have sufferg:d shortfall in their yield. The
shbrtfall in actual y_ield as the proportion of threshold yield times the sum insured is the

indemnity claim.
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4.6.11 Shortcomings of NAIS / RKBY

Though éome of the shortcomings of the CCIS were addressed by enlarging the
scope and coverage in terms of crops and farmers covered under NIAS/RKBY, the
Scheme could.not make much dent and covered'less than 10 per cent of the cropped area
in_the country. The Jomt Group on Crop Insurance (2004)® identified various

shortcomings of NAIS programmes. Summary of the ﬁndmgs of that report are as under.

1. The premium rates being charged had no relation with actuarial rates. This is
largely because actuarial rates, which reflect the probability of a loss, have not yet

been co'rﬁputed.

2. The scheme is not financially viable, as it depends on government for
subsidization. The claim premium ratio is still very high. The question is posed

that if disaster strikes how the government will manage the claims?

3. It is argued that the scheme is not a crop insurance scheme in reality but rather a
crop loan insurance scheme. It aims to underwrite agricultural lending and not the

agricultural risk.

4. Though the area yield approach minimizes or eliminates the problem of moral
hazards, another problém closely associated with insurance business, i.e., adverse
selection seems to be affecting the existing NIAS/RKBY as indicated by higher

claim premium ratio or loss ratio for non-loanee farmers.
5. There is inordinate delay in settling the claims in the event of crop failures or low
" yields. The farmer is hard pressed due to reduced or no access to institutional

credit and faces liquidity crunch to begin new operation.

" 6. The government has not explored the avenues for reinsurance to absorb the

- shocks in case of widespread calamities and disasters.
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4.7 PRESENT TRENDS OF AGRICULTURAL RISK MANAGEMENT IN INDIA

4.7.1 Foundation Agriculture‘lnsurance Company (AIC) of India Ltd '

Imtlally the National Agriculture Insurance Scheme (NAIS) was implemented by
General Insurance Corporation (GIC) but the Crop insurance seemed to benefit only the
big farmers. Hence the government contemplated on a new statutory entity, which would
carry the-crop insurance benefits to the majority of the farming population, especially to
the small'and-medium farmers. This gave birth to the Agricultural Insurance Company of
India Ltd. (AICI or AIC).

The Union Finance Minister in his budget speech for 2002-03 proposed setting up
a separate Corporation for Agriculture Insurance. A Task Force was constituted to
oversee the setting up of the Agriculture Insurance Corporation. The Task force decided
that the new cofnpan}; will be named as ‘Agriculture Insurance Company (AIC) of India
Ltd’ and will be registered under the companies Act 1956. Accofdingly‘. the Agricultural
Insurance Company of India Ltd. came into being on December 20, 2002. The company
has obtained .registration from the Insurance Regulatory and Development Authority
under the Insurance Act 1998. The General Insurance Corporation of India, National
Bank for Agriculture and Rural Develoﬁme_nt (NABARD) and four public sector general
insurance companies, viz., (i). National Insurance Co. Ltd, (ii)' New India Insurance Co.
Ltd, (iii) Orient_'ai Insurance Co. Ltd. and @iv) United.India Co. Ltd. are the promoters of

the new agriculture insurance company®.

GIC of India Ltd. has subscribed 35 per cent and NABARD 30 per .cent to the
paid up capital while four public sector insurance companies have contrib_uted.8.75 per
ceni each. The authorized capital of the new organizatidn will be Rs. 1,500 crores, while
the initial paid- up capital is Rs. 200 crores. The Agriculture Insurance Company of India
Ltd is nnplementmg NIAS/RKBY without effecting any change in its content™®
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The newly formed Agriculture Insqrance Company of India has taken over the
role of the implementing Aagency from the General Insurance Corporation. AIC is
supposed to have. the “oven'idihg authority and overall responsibility in the operaﬁon of
the scheme”. The state government gives consent for implementation of schemes; notifies
the crops and areas; and génerates'actual yield data through crop cutting experiments at
harvest time. The loan granting banks are responsible fdr issuing coverage; -collecting
premium and disbursing claims. Each bank identifies a Nodal branch and the AIC works
through the Nodal Branch.

The government plans to shift to an actuarial regime soon. While this will push up
premium rates, the épproach will be more scientific. The government should subsidize a
part'of the premium to relieve farmers. Government support will be necessary, but
comprehensive agriculture insurance will th a long way in protecting farmers from
uncertainties. AIC of India will devise di_fferent insurance products suitable to Indian

conditions and offer to farming community in the near future.

4.7.2 Liberalization of Agricultural Insurance Sector

Before -deréguiation, the Indian ‘insurance industfy was characterized by
undifferentiated products, fixed premiums set by the Tariff Advisory Committee and low
coverage'rates in Anearly all business lines. Public monopolies thrived in the absence of
competition. IRDA Act 1999*! lifted the ban on private blayers and opened the industry
to foreign players in a limited manner. Key. international players have entered into
partnerships with Indian counterparts (such as ICICI-Lombard, HDFC-Chubb, IFFCO-
Tokio, Bajaj-Allianz, and Birla-Sun Life), and are competing to increase their share of

the Indian market at the expense of the government-run monopolies.
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Another reason for the focus on agriculture is that as per IRDA regulations, all
insurers are required to provide some'coverage for the rural sector. In addition, each
company is obligated to service the social séctor, which includes the unorganized sector,
the informal sector, and the economically vulnerable or backward. classes in rural and

urban areas.

The entry of the private sector has métamorphqsed the way the industry functions
and this has been critical in improving the penetration levels of insurance. Taking cue
from the- limitations of traditional crop insurance, -private insurance companies have

modified their offerings con'siderably by way of weather-indexed contn_lctss".

4.7.3 Weather Rainfall Insurance®
Evolution

Weather insurance is'a well-known tool for agriculture insurance in other -
developed economies and has been used successfully by various. devefopmental
orgénisations in various deirel’oping economies as well: Weather insurance is prevalent in
US, Canada, and other western countries. It has found application across diverse
industries like agriculture, food processing, energy, leisure and reinsurance. In India,
ICICI Lombard. pioneered weather insurance primarily as a weather risk mitigation tool

with applications in agxiculmré, rural lending and energ‘y‘

ICICI-Lombard introduced pilot based rainfall insurance on a ‘composite rainfall
index’ in 2003. ICICI Lombard has désigned rainfall insurance policies with support
from the World Bankv and IFC. A pilot project was carried out in the Mahboobnagar
district of Andhra Pradesh through the Krishna Bhima Samruddhi (KBS) Local Area
Bank. '
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KBS has been prorhoted by BASIX and operates in the district of Mahboobnagar
in A’ndhra Pradesh and Raichur and Glilbarge in Karnataka; BASIX is a rural livelihood
promotion institution working through an NBFC Bhartiya Samruddhi Finance and an
NGO, Indian Grameen Sewiees' ’I"he rainfall index insurance and other weather based
insurances have since been-extended to other areas and crops begmnmg with Khanf 2004

season

Advantages over Traditional Crop Insurance™:

There are many shortcomings in the traditional crop insurance. The important
" ones are: (a)-moral hazard (b) adverse selection (c) multiple agencies and their huge
. administrative cost which are hidden in the govemment. budgets (d) lack of reliable
methodology for estimating and reporting cfop yields (e) delays in .settlement of claims
(f) program limited to gfowars (farmers) Majority of these shortcommgs could be

overcome in the weather insurance, as follows

)] Trigger~ events (like adverse rainfall) can be independently verified &
' measured. India has an independent rainfall reporting system through India
Meteorological Department, If the unbiased data can be procured, the moral

~ hazard can be minimized to a large extent.
(i) . Compared to yield based insurance, weather insurance is inexpensive to
" operate. Since very few-agencies would be involved in implementation, the

aggregate administrative cost would be far lower.

(iii) Weather insurance allows for speedy settlement of indemnities, as claims can

be settled even w1th1n a fortmght of the expiry of indemnity period.
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Thg Product Structure:

The product was developed keeping in mind the drawbacks of the crop insurance
scheme. The key objectives of this product are to protect the farmers from the vagaries of

weather and to promote sustainable resource allocation.

The key characteristics of'the weather insurance prdduct are its transparency,
objectivity and ease of administration. Transparency pﬁmadly refers to the product
}str'ucture._ The stmcturé is communicafed 'ﬂﬁough simple definition of parameters, and
their transparent and 1mpart1al measurement. Objectivity is a measure of identification of
the key risk parameters and development of structures to optimally rmngate its effects.
Ease of administration is achieved by ensuring minimum subjectivity or physical

intervention in the claim assessment.

The product seeks to insure the farmer for his cost of inputs against an
uncontrollable weat,her'related parameter that substantially impacts his yield. Based on

historical data, the yield and rainfall are correlated to arrive at a rainfall index.

~ This index is an estimate of the farmer’s loss in the.event of deficiency of rainfall.
" The index is adjusted to reflect different requirement for rainfall during different phases
of the cropping cycle. The farmer is presented with a simi)le matrix that denotes the

amount due to him for every unit fall in rainféll below the benchmark index.

The structure is designed around historical data sourced from a source weather
station. Thus, the structure is applicable to fegion around the station. The claim is
assessed based on the measurements at that station for the period of insurance. The
claims are paid out within a month of expiry of period of insurance. Phase-wise payouts
are also possible, wherein the period of insurance is spl_i-t into phases and payouts are

made immediately after the lapse of a phase to enable the farmer to take corrective action.
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The basic idea of weather insurance is to estimate the percentage deviation in crop
output due to adverse deviations in weather conditions.- There are- statistical techniques
to workout the rélationships between crop output and weather para’meters.-
Techniques like multivariate regression could explain the impact of weather deviations /

'variations on productivity. .

This gives the linkage between the .financial losses Su_fferedl by farmers due to
weather variations and also estimates the indemnities that will be payable to them. The
analysis could also include contingencies associated with- the timing and the distn'butiori
of weathér parameters,ipartic.:ularly rainfall over the season. Tﬁe two together form the

basis for designing rainfall (weather) insurance contracts.
Experiences of Weather Insurancéss
(a) ICICI-LOMBARD

The pilot scheme ‘was launched in June 2003 for the kharif seaso.n 2003-2004 in
Maﬁboobnagar district of Andhra Pradesh. KBS sold policies to gfoundnut and castor
farmers. The policy was limited to crop loans given by KBS to these farmers. The
insurance policy -ma‘kes> payments if the cumulative rainfall during the seasdn'falls_ below

the historical average. .
During 2003 Mahboobnagar district received the best rainfall in the pasi five

years. However, the monsoon was delayed leading to delayed sowing and in tum

 affecting the yield of groundnut and that resulting in payments to the farmers.
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(b) ITGI

IFFCO-Tokio General Insurance Company (ITGI) piloted rainfall-insurance b.y‘
the name — ‘Baarish Bima’ "during 2004 in nine districts of Andhra Pradesh,
Karnataka, Guj'arat & Maharashtra. The product is based on rainfall index compensating
farmers for deficit rainfall. The policy pays for deviations in actual rainfall exceeding 30
percent The claims’ are paid on graded scale, with 100 percent claims payible when
adverse deviation in rainfall reaches 90 percent This pllot again is expanded to more

crops and areas after Kharif 2004 season™

(c) Agriculture Insurance Company of India Ltd. (AIC):

Agriculturai Insurance Company of India (AIC) introduced rainfall insurance
known as ‘Varsha Bima’ during the 2004 South-West Monsoon period. The scheme was
1mplcmented in 10 States initially, in areas that correspond to 140 Indian Meteorologlcal
Department (IMD)’ rain-gauge stations. The States selected for implementation were
Andhra Pradesh, - Chhattisgath, Gujarat, Kamataka, Madhya Pradesh, Maharashtra, .
Orissa, Tamil-Nadu, Uttaranchal and Uttar Pradesh. -

Besides this, the AIC has offered the Sookha Surakshn Kavach (SSK). SSK was
exclusive product for Rajasthan, an exceptionally drought-prone State. The SSK was
made available in 23 districts of Ra]asthan and it covered major crops such as bajra,

_]owar maize, guar, soybean and groundnut

Varsha Bima compensates farmers for: financial losses 'incurred‘owing to crop
losses, as a result of adverse rainfall. Insurance is offered to large, small and marginal
farmers both for loanees and for non-loanee. However, it is compulsory for loanee

farmers.

149



So far, ‘Varsha Bima is viewed -as a scheme still evolving. There are efforts to
expand its scope' further. AIC also introduced weather insurance pilots on wheat
insurance, mango insurance, and coffee insurance during 2005-06, and is looking ahead

for expansion during 2006-0"758'.

4.7.4 Farm Income Insurance Scheme (FIIS)*®

Traditional CCIS or NIAS provided insurance coverage to the borrowers for the
crop loans from institutional sources or the equivalepf amount for non-borrowers.
Unscientific premium devoid of any relation with actuarial calculations or rprobability of
crop failure/loss ;eéult;ad in very high.cfaim premium ratio and scheme proved to be non-
- viable. M'orcover,’ the participation of farming community in the existing 4crop insurance
schéme (NIAS/RKBY) is also low. To overcome the problem of non-viability and to
improve the participation rate, the Agriculture Insurance Company. (AIC) of India Ltd.
has introduced 'Férm Income Insurance Scheme (FIIS)" on pilot basis in major wheat and

paddy growing districts in the country.
Objectives:
% To provide financial support to farmers, in the event of loss in income from
adverse ‘incidence of Crop Yield (on account of natural calamities, pests &

diseases) And Market Price fluctuations.

% To encour_ége the farmers to adopt prudent and progressive farming practices,

" both in terms of agricultural technology, and market economics,

% To enhance food and livelihood security of the farming community,
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Salient Features
The following are the salient features of the FIIS:

‘1. The crops covered are rice and wheat.

2. The scheme is based on the ‘homogeneous area’ approach and notified area can
be an a'drninistr'ati\}e unit such as a gram panchay‘éf, block, taluka or district.

3. The premium rates are determined on actuarial basis at the District level,

4.- The Government of India subsidizes 75 per cén’t of the premiﬁm for
small/marginal farmers and 50 per cent for other farmers.

5. If the actual income (current yield X current market price) is lower than
guaranteed income (average ‘yield of 7 years X level of indemnity X MSP), the
insured farmer receives the compensanon

6.. NAIS is- suspended for the selected dlstnctslcrops where . the pilot FIIS is

implemented.

Experiences of FIIS

The origins of the farm incorie insurance scheme are in the attempts to reform the
minimum suﬁp’ortpriée (MSP) based procurement of food grains. The government
- follows an open ended procurement policy and there is no procurement target. It buys
whatever is offered for sale at MSP. Rice and wheat are the two principal comfnodities

where the government’s role is most pronounced.

The Scheme was implemented during Rabi 2003-04 season in 18 Districts of'll_
States for wheat and / or rice and during Kharif 2004 season in 19 Districts of four States
for rice. In all the scheme co.vered 4,15,032 farmers with 4,01,812. hectares for a sum
insured (guaranteed income) of Rs. 4,20 billions, collecting a premium of Rs. 285

millions and paid claims of Rs. 287.5 millions®.
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FIIS - Key Issues and Constraints:

. As it was initially intended to implement FIIS in IO_O- districts during Kharif 2004,
a general'rcview-of E’IIS' was done by AICI at the beginning of Khanf 2004 season. It was
noticed that many states including Haryana and Punjab had not agreed to implement the
scheme. The sihélé most impé)rtaﬂt reason given for non-acceptance was ~suspensiou of
MSP based pfocurgmt;nt in areas where the schemé is implemented. Other important

issues noticed in the review are:

<« Majority States were not keen to implement the scheme on the ground that it

would not be beneficial to the fanhers; as yield and price have offsetting behavior.
~ % The premium rates were substantially high deSpité the premiurh subsidy given by
_the government. States demanded that the premium payable by farmer should be

restricted to NAIS level.

< States also desired that coverage of the scheme shgixld be enlarged to cover risky

crops like soybean, groundnut, red gram and commercial crops like cotton, etc.

% Improper functioning of Marketing Departments, availability of past as also
current data at implementation level was another reason quoted as hindrance for
smooth implementation of the Scheme ‘

FIIS was shelved after piloting in two, seasons.

The ovefall_'cvblution process of agricultural insurance in India is graphically

presented (Figure 4.2) below.
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