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ACTION MEMORANDUM FOR TRE ASSISTANT ADMINISTRATOR (LAC) 

FRO>:: LAC/DR, Marshall D. Brolo'U\~ 

Prob1('c': Allthoriz.ltion of a $4.37) million regional crop credit 
inSULlIiCC pilot project grant. 

Di '''':'''~~~2.: The purpose of the project is to develop viable, national 
lev!'. ,: rr'ii insuran.:.:c programs on a pilot basis to service small farmer 
nv'c.: ... ~hrce Latin M2rican cCJuntri(s. The crop insurance pro!;rams 
.. rl, .,,' '~',Ill'd, first. to rl:duCl' the risk of excessive default faced by 
lend l n', i l,,;t itutions--thus encouraging them to lend to small farmer& 
\.;ho 0; >o2n,'1 S~ would not be eligible for credit; and second, to reduce 
the ri :,;, faced by small famers in ndopting new and improved produr.­
tion Lech~olobies--thus providing an important incentive to increased 
product jon. 

.' 
Under the project, semi-autonomous crop insurance agencies attached to 
the :1inistric5 of Agriculture \"i11 be established in Ecuador and Bolivia, 
,Ina an existing crop insurance agency in Panama will be strengthened. 
'{he cOI';:panies will initially undertake limited crop insurance activities 
on a pi10t basis, and will expand their coverage gradually as their 
programs prove successful. Core personnel from each of the three 
agencies will be trained in various aspects of crop insurance (policies, 
forms, rates, etc.), and technical assistance, both long and short term, 
will be provided to each of the agencies in management and specific 
areas of insurance, such as rate making, loss adjustment and undenrriting. 

The ~roJect also involves research activities in each of the three 
cour,triu;, as ""ell as in Nexico, which has the only existing small farmer 
orientl'd crop credit insura.nce program in the world. The research will 
focus on different methods cf providing crop insurance, and on the 
imp3ct of crop insurance upon credit demand and availability, technology 
adoption, crop mixes, employment and farmer welfare. The possibility 
of creating a regional crop reinsurance mecl1anism will al~o be explored 
during project impleDentation, with a view to establishing such a 
mechanism by the end of the four year implementation period. 

AID will provide $4.375 million in grant funding to the Inter-American 
Institute for Agricultural Sciences (IICA), which in turn will provide 
sub-grants to the three crop insurance agencies to finance start-up 
costs and operating expenses. The AID grant to IICA will also finance 
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the technical assistance, training and research activities under the 
project. The three host governments involved will subsidize up to 
two-thirds the cost of crop insurance premiums to farmers and will 
cover all losses incurred by the three insurance agencies whi~h arc 
not covered by premiums. The total host bJVcrnmcnt contribution will 
vary, therefore, with the amount of losses incurred. Rased upon 
estimates of maximur.l probable losses, the host government contribution 
is estimated at $12.8 million. 

The Bureau's Environmental Committee has reviewed the Initial Environmental 
Examination prepared in conjunction with the PP and has concurred in the 
recommendation for a Negative Determination. 

The project is included in the FY 1978 Congressional Presentation, but 
at funding levels below those currently proposed. An Advice of Program 
Change has been submitted. 

The DAEC reviewed and approved the project on June 20, 1978. 

Reco~~endation: That you sign the attached Project Authorization and 
Request for Allotment of Funds (PAF) form, thereby authorizing SER/ 
CM/ROD/LAC to negotiate and sign a Grant for the LAC Regional Crop 
Credit Insurance Systems Project. 

Attachments: 

1. TAB A-PAF 
2. TAB B-Project Paper 



DEPARTMENT OF STATE 

AGENCY fO" INTERNATIONAL. OEVt:L.O~"ENT 

W" .... IHCOTOH. D. C. 10.11 

USl5lA"T 
ADMIHllTlATGa 

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS 

Name of Ent~ A. y : 

Name of Project.; 

Project Number 

Inter-~~erican Institute 
for Agricultural Sciences 

LAC Crop Credit Insurance 
Systems 
598-0597 

Pursuant to Part I, Chapter 1, Section 103 of the Foreign 
As~istance Act of 1961, as amended, I hereby authorize a 
Gr~nt to the Inter-American Instjtute for Agricultural 
Sciences (the "Grantee") of not to exceed One Hundred 
Thousand United States Dollars ($100,000) (the "Authorized 
Amount") to help in financing certain foreign exchange and 
local currency costs of gpods and services required for the 
project as described ln the following paragraph. 

The Project consists of pilot crop-credit insurance programs 
to be organized in three countrj.es in Latin America and 
located organizationally within the national governments of 
these countries; the training of personnel and development 
and testing of administrative policies and procedures; and a 
research component that will report on how best to adapt 
crop credit insurance to local cunditions and measure the 
impact of this type of insurance upon government finances 
and upon farmers' use of inputs, crop mixes, income and 
other economic factors (the "Project"). 

I approve the total level of A.I.D. appropriated funding 
planned for the Project of not to exceed Four Million Forty­
Six Thousand United States Dollars ($4,046,000) Grant, 
including the funding authorized above during the period FY 
1978 through FY 1982. I approve further increments during 
that period of Grant funding up to $3~946,OOO, subject to 
the availability of funds in accordance with A.I.D. allot­
ment procedures. 

I hereby authorize the initiation of negotiation and execu­
tion of the Project Agreement by the officer to whom such 
authority has been delegated in accordance with A.I.D. 
regulations and Delegations of Authority subject to the 
fo~lowing essential terms and conditions together with such 
additional terms, covenants and conditions as A.I.D. may 
deem appropriate: 
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A. Source and Origin of Goods and Services 

Except as provided in Section 0 hereof, goods and 
services financed by A.I.D. for the Project shall have 
their source and orjgin in the United States. Ocean 
shipping financed under the Grant shall be procured in 
the Un~ted States, exce~t as A.I.D. may otherwise agree 
in Wr~tlng. 

B. Conditons Precedent to Subgrant Disbursements 

Except as A.I.D. may otherwise agree in writing, prior 
to any disbursement or the issuance of any commitment 
docum8nts under the Project Agreement for subgrant 
programs the Grantee shall obtain from the subgrantee 
and shall furnish in form qnd substance satisfactory to 
A.I.D.: 

1. A time-phased implementation plan for carrying out 
the subgrant project including identification of 
all resources to be provided by the subgrantee. 
The plan shall include a cefinition of eligible 
small farmers satisfactory to the Grantee and the 
local A.I.D. Mission. 

2. Evidence of a commitment of the subgrantee: 

(a) to consult with the Grantee and the local 
A.I.D. Mission prior to the issuance of crop 
insurance in the process of selecting the 
crops to be insured; 

(b) to make available, in the areas in which crop 
insurance is offered, the necessary complementary 
input services; 

(c) to pay all losses arising from the issuance 
of crop insurance pursuant to the Project 
without regard to whether such losses may 
exceed premiums collected from insured farmers; 
and 

(d) to assume all administrative costs of continuing 
the program at approximately this one level 
upon completion of the respective subgrant 
project. 
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C. Condition Precedent to Continued Disbursement for Subgrants 

Except as A.I.D. may otherwise agree in writing, the 
subgrdnL~c shall be required to provide within six 
months from the date of signing of each subgrant 
agreefficnt evidence to the Grantee that legislation has 
b~cn enacted or other appropriate legal authorization 
provided to enable the crop credit insurer to function 
fully in accordance with the terms of the subject 
agreement. 

D. Waivers 

1. The A.I.D. grant will finance research on the 
economic desirability of making large capital 
investments in crop credit insurance in the future. 
Mexico has the only smalI farmer oriented crop 
credit insurance program in the world. The Mexican 
institution, which has been functioning for 15 
years, is the only site where research into a crop 
credit insurance program can take place. There­
fore, procureIllCnt of services from A.I.D. Geographic 
Code 523 (~exico) and the conduct of Project 
activities related to research are authorized. 

2. The Project will utilize technicians who are 
experts in crop insurance and familiar with develop­
ment issues. H0wever, there dre very few tech­
nicians who meet these qualifications. A small 
number of professional and competent personnel can 
be found in !1exico, Japan, SwedeI\.t Israel, Canada 
and the United States. The number of'tecimicians 
available from the U.S. would not meet all program 
requirements to permit orderly implementation of 
the Project. Sympathetic consideration will be 
given to procurement of technical services from 
A.I.D. Geographic Code 899 committees on a case­
by-case basis. 

E. USDA RSSA 

In addition to the amount of the Grant, I further authorize 
the use of not to exceed $329,000 during the life of the 
Project for the establishment of a Resources Support Services 
Agreement (RSSA) with the U.S. Department of Agriculture for 
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the services of a Crop Insurance Specialist and other 
related consultants required in the process of project 
implementation and evaluation. 

Clearances: 
\. . 

LAC/DR, \~Sigler:'~ 
LAC/DR'MBrown~ 

Assi tant Administr~ or 
Bureau for Latin America nd the 

Caribbean 

{U,cb 11 b\J\f 

bate-rh-r 
Date~ 

GC/LAC'JL~~~:lb:8/23/78:23272 
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B. Recomrr.encations 

LAC/DR/RD recommends that a grant for $4,375,000 covering a 
period of four years be approyz~ to permit the creation of crop-credit 
insurance programs in Latin America, the development of related support 
institutions, and the analysis of its impact. 

It is also recorr~endeo that the waivers requested herein be 
granted. These grant permission to carry out research and training in 
Mexico and to use advisors who are not citizens of the U.S. or host 
countries. 

C. Description of the Project 

Pilot crop-credit insurance programs will be organized in three 
countries. The programs will be located organizationally within the national 
governments of these cour,tries. Personnel will be trained and administrative 
policies and procedures will be developed and tested. 

Crop-credit insurance is a Qixture of credit insurance and crop 
insurance. It protects lenders from default when crops fail and guarantees 
to farmers that their income will not fall below zero when they try modern 
but risky technology. Farmers will have to continue to use traditional risk 
manage~ent methods (such as belonging to extended families; see Annex B, 
j1age 4) in the same way that they do when they plant with traditilmal methodl:i. 
Although the insurance dop.s not usually make a payment directly to the fa!~r, 
it does protect two important assets of his; his source of credit and his 
debt carrying capacity. Crop-credit insurance can be thought of as part of 
the new delivery mechanism required by the green revolution. 

The research component of this project will report on how best to 
adapt crop-credit insurance to local conditions, will measure the impact 
upon farmers' use of inputs, crop mixes, income and similar economic factors, 
and finally, upon government finances. 

D. Summary Findings 

1. The most widely accepted model of the effect of risk on farmers' 
decisior. r .• aking states that farmers will reject options which involve .:l 

substantial probability of earning an income belm.; some survi\'al threshold. 
Crop-credit insurance can effect this probability and the acceptability of 
these options. 

2. The lack of effective loan collateral is one reason why private, 
formal lenders will not lend to small farmers. Crop-credit insurance acts 
as collateral since loss payments are made first to the creditor to cancel 
outstanding loans. 

3. Crop-credit insurance is unique in being able to effect both the 
demand and supply sides of the small farmer credit situation. 
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4. There is one successful small farmer oriented crop insurance program 
operating under LDC conditions in the world. That is in Mexico and it haa 
been successful to the extent of involving private institutions in small 
farmer credit. 

5. Adequate resources exist to staff the programs and to provide training 
and technical assistance for this pilot project. 

6. Social analysis indicates that there arc no insuperable· obstacles to 
this program although sensitivity to cultural factors will be required to 
assure reaching the target population. 

7. Economic analysis indicates that the effect upon technology adaption, 
crop mixes, credit flows, production, employment and similar consideration 
will be positive and will likely be greater than economic costs. 

8. The strategy proposed for the project assures that it will be affordable 
fiscally for the host governments. Three countries have requested assistance. 

9. Some degree of subsidy from government will always be re~uired, 
the insurance will never be financially viable in the strictest sense. 
it is likely to create net financial savings for governments which wish 
reach small farmers. 

thus 
However, 
to 

10. Crop credit insurance has a positlve bias towards small farmers when 
economic benefits are considered. It does not have to be purchased in 
minimum size chunks. Deliberate efforts must be made to assure that it reaches 
sm2ll farmers. The average size of insured Mexican farmers' landholdings is 
3.5 hectares. The minimum size is 1/3 hectare. 

E. Project Issues 

Issues identified in the January 21, 1977 memorandum on this project 
follow. That I~emorandum is incorporated here as appendix A. 

1. Other Relevant Experience: This is summarized in appendix B. 

2. Project Studies: Phasing the project in stages has been 
accomplished by designing a three stage project. This project cover the first 
stage. 

3. LDC Cooperation: The proposed countries have informally, but 
strongly indicated their interest in participation. Negotiations of the sub­
grants will formalize that commitment. 

4. Implementing Agent: An agency has been identified as superior 
for this project's requirements and presented here. 

5. Economic, Social and Other Analysis: These have been completed 
and are presented here. Generally, favorable results obtained. 

6. Target Group Coverage: This has been discussed in the technical 
analysis and in appendix B. Indications are mixed but strongly weighed in 
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favor'of the project reaching the target group. The research component 
of the project is designed to measure the extent to which this goal is 
achieved. 

7. Yinancial Viability: This is discussed in the Technical 
Analysis, the ~inancial Analysis, tne Economic Analysis, and appendix B. 
Crop cr~dit ins~rance will always nEed governmetn subsidies, but will be 
viable within this limitation. 

In addition to the issues identified earlier, the DAEC 
should consider the following: 

1. Research in Mexico. One component of this project is 
to research the economic desirability o~ making large capital invest­
ments in crop credit insurance in the future. Since Mexico presently 
has the only small farmer oriented crop credit insurance program in the 
world, the includio~ of Mexico as a research site under the project will 
result in an increase in the number and quality of observations. 
~1exico' s ANAGSA has had over fifteen years of experience with crop credit 
insurance, and will be able to provide much more detailed and reliable 
information about the impact of this type of insurance than will be 
obtained from the three organizations established under this project. 
It is contemplated, therefore, that the IICA will use a portion of the 
tunds lrom the Grant to pay for ANAGSA's expenses incurred in carrying 
out the necessary research, either pursuant to a contract between IICA 
illlri At'lAGSA or through a 5ub-gr-ant. 

Under A.I.D. policy, Geographic Code 000 (United States) 
is the authorized source for procurement for grants of the type pro­
posed by this paper. For the reasons presented above, however, a waiver 
from Code 000 to Code 523 (Mexico) is believed to be critical to the 
success of the project. 

2. Third Country Nationals as Technicians. The project 
contemplates the utilization by IICA of several technicians, either as 
independent contractors or as employees of IICA. However, the supply 
of technicians throughout the world who are expert in crop insurance and 
familiar with development issues is limited. A small number of pro­
fessional and competent personnel can be found presently in Mexico, 
Japan, Sweden, Israel, Canada, and the U.S. Travel and investigation 
during the design phase of this project provided support for the con­
clusion that there are not more than one or two qualified persons in 
any of these countries, other than in Mexico. The only source for 
qualified technicians from the U.S. is the Federal Crop Insurance Cor­
poration, which is part of the DeparLment of Agriculture. At present, 
the FCIC is reorganizing in response to changes in its mandate by Con­
gress and is seeking to add personnel to its own roster of the typ'es 
required by this project. FCIC has agreed, however, to assign two 
Dersons to this project. 

Si~ce one purpose of this project is to develop several 
models for operating this kind of insurance enterprise and because 
of our relatively high level of inexperience with respect to crop 
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insurance in LDCs, it is desirable to incorporate the lessons from as 
many successful programs as possible. 

Due ~~ the scarcity of the required personnel in the U.S. 
and the host countries, and the desirability of incorporating the 
lessons of other countries into this project, it is believed that the 
interests of the U.S. would be best served by permitting the procur­
ment of services from free world countries other than the U.S. and, 
therefore, a waiver from Code 000 should be granted to permit the 
use of technicians from countries included in A.I.D. Geographic Code 
899. 

F. Project Committee 

The project committee has been composed of: 

James T. Riordan, LAC/DR/RD, AID/W 
William C. Kaschak, LAC/DR/~AD, AID/W 
Nelson Maurice, LAC/DR/RD, AID/W 

The following people also contributed significantly to the 
design of the project although not as committee members: 

Bastiaan Schouten, Deputy RDO, AID/La Paz 
Daniel A. Chaij, RDO, AID/La Paz 
Vincent Cusumano, LAC/DR/RD, AID/W 
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Part II - Project Design And DetJiled Description 

A. Background 

For o~ny vears AID has attempted to help modernize agricultural sectors 
ot LIt in America It has striven to improve the lives of small farmers 
and deliver the promise of the green revolution. Its strategy has been 
to strL'ngthen agricultural input and output institutions and improve 
the position of poor farmers viz-a-viz those institutions. It has 
attempted to develop programs which were biased in favor of poor 
farmers or were at least neutral between them and large farmers. 

For a varielY of reasons poor farmers are hard to reach and help. 
Small LirT:lerS are m:my, scattered, isolated, illiterate and generally 
more difficult to reJch th3n larger farmers. From the farmers point 
of view, governoent agents 3nd programs are viewed with suspicion. 
Recommendations of extensjon 3gents are relativt:.ly more expensive for 
Foor f3rmers to adopt, 3nd if the recommendations prove wrong, the very 
Sllrvival of near subsistence farmers r,ay be threatened. 

To overcome the problem of the cost of Lnpu~s, agricultural banks and 
cooperative systems have been supportel by t.ID throughout all of Latin 
America. These institutions have met with un'./ limited success, however, as 
they have had to endure serious decapitalization which cripples their 
lending ability, Part of this decapitalization is the result of poor 
103n portfolio mJ.nagement, but crop failures, '.'orhich prevent fa'rmers from 
paying back loan!:>, are also responsiblE: for a ,3ignificant portion. Efforts 
to ~e?arate poor management induced losses fr0m crop failure losses have 
b~en hampered by farmers who falsely claim crop losses. Agricultural 
lenders have longed for an insurance program which would compensate them 
in case of crop failures and also identify the non-serious farmers (NSF) 
using this as a cover for their willful failure to repay. 

This decapitali7.ation has occured with large and small farmers alike, 
even though small farmers usually have not been eligible for production 
loans. Some have been excluded hecause they do not have title to their 
lands Rnd, therefore, could not present adequate collateral. Others, 
with clear titles have still been excluded hecouse lenders realized 
that it would he too costly as well as nolitical1v inf~Rsihle to fore­
close on small holders. Clearly, some kind of new mechanism is necessary 
~~ the small farmer is to be reached. 

~ven when welcome in the banks and cooreratives, the small farmers them­
Selves have been less than enthusiastic. Institutional obstacles such as 
paperwork and language differences exist and, e'7en if overcome, there 
still remains the farmers' critical sensitivity to risk. If the techno­
logy being advised by extension services fails, farmers wonder how their 
families will eat and what they will be required to do about the loan. 
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This problem is more serious for the small farmer operating at the 
urgin of burvival than for the ~.arge farmer '""ho has considerable 
wealth and other sources of incone. Again, some kind of insurance 
mechanism would be helpful to protect farmers from the risk involved 
in adopting new tech~olcGY. 

Three kinds of insurance havi: been considered. n-.e first i:; credit 
jll'3ULlnCQ, which, in the (:ase of agriL'lltural credit, ,,' uld repay the 
bank when it is unable to collect from the farmer. Credit insurance 
is 1nadequat~ however, because, although it pays the bank, it does 
not forgive the farmer. 

The second type is called crop insurance and does make a payment 
directly to the farmer. The third type is a subset of crop insurance 
and is called crop-credit insurance. The policy covers the farmer's 
loan and pays it off if there is a crop failure. Lenders are happy 
because thev have an improved guarantee for their loans. Farmers are 
happy because they can make risky decisions at the beginning of the 
year confident that the worse possible outcome will not ~e worse than 
if they had used traditional technology and no insurance. Also, the 
debt carrying capacity of the farmers is protected as the slate is 
wiped clean each time and the solvency of their banks and coops is 
protected as is the availability of loans in future years. 

Since the 1950's there have been frequent calls for the establishment 
of either credit or crop insurance programs. The credit insurance 
programs and proposals have actually tended to be loan guarant~e 
programs anc !-lave not been designed for permanence. (See Annex B.) 
Crop insurance programs have generally not gotten off the ground in 
developing countries. This has been largely due to a lack of under­
standing about their operation (which in turn is due to their newness) 
and a lack of adequate financing. As it now exists, all risk crop 
insurance has only been in existence since the late 1940's when programs 
in the U.S. and Japan were redesigned. Successful crop insurance pro­
grams have been concentrated in the developed world (U.S., Japan, Canada, 
Sweden, Israel, South Africa). 

As a result of this ignorance and lack of experience, naively designed 
programs were created in several LDCs. In many cases the insurance was 
modeled on private rather than social insurance and was expected to be 
self-financing while being open to all classes of farmers at artificially 
low rates. Failures abou~ded and, by the mid-sixties, the general 
wisdom developed was that crop insurance, although nice, is just not 
realistic. 

Since 1962, however, Mexico has developed a crop-credit insurance program 
which has enjoyed considerable success. The program is not well known 
outside Mexico and has really been reviewed only once, and then by a 
scholar who focused on transitory organizational problems. Solutions 
to ma~y of these problems have since been demonstrated in successful 
pilot projects. 
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Thtc> Mexican prograr, WilS created to resCllve a loan collateral problem 
Associated with ejidal land holdings. Ejidal fa~ers own their land, 
but they cannot sell or mortgage it. Therefore, ~a~ks cannot mak~ 
loans us1nf.; thp land as collateral. Crop insurance was created in 
Mexico to act in lieu of collateral ~n case of cron failure. Clearly, 
ber~ i~ ~ prugram that fulfills the needs stated earlier. 

If AID continues to provide agricultural credit funds, extension 
aSslstance, support the introduction of new technology and promote 
the substitution of narcotic crops, it has an opportunity to gain 
leverage on the institutional effectiveness of these progrBILs and their 
acceptability to small farmers by exploiting newly developed crop-credi1 
insurance technology. 

It is important to stress that this insurLlnce technology is new. 

Intern~tional ilgencies cClncerned with a~ricultural development are 
[enerally unaware of the nature of its management and operation and 
tend to hold opinions based on the 1950's experience. Rigorous 
economic analysis of its impact have not been performed. The Nathan 
t. Associates stt.:dv performed for this project review was the first of 
its ;';ind. (See Section III D.) 

There was an attempt in the late 1960's in Latin America to initiate 
a regional crop insurance project. Three conferences were held from 
1966 to 1970 at the initiative of Mexico which wanted to share its 
findings, but also wanted to attract support for its own program by 
establishing a regional reinsurance pool. This flurry of activity was 
supported by the FAO but produced very limited results. A program 
serving large rice farmers in Costa Rica was established. Programs 
were considered and abandoned in several countries, mainly as a result 
of unstable political conditions, but also because of naive ~inancial 
and technical unalysis. 

A cursory examination of crop insurance suffices to identify that the 
possibility of catastrophic losses is a significant threat to the 
viability of the program of any small or medium sized nation. Rein­
surance anpe3rs to be the most effective mechanism for resolving this 
problem. * The already existing commerc:iLll :narket ~-loV;ever, is not 
willing to accept this risk because of the social/political hazard 
involved. (See Annex B.) 

* Reinsurance refers to the practice where a large company or a pool 
of companies guarantees a smaller company against the eventuality 
that risks which it has accepted "go bad" and cause excess losses 
for that company. 
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Therefore. 1f the problem is to be resolved, if small countries are 
to be ass1sted, they must form a pool to provide their awn reinsurance. 
Such a pool for Latin America would require several participant nations 
and large scale financing from international sources. Arl important 
component of this project will be to examine the feasibility of estab-
11shln~ ~uch 8 re~10n8] reinsurance pool (Agencia Latinoamericana de 
Reasc~uro Agricola-ALARA). 

The present is a \'orticularly opportune time to begin building towards 
tLIt point. There is considerable interest again in Latin America in 
cron insurance. There are two ongoing programs, two new programs, 
studies or discussions in nine other countries, and one regional 
organization is actively studying the topic. AID can, by acting at 
this time, cause this latest interest to coalesce in operational 
programs thus making the viability of LDC small farmer crop insurance 
programs feasible. 

It is not advisable, however, to begin work on !\LARA immediately as 
several national programs must first be in place and because the large 
amount of financing that will be required for successful reinsurance 
program necessitates more careful analysis than has been performed to 
date. The execution of successful pilot projects and the associated 
research will provide a basis for proper judgment at a lat~r date. 

AID can further use its support of crop insurance as leverage to induce 
national governments to direct additional resources to the agriculture 
sector in general and to the target group, the rural poor, in particular 
The ongoing programs in Costa Rica and a proposed program in Guatemala, 
for example, are directed exclusively at medium and large size farmers. 
AID assistance could be instrumental in redirecting these programs 
towards small farmers. 

It should be noted here that the economic analysis crop-credit insurance 
indicates that higher net economic benefits for Lhe nations will be 
realized if the programs are directed at small rather than larger farms. 
No alternative program exists that impacts on credit institutions or 
small farmer technology adoption rates as efficiently and effectively 
as crop-credit insurance. (See Annex B.) 

Detailed Description 

1. Project Goal 

In general, AID agriculture programs in Latin America have focused on 
various methodologies designed to increase small farmer production: 
introduction of new technologies, improved seeds, strengthening of 
extension services, farm-to-market roads, credit, etc. This pilot 
project will continue to pursue this goal of increased small farmer 
production and improved welfare through the testing of the feasibility 
of a crop insurance program designed, first, to reduce the risk of 
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excessive default faced by lending institutions--thus encouraging 
them to lenc to farmers previously ineligible for credit, and, 
second, to reduce the risk faced by small farmers in adopting new 
and improved production technologies--thus providing an important 
incentive to increased production. 

2. Project Purpose 

The purpose of the project is to develop viable, national level crop 
insurance programs which service small farmer needs. Utilizing the 
data collected from project activities, the feasibility of an inter­
nationally financed regional crop reinsurance mechanism for Latin 
America (ALARA) will also be examined and designed should it be proven 
to be feasible. Panaffia, Ecuador, dnd Bolivia will participate in this 
pilot project. Programs will be developed and tes~ed based UpOH the 
experience gained from similar crop insurance programs throughout the 
world (see Annex B for a detail ed discussion on tllese programs). 

As .:: pilot program, it is expected that s'lccessful implementation will 
not only lead to expansion of the program to other countries but will 
also provide incentives for increased participation at a later stage 
by the private sector in making credit available to small farmers. 

3. Outputs 

The outputs of this project ~an be thought of as being oriented towards 
the present or towards the future. The later is the more important of 
the two. Present oriented outputs refer to the farmers served and 
credit insured. It is expected that approximately 15 million dollars 
of credit and 10,000 farmer-years of insurance will be provided. These 
sums are quite modest and are in the result of the project strategy. 

This strategy indicates that inorder to begin 2n insurance program with 
almost no actuarial data, the project must be small. The actuarial 
data required for a later program which is national in scope will come 
from this project. Therefore, small beginnings are aopropriate since 
they provide in[or~ation almost as significant as large program~ but 
without ri~king the same magnitude of funds. 

Future oriented outputs refer to the information, plans and capabilities 
which will be created by this project and which will permit the more 
aggressive and confident provision of risk management services to target 
farmers in the fut'lre. 

Specifically, core personnel in three countries will be trained, the 
mechanics of doing insurance (eg-policies, forms, rates) will have been 
developed, economic benefit/cost anAlysiS will have been completed, and 
a regional reinsurance meellanism designed. 
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4. Inputs 

Resources required by this project are manpower, commodities and 
financinh' The personnel required are presented in tables 4, 6. 8 
and 10, which an- presented in the financial analysis section. Each 
of the three country programs will be staffed with about one dozen 
people. They will constitute the minimum core of the insurers. The 
regional tcchnic~l assistance agency will require four professionals 
.:IOd sUPP;:lrting assistance. One technician \.Jill be assigned to each 
country and a project manager \.Jill \.Jork out of the headquarters of 
the regional agency. 

Short Lerm consultants on both insurance and economic matters \.Jill 
be Iltilized. Finally, project supervision for AID/W will be handled 
by a PASA technician assignee on .J two thirds time basis to LAC/DR/RD 
by the USDA's Federal Crop Insurance Corporation. 

Cnr..modHy requirements for this project are moderate. A total of 20 
vehie les as shown in tab] es 3, 5 and 7 will be needed. In addition 
office furniture, equipment and supplies will be required. 

FillJ.ncin,', "1- thl' ;;roject dc'p:lrts :rom thL· most conunon approach In this 
casl', A1D will undcrwriL0 administrative expenses, and the host countries 
gllJ.r~lltl'p losses. The specific amounts involved are on the face sheet 
and in tal>les 1 and 2. 

Thl' cause for tillS revers.Jl is based on a condition which has destroyed 
m.Jny prl'vious crop insurance attempts and which, among insurers, is 
known as moral hazard. Essentially, this means that people are more 
willing to suffer a loss if they know that someone else will pay for it. 
In this c.Jse, governments will be running the programs and decidind which 
losses to pay_ Political considerations will mitigate for the making of 
unnecessary loss payments. There will be more reluctar' ::. to do this if 
losses are ?aid out of a local government account than if made from an 
AID provided guaranty. 

5. Choice of P~rticipating Countries 

This pilot project will operate initially in three countries: Panama, 
Ecuador and Bolivia. Although it would be beneficial to include more 
countries in the early stages of the project, three has been judged to 
be the minimum number required to conduct a viable research program. 
Five countries would be ideal. The project should be expanded as soon 
as possible to provide an adequate experimental base. Colombia, Nicaragua, 
Brazil and Honduras have been identified as possible expansjon areas. 

Prior to selecting the participating cO'Jntries, several countries 
in the region were visited to determine whether the 
appropriate organizational structures exist to support the project, as 
well as the extent of government commitment to the project. SpeCifically, 
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factors exami~ed include the existence of credit programs whic~ the 
proposed project could conplement, the availability of basic agri­
cultural infrAstructure support, complementary AID projects in agri­
culture, and the receptivity of small farmers to the program (see 
social analysis for a discussion of this latter :actor). 

Panarrh1 is the (1nly c(1untry of the three which currently has a crop 
insurance program. It is less than two years old, however, and 
participation in this project will provice the opportunity to upgrade 
~nc redirect the program through the technical assistance to be provided 
and research to be ~~nducted. In addition to the general considerations 
already mentioned, the existence of this program, particularly in its 
very early years, \o.'as a principal factor in selecting Panama. 

AID's participation in P,mama can be ir:Jportant for helping ISA to improve 
in several areas. Advice and assistance can be used by ISA (Instituto 
de Seguros Agrooecuarin) to do the following: 

i. Review and recommend a n('w law for ISA; 
ii. Review and recommend a new financial structure fG~ ISA; 

iii. Provide hroader coverage including the insuring of interest 
and premium charges, providing group life insurance and 
voluntary coverage of amounts in excess of the minimum; 

iv. Improve formal and working links with credit institutions; 
v. Improve working links with agricultural research and planning 

agencies: 
vi. Inprove outreach to small farmers; and 

vii. Support the integrated area development project at Tonosi. 

""hile Ecuador ",nd Bolivia do not have crop insurance programs, their 
selection is based on the judgment of the project committee that the 
situati(1n in the as sector in these countries is particularly ripe for 
the addition--or at least testing in selected geographic areas--of the 
insurance program. ~ational asricultural development banks exist, 
cooperative programs have been developed and are expanding, ancl the 
governments have sho\om interest in reaching the small farmer and 
providing all possihle incentives to increased production an~, thus, 
improved welfare. Disc~~5iuas with officials from the respective 
Min ~gs confirmed this commitment of the CaE and GOB. 

Selection or these countries is of course dependent upon final negotia­
tions. If one of these countries were to drop out, it could be replaced 
with another, possibly Honduras, Colombia, Brazil or ~:icaragu:1. 

Guatemala would have made an excellent test site because the economic 
research reported on in this paper was performed using Guatemalan data. 
A tie-in between that research and what is proposed here would have 
been particularly useful. AID/Guatemala, however, recommended against 
operating there citing a lack of government interest in serving small 
farmers. Although AID's involvement would be justified for the purpose 
of changing this anti-small farmer bias, it was decided not to operate 
in Guatemala because a very long pipeline there made new projects 
difficult. 
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6. Project Design 

a. Strategy 

Inorder to maximize the production stimulating etfect of insurance and 
minimize administrative costs and certain problems inherient in the 
n;lturl' 0f inslJr.Jn,e, this program will be piggy-backed on already existing 
cr"lht ~;ystl·ms. The insurer will contract with lenders to provide coverage 
for borrowers I.enders will .Jgrce to require all eligible borrowers to 
purch.1,;e insur;ml'e. Th.:~:r will f,lci1itate the application process and 
will provide fanners wi tll premium financing if necessary. 

Alth0ugh there arc many different ways of structuring the coverage 
plan of the insur.1nce policy, the minimum coverage provided will 
be enough to repay the farmer's production loan. Coverage can be greater 
than the credit inv01ved, in which case, loss payments would be used 
first to cancel debt .Jnd then to compensate farmers. 

One of the serious prohlems hampering crop insurance efforts is that 
there is little data on which to build rate and reserve structures. 
To overcome this, th0 program will begin small and will grow slowly. 
Tlw loss experience gained e.Jch crop cycle will ~e used to adjust 
the informed estimates on which rates will be initially based. Only 
one or two cro?s will be insured the first year, and only one or two 
crops will be added each year thereafter. 

This conservativeness in exp.Jnding the program gradually protects 
governments from suffering large losses. Governments are reluctant 
to enter into crop insurance programs bec.Juse they are sensitive to 
potential for tying up large portions of their resources. Gradualism 
guarantees that they \.;il1 not have to commit: more than what they can 
afford to spend, 

Subsidies are necessary, but the incentive for governments to subsidize 
crop insurance programs are not all obvious. The political and social 
benefits can be readily seen. Potential financial benefits, however, 
are more subtle. It is possible that crop credit insurance may cause 
a reduction in fiscal outlays by government. This project will be 
sensitive to this possibility and will measure the fiscal impact on 
government. 

One way in which fiscal savings might be realized once the program is 
mature involves the credit system. Presently, in order for government 
to make one dollar of production credit to flow to farmers it must 
invest one dollar in one of its own banks. When crop-credit insurance 
is availahle, governMent will be able to invest five to ten cents of 
subsidy in the insurance system to leverage that one dollar of credit 
from private lenders. If subsidized and/or artifically low interest 
rate policies were abandoned, significant increase in the participation 
of private sector creditors could be expected. 
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Significant involvement of private lenders cannot realistically be 
expected during the life of this pilot project. Other minimal and 
sometimes indirect effects on government finances result from changes 
in tax l:O, lectiont;, foreign exchange operations, "xports, imports 
and employment. 

One reason 'v, \..'f insurance will have an impact on agricultural lenders 
is that it will solve a serious problem ~hich has resisted all prior 
attempts at resolution. The prcblem is that small farmers are unable 
to provide effective collateral for their oroduction loans. Chattel 
mortgages on the future harvest are defeated by croo failures and by 
surreotitious and preemptive sales of the harvest. Since a large 
nortion of AID's target farmers do not have clear titles to their 
lands, they cannot even offer them as collateral. Finally, when small 
farmers do have title to their lands the inconvenience, cost, and 
political discomfort involved in foreclosing render the effective 
value of the collateral nil. 

Crop credit insurance serves in lieu of a mortgage and guarantees 
repayment to the bank under most circumstances. The most notable 
exception is dishonesty. In this case the bank can protect itself 
by using normal collection practices and by rejecting the dishonest 
farmer in the future. 

Although we stated above that fiscal benefits would accrue to governments 
to the extent that private lenders are involved, this project will work 
almost exclusive Iv with public banks. The thrust for this initial stage 
must be to establish, test and prove the insurance operations. For 
this purpose, any credit institution is adequate. At present, the agri­
cultural development banks have achieved the greatest degree of pene­
lrntion into the small farmer sub-sector. To c'each tbese fam.ers and 
satisfy the effective demand which presently exists for crop insurance, 
it makes sense to begin with government banks. At least one coooerative 
group will be incorporated into each of the pilot projects so that 
experience working with this kind of organization can be developed. 

A significant change in the long term role of government develooment 
banks viz-a-viz small farmers will probably occur in later stages if 
this project is successful. Presently, these institutions and informal 
lenders provide the bulk of small farmer credit. As private lenders, 
both banks and cooperatives, enter into this area the need for development 
bank part:.cipation will be reduced. These banks will graduallv cease 
to be the primary source of formal credit for small farmers and will 
become ca~acitating agencies. 
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Their cole as capacitating agencies will be to ~ioneer remote regions 
of the country, introduce modern technology to farmers and give them 
experience using credit. Once the farmers establish a track record 
and when a sufficient volume of business in developed, the banks portfolic 
can bp turned over to private sector lenders. In this way, instead of 
spreading it~ resources thinly OVEr the entire country it can concentrate 
its efforts in a few areas and move to others once the credit development 
job is done. 

b. Insurers in Participating Countries 

This project will create new insuring organizatio~s in two countries 
and strengthen the already existing agency in Panama. The agencies 
are or will be semi-autonomous institutions attached to the ministries 
of agriculture. They will be full service, government owned insurance 
companies; insuring, collecting premium, i~specting risks, adjusting 
losses and paying claims. 

These insurers will not be part of, or controlled by the development 
banks ncr the central banks. Obviously, since the development banks 
are major clients of the program, a serious conflict of interest would 
exist which would threathen the insurers financial stability if they 
controlled loss payments. These banks will be represented on the board 
of directors, but will not have the ability to control the insurer. 

C. Technical Assistance 

Both long and short term technical assistance will be prOVided. A full 
time technician will be assigned to each country as counterpart to the 
director of the insuror, This person will provide assistance directly, 
will identify program needs and request short term technical assistance. 
He will act as laison with AID and other development agencies and will 
stimulate program growth in any way possible. This person will also 
have direct responsibility for supervising the research program in 
that country. 

Short term technical assistance will be provided through the regional 
agency and will be of two types. First, insurance specific technicians 
will be available in such areas as rate making, loss adjustment, and 
underwriting. 
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Second. a research team will be constituted to prepare and analyze 
the research component of this project. Short term consultants. 
specialists in agriculLural and/or developmental economics, research 
methodology and the social sciences will be part of that time. 

d. Research 

Two kinds of research will take place. The first is an outgrowth of 
the project itself; the question of how to do crop-credit insurance 
in developing countries will be directly assayed. Lessons learned 
here will have a direct impact on implementation efforts elsewhere. 
IICA will prepare reports on how different approaches affect the 
programs operation. The reports will discuss under ,.,hat circumstances 
small farmers lise crop credit insurance and the level of operating 
costs required by the program. 

The second question is, "Is crop-credit insurance worth the effort?" 
Cost/benefit analYEis, both in the economic and fiscal sense will 
be performed. The impact upon credit, technology adoption, crop 
mixes, employment, and farmer welfare will be analyzed. It will not 
be possible to assess the effect on credit availability at this time. 

The economic hypothesis to be tested here is, in simple terms, that 
the availability of insurance decreases the impact of risk which 
permits an increase in the use of capital (credit) and, hence, modern 
technology and also permits other changes in input uses and crop mixes. 
These changes should then be reflected as increases in overall 
production and income, assuming sta~le prices. 

Inorder for the crop credit insurance program to proceed to the second 
stage, that is, to become operational, larg(~ additions of new funds 
\.,ill be required. The economic research proposed here must answer 
the questions that will be asked when those funds are sought. Among 
those questions will be the following: 

1. How is farmer's l.,elfare affected? 
ii. Is it less expensive, in both economic and fiscal terms to 

provide financing for mixed credit and insurance programs 
than for just credit alone? 

iii. Is it less expensive in the long run. in both economic and 
fiscal terms, to do crop credit insurance than to not do it? 

iv. What is the full range of benefits (economic. political, 
social} enjoved hy the interests involved (national, govern­
ment budget, banks, srrall farmers, consumers, laber, etc.)? 

This second research effort will be under the direction of an ad hoc 
team composed of the directors of each insurer, the country represen­
tatives of the regional organization, the aforementioned scientists 
and the IICA research technic~an. They will prepare and design the 
research instrument. It's field implementation will be the respon­
sibility of the country programs but will be supported and monitored 
with centrally funded consultants. Responsibility for final analysis 
will again fallon the research team. 
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Because of the advanced status of the Mexican pr0gram the research 
design there will vary somewhat from the other three countr1e~. 
It will focus however on the micro economic aspects, specifical~y, 
changes in small farmer behavior. Work on the reseal'ch design in 
~exico is advanced, and a proposal from the Mexican i~~urer ~ill 
soon be presented to IICA. 

~o attempt wi~l be made to homogenize the insurance program in the 
other three countries to increase the comparability of economic 
research results there. Differences are expected in the modes of 
operation in each country. The program will be ma~aged to maximize 
the probability of success and the economic research will report 
on the dissimilar programs. 

As much as possible, data gathering for actuarial and economic 
research purposes Hill be combined, Economic data gathering will be 
monitored by the research team to guarantee comparability from year 
to year. 

IleA will present its completed research design to AID for comments 
before imple~enting it. It is expected that corrections and changes 
in the research design will take place as necessary during the life 
of the proj ec t. 

e. ALARA-Regional Reinsurer 

The additional funds mentioned above will be required both in the 
form of operating subsidies for national programs and as start up 
capital for a reinsurance fund. The amou~t, type (grant, loan, 
guarantee) and source (AID, World Bank, IDB, other) will be planned 
during this first stage. Positive answers to the cost/benefit and 
other research questions from the first stage will support these 
requests. 

Crop-credit reinsurance will not be availab10 from commercial sources. 
It will be necessary to create a regional mutual reinsurance agency. 
It has been tentatively dubbed ALARA (Agencia Latino Americano de 
Reaseguros Agricolas). The economic analysis will also support plans 
for supporting this institution. 

A mutual type reinsurance pool is needed to reduce the high degree of 
moral hazzard existing in a program with significa~t social/political 
benefits. 

ALARA will not have to provide by itself all the reinsurance required, 
but it will have to cover the first layer of risk. The U.S. government 
through AID, the ~orld Bank, the Interamerican Development Rank and 
similar organi.zations can establish reinsurance or guarantee systems 
to absorb risks which exceed ALARA's capacity. After several years of 
operation, and once reliable loss data is generated, commercial reinsurers 
can also supply this second stage or surplus reinsurance. 
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In addition to r~insursnce, ALARA will become the source for other 
technical services, slIch as rate making, training, loss ad1ustment 
and product design, 

The present pilot project then, lays the base for expanded projects 
in many countries later and for a regional reinsurance agency. It 
will not promote ALARA until 6 sufficient number of programs exist, 
but will explore the possibility of other agencies becoming involved. 

Inorder for an insurance or reinsurance operation to be successful, 
it ~ust achieve some spread of risk. For crop credit insurance in 
Latin America, this implies that about five to eight countries are 
needed to begin a program. The roster of potential participants 
includes: Bolivia, Ecuador, Panama, Mexico, Costa Rica, and Brazil. 
Crop insurance programs of different types are in operation in the 
last three countries. 

It is desirable therefore to expand the number of countries involved 
in this project later, once the initial imp1enentation stage is 
complete. Particularly desirable nations are Colombia and Venezuela 
which provide some balance to the larger nations; Mexico and Brazil. 
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Part III - Project Analysis 

A. Technical Analysis: Reaching Small Farmers 

1. Linkages-General 

Crop-credit insurance is different from m~~t other programs that 
AID has supported as it reduces oc remOVFS risks of doing business 
for both 12nders and small farmers. It makes it safer for lenders 
to lend and farmers to borrow. This is unlike credit insurance or 
guarantees programs which can only stimulate one party (usually 
the banker) at one time. 

Crop and crop-credit insurances are used to protect agricultural 
production credits and farmers minimum incomes. Production credits 
as used here specifically refer to the short term credits used to 
bring in onL season's 11arvest. Long term credits may be affected 
by se~eTal devices among which would be a succession of crop 
insurance policies. 

Almost all other insurance programs developed to date have failed 
either to reach small farmprs or achieve permanance. This is 
treated at length in the background paper presented in Annex B. 

An important resu.it nf this insurance is its effect on small fa011er 
behavior. Gen~rally, the noorer ~ farmer the closer he is to some 
catastrophic threshold. lfuen insurance is made available to these 
marginal operators, tr.e magnitude of change in behavior will be 
greatest for those closest to the margin. It is this positive small 
farmer bias which accounts for the high level 0: benefits the program 
can generate for a nation's economy. 

2. Linkages-Small Farmers and Agricultural Production Credit Institutions 

a. Effect on the small farmers: 

Crop-credit insurances capacity for generating behavioral change is 
not only facilitative (i.e.--removing risk and facilitating farmers 
switching to new crops.) There is also a contingency element. 
Contingencies in the insurance contract require that the farmer do 
certain things (e.g.--use a certain variety of seeds, sew at a 
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certain population d~nsity, etc.) if he is to be protected. As a 
result of this, the in3urance promotes behavioral change thus 
stimulating production, improving extension effectiveness and govern­
ment planning and policy c1rective capacity. 

Lrop creJit insurance can follow or lead credit institutions into 
the fit~ld. It can go wherE'ver thl! credit system can, and can help poor 
farmers in those areas to become credit worthy. 

b. Eftect (In smll farmer cred:.: institutions: 

Presently, sm3]l [,Hmer credit institutio:.5 in the less developed 
world are ~enerally failing to reach their target clientelle for a 
series of rt..'Z1sons. ,\morlt; tilese are the following: 

i. Small farmers are unable [0 offer effective collateral to guarantee 
repayment, thus threatening the viability of lenders serving small famers; 

ii. Ever increasing dishonesty delinquency due to poor control systems 
threaten the institutions' solvency; and 

iii. The high cost of servicing sma1.1 farmers. 

Crop-credit insurance promises to hdv~ a significant effecL on each 
of these obstacles. Let us look at each of these items to ex~mine 
the insurance-credit linkage. 

First, small farmers often do not ve titles to their land and can 
not mortage them. The land may be communally owned and inalienable 
as in the case in ~exico and Peru. Even when the small farmer does 
own and mortage his property, its location and size and the farmer's 
status makes the political :lnd financial costs too great for the 
banks to actually use the threat of foreclosure as an effective 
delinquency control tool. \~len:l large area suffers reverses, the 
Jifficulty or prc)ceeding :lgainst a large and politically visible 
group of underdogs becomes apparent. 

Insurance serves as an erfective collateral thereby resolving this problem 
altogether in most cases. The remaining cases are treated below. 

Second, once uncontrolable dishonesty is introduced into a system, 
managers have only two options: close down the system or wait for 
it to be destroyed. Failed credit systems and systems which exclude 
small farmers exist throughout Latin America in proof of this condition. 
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Uncontrolable dishonesty in t~is case is the farmer who says to the 
b.:.nker, falsely, "my crop failed and I cannot pay you back." When 
som~ succeeci w::.th this routine others are el,couraged to try the same 
the next year and still more in following ye?rs. After a few years, 
the lender 1s bankrupt and the only source of cr~dit is the nonformal 
local lender (the biased term. userer, is deliberately avoided here) 
who has effective delinquency control measures available. 

~.Jhen insur.:mce is introduced, one costless by-product is an idelltifi­
cation of NSid, i.e., Non-Serious Farmers. The task of portfolio 
management is facilit,Jted when the nu~ber of persons to be contacted 
and coerced to pay their debts is re~uced. This will also have an 
effect on the number of false claims ~resented in succeeding yearF. 

Tlw liJird obstacle mentioned is the high cost of reaching small 
farmers. Th~y Jlways will be expensive to reach and someone, either 
the goverDrilent or t:le farmers themselves must bear this cost. Crop­
credit insuran(~ provides means of funding this expense with either 
or botn farmer or government acting as sources. 

PR~t of the burden of the cost 
Lde farmer by transfe:-ring the 
when the latter is introduced. 

of making credit available can be placed on 
subsidy on credit to the insurance program 
This will provide adequate revenues to 

lenders ':1l1d have the added attraction of making small farmer credit more 
appealing to private lenders who are not presently operating in this market. 

Other expenses presently being borne by government can be reduced thus 
making morl:! money available to underwrite small farmer programs. The 
control of dishone3ty-caused delinquency discussed above is one example. 
There are many others, but the most significant has to do with the leveraging 
of private sector re30urces. The possibility exists that government can 
use resources destined fur it~ own credit programs in the insurance 
program and thus levera~~ ten to twenty times more credit using 
private sector resources. Savings realized by the government can be 
used to underwrite the higher costs of reaching smaller farmers. 
These and related points are discussed further in section 3 belew. This 
discussion indicates that insurance will promote" options which may have a 
major impact on how credit systems operate. 

FiLst, as previously mentioned, an opportunity and a rationale will 
be provided to move away from subsidized credit and thereby open the 
door to increased parti~ipation by the private sector. 
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Second, traditional development banks mav phase out of this area 
altogether leavin~ it to an invigoratPd private sector. In this 
case, the development banks would hecome habilitating agencies. 
Their functions would be to open up areas, bring farmers into the 
credit system, train them in how to use it, give them experience, 
and, eventually, graduate them to the private sector organization 
that would f01low into those areas. They would promote the farmers 
deve:opment bv developing the banks needed to serve the farmers. 

3. Financing [he SYstem 

If crop credit systems are to continue after the termination of ['SAID 
assistance, tost ~overnments will have to provide substantial subsidies. 
A rough estimate 0; the magnitude of these subsidies is nrovided by 
the ~'!exiLdll L~x,,:n;Jle. There, 40 crops, nearly one million farmers and 
one fourth of [he cultiva~ed ilcrcage are insured. The average cost 
of insuring (losses plus administration) has been ~lmost 15~ of the 
coverage provided. ~overnment ~las provided a suhsidy ranging from 
one half to two thirdF of this cost. 

\':nere wiJl fUlldS for these expenses originate? Possible sources are 
detailed below: 

a. General revenue is the most likely source. The crop insurance program 
can stimulate some earnings. As exports increase (from increased 
agricultural production), taxes on exports and commissions on monetary 
transactions will increase. Likewise, expenses associated with 
importing agricultural produ2c will decrease. 

b. Aggregate bank losses may decrease as a result of the effect of the 
crop insurance system on portfoliO management. Control of dishonesty 
caused delinquency will be made easier. 

c. Transfer of other subsidies; there are two approaches to this: 

- Subsidies on inputs, which distort the use of the input and do not 
necessarily lead to opti m al use ot" inputs or max'imize production, 
can be partially or totally transferred to the insurance program. 
Subsidies applied through the insurance mechanism tend to act as 
outp~t subsidies, calling forth maximum production of the subsidized 
crops. The introduction of the crop insurance scheme pres~nts a 
politically useful opportunity [or removing the dysfunctional sub­
sidy on credit. 

- Ext~nsion services can be used both as a source of personnel and 
funds. The crop-credit insurance mechanism will tend to enhance 
the performance of the extension function. The t\YO functions could 
be merged thus providing economies of scale. 
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U. Private sector funds can be leveraged for agricultural production credits .1 a relult of the crop-credit insurance programs, thus freeing up 
government funds for other purposes. Instead of investing directly 
in development banks and getting zero leverage (1:1) on the amount of 
money loaned, it is possible for government to invest in the insuror 
to guarantee private sector credits and enjoy a leverage factur in 
the 1:10 to 1:20 range. 

e. Title III generated local currencies ( n be used to cover administrative 
and premium subsidy costs and even excess losses. 

This indicates that there are adequa~e sources of funds to financ~ a 
program. The fourLh item above, leverage, is a significant potentiul 
source of funds. Crop-credit insurance may cre~te enough savings and 
new income to pay for itself. It may be cheaper for a government to 
do crop insurance than not. This project is designed to shed light 
on this possibility. 

4. Reinsurance 

The need for reinsurance has already been discussed in Part I, C. 
We can repeat here that it is especially needed by small countries 
to protect against catastrophic losses which would otherwise place 
an impossible drain on a nation's budget. It is also needed to make 
more efficient use of reserve capital. This is because one large 
reinsurer need hold less total capital than what several small insurors 
would have to hold individually. . -

Although reinsurance operations in this area are extremely difficult, 
there are no technical issues which would make a reinsurance pool 
impossible. Conunercial reinsurors will not en ter however, because 
of the danger of uncontrolled losses resulting from the substitution 
of the profit motive with the social/potential hazard. By offering 
a type of reinsurance called "excess of loss"(it pays only those 
losses resulting from a recognizable catastrophe) and building a 
strong loss adjustment department, ALARA can overcome the social/ 
political hazard problem. 

When it does, it will be able to attract commercial reinsurors and 
will have achieved demonstrable autonomy and viability. 

The possibility of adapting existing guarantee mechanisms such as 
Section 222A of Title XIII (Housing and Other Credit Guaranty 
Programs) will continue to be analyzed. This would permit the U.S. 
government to play the role of a traditional reinsuror. The possibility 
of legislation creating contingent development loans will be examined. 
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5. StraulY 

The most promising strategy for developing the crop insurance tool 
in Latin America is to follow a three stage development plan. This 
Project Paper presents the first stage. 

a. Stage one--Establish three pilot projects 
and develop them to the take-off point. Carry 
out economic impact analysis to use for later 
decision making purposes. Bring three pilot 
project countries and two or three other 
advanced countries together to develop a proposal 
for AlARA. If initial implementation is successful 
add two to three. new couQtries. (l"our._years.) , 

b. Stage two--Fund and develop ALARA; fund as 
necessary and graduate the three original pilot 
project; begin five new pilot projects. (Five 
years.) 

c. State three-Fund and graduate ALARA and the 
five remaining programs. (Five years.) 

A realistic goal for this three stage, fourteen year program would be 
to have a total of 12 programs (eight started by AID, four independantly) 
and a regional reinsurance pool integrating the structure. 

6. The Insurance Plan 

The crop-credit insurance program will be an all-risk program. That is, 
it would protect farmers and lenders against losses arising from any 

cause except losses induced by the farmer hi~self. This provides the 
broadest margin of security for the interested parties and will 
stimulate the greatest changes in behavior. 

Loss payments would be made to the banks. If payments exceed the 
outstanding loan, the balance will be paid directly to the farmers. 
Although in most cases the farmers will not be receiving direct cash 
payments, he will have his bank debt liquidated thus restoring his 
ability to borrow in subsequent years. 

Life insurance equal to the amount of the loan may also be 
provided. This is a risk that concerns the lender and is easy 
and inexpensive to manage. It will be well received by the 
farmers and serve as positive promotional tool for the program. 



- 27 -

This pilot program would begin insuring no more than two or three crops. 
Additional insured crops may be added from time to tim(' as actuarial 
information is developed. 

The amount of insurance offered can be split in two parts. The 
first part will be mandatory for all borrowers and will be equal 
to the production cost or loan on the crop. The second part can be 
voluntary and will represent the net of farmers income. This is 
shown in Figure 1. 

Figure 1. Amount and Types of Insurance and Deductibles as 
Percents of the Expected Yields of Crops. 
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Net Income Insurance Portion: 
Voluntary Amount Chosen by 
Farmer 

Basic Cr.op Insurance Portion: 
Mandatory, Equal to the 
Production Loan 

Base Deductible Approximately 
25%-35% 

Figure 1 implies that once a crop fell 25% to 35% below the' expected 
yield, the insuror would begin to payoff the loan. The insuror 
would continue to pay as yield decreased until the loan was completely 
paid. Then, the farmer would keep his remaining crop which would 
represent his net income. If he wishes he can insure this portion 
also. The credit portion will be partially subsidized by the national 
government. The ificome portion need not be. It is more costly to 
insure and less beneficial than the credit portion. (Charging fuJI 
price for insuring net income will lessen the financial burden on 
government. 

Base deductibles are used to eliminate small and frequent losses 
and the related loss adjustment costs. They are also needed for 
assuring that the farmer do his best to avoid losses. 



- 28 -

Credit institutions would be used to sell the insurance. A con­
tract between the insuror and the ltnder would require that all 
eligibl~ borrowers be insured. The lender would prepare the 
insurance application at the time of making the loan. The cost of 
the insurance would be added to the loan. The basic loan, insurance 
and interest would all be insured in the credit portion. 

The tnsurance applications and premIum for all insureds would be 
forwilrded to the insuror which will inspect the lands of applicants 
to determine if they are insurable. If they are, the :nsurance 
contract enters into effect from the d~te of loan. If not, only 
the initial loan disb~rsement is insured. Failure by the farmer 
to follow procedures agreed to in the loan and insu~dnce contract 
result in a p~rtial or total reduction in coverage depending on the 
severity of the failure. 

Insurance inspectors will visit the farms near planting time and wh2n 
losses are reported. They will also make spot visits to individual 
farms and will watch conditions in the general area in order to stay 
on top of the situation and prevent losses whenever possible. 

An insurance plan designed in this way can effectively reach ~mall 
farmers, reduce risk a~d prevent unncessary losses to credit system. 

B. Financial Analysis and Plan 

1. Financial Plan 

Tables I through 11, which follow, present contributions required 
of AID and host governments, resources required by each agency 
involved in the pro.iect, cost, for each pro.iect segment, and· 
personnel requirements. 

AID will grant fur.d all administrative and technical assistance. 
Host countries will subsidize premium by one half to one third, 
will be liable for losses in excess of premiums collected and 
will provide uncosted support from ancillary agencies such as 

meteorology, extension, research, social security, and credit. 
These expenses are detailed in table 1. 

AID's contribution will be for the life of the pilot project, 
which is four years. It is recommended that AID fund adminis­
trative expenses rather than guarantee losses in order to avoid 
the destructive effects of moral hazard. This is discussed in 
section II. B., Detailed Description. 
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At the end of thi8 stage. AID will discontinue its present contri­
bution. If the host governments involved decide to continue and 
expand the proRram (which implies. by definition. success), they 
will assume the administrative costs previously financed by AID. 
This does not preclude the possibility that AID will provide 
some financing for the added costs incurred in expanding the 
program to national scope. 

2. Recurrent Budget Analysis 

One purpose of this project is to determine :.f ct:1P credit insurance 
really is fina~cia11y desirable for governments. Their likely and 
contingent costs for the first four years are shown in table 2. If 
the program is continued and expanded, these costs will increase at 
a less than proportional rate. The administrative and technical 
assistance costs shown in tab1e3 3, ~ and 7 would also increase at 
a less than proportional rate. If the program is successfu1~and 
go-,ernments decide to go operationai iii a second stage project they 
will be expected to fund the local costs now paid by USAID. 

Detailed quantitative analysis of host government budget capacities, 
although desirable, is ~IOt essential at this time. This is because 
certain qualitative arguments indicate that providing crop-credit 
insurance reduces budget demands on governments. Future financing of 
the project, therefore, is facilitated. 

It is, of course, the purpose of this project to determine the vali­
dity of these arguments. They are presented below. 

a. Government has to replace losses from public banks anyway, so 
insuring their credits involves not a new expenditure but a 
transfer of a present expenditure. 

b. If the portion of the premium paid by the farmers is equal 
to or greater than the administrative costs of the system, 
then government ",ill actually have a decrease in the cost of 
maintaining the agricultural credit system or will, at worst, 
experience no change. 

c. Insofar as insurance seperates delinquencies caused by natural 
hazards from those caused by dishonesty, bank portfolio management 
in enhanced and reduced. 

d. Governments gain valuable leverage when they insure private lenders. 
Instead of investing one dollar in a public sector bank to make a 
one dollar loan, they can invest five to ten cents in a crop-credit 
insurer and leverage ten to twenty times more of private sector 
resources. 
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e. Transfer other subsidies; there are two approaches to this. 
-~Subsidies on inputs, which distort the use of the input 
and dv !lot necessarily lead to opti mal use of inputs or 
maximize p~~duction, can be partially or totally transferred 
to the insurnnce program. Subsidies applied through the 
insurance mechanism tend to act as output subsidies, calling 
forth maximum production of the subsid1:-2d crops. The 
introduction of the crop insurance scheme presents a 
politically useful opportunity for removing the dysfunctional 
subsidy on credit. --Extension services can be used as a 
source of personnel and funds. The crop-credit insurance 
mechanism will tend to enhance the performance of the 
extension function. 

f. Title III generated local currencies can be used to cover 
administrative and premium subsidy costs and even 
excess losses. 

Funds exist therefore, to operate a program. The size of the 
program and the amount of funds which government is willing 
to make available are the critical variables. The availa­
bility of reinsurance and careful underwriting (choosing 
different crops with zero or negative correlations) will 
increase the magnitude of risk that can be absorbed for any 
given amount of capital. 

Loans to the governments for the purpose of increasing the 
number of participants in the program is an effective way of 
channeling resources to the agricultural sector and the sKall 
fanner sub-sector. The use of loans will be explored during the 
projec~ and proposed in stage 2. 

The project funned here will have as one of its prime functions 
the measurement of economic and financial advantages. 

i. The main section of the project will measure impact 
in the three pilot countries. 

ii. The ANAGGSA (Mexico) study will follow the progress of 
paired villages for three years. 

iii. The regional contractor will manage the research project 
to do these things. 
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iv. The small farmer risk study to be completed herein will analyze 
the degree of risk averseness in farmers according to the size 
of their holdings and will predict the financial and economic 
advantage of using insurance with different classes of farmers. 
This information becomes particularily relavent when action 
agencies ( ie-credit, extension, insurance) are determining 
how far "up into the hills" to extend their activities. 

Presented below are the following tables which detail the participation and 
needs of the parties: 

1. Estimated total project costs corresponding to AID. 

2. Likely and contingent host country direct costs for the crop­
credit insurance programs. 

3. Operating expenses - Ecuador 

4. Manpower requirements - Ecuador 

5. Operatin5 ~xpenses - Bolivia 

6. Manpower requirements - Bolivia 

7. Operating expenses - Panama 

8. Manpower requirements - Panama 

9. Estimated project rosts for project specialists/regional 
contractor 

10. Manpower requirements - regional contractor 

11. Estimated costs of Arn/W proj ect supervision and technc10gy 
transfer services. 
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TABLE 1 

Estimated Total Project Cost 
Corresponding to AID 

($000) 

YEAR 

1 2 3 4 TOTAL 

l. Pilot Operations 519.0 532.5 543.0 --- 567.5 2,162,0 

A. Ecuador 173.0 163.0 173.5 186.5 696.0 

B. Bolivia 190.0 217.5 219.5 227.0 854.0 

C. Panama 156.0 152.0 150.0 154.0 612.0 

2. Project Specialists/ 489.0 402.5 449.0 543.5 1,884.0 
Region.:ll Grantee 

3. AID/\~ Project SUf.,\rvision, 72.0 79.0 70.0 108.0 329.0 
Evaluation and Technology 
Transfer 

TOTALS 1,080.0 1,014.0 1,062.0 1,219.0 4,375.0 

NB: Inflation has been handled in the budget presented here by including an 

approximate 10% increase over the previous year on most items. Contingencies 

are shown as seperate line items in the remaining tables. 

NB: Because of changes in the availability of grant funds occuring after the 

preparation of this table, the project will be funded over a 5 year period. In 

fiscal 1978, $100,000 will be provided for initial implementation expenses of the 

regional grantee. In fiscal 1979, $980,000 will be provided to cover the remainder 

of the expenses shown under Year 1 above. Years 2, 3 and 4 remain ,unchanged. 
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Bolivia: 

Ecuador: 

Panama: 

TOTAL: 
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Likely and Contingent Host Country Direct 
Costs for the Crop-Credit Insurance Programs * 

(US $000) 

YEARS 

1 2 3 4 TOTALS 

Likely 10 21 46 89 166 

Contingent 169 294 577 958 1,998 

Total 179 315 623 1,047 2,164 

Lik.e1y 24 78 100 134 336 

Contingent 432 1,092 1,200 1,337 4,061 

Total 456 1,170 1,300 1,471 4,397 

Likely 69 95 114 123 401 

Contingent 1,106 1,430 1,601 1,714 5,851 

Total 1,175 1,525 1,715 1,837 6,252 

Likely 103 194 260 346 903 

Contingent 1,707 2,816 3,378 4,009 11,910 

Total 1,810 3,010 3,638 4,355 12,813 

* Figures presented !'Iere are based on insuring specific crops in specific 

localities. Changes in crops and places insured during the life of the 

project are expected. One project function is to determine, based on 

economic advantageousness, which crops to insure. The figures presented in this 

table, therefore, should be understood to be general rather than hard goals. 
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f)perB ti nb [X?~>1I5eS 

Ecuador 
($000) 

YEARS 

1 2 3 

Sal,Jry & Benefit!> 58.5 8l.0 89.0 

TrLlvl'l . Per Diem (National) 10.0 19.0 27.0 u 

Trnv,·l [" Per Dicl.i 
(In ll!rn.:: tionul) 10.0 10.0 7.5 

PuL 1-1 cations c. Publicity 5.0 5.0 5.0 

Furniture &. Equipment 22.0 5.0 

Rent & Utili ties 12.0 12.0 12.0 

Suppli ,-"s 3.0 3.0 3.0 

Vehicles (4,1,1,0) 35.0 9.0 9.0 

Rep;:;irs, Haint. & Op. Costs 7.0 9.0 10.5 

elm tinbcncies 10.5 10.0 10.5 

TOTALS 173.0 163.0 173.5 

" TOTALS 

98.0 326.5 

35.0 91.0 

10.0 37.5 

5.0 20.0 

:.. 27.0 

12.0 48.0 

3.0 12.0 

53.0 

12.0 38.5 

11.5 42.'5 

186.5 f,q(;.O 



TABLE~ 

Manpower Requirements 
Ecu!ldor 

(US $000) 

l'l"'ET YEAR 
ANNUAL TOTAL 

POSITION SALARY 1 2 3 4 MAN YEARS 

1. Director 16 1 1 1 J. 4 

2. Actuary 4* PT PT PT P' .. :: PT 

3. Legal Counsel 2* PT PT PT PT PT 

4. Loss Adjustor 9 1 1 1 1 4 

5. Communications Specialist 9 ~ 1 1 1 3~ 

6. Chief & Field Agent 9 ~ 1 1 1 3~ 

7. Field Agents 3.5 1 1 2 4 

8. Product Development Specialist 9 1 1 1 1 4 

9. Admin. / Acct. 4 1 1 1 1 4 

10. Secretary 3 1 1 1 1 4 

ll. Typist/Clerk 2.5 1 1 1 3 

12. Consierge 2.0 l~ 2 2 2 7~ 

* Salaries quoted are for Part-time (PT) employees 
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Operal1n~ Expen~c~ 

1\01ivi ... 
(SOOO) 

YEARS 

1 2 3 

Salaril'5 ,- Bencfi t& 73.5 110.0 125.0 ,. 

TrJvel " Per n' L1Cr.' (Nati.ona1) 15.0 21.0 34.0 

Tr£.:'.e::' , Per DieD 
(I n t l' r:1 c, t i 0 r. d ~ ) 10.0 10.0 7.5 

Pu:~ ~ ~\"d r i,~n~ & :'ub:"icity 5.0 5.0 5.0 

VeL £ c lL)~) (j,~\,l,O) 24.() 25.0 9.0 

}\e·~-,~! irs, ~'::l iLL. & °ll· Costs 4.5 10.0 11.0 

j-\;r;,l tLLl [, i~ct\.Jipl,;ent 33.0 10.0 

Reut [. L:tili ties 12.0 12.0 12.0 

Supplies 3.0 3.0 3.0 

Contingencies 10.0 11.5 13.0 

TOTALS 190.0 217.5 219.0 

4 TOTALS 

129.5 438.0 

42.0 112.0 

10.0 37.5 

5.0 20.0 

58.0 

12.0 37.5 

43.0 

12.0 48.0 

3.0 13.0 

13.5 48.0 

227.0 854.0 
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Manpower Requirements 
Bolivia 

(US $00") 

NET YEA~ 

ANNUAL 
SALARY 1 2 J 

1. Director 12.0 1 1 1 

2. Actuary 2.5* PT PT PT 

3. Legal Counsel 2.0* PT PT PT 

4. Loss Adjustor 6.0 ~ 1 1 

5. Communications Specialists 6.0 ~ 1 1 

6. Product Development Specialist 8.5 1 1 1 

7. Chief Field Agent 5.5 ~ 1 1 
~& 11i& 

8. Field Agents 4.5 2PT ..PT 

9. Admin. / Acct. 4.0 ~ 1 1 

10. Secretary 2.5 1 1 1 

11. Typist 2.0 ~ 1 1 

12. Consierge 1.5 1 1 1 

* Salaries quoted are for Part-time (PT) employees 

TOTAL 
MAN 

4 YEARS 

1 4 

PT PT 

PT PT 

1 3~ 

1 3~ 

1 4 

1 3~ 
2~& 4~ & 10 PT 
4PT 

1 3~ 

1 4 

1 3~ 

1 4 
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''''lilE ., 
j ~-

Operating f~pcnses 
Pannl!1" 
($000) 

YEARS --
Com~onents 1 2 3 

1. Salaries £. Benefits 79.5 92.0 101.0 

2. Travel & Per Diem (;\etio·.la!.) 4.5 5.5 6.0 

3. Tr;;vL'l & Per Diem 11.0 8.0 7.5 
(International) 

4. Publications & Publicity 6.0 5.0 5.0 

5. Vehicles (3,3,1,0) 18.5' 19.0 9.0 

6. Repairs, Haint. & Op. Costs 3.5 7.S 9.0 

7. Furniture & Equipment 20.0 2.5 

8. Supplies 3.0 3.0 3.0 

9. Continp,encies 10.0 9.5 9.5 

TOTALS 156.0 152.0 150.0 

4 TOTt.LS 

l11.0 383.5 

7.0 23.0 

9.0 35.5 

5.0 21.0 

-0-. 46.5 

9.5 29.5 

22.5 

3.0 12.0 

9.5 38.5 

154.0 612.0 
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TABLE~ 

l. 

2. 

3. 

4. 

5. 

POSITION 

Additional* Manpower Requirements 
Panama 

(US $UOO) 

NET YEAR 
ANNUAL 
SALARY 1 2 J 

Agricultural Engineer 7.5 3 3 3 

Veterinarian 7.5 3 3 3 

Asst. Vet. 4.5 2 

Field Agents 3.5-4.0 2 4 4 

Communications Specialist 9.5 1 1 1 

TOTAL 
4 MAN YEARS 

3 12 

3 12 

2 4 

4 14 

1 4 

*The program in Panama is already operating and some personnel hired. 
USAID's assistance will support the additional personnel shown here. 



-40-

TABLE 9 

1-

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Estimated Project Costs for Project 
Specialists/Regional Contractor 

($000) 

YEAR 

Components 1 2 3 

Salaries: Project Director 
and 3 Country Program 164.0 183.0 203.5 
Specialists, Research 
Technician 

Short Term Consultants and 
In-Country Research 65.0 16.5 25.5 

Salaries: Clerical and 
Administrative Personnel 36.0 39.0 42.0 
at Regional and Country 
Offices 

Transportation, Travel 
and Per Diem 81.0 47.5 51.0 

Furniture, Equipment 
and Supplies 12.0 2.0 2.0 

Publications 1.0 2.0 2.0 

Contingencies 36.0 29.5 33.5 

Overhead 59.0 48.0 54.5 

ANAGSA (Mexico) Research 35.0 35.0 35.0 

TOTALS 489.0 402.0 449.0 

4 TOTALS 

226.0 776.5 

35.0 142.0 

45.5 162.5 

104.0 283.5 

2.0 18.0 

4.0 9.0 

42.5 141.5 

69.5 231.0 

15.0 120.0 

543.5 1,884.0 
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TABLE 10 

l. 

2. 

3. 

4. 

5. 

6. 

Manpower Requirements 
Regional Contractor 

(US $000) 

NET 
ANNUAL 

POSITION SALARY 1 

Regional Director c 25.0 1 

Research Technician c 22.5 1 

Country Program Specialists c 20.0 3 

Secretary - Regional Office 7.5 ~ 

Accountant/Administrator -
Regional Office 4.0 ~ 

Secretaries - Country 
Programs 6.5 3 

YEAR 

2 3 

1 1 

1 1 

3 3 

~ ~ 

~ !~ 

3 3 

7. Consultants AS NEEDED -

TOTAL 
4 MAN YEARS 

1 4 

1 4 

3 12 

~ 2 

~ 2 

3 12 

PART TIME 
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TABLE 11 

Estimated Cost of AIO/W Project Supervision 
and Technology Transfer Services 

(SOOO) 

YEAR 

1 2 3 4 TOTALS 

1. 2/3 time supervisor and crop 
insurance specialist plus 
overhead 27.5 . 30.0 33.5 36.0 127.0 

2. 2/3 time Secretary 9.5 10.0 11.5 12.0 43.0 

3. Consultants for Evaluation and 
Proj. document assistance. 8.5 17.0 33.0 58.5 

4. Publi ca t iori"s 2.0 2.5 3.0 3.5 11.0 

5. Travel & Per Diem 24.5 19.5 22.0 23.5 93.5 

TOTALS 72.0 79.0 70.0 108.0 329.0 



-43-

C. Social Analysis 

1. Beneficiaries 

Becaus~ of the experimental nature of this project there are three distinct 
beneficiary groups: (lJ 1500 small farm famil1o!s in the highland valleys 
of Bolivia; (2) approximately 1,000 sr.Jall farmers drawn from both the 
highldllU ;lOJ coastal areas of Ecuador; and (3) approximately 1,000 small 
farmer ih)useholds in a frontier area of Panama. All three have conunon 
traits--pvrtaining LI the lJoorest strata of the rural social structure, 
small H':ale farming, basic subsistence orientation coupled with measured 
participaLion in markets, and low rating in quality of life indicators 
slich .IS hL~alth and education status. However, each has a unique set of 
soci31 characteristics (ethnicity, language, community organization 
mechanisms) and particular physical environment (mountains, settled low­
lands, and frontier) which result in adaptation strategies as well as 
mechanisms to reduce the risk involved with subsistence farming and the 
adoption of new technical inputs such as crop credit insurance. It is felt 
that the diversity of these groups encompasses the range of living con­
ditions and characteristics of AID target groups. The data generated will 
proviJe useful insights on: (1) the target group type which will most 
readily accept crop insurance; and/or (2) the proper strategies for successful 
impiementation with a variety of target groups. 

A. Beneficiaries - Bolivia 

The target group in Bolivia will be drawn from among small farmers 
in the mountain valley areas of the department of Potosi. The 
wide majority of people in this zone are native Quechua speakers. 
For cultural and historical reasons they have been relegated to 
the bottom level of rural social organization. Even though agrarian 
reform measures initiated in the early 1950s have made slight improve­
ments possible, the Indian peasants continue to live under condi­
tions of extreme poverty. Recent field research has revealed this 
to be the poorest of the rural areas in Bolivia.* 

The target group practices mixed mountain agriculture (ground crops 
supplemented by a few animals) and produces both for subsistence 
and market purposes. The land tenure system is a combination of 
privately o~1ed fields and communally held pasture. The size of 
the farms (privately owned land) is small-- the average for Potosi 
is 2.5 hectares, which is the lowest in Bolivia, and they are 
divided into a number of non-contiguous parcels. Morever, historical 
factors have limited the location of these farms to the minimally 
arable upper reaches of ~~e mountain valleys, often at altitudes 
approaching 13,000 feet above sea level. 

*Riordan, James T. An Assessment of the Target Region for USAID/ 
Bolivia's Agricultural Sector Loan II. Washington. A.I.D. 
July, 1977 
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Production techniques are traditional; the typical tool kit 
consists of a hoe, machete, and digging stick, and a wooden plow. 
Only a fortunate few own oxen. so field work for the majority is 
done either by hand ur with borrowed or rented animals. Seeds 
(several varieties of potatoes. wheat and quineua are the principal 
crops) arc native varieties saved from preceeding crop cycles and 
only the exceptional farmers employ modern inputs like fertilizers 
and other chemical products. 

Giv~n the small size of the farms, the poor quality of the soil and 
traditio.lal farming techniques, production levels and therefore on­
farm incomes are extrem~ly low. Most households engage in some form 
of off-iurm (seasonal migration to coastal areas to work as casual 
day laborers) and non-farm income (wool production or other cottage 
industry of modest scale). But even with these complimentary 
sources of money incomes are meager. Field research calculated 
average incumes at $253 per household ($52 per capita), of which 
only $180 per household ($37 pcr capita) is in cash. 

Quality of life measures such as nutrition and education provide 
further evidence of target group poverty. In general nutritional 
levels are below par. The base of the diet is the staple crop. 
potato, which is supplemented to a limited degree with food 
items not produced on the holding. Quineua is grown on most farms 
and does provide a valuable source of protein, but almost completely 
absent from the diet arc meat and other animal by products. 

Environmental health and hygiene conditions are likewise sub­
standarct, latrines are conspicuous for their absence, drinking water 
ds often contaminated by livestock and laundry details. and barn­
yard animals (especially guinea pigs) normally share livin~ 
space with household members. ~'tlnutrition, complicated by respir­
atory and digestive tract ailments present a bleak health picture. 
Contact with modern medicint- i$ minimal, and the use of folk 
remedies and consultation with local currers ':1re commonplace. 

FormCll educational facili 1 -~l con:; i.st of single room school houses. 
Non;-.ally they are staffed by one teacher who must handle a number 
of grades simultaneously. Didactic materials are in chronic short 
supply and even though the vast majority of the students are 
native Quechua speakers, all teaching is done in Spanish. Attrition 
rates arc 111gh; onlv an estimated three perce~te of the children 
enrolling ir. first grade complete the six year primary cycle. 
Further, absentee; -,m, owing to economic responsibilities of the 
children on t~e f3rm, also is elevated. 

There are several features of the sucial system whiLh merit comment 
because of l heir influellc(' ~)n risk management strategy. First, 
there is a considerable amount of intermarriage among neighboring 
families which emphasizes the importance of an reliance on kinsman 
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even though the extended household family is the basic social and 
economic unit. Second, social control at the local level is main­
tained bv the syndicate (union). The officials of the syndicate 
are all c('mm1!!1ity men of CC'I1S1(lt'rahle standing who have as one of 
their main responsibiliteis the task of int~r[acing with people 
(e. g., techn iCJ.1 assistance representatives) from the outside. In 
addition, their standing in thl' community enables them to exert a 
considerable amount of persuasive influence concerning the produc­
tive uses of farm land. 

B. Br-~ficiaries - Ecuador 

In Ecuador the beneficiaries will be drawn from two different types 
of small scale farmers: (1) indigenous communities in the highlands 
and (2) mestizo peasant groups on the coast. 

In the sierra estimates indicatc the "pure" Indians account for 20 
to 25 percent of the population and that Indians who are in the 
process of acculturJ.tion, yet still distinct from mestizos, con­
stitute another 40 to 45 percent. In many WJ.YS they are similar 
to the tJ.rget group in Bolivia. For example, they also have been 
subjected to social, political, and economic discrimination, form the 
base of the social pyramid in the highlands, are marginal to the 
national mainstream, and live under condltions of extreme poverty. 

The wide majority of native Quechua speakers (most younger adult 
men and some women have varying degrees of facility with Spanish 
wh~ have retained traditional cultural forms despite close proximity 
to the Spanish system. The basic social unit is the extended 
domestic household generally made up of children, parents, grand­
parents along with one or two other ~lose relatives. 

In the community households are tied to each other through kinship 
and compadrazgo (co-parenthood) bonds as well as reciprocal work 
exchanges among close relatives and mingas (community work details) 
in which all households are expected to participate. Internal 
leadership is provided by a socio-politicalcargo system according 
to which men gain prestige and authority by acts of service (espe­
cially organizing and financing community-wide fiestas) to the 
community. Under this system the governing body (cabildo ) is 
charged with oaintaining social order within the community. In 
addilion it fiil1ctions as an intermediary between the connnunity and 
the outside world -- screening out what is seen as harmful while 
facilitating what is judged to be beneficial. This system has been 
recognized as a ] egal entity by the Ecuadorian Government. It 
conf.litutes the lowest administrative level and is directly 
responsible to mayors (usually mestizos) who have jurisdiction at 
the parish level and who are appointed by the national government. 

Farming is _ principal occupation of the Indians and the conditions 
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under which it is practiced give a clear indication of the level 
of poverty. Land tenure has heen and continues to be dominated 
by a latifundio-minidundio dichotomy. Although disaggregated 
data for the .sier_ra is not available, extant countrywide information 
points out that as of 1968 over 75 percent (approximately 470,000 
units) of tne farms were less than five hectares and comprised only 
10 percent of the agricultural land. At the other extreme, 1.5 
percent of the holdings (about 10,000 units) were 100 hectares or 
more and accounted for 47 percent of the total farmland. Moreover, 
in 1968, 33 percent of the holdings (over 206,000) were less than 
one hectare in size--a figure which represents a four percent 
increase in the number of micro-holdings during a l4-year period, 
1954-1968. These data give a clear indication of the minute size 
of peasant holdings. And, as stated above, although the figures 
are aggregated for both coast and sierra, the overall situation is 
worse in the highlands where the hacienda system and associated 
features of a debt-peonage and tenant farming are most solidly 
entrenched. 

Among peasants tenure patterns vary from one area to another, 
but prominent "orms include privately mmed farms, sometimes 
combined with use rights to communal land, tenant farming, and to 
a limited degree participation in cooperatives. In almost all 
instances holdings are divided into a number of dispersed parcels, 
a situation that is a product of inheritance patterns which divide 
land equally among all heirs, and risk management that employs 
"vertical space" to take advantage of the multiple micro-environ­
ments existing in the highlands. 

Similar to other Andean small farmers, traditional production techniques 
are predominant. Tool inventories are limited to simple hand imple­
ments and few farmers are employing elements of modern technological 
packages such as improved seed v2rieties, fertilizers, and other 
chemical products. Credit programs, in most instances related to 
cooperative schemes, have been instituted in a number of areas, but 
have met with only limited success. Principal constraining factors 
include bickering among coop members, coltural dissonance between 
the credit promoters and the farmers, and cumbersome delivery systems 
which delay the transfer of credit beyond critical points in the 
crop cycle. 

Throughout the highlands, principal crops are tubers and grains. 
Given the poor quality of soil, rudimentary technology, and small 
farm size, yields are low. For example, in one typical valley 
in the northern sierra average small farmer yields for the three 
most important crops (corn, potatoes, and barley) are less than five 
quintales per hectare. The principal orientation of crop production 
is for subsistence, although there ii some participation of local 
and regional markets. The main factors constraining increased 
market involvement appears to be low production levels; hesitancy or 
fear of dealing with non-indians in economic matters is a real but 
less important matter. 
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Typically, ground crop production is complemented by stock­
,"aising--both large herd (cattle, shee:)) .:mi:r • .:lls .:lnd small 
barnyard (chickens, guine.:l pigs). The by-proJucts are directed 
toward the m.:lrket, but on an extremely limited scale; equally they 
serve as .:In insur.:lnce policy against financial crises or to meet 
family soci.]l obligations. 

In addition to the subsistence and l'1arket selling there is an 
extensive barter (treque) system among Indians. r!icro~nviron­

ment specific crops as well as cottage industry products (rope, 
pottery, wooden utensils) are traded in inter-community 
and inter-region networks. The barter, in addition to providing 
a mechanism for non-cash exchange of goods, assists in establishing 
and maintaining social networks (e.g., locating marriage partners) 
which in turn help maintain Indian culture as a distinct entity. 

Cottage industry, generally artisan work, and day laboring are 
widespread among the Indians and serves to augment income derived 
[rom the holding. Field laboring is undertaken both on local 
haciendas as well as large plantations on the coast. Even though 
working on the coast entails a seasonal separation [rom family, the 
higher wages ($2 dollars a day compared to $1.20/day) make the 
seasonal trip attractive. A typical pattern finds campesinos 
preparing and planting their own fields, migrating to the coast 
leaving the women to run the holding, and returning in time for 
the harvest. Further, there is evidence, albeit limited, that 
s~asonal work tr~ps are the first step of a permanent move of 
highland peasants to coastal areas. 

In the context of quality of life indicators (education and health 
and nutrition status) the small farmers in the Ecuadorian sierra 
rank among the most backward in Latin America. Available data 
indicate that the illiteracy rates for persons over 15 in the rural 
sierra averages about 50% while reaching levels of almost 90% in 
some areas with heavy Indian concentrations. For culturdl (parents 
misunderstanding nature of education and believing after a few weeks or 
months that everyti.· 19 necessary has been learned) and economic (cost of 
education and the labor countribution of children to the hol~ .'~s) 
reasons dropout and absenteeism rates are high. Further, it is 
estimated that 30 percent of school age children are not attending 
calsses for lack of facilities and trained teachers. 

In the health sector conditions are similarly below par. There is 
an acute shortage of health faciliteis and trained personnel in the 
countryside and cultural dissonance between the few medical people 
available (urban-raised mestizo doctors) and the Indians, as well 
as the persistence of folk beliefs and practices, curtail use of 
health facilities. 

Environmental sanitation devices (privies, piped \vater and the like) 
are conspicuous by their near total absence. During the 1960s the 
principal reported caus~s of death in rural areas were respira.~ry 
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ailments followed by infectious and parasitic diseases. There is a 
direct link between an unsanitary environment and all three types of 
illnesses. Finally, mortality rates among infants and young children 
(29 per 1,000 live births for tlle country - with the highest levels 
in the rural sierra) are among the most elevated in Latin America. 
To place :his figure in perspective, infant mortality rates in the 
United States are currently at about 3.5 per 1,000 live births and 
the ratio for Costa Rica and Mexico are 29 and 30 respectively. 
Generally in the rural sierra mortality was high at all ages up to 
five years, but one-third of all infants deaths occurred in the 
first month of life. An important contributing factor was that most 
births (over 80 percent) took place without the assistance of a pro­
fessional medical practioner nor the aid of untrained midwives. 

The peasants of the coastal area are generally more acculturated to 
the mainstream of Ecuadorian life than their counterpart from the 
sierra. Since colonial times the coastal peasant (montuvio) has 
spoken Spanish and has adopted the dress, customs, and behavior 
patterns of Spanish life. For example, the nuclear family is the 
primary social unit, and although in a given area households are 
linked through kinship and compadrazgo bonds, the ties are far less 
extensive. Absent are the reciproc~work exchanges and the minga as 
any day laboring which is performed is done for hire. Also absent 
is the informal leadership fiesta system as officials appointed by 
the national government attend to public administrative functions. 

Farming is the principal occupation, and even though agricultural 
units tend to be larger than those of peasants in the mountains they 
are nevertheless small. For example, in Los Rios and Gayas provinces. 
which c.onstitue a major portion of the productive areas of the coast, 
87 percent of all farms are five hectares or less. The principal 
crops (rice, corn, coffee, bananas and cac~o)are of the commercial 
varity, and although small farmers keep a significant portion of 
their produce for household subsistence needs, there is active 
market participation. 

As in the sierra, land tenure is dominated by latifundio-minifundio 
divisions. However, the manorial system was never as dominant on 
the coast and large landowners wield less economic and political 
power (on the coast such power has always been concentrated in com­
mercial and financial interests). Consequently land reform efforts, 
although not a complete success, have made more headway than they 
have in the mountains. Though purchase (AID Land Sale Guarantee 
Loan) played an instrumental role in tile matter, land invasions have 
led to an increase in private o~~ership, which along with traditional 
tenant farming, are the principal tenure modes of small scale growers. 
Cooperative landholding, a product of the Agrarian Reform Empresas 
Agricolas Program (partially financed by AID is the third major tenure 
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type. To date cooperative farcing endeavors have met mixed success. 
In some cases, production ~nd ffiarketing associ~ted activities such 
as the receipt of credit and technical assistance are being conducted 
on a joint cooperative hasiso In numerous cases coops have floundered 
for a variety of reasons including mismanagement, internal bickering, 
failure of governmen~ agen2ies to ~rovide tiocly technical assistance 
and credi t. In still other instances the COOD mechanism bas been 
used by "members (mostly former tenant farmer~ - many of whom are 
rece'1t immigrants from the sierrJ.) purely as a vehicle to acquire 
land. Even though nominally they are coops, in practice the land 
has been diviced into discreet parcels and is being farmed indepen­
dently. 

Research carriL< out 1n the C\lavas Riv..:r Eosin, J major agricultural 
area on t.he EcuLldoriLlll cOLlst, jOL;veLllcd heLlvy reliance on lrdditional 
farming methods. High CGst of inputs and relatively low levels of 
sophistication hinder the Lldoption of new farming techniques. 
Limited infrJ.structure (Llccess roads, irrigation, land levelling) 
ignorance concerning such items LlS proper dosLlges, Llnd appropriate 
application periods in the crop cycles concerning chemical products 
are widespread difficulties. The use of traditional techniques 
seriously affects productive capacity. For L'xarnple, data compiled 
in 1975 among riee growers on the coast revealed that farmers with 
five or less hectares using only limited mode~n inputs were pro­
ducing an average of 20 qulntales (hundred weight) per hectare, while 
those farms of one hundred hectares or more usinG substantial amounts 
of modern inputs were averaging close to 80 ql!lntales per hectare. 

Unlike the sierra there is very little cottage industry among small 
farmers on the coast. The principal off--farm source of income is 
generated by day laboring on local plantations. Wages average 
about $2 per day but the work is not full time or steady. At a 
maximum a field hand can expect four months intermittent employment 
for an entire year. Based on a six-day work week this represents an 
earning capacity of s/5,000 ($200. Research conducted in 1975 esti­
mates that entire incomes (farm and off-farm) for small farmer 
households in the Guayas River Basin to he about $900. 

Health status of the lowland campesino is as equally below par as 
is his highland counterpart. Infant and early childhood mortality 
rates, although generally lower, are nevertheless high - registering 
levels of 22 per 1,000 births, 23 per 1,000 hirths, and IS per 1,000 
births respectively in the lowland provinces of Los Rios, Esmeralda 
and Guayas. ~Ialnutrition, again, plays Ll key role in elevated rates 
of early childhood death. Data indicate that in coastal rural areas 
there are severe shortfalls in calorie intakL" as hoell as d.:of h ieneil's 
in calcium, riboflavin and niacin. A successful malaria eradication 
campaign has drastically reduced the incidence of lilis disease. 
However, the virtual absence of hygiene facilities, uncontaminated 
sources of drinking water, and general lack Dr proper envirunmental 
sanitation cause elevated occurrence~ of gastroenteritis, anemia, 
and pernicious diarrea. 
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• 

Concerning education, although disauresnted da(Ja is 48D.in unavailable, I 
the con.eniUS is that. although 8ub-standar~condltlons are ~n 
improvement o~er ~hose found in the highlands. Closer int2gration 
to natlonal lifestyle (e.g .• Spanish as the primary language. 
recognition of the value of education) is responsible for not only 
higher levels of adult literacy but also decreased rates of absen-
eeisa, dropout, and repetition in the primary grades. Finally, 

schools and teachers generally have b en more accessible on the coast, 
8 cond ition vhich is in part related to the fact that the small 
fa rmers are mestizos, .tot Indians, and therefore h.fve not been 
subjected to a social and economic discrimination as have the Indians. 

c. Beneficiaries - Panama 

In Panama th~ target zone is a relatively isolated (the first r oad 
\o'a s opened in 19"65) distric.t of Tonosi in the southern tip of the 
t\~uero P.eninsula. It is largely a cattle: herd in and rice and 
cCJ rn growing area. The social structure ( a two,}class arrangement 
fenturing 3. small elile and a 101 ~e casnnt mas~ determines t he 
land tenure system which ~.ns thef,lnt arable land of the area (1 2% 
of the total) in the control of a few large ca ttle ranches, while 
the majority oi tho! population is relegated to subsistence farming , 
with only limited market participation, on the less arable slopes 
of the surrounding mountains . 

Similar to conditions in Para ~tay, l and is privately owned and 
either worked out right or r ented. Also slmi~ar is the employment 
of traditionat production techniques and the fact that the authority 
over the uses to which land is put resides in the indivl~fal house­
hold. Finally, like Bolivia, production is geared for b th subsis-, 
tence and carket purposes. 

The frontier character of the area and the .fact that th3 bulk of 
the population £Ire recent immigrants froo many different parts of 
the country means that s tablw social institutions (churches. 
schools, voluntar y organizations) have ~et to take a firm hold; 
kinship and fr iendship networks are reduced in scope with a conse­
quent increased emphasis on the nuclear family in the social and 
economic sp~es. 

'JIhe Garge t popul3tion !JUI be dravn from among those households with 
per capita incomes of s ubstantially less t $1,000. Th~s group 
consists of (l~: farmers on plots of land b ween a e and e 
hectares whose produce is used mainly for subsistenco! although they 
do generate a smal l marketable surplus; (2) beef and/or milk cattle 
ranchers working parcels of land bet~een 10 and 100 hectares of 
degraded an(1 oversrazed land; and (3) small scale cattlemen with 
pdequate acreage of potentially product ive land (20-50 hectare~) 
whose level of technology keeps them below the target net income. 
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Available qualit~ of life indicators (education, health, and housing) 
further suhSLlI1ti.1tl' the i'll\'Crtv level of t:l,' recipil'nts. In 1970 
the :iVl'r.lg" ; 11 i tL'LH' \' r.J te 1::1011/:, Pl"1;)1 e "Vl'[ 1 0 years of al;L' W3S 
L.);: whi,'h "";l~; dPPfl)xi);];ltl'ly n' llig:wr than the n;;tion31 aVL'ra/!e for 
,ural p,'pul:lt :lll1. ;'ri:::'lry :'L'houi enrolll:1L'llt pL'rcentages and 
facl 1 i t i,,~;. :ilt~lO;jI',h not oU[>itanciing, 'He cllIT,jJarable with other 
nl:-;ll ZU:i~S. ';'h,' principal cduc<..tional l,rubler.l is the high adult 
ill i tCL!.':: :-.ltL' w;lich no dOUlH i~ ,:.:.used in p;Jrt by ~ regression of 
uncL' :itl~[JtL' pL'oj)le by }i\'i:1~~ in an L'nvironment which places little 
em;);:.J"is ,'n [L';)uin/-; ;md writing skills. 

H·:alth in;'rastrtlcture !'>L';'vices genL'rally are lacking. In 1970 only 
about 40 percent of births had modern medical attention - local 
curers and midwivEs are quite active. ~orL'over, less than 20 
percent 0: the dwellings had potable WJter while merely 26 percent 
had s.::mi":1ti,)il facilities. J.'jlo.:s~ figures, JS revealing as tbey 
:1r~, mask the disparity bL'tw~en the district seat (where conditions 
arL' n:uch bett~>r), and the ;,interland (where the target population 
resides). ThL' distr lct do(:s have a he31th cent~r st3ffed by 
professional and p3r;]profL'::.sion:l1s. ':'he center provides out 
patient clinic;]} services 3S well 3S immunization, injections, home 
visits, health education and environment",l sanitation counseling. 
However, although people fr,'''' tho.: outlying 3reas are r.rt excluded 
from the center, by :1nJ Llr/'.L' its Lise is limited t.o district residents. 
Therefore, if disaggregatcd data were available, conditions in the 
countryside would be shown to be far worse. 
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2. Risk ~nagement Mechanisms 

As can be seen ~ro~ the preceeding description of the target groups, all have 
a tenuous econocic situation mark~d by considerable risk and uncertainty. In 
~ll thn.~t? countries thL' farcers have dt.:vised a variety of mechanisms to ll'.anage 
the risk involvel! i~ small scale farming and the adoption of new technology. 
These ~cchanis~s can be divided into three categories or sets of strategies: 
(1) iJrodllClion; (ii) exch,lI1gc; and (iii) sociocultural. 

a. Production Strategies 

Productiun strategies are essentially diversification schemes and are carried 
~~t in a nu~ber of ways. First, ~cong all of the target populations in this 
;Hoject, p:-oduction is JlviueJ 1;1to t ..... o dor::ains, subsistence and market crops; 
failure in one area can be eased by success in the other. Secondly, a variety 
of subsistence crops (e.g. wheat and several varieties of potatoes in Bolivi~; 
jlotdtuL'S, broad bedns, corn in highland Ecu.:ldor and rice, and corn on the coast; 
:I:1J rice ,md corn in Panaca) are planted in order to spreac out th.:~ possibility 
()f tOl,d loss. This ;-;:-actice ie reluted to the dispersed field pattern and 
i~; :::,lrl" ;HcvaJL':1( in highland areas (Bolivia, Ecuador)than in lowland zones 
with even t,'rrain. The dispersed plots generally are located at different 
altituJes and tllcrefore in distinct micro environments. Farmers reason that 
pl,lnlin~ differ~nt rrops in the various ecological settings reduces the pro­
bdbilitv 01 Ll cocillele loss through some unforesee:1 disaster. A thir<.l strategy 
L'm;Jloyecl ie, si:Tlulla:lCOus p.1rticipation in several market systems. This strategy 
alo;o is ;;,or,' 'liJ;llic.JbJe fO thL' Bolivian and hibhland Ect)"cor target groups inso­
f.Jr as trw lllCll ,me r(',;il1ndl ::1:lrkt:t systems Clre far better e~;tablishecl in the 
Andes than in low1and ,Heas. The strategy here is to cre.:itl:' alternatives 
in ortkr tll finJ Lhe ::;ost : aV,1J"able sel.ling conditions and to avoid pricc 
lowerin;~ ,..;luts. Final.\', l"otLZl~~ industry (wool,Llnd Llrtisan production in 
Bolivia and i~L'u;I,:or), SeaSl)l~,i' W,l;:;L' lahar ,mJ the llse of native seed varieties 
;1:1d Ji.)~.~', :-.i111'\\': ~)L':-il.~I.:. ,';:-L' l'\,·ise u;;ed, i~ all thrl)l' countries, to reduce 
till' C:idLCc: :,jLL,l:' ~::\"ll\",",-.":~~:. small scale ;"ar:::i.n::;. 

Exchanhc networks, ~" ,:1 i:1 :::011ey and in ki;1d, bctHcen individuals and families 
facilitate risk red\!, _ ion by providing the farmer with alternative ... :ays of gaining 
access to scarce resources, goods, and services. These types of risk manage~ent 
devices are more prevelant Llmong the highland Bolivian and Ecuadorian Indians 
than the othcr target groups. Their ethnic homogenity and language, high r~tes 
of local marriage, communal land, extended families and ~n informal local leader­
ship of structure, provide favorable pre-conditions for exchange strategies. 
Examples of exchange vehicles include sharecropping, borrowing barter, and use 
rights to communal pasture which enable peasants to gain access to land. In 
a similar vain tools and seeds are borrowed with a tacit understanding to ceturn 
the favor when called upon. Finally, work bees (mingas),organized on the basis 
of either obligation of reciprocity or payment in kind, provide required labor 
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forct!6 at criti.:-al moments. The pattern typically followed in these exchange 
i6 that each household tries to maximizl' the nUr.Jber of trade-off possibilities. 
the rt!!iult is a "spreading out uf exch.:.mge networks ... hich in turn serves to 
cin1:::iZt' ris:-'. In Pan.:ll;.a ane lowland Ecuador the social institutions (no 
cOt:'.r:Jun;d lane, e:nrhasis on the household unit, no informal community leader­
shi;; structure and recent irr.rnigration of people trow ar.Jong different areas 
in Panama) uf the target group do not lend themselves to the use of exchange 
n~t ... ork mechanis:::s conse~uently few are in evidence. 

c. Sociocultural Strategies 

Sociocultural strategies include the kinship system, fictive kinsmanship 
(co~pajrozgo), and patron-client relationships. In almost all instances 
activity of tllese networks is based upon reciprocity - the tacit agreement 
to return a favor when asked. They assist in managing risk by providing 
a pool of people (in effect an ,:ssurance f'uarantee) which an individual or 
household can call upon to secure resources, goods, and services when needed. 

Simil~lr to exchange net'..Jorks the sociocultural strategies are most prevelant 
,.Hn()nl~ the Sil'rra target groups. Local intermarriage has created strong kin­
ship ndl-.'urks, the influence of the Church hence the compadre institution 
ha!-> been greatest in highland areas, and historical factors have made seeking 
a beneficient patron a chief menas of survival. 

1 n ;';m:J~,;1 ;JnJ COS:l] Ecu.Jdor significant recent immigation and closer identi~ __ 
fic<ltior. with Cu}tuLll p:1tterns of the national mainstreams preclude the eXistence 
of eXlensiv~ kin networks. Ceremonial ties (compadrazgo), although they do 
exist, ace nol of the same degree of importance as in Bolivia. 

3. C:onsLraints ;md Strategies 

Con~traints, real and pot~nti;Jl,which may affect the success of this project 
exist .1::10n;' .111 three.' target populations. Although they occur in distinct 
combiniltion~ ;Jnd with different degrees of intensity from one group to the 
next, :J level of generalization, with notable exceptions taken into account, 
can be J:l.:1de for ti1e target group as a whole. Likewise, strategies to deal 
with the constr.:1ints C;Jn he generalized once area-specific pecularities are 
accounted for. 

A primary general problem is the lack of data -- especially in reference to 
small far~s. Reli.:1ole information is either absent or insufficient about 
such releva:lt mattel:~ as ,ietermination of property rights, and classification 
according LO productivity, yield variation or crop loss for type and areas of 
farms over the long run, ctc. "~ere such data does exist it pertains to 
lar ger holdings. This f1l<~t coupled with the realities of rural infrastructure 
and the availability of credit and extension services, all of which is skewed 
to the benefit of larger farmers, could result in the project benefiting 
middle size holders rather than AID's prime target group. 
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The obvious strategy to deal with this situation is to select an area, on 
a pilot project basis, ~bout Wllich there is a minimally acceptable level of 
actuarial data. If no such data is available, consideration should be given 
to incluJing actuarial research on a limited scale in this project. 

A ~,c','om: ?otentLd ,'on:-:traint is the "sr;-,allness" of ,-;mall farmers. Available 
inf0r~atiGn (:0 differLnt data sets fro~ ~round the world, including several 
fro::', L,lti~l Ameri,:3) ;)()inteJ out that o\'vr 60~~ of the ~armers have holding 
.... hidl are ll':;s than one hect<1re in sL:e. Undoubtedly, in the Latin American 
cC;nll'xt, tilL':-;(: farmers are a major por::ion of the poor majority. Yet because 
c)1 their t:xtremely small holdings they r;',,1~" not have the capital to participate 
In a era? insurance program; nor, given their circumstances, may they see 
the utilit:: of it. 

7l1is issue can be managed by directing the ?roject form the outset at farmers 
,,,'ho, :11 though poor, are not necessarily a t the lmoJest echelon. The poor majority 
is not d :nonollthic block; it con,;lsts (1\ sllh-divisions and h.:1s.:1n element of 
strat.i;·ication. Jntl~rventi()ns C3.n he j;,aGe at different levels, and one of the 
determinin,; factors of the projected point of impact is the type of project. 
Preliminilry indications are that a crop insurance scheme requires certain 
prL'rC:l;llisiles of the t.:uget group (including sufficient land to facilitate pro­
duction for r.J..:.Irket) which r.J.akes its applicability to farmers with holdings 
below ,I l'L.'rtain SIze, say two hectares, problematical. Furthermore, several 
:i!t,dil'S hilVL.' note,; new technology adoption r.:.ltes are highest not among the 
:;I:lalJl.'st, one hectare or less, of farmers, nor among the upper levesl of the 
mi dJll' grllup, but Ll tiler among the lower elements of the middle group. In 
the ClJlltl':·:t of rdL.ll Latin America this element in most cases represents 
fd:-m,'r,; \"ith iiOlJings of bet\,'eL~n:2 and 10 hectares. As currently designed 
;:\llSt cl; '",,' t:l:-I~L'~ group r;',cmbc:rs "re v.'ithin this level, a fe,oJ in Panama exceed 
tLc ll;l:'l'r lir,lit, but the pOl,;r qU':llity pi the soil relegates their production 
to lwar sllb~iste:1LL.' :In;uunts. De:-;igninl~ the project to impact on farmers 
withi,l th::o c:ltegl1ry, \,;'nich includes a large sq,'TIlent of the rural poor, will 
L~\'rl,lsl' t::c, ;H()bdbi 11 ly ,1f ;)r,~ec t succcs~, ;,is these <He the farr.lCrs who 
,Ire pre-disposed to employ lechni~al innovations. For example, linking insurance 
with credit will bring into the system those farmers who have moved into the 
cd~h economy and who are more likely to use new technology, intensify operations 
or switch to a higher value, but more risky crop. The example of the success of 
these far~ers with insurance, credit and technology will not be lost on neigh­
boring farmers, other members of the rural poor. 

The thiro potential constraint is the cost to the farmer of the intervention. 
The project will entail claims payments and administrative expenses which must 
be financed, at least partially, by the recipients and could retard its accep­
tance. Field observations of various groups of Latin American campesions 
reveal that they are reluctant to make frontend payments for any technological 
input (including insurance) until they become convinced, usually through first­
hand experience, of its cost effectiveness. Moreover, project related research 
has reve31ed that for the small farmers to accept the idea it must be proposed 
to them in such a manner that it represents economically a "good deal". It has 
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to be demonstrated that within their (farmers) 0'Jl1 time horizon it will be 
beneficial. To be sure there are cultural factors which come into play, 
but r.Jrcly are they insurmountable constraints to purely economic decisions. 
The project must be designed in .such a wa:-, so that it is perceived by the 
far~ers as a good deal for them to be receptive to it. 

A fourth constraint is that the extension services required to manage an insu­
rance project arc extremely limited. In all three countries the extension 
co~pon~nts lack th~ appropriately trained manpower and technical and logis-
tic.11 supporl to ad0quatcly dispense with existing work loads. An insurance 
project · ... ,'\I1d ;)(:d to the burden of already overworked, understaffed under­
(ill~jlifil·J extension systems. Compounding the issue is the fact that exten­
siunist::; tend to grav.Ltate, for reasons of cultural affinity ilnd the promise 
01 ?!,vchulogical satisfaction through higher probabilities of success, toward 
working with larger scale farmers. ~ithout provisions for upgrading extension 
services a crop insurance project could contribute to increasing the ~aD between 
tbe poor and the less-poor in the countryside. 

A dL'vise tLl ,lVL'rCLlmC this problem is to upgrade the extension services in the 
dre.l to be alfl!cted by the project. Two avenues seem appropriate for accom­
;ll l';;Jing this ("nd. The first would be to enhance the quality of services 
through !,pec ialized training of existing agents. Al though this would improve 
their capabilities, it would not resolve the gravitation issue and therefore 
wuulJ be only a partial solution. A more complete answer would be to compli­
ment lhe training with staff increases. The additions would be crop insurance 
promoters; local leaders from among the target group (bare-foot extension 
agents) who have the confidence of the farmers in addition to knowing, from 
personal experience, the difficulties, priorities, and reservations which 
farmers havl!. 

A fiflll potential constraint is that, similar to the extension services problem, 
the availability of credit f:1cilities for small farmers is far bel'lw par. 
This issue will assume incrl',l!;ing imp'Jrtance if the crop insurance project is 
tied to a credit 5clleme. By and large credit programs in the region are asso­
ciated with cooperative endeavors. The history of such projects, in terms 
of small farmer participation and the credit institutions' ability to deliver 
sufficient amounts of money at appropriate times, has been checkered at best. 
\Hth such a background, the efficacy of credit via cooperatives for an insurance 
scheme is problematical. 

A reasonable strategy for dealing with this issue is to adopt the credit 
delivery mpchanisms to the locally accepted system. Fur example, research 
among Guatemalan farmers revealed that, although campesinos are not attracted 
by cooperative ventures which are based on communal activity (production, 
marketing, etc.), there is a higher incidence of participation in co-ops (e.g. 
Savings and Loan Co-ops) which require limited social commitments. In this 
particular instance, credit mechanism structured so that a minimal amount of 
so~ial obligationa were expected of the campesinos would fit already established 



local pattern'> and assure th(~ highest probability of farmer participation. 
A similar process of identifying preferred credit veilicles in the three 
target ~cographical ~reas can be used to determin~ whicll nechanisms will 
hdvi.: the highest II[ ,uability of success. 

T~e sixth :',H~ntial ,'I :ist.raint is L;,e rl";ll~.unal land holding ;~.:Jttern and 
cor:ununit\' led ','rship strlli:turl' I.·hirh ,'xist in Bo]h'ia. lkcdusP, under 
thest' , I rl:llm:, 11'1""':;' JL'tel"!"inations rE~)c<Jrdjnf, the prl j\lctivt' U5(;S of land 
are oiter. co: _ L'I',Ld r.w.tters and some memb('rs of t:·w ~rOll;> have ollt-migrated 
dlld art.: the[",:ore not physically present, t;lC decision-m.:?:ki:l~~ process to juin an 

insurancl' pr,)jt'ct may becoml' complicatt'J. 

A prc';,':rl'J stLltegy to comb.:Jt this potential problem i L,) direct the project 
t()I.',lrJ till' privately owned holding!,. Dccisio,lS making regarding l.:Jnd usage 
is consilio Llbly more simple in th,':iC GISl'S ;';1i("~1 in tl.';l s),oulLl ease the 
proce,;s l': incorporating farmers into the ,'Ulj'" t. F ,Jing this t.:Jctic, it 
will bl~ ::('cessary to identify beforchil T1d chl~ ,.;2ci:<Loll r[laking process, in cases 
of jliint ol.'I1ership, in order LO fadl irate fd:-mer participation. 

F~nallv, the project must be wary u; the social company it keeps, i.e., what 
kind of peoi,le intro(l.Jce it .:Jnt! in what light ,Ire:, they vll'wed by the projected 
bel1L'ficiill ics. Past abuses and failur"s, dS 'well as ethnic and social class 
dissonance, cause sm.:Jll f.:Jrmers to be wary of overtures of change .:Jgents, parti-
cularly governmellL representatives. In order [or the proje·,:t to be sl.f'cessful, 
ide .... lly it ~illl)\,ld he l;Junched in an areil where change agents have established 
gouJ rapport' .mJ have gained the c:mfid','nce of the [armers. At a minimum it 
should be at tempted in arcas where there is a neutral (non-negati\!e) perception 
o[ change agents by the projected bencflci.:Jries. 

A c()mplete description ,'f the ~otential bcneLits to be derived from the project 
;i j1l2drS ill Anr1L'x n.,,;('ver, there are several prob3ble advantages whose im­
portance req1:: ces th;, L they bl' previe .... ",i here. 

Princip~lly the s~12me .... i1: reduce the risk factor in~olved in adopt~ng new 
technology. Improved seed varieties, processed fertilizers 3nd other chemical 
product~, (common elemer.:.s of 11(, technolog.ical packages) often represent 
unknOI.'11, consequently r isk gl"h~'ilting f.:Jc tors to the :;I1I311 farmer. Under a 
crop-credit insurancl' scheme the f.:Jrmer k!loWS before pLllting t!~c size of his 
mini~u~ incc~e -- an Lmportant [actor given th~i~ tcnuoes econl":ic position. 
As ;.1 resul t ;1 major portion of th~ risk involved in small scale farmi::1[~ 

(especiallv in ac:opting new tecllllulogy) is transferred [[(1m the farmer LO 

tl1t.~ insurer. v,'ith risk minimized it is anticipated that .:Jdoption ratc!s of 
modern inputs among small farmers will increase. 

A second major benefit is the technical assistance provided by the project. 
Often :echnological packages require jncorporation of production procedures 
with which the farmer is unfamiliar and levels of sophistication with whi~h 
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he Is not dccustomed to operatin~. For example, to approach yield expectations 
hyblrd s,'(·d v;li'i('th~~, rcquin' strict .... ater control, appropriate applications 
oi fl~rtilizpr~;. ;mJ pr·;'!H'r dosages of herbicides, inse~ti('ides and the like -­
prilcti('L'~' in r.J.]1\\' ins[:'tnc" , compli,cated and :oreign to sr.',;111 farmers. There­
for,', rhl' ;':l'T\' ,lv,dlability of r.Jodprn inputs is not sufficient to improve pro­
d\ll'lion l.'v,'}s, l:LlOj1ctl'nt advise on technical matters is likewise needed to 
j lie rl:,J!,V lh,' l' ~ '!jilbi 1 i ty of SUCCi'SS. 

Fin.tlh. Ill. l'lq~"c ):roup~; will receive the bH''-'fits of the credit I :J;Jnnel 
' .. ;l.:,,'jj ' .. ;i: 1 ~),' ,'sLlhlishec t)y the pr.)ject. Processed fertilizer and other 
Cil\'l~:i",' ;',.,,!:Jcts, improved seed \'..)rities <In': infrafjtrllcture works Jl'c costly 
it",::::; ,':t,':: l:xI:L'edill~·. soall fan:ll:r bud;',,'[ capabilities. The availability of 
r.Jll.ll'lll ""l,'illlic;d inputs bl'C'urnes meanin~:.css unless smelll farmrers h:lVc access 
t,) ,'r"ti.!, This project will present an aven'H' for credit. As a point of 
Lh't il ,,;ill lll' based 0n an off,'r of ('r,~dit ll' clip farmers who then must 
aCl'L'pt LIIL' ~:-lsur_ln('l' ire order to qualify :or the credit. 

Th· 1Pl,',ld ,-:I(,ct 1.'; dependell: upon till' ,,'suIts of t 1:" pilot endeavors. If 
t:vdllJ.lliOll l'l'sults .Jrc positive among all three groups -- i.e., if crop-credit 
1n:.:".I:}o'l' pr,O\"':. to be a major ~;LJm\llus in rcclueing thL' risk involved in 
l'tl,lI1)',in)" pno.;uc,tinn sYlitl·ms, then future replications can be expanded to in­
l:ludl' Llft',vr i',rnllps t,f peasants. Furthermore, if it is found su(:ccssful with 
a !;j'l'l i; iI' typL' (:;L'( ,Jf characteristics) of small far;r:er, then :,ubsequent 
.:ffllrtS Cdn be di re,:ted only at that group, thereby avuiding unnecessary 
.... dstage. 

It is ant .dpatl'd Lhdt the project will impact equally on the men anti women 
ot thl' Luget ::r,lui', :\s d"scribed in other areas, tlw family is the basic 
:;d,'i,ll ,md 1.','Ill'.cJ:::i,: unit -- even though there are differing degrees of re­
IbllCC up,ln kinsmen. The' divisio;1 of labor within the small farming family 
is SUI';! 'ilat ,Ill mem!Jers who a:-,' physically able must make a labor contri­
lJl:tiol' t,) tile Hlilinten;t:;ce or '-;IL: househcld. With resp2ct to WOl:!l'n this 
means a l~ll complement I f child raising and domestic tasks in addition to 
active field cllores (preparing land, planting, and harvesting) herding animals, 
and oft, II running the :lCJusehold' s non-farm economic endeavors. In Bolivia 
tnere is a gr::1er.Jl t~"de;jcy for t;;,~ role women management ot the holdings 
to :lssume even gre.J te:- imp,)r tance because of farm employment pat terns and it 
is common practice for men to be away from the holding for extended periods 
(months) working as day laborers. In their absence women assume not on]y 
the responsibility of r\lnning the farm but often increased work loads as 
well. In light of these factors it seems safe to assume that women will be 
equally direct recipients as men of the risk reduction, technical assistance, 
credit and benefits of the project. 

http:uvalt.it
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D. !~onomic Analysis 

In its approval of intensive review leading to submission of this project 
paper. the DArc provided the following ~uidance for the preparation of 
the economic analysis: 

The I:1t('n~,;ivl' Eeview should att,: ;'L t' estahlish ir. the PP 
that crop insl.rancc will actl!,11,L' st:i,-,ulate the adoj)tiol1 of 
new ~arl:'. m;ln3~'.l·;;ocnt pr;lrticcs .1t'.d increase tot.:J.J production 
and that under LOe conditions the economic benefits of crop 
insurance C3n exceed its costs. 

Tn addition, the 0:\}-:\' instructed the project committee to consider the 
reliltionship and possible c('s~le~en[arities or tradeoffs of crop insurance 
I.'ith credit insurance, loan :::Ilarantees, interest rilte policy, price 
st.1bjli;~,ltiLlr. progr.:.1n~;, supervi~;(~d credit, ~roup Luning and other policie£ 
ane: ;Jcoi:rar.s which .:1ffect risk. 

In accord.1 ""L' with these' directh"ps the economic .:1nalysis "'hicl! :ollows 
will consist of three parts: 

i) An attenrt to Cju;mrih' the impacts of crop infiur.lnce on 
small f.1rnL'r technology il(;opt:ion, production and income 
(incluni:1g c3lcul.1tiol1s of internal rates OT r0turn); 

ii) A discussion of the impacts of crop insurance on other 
socL1l ob~ccti':,";; and 

iii) The relationship of crop insurance with other policy 
instruments. 

1. Crop lnsur3nce I::',;).1cts on Small Farmer Technology Adoption, 
Production and Income 

Introduction 

While the bulk of the analysis which follows revolves around the questi n 
of technology adoption, it is important to note that even in the absence 
of such adoption, ccononic benefits, in the broad sense of the term 
"economic," rna:.; still be substantial. Although this issue will not be 
pursued any further here, crop insurance can naturally serve other objec­
tives such as maintenance of income and (as in the case of fire insurance) 
protection against disastrous events. The reader should be aware, there­
fore, that since no pretense is made to quantify the "utility" associated 
with protection alone, the benefits of crop insurance which are discussed 
here are thereby understated. 
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The exi6ting er.:p::-Jr,ll bases for anal.ydng the ir-,p,]ct" of crop illsurance 
as a development [001 for snaIl i1rmer~ are extrer.:~lv linited. Although 
thert' 1s :1 relil,t:vely abundant ~,' pral~.re on c'rop insurance progr.1I'r~, in 
devclopin;', .'(:untries, thir; l:ter.,:ure fi111~, into t\o,'O categories: th~ 

purely descr:ptj\"(, and th,,: which is concl'rned with the techn:~al opera­
tion,,] :"eatu::-vs 0:' :'nsurance,l Thus far t::ere has bel'!: no an",lytical 
study (,' crop insurdnce as an instrument of development policy. To the 
project COr:!I:1ittee's knm ... ·ledge, the ,lllalysis I· ,Irted here is the first 
effort to l;',lantify the economic impliLtlti0n~; o~ a crop insura:'.ce program 
ir. devel ping countri(' 

The L:h"L'c of.; ~vtical :1pprll:lches allen to th, 'roject committee was 
rcstricev.! b',- ll, 1.'1ctor5. :i:'£;e, l!:C e;':"I'rie:',ce of developir,,' ,'ountries 
.... itl1 ,'nn j;',;ur<1r:c(' is limit, \-'h:',(':1 \"lrietv of deveh''''11l1' .'uuntries 
L<1v(' inern,i"ced l:rPi jn',\lranCL~ :'n s",' form, these pn'i'.l have tended 
to he restril'~l:d to limited crops for specific h,'~ilrds and oriented to 
inconh' l:iaintenance or pro!'(', t Lon against dis,lstr,' ,IS events rathr' than 
;l~; ;1 Pi)l!CV instrument to ir:,'uce t('chnoloi'i,", change <1nd incre2:'.ed . 
I' r. " ! I , .. I i v i I\'. Til,·" I I I~ e)," I' Ii.) 11 i,.., ~ ~ ,,), lr ", w t " J h "I . nl )' I~ 'I" I ,I' n. '" I,' i I It 
l I (Il' ill H III ;till' e " il I \ S e l' v e as d use I \I Ii', u J de f () I " III r I <I,".", 'j' III f' 'II( I III I I n r 

Second, there was no specified program propoRed for a specific country 
to which the analysis could be directed. Rat~,er, the econ0~f~ assessment 
had to b~ Jir~ceed to a generic crop insurance program. This was d major 
reason, il: fact, that the Mexican c",.orience was not choo..en as the COrnf'T-

stone lor the ,:malysls here. As it turns out, hOlvev,'!', the recomm('~~,Lltion 
to whil'i! thl! project committee ultimately came lS that the potent i \l eco­
nomic b,'nef i LS of an in,-;\\[;Jnce progrJi11 are highly sensitive to Lile insti­
tutionill fraI11C'''.'Ork in which it operat('~; and that the linkage of insurance 
with an ongoin h small farmer credf[ or extension program is the proper 
way to proceed. It is important to note that this is a conclusion not 
a premise, however. 

I. A reasonably comprehensive and current summary of crop insurance pro­
grams is provided by Vincent R. McDonald, "Crop and Livestock Insurance: 
An Aid to Small Farmer Development," International Bank for Reconstruc-
tion and Development. Rural Development Division, Working Paper No.2, 1975. 

http:techn.ha


-60-

In 11&1.' ,'.f t~ese restrictions, then, the framework chosen as the basis 
for eco!: .. Iic c.:1alysis was a cost-benefit study of an illustrative crop 
insurance program fl': ;\ "representative" small L.:1tin AIlleric,ln country. 1 

Specifically, ,"l simulation f small farmer behavior was performed in 
the prcse:1ce iii in the .:lbs.::nce of crop insurance and [he rest.:lts vJere 
then compared a~j analyzed. 

The point of dep;::;:-~lre for this .:lnalysis y,'as a linear jJrogramming model 
of small (annen, .!: the central highlands of Guatemala. 2 \~11ile this model 
1s naturally loca[~ "ll,,>.;)ecific, the farrr.ers in question are nevertheless 
not .It\'pical of many f.Jrmers y:ho are tlH t.::lrget of AID development 
.1!;~;islanrl'. Furthermore, as 1.'l' :;~·;:1'.l ~;ee, considerable sClbitivit:J analysis 
... ·,:.,s condu_'ted with this !:lodel to I'L·vide .:J. ran?.; of analytical conclusions-­
rather than onc 50]1' result which would be tre"C;lerous to extrapolate 
el sl'wlwre. 

The ]in~.II' prograc~ing ~odel sor\'ed two important functions in the assess­
ment of crop insurclI1ce progra-:s: to cstll'';lte the benefits attributed to 
i1 crop in:;l)r.Jnce program and ~o i,;enlify other impacts (for exo.mple, shifts 
in cropping patterns) which such a ::rogram may induce. The linear pro­
gramming model for Guatemala was selected in part because of its ready 
availability, but a more important rVilson was to have an an.:llytical tool 
for estimating henefits which permits decision making by farmers to incor­
porate simultaneously the choice of technology, the risk, and the influence 
of crop insurance. Although there are conceptual and empirical limita­
tjons to the linear ?rogramming model, it serves as a highly useful analy­
tic~l tool for simulating quantiLatively the impacts of a crop insurance 
program under a wide range of assumptions and varying values for key para­
meters. 3 

1. See Robert R. ~athan Associates, Inc., "An Economic Assessment of Crop 
Insurance for Small Farr.lers in Latin America," Report Prepared for 
the U.S. Agency for International Development under Work Order No. 17, 
AID/afr-c-1134. The bulk of the analysis presented here is taken from 
this study. 

2. See Robert ~i. House, nA Linear ProgralTIllling Analysis of Small Farms in 
the Central Hi?hl~nds of Guatemala," Draft Report, U.S. Department of 
Agriculture--ERS/FDD/SAIG, November, 1975. 

3. Computer programming assistance for the linear programming model was 
provided by the Surveys and Evaluation Unit of the U.S. Bureau of the 
Census. 
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A full exposition of the structure and conclusions of the Guatemalan small 
farmer model, as adapted for the purpose of crop insurance analysis, is 
clearly infeasible here. In what follows, therefore, a relatively brief 
SUIllI:4'lrY will he prEsented. For further detail, the interested leader is 
referred to the cor:plete report on which this sur.unary is based. 

The r.u:lter. .. 1Lw s:::all farmer linear prograr.1l'Jing I:'.o':el was adapted ;,,;. use 
in estimatin~ the stream of farmers' net incor..c over time, with and 
with9llt a (':-0j) insurance program. The model selects a set of c:rop activi­
ties- nn till; basis of expected yields, taking into account the farmer's 
working ra?ital,credit, market prices and risk considerations. Net in­
come is then calculated on the basis of the achieved yields which occur 
at the time the crop is harvested. In the without insurance case this 
is the final net income figure. In the case where crop insurance has 
been purchased; the farmer's net income is increased by the amount of 
any indemnities he receives. This process is repeated for each of ten 
years with the ",'orking capital constraint in each year adjusted when 
necessary to take into account the previous year's financ1al outcome. 

Wi:hin the context of the crop insurance model, linear programming provides 
a procedure for det~rmining the mix of crop technologies which would achieve 
maximum net income for the farmer, taking into account the risks associated 
with each alternative technology.) In evaluating each technology, linear 
programming compares the input resources required (for example, land, labor 
matl'rLlls) ""ith the farmer's ability or willingness to obtain the resources. 
\,'herl' the farmer is averse to the risk associated with a particular tech­
nology, the model will exclude the activity from the selection process 
even though it might be the most profitable. Crop insurance provides 
a means for loosening the risk restrictions within the model. Thus, de­
pendin~ on the cost of jnsurance coverage, the risk restriction maybe 
suf fici2ntl:' loosened so as to bring a formerly risky technology into the 
final soluti0n. In the context of the model, risk offers to the drop in 
yields that would occur in a so-called worst year. A high-risk crop 
activity is so named because of the large drop in yields that will occur in 
the worst year. 

1. See Robert R. ~athan Associates, Inc., 0r.cit. 

2. An &ctivity represents a different way of producing d crop and is 
usually distinguished by different types or amounts of reEource inputs. 

3. Technologies are differentiated by their use of fe.tilizer and machinery 
inputs with the lowest technology (1) using none, and the highest tech­
nology, both."Highe~'technologies need not be the most profitable. As 
a rule, though, higher yields are associated with higher expenditures--

and thus, more risk. 
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Other specific characteristics of the crop insurance model are as follows: 

1. t\ 1-3 hectare iar:n .... ,;\S selected for the crop insurance nodel. /\ 
farn: of this size was chosen bec\lase it represents the predominant 
farm size in the Central Highland. 

i1. 

iii. 

iv. 

, ., d 1 
I:. the r.;ode1, insurance coverage is reLHecl to rr.ean expec::ec ylE' ... s. 
Three levels .... ,ere used: 50 pcrcent--and, later,.',O percent and ]0 
percent of expected mean yields. 

For each specified level of insurance coverage, an insurance pre­
mium Cust is calcu1ateci solely on the basis of actuarial methods. 
It is assllmed that adrr,inistrative costs associatecl with an insurance 
program will not hl' horne hy the farmer. As such, the cost of the 
premium, over a sufficiently long period of time, will b~ equal to 
the amount of the inclemnities paid back to the farmer. 

The risk constraint function stipulates that the ratio of "worst" 
expected farm inc one to mean expectecl ~arm income must b~ greater 
than or equal to a prespecified level. Since a level of ]5 per­
cent generated solutions which closely approximated actually 
observed patterns of production in the Central Ilighiand, the base 
solution level was established at this value. Further analysis 
was then performed to test the sensitivity of results to this 
level. 

1. Preliminary r.rop··:)~ecific statistical anal)Jsis suggested that there 
are differences in the crop insurance potential of different crops. 
In the model at hand, therefore, only corn and garlic activities 
above the lowest technology level are in';ured. The reasons for 
relating insurance coverage to yields racher tha~ say, expenditures 
or credit, are discussed in the Nathan report. 

2. "1,.,·orst" expected farm incomes and mean expected farm incomes are 
merely line.Jr functions of "worst" expected crop yields and mean 
expected crop yields, respectively. 

The "worst" expected yield of a given technology .... :ithin a given 
crop is defined as the yield below which the probability of its 

occurrence is so small that it can he ignored as a likely possi­
bility. For this purpose, it is assumed that all catastrophic 
yields whose frequency of occurrence is less than once in ten years 
can be ignored. In the wIthout crop insurance case, it is this 
value which is embodied in the risk function. With crop insurance, 
it is the insured minimum guaranteed level. 
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This procedure thus reflfcts the nost conr.-on hypothesis i1)1 the 
vast literature on risk, n~~plv, thp fncu~-ln5s concept.' 
Accord1n¥. to this hypothesis, the sm.:lll f;;rner perceives risk 
in ter~s of avoiding a b3~ loss which will severely affect his 
consumption and ability to sustain his future income-earning 
capacity. This approach to risk is attractlve, particularly 
because of the intuitive ju~gnent that small farners who are 
close to a survival incone initially cannot afford the risk 
of outco::-:es which h.lVe a l·.i~h probi~bilitY3 for leaving them 
with incomes helow this survival minimum. 

Premium levels, me<1n expectec Yields, :'worst" expected yields 
and, for a f,iven YC'<1r, <lchieved yielcs4 are all derived from 
cross-sectional crop distrihutions. Strictly speakinh, of 
course, cross-section datil (~hich incorporate differfnces i~ 

managenent, in land quality, in planting dates, in timelines 
and quality of inputs, etc.) are inappropriate for accounting 
for the inter-temporal variations in the natural factors (such 
as weather) over '"hich the farmer has nr) control--artd whose 
adverse im;1act is precisely wh.:lt tbe farmer is bein'~ insured 
.:lgainst. The .:lbsence of rcrtinen~ time se~ies information 
necessitnteJ the usc of cross-section datn as a proxy, however. 
And given the illustrative nature of this exercise (as opposed 
to providing a firn justification for a specific crop insurance 

scheme), the use of such a proxy does not appear to b~ misplaced. 

It is also important to note that yield distrib'Jtions for onl~ 

year prob.:lbly are greater than could have been brought .:lbout 
by natural factors alone. To the extent that this is true, 
their usc in estimating the cost of insurance prograi.!s would 
result in .:In overcstimate--which may not be inappropriate for 
a first approximation. 

1. Two good summaries of the literature on risk and the small farmer are 
Sara S. Berry, "Risk and the Poor Farme::.," Draft Report Prepared for 
the U.S. Agency for !nternational Development, November, 1976: and 
Development Altern.J.tives, Inc., "Small Farmer Risk-Taking," Report 
Prep.:lreci for the U.S. Agency for International Development, June, 1976. 

2. See ibid.; .:lnd Jean-~farc Boussa-::-d .:lnd ~fichel Petit, "Repres~ntation 
of Farmers' Behavior under rncertainty with a Focus-Loss Constraint," 
Journal of Farm Economics, XLIX (~overnber, 1967), 869-80. 

3. This behavioral assumption is of course an assumption. For an example 
in which this assumption does not apry~ar to be justified, see James A. 
Roumasset, Rice and Risk: Decision Haking among Low-Income Farmers 
(Amsterdam: North Holland Publishing Co •. , 1976) 

4. Achieved yields were randomly selected with probability proportional 
to their frequency of occurrence. 
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Estimation of Benefits _of __ ",.~--..._<_ .. __ . ______ ~_ 

The results 0f the ~ro~ insurance model. suggest lhat crop insurance can 
be quite beneficial in stimulating technology a2option an~ increases in 
production and incoIT,e levels of small farmers. Tn Tables 1,2 and 3, the 
results of the base solution are summarized for t:1(' with- i!~lJ wi.thnut­
lr.SLr.:m(t' cases. Tal~les I and ~ give net income hy crop acth'ity for 
cc.,'L nf t.::r, Vl'iJr!;. The Expected net income row refers to the incof.1e 
,1:1t i: i ;'atcd by the f"rmer on the basis of historical or expected yielcs. 
The second :ow, aJjusted net income, is thE net income from crop production 
actually rCd:izeJ. The insurance indemnity app~ies to insured farmers 
,md refers to claims paid to farmers as a result of actual yields falling 
below tl.e minimum guaranteed. The last row, net income, is the sum of 
~djust2d net income and insurance indemnity, if any. Table 3 presents 
d ten year :iUImTlary uf net income by crop and technolog~' clas=,. 

In the without insurance case, the farmer's crop activitv mix as selected 
hy tht:' T:IOLej, consisted of corn--technologv 2 (0.68 hectare), i:1 r erplanted 
corn and beans--technology 2 (0.18 hectare), wheat--technology 1 (0.45 
hectare), and land rented out (0.49 hectare). ~ith crop insurance, the 
~ro~ activity mix changed to the following"corn--technology 4 (1.44 hectares), 
bean--technology 1 (0.18 hectare), garlic--technologv 2(0.036 hectare), 
~heat--technology 1 (0.Q72 hectare) and land rented out (0.07 hectare). 

7he shift to corn--technology 4 and parlic--technology 2, ~hich are rela­
tively high-risk crop activities, was the result of a reduction in the 
farmer's risk aversion b~ought about by the availability of crop insurance. 
The insuring of the high-risk crops provided for a minimum guaranteed vield 
which served to red'lce the risks of corn--technology 4 and garlic--techno­
logy 2 to a level comparable with the other lower-risk crop activities. 
The result of the shift for the ten-year period is a sllbstantially increased 
net income (04169 to Q1534, a difference of Q2635 -- where Q1 = $CS 1 ). 

A comparison of the actual achieved net income for both cases (Figure 1) 
shows that in six of the ten years, actual income was above expected income 
while in four it ~as below, a not unusual result. Further, for the total 
ten year period, achieved and expected net income were approximately the 
same ((11534 vs. Q1545 [or the without i:Jsurance case and Q4l69 V5. Q3862 
for the with insurance cdse). 

Although it is r,ot known what minimum level of net bcome the f"rr:'.er requires 
to cover unavoidable consumptio:1 and workin~ capital expcllses, it can be 
seen in Figure 1 that under the without insurance case in two years (6 and 8) 
net income was only Q8 and Q18 respectively. For the insurance case, there 
are several low-income years in a row (6,7 and R), however, they are above 
the lowest year of the without insurance case and are cushioned by five pre­
ceding years of above-average income. 
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Ta_lc 3 ~otal Net Income 

Crop activity 

Beans 

Corn 

Corn/Leans 

Garlic 

Potatoes 

\oJheLl t 

Total 

Beans 

Corn 

Cc.rn/beans 

Garlic 

Potatoes 

Wheat 

Total 

(quetzales per farm) 

1 

287 

287 

80 

46 

126 

Technology 

2 3 4 

Without crop insurance 

1,024 

224 

1,247 

t-?:i. th crop insurance 

3,459 

583 

583 3,459 

Difference (with/without) 

-161 -664 3,459 

Total 
Crop 

1,024 

224 

287 

1,534 

80 

3,459 

583 

46 

4,169 

2,635 



Table 2 

Crop 
activity 1 

Corn P23 

Expected. net income 95 
Adjuster} net income 103 
Insurance indemnity 
Net ir.come 103 

Corn/beans P23 

Expected net income 21 
Adjusted net income 22 
Insurance indemnity 
Net income 22 

Wheat Pll 

Expected net income 39 
Adjusted net income 80 
Insurance inderr.ni ty 
Net income 80 

Total for all crop 
activities 

Expected net income 154 
Adjusted net income 205 
Insurance indemnity 
Net income 205 

---------

Net Inco:ne by CroiJ Clnc1 Year I wi t.hout Crop Insurance 

(Quetzales per farm) 

Year 

2 3 4 5 6 7 8 9 10 

95 95 95 95 "95 95 95 95 95 
229 166 166 166 -24 4 -24 198 39 

229 166 166 166 -24 4 -24 198 39 

21 21 21 21 21 21 21 21 21 
49 36 36 36 -4 2 -4 42 9 

49 36 36 36 -4 2 -4 42 9 

39 39 39 39 39 39 39 39 39 
-15 10 -6 80 36 53 10 2 36 

-15 10 -6 80 36 53 10 2 36 

154 154 154 154 154 154 154 154 154 
264 212 196 282 8 59 -18 242 85 

264 212 196 282 8 59 -18 242 85 

Total 

.949 
1.024 

1,024 

208 
224 

224 f • 0-
f 

389 
287 

287 

1,545· 
1,534 

1,534 



·Table 1 

Crop 
activity 

Beans P12 

Expected net income 
Adjusted net income 
Insurance indemnity 
Net income 

Corn P42 

Expected net income 
Adjusted net income 
Insurance indemnity 
Net income 

Garlic P22 

Expected net income 
Adjusted net income 
Insurance indemnity 
Net income 

~Jheat I'll 

Expecb:!d net i nCGme 
Adjusted net income 
Insurance indelllnity 
Net income 

Tolal for all crop 
-J. c t is i tic s . __ ._----

Expected net income 
Adjusted net income 
Insurance indemnity 
Net incorr.c 

Net Income by Crop and Year, with Crop Insurance 

(Quetzales per farm) 

Year 

1 2 3 4 5 6 7 8 9 

10 10 10 10 10' 10 10 10 10 
22 8 -11 18 -6 6 15 -1 11 

22 8 -11 18 -6 6 15 -1 11 

322 322 322 322 322 322 322 322 )22 
444 604 604 604 444 -47 -47 -47 1504 

62 62 62 
444 604 604 604 444 14 14 14 604 

48 48 48 48 48 48 48 48 48 
30 -22 149 122 4 43 -22 30 136 

31 5 31 
30 10 149 122 10 43 10 30 136 

6 6 6 6 6 6 6 6 6 
13 -2 2 -1 13 6 9 2 

13 -2 2 -1 13 6 9 2 

386 386 306 386 386 386 386 386 386 
510 588 743 743 456 8 -45 -16 750 

31 5 62 93 62 
510 619 743 743 4 G1 69 48 45 750 

10 Total 

10 102 
18 80 

18 80 

322 3,217 
112 3,27.4-

18~ I 
CI' 

112 3,459 ...... 
I 

40 481 
43 515 

68 
43 583 

6 ·62 
6 46 

6 46 

386 3,862 
179 3,915 

253 
179 4,169 
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For the insurance case, indemnities were paid in five out of the 
with the lowest payment being Q5 and the highest Q92 (Fi.gure 2). 
years (2 and 5) indemnities were paid out even though net income 
average. This was because one of the insured crops (garlic) had 

ten vears, 
In two 

was above 
very low 

y1elos even ""hi le ('('Tn W3S e!1joying bctter than .1 ... ·cr:rgc yenrs. In tenr.s 
of the relationship between premiums and indemnities, in seven years in~emnitles 
were less than ;1rerniums, ""ith the result that reserves were accurr.ulated for 
handling future disasters. As a percentage of net incoree, indemnities were 
only 6 percent of the t0tal for the ten-year period. 

The premium ?aid by the farmer, which included only the actuarial cost, 
was Q5l per year (Q44 for corn and Q7 for garlic). These insurance costs 
amounted to 18 percent of working-capital costs for corn--technology 4 and 
43 percent for garlic-technology 2. 

As a whole, the base solution re~ults of the model suggest that the develop­
ment potential of crop insurance may besubstantial. Such a favorable prog­
nosis must, however, be gL.drded for three reasons. First, there are a 
number of institutional assumptions implicit in the modeling exercise itself 
to whi~h we sh.ll be returning below. Secondly, one must be wary of drawing 
infuences from one sole solution which is naturally a function of a set of 
key pararr.eters. And thirdly, it is possible that the positive impact of crop 
insurance can only be achieved at unbearably high social cos~. 

In an effort to determine the sensitivity of the crop insurance model to 
parameter specifications, a number of alternative runs and tests were per­
formed. As a rule, the upshot of these activities 1s that crop insurance 
benefits continue to he high. Nonetheless, two cautions must be noted. 
First, the level of co!erage must be geared to the degree of small farmer 
risk aversion: if coverage is low, there may not be sufficient incentive 
for the farmer to switch p~oduction practices. This clear y implies the 
need for small-scale experimentation before entering into a program on a 
massive scale. Secondly, in the model a policy of tighter credit 0 a 
reduction in working capital funds will force the farmer to cut back land 
in production. As restrictions become more severe, there is eventually a 
shift to the less expensive and less profitable crop activities. Although 
this applies to both the without and with insurance cases, the impact is 
greater on the latter because of the higher credit and capital requirements. 
A drop of 1 percent, for example, in credit in the with insurance case 
resulted in net income falling 0.8 percent while in the case without insur­
ance the same percentage drop in credit resulted in only ahout a drop of 
0.3 percent in net income. The implication, therefore, is that inadequacy 
of credit availability may well jeopardize obtaining the full potential of 
a crop insurance program. 



FIGURE 2 COMPARISON OF PREMIUM COSTS VS. INDEMNITIES 
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Cost-Benefit Analysis 

The advisability of launching a crop insurance program 
naturally hinges on a comparison of its benefits with its 
costs. Ir. urdt:!r to t:!stimate such costs, the dimensions 
of an insurance program first need to be specified. Since 
this study is not directed to any specific proposll for a 
crop insurance program for any particular countrv, it is 
therefore necessary to define an illus~~ative program. 

The two pri~cipal dimensions of a cro~ insurance program 
are its initial base of coverage (how many farmers will 
participate) and the rate at whic~ coverage expands OVer 
time. In defining these dimensions, the following assump­
tions were made: (1) the crop insurance progra:n is set in 
a small Latin American country; (2) the program would be 
directed principally if not exclusively to small farmers; 
(3) the prograQ would be linked formally to (or De dependent 
upon) an established agricultural service already reaching 
small farmers, such as a supervised credit program; and 
(4) the program would be initiated on a pilot basis in order 
to test operating procedures and the response of the farmers 
and to gain experience before launching into larger scale 
coverage. 

The crop insurance program which was specified is relatively 
mode!;t in size (in terms of participating farQers) and rate 
of growth over time. The number of participants by year 
and the corresponding economic costs for the illustrative 
program are shown in Table 4. 

The specified crop insurance program has an initial veer 
designated for design, preparation and organization of the 
program. In many circumstances a two to three-year design 
and prp.parat~on period is likely to be required and a 
separate internal rate of return is therefore computed under 
this assumption. There is also a on~-vear pilot progra~ 
involving only 250 farmers; a longer testinq period may be 
realistic and the number of farmers in the pilot program 
could vary widell from that specified here. 

The economic ccsts of a crop insurance program include 
start-up costs, ongoing management and administration costs, 
and (potentially:' reserves. The costs shown in Table 4 are 
only approximations; and mainly fJr this reason, the cost 
parameters are adjusted under alternative computations of 
the internal rate of return. 
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Table "-~ Program Specification and Economic Costs 
for an Illu~trative Crop Insurance Proqram 

Economic Cost per 
Number of costs participant 

Year participants (U. S. dollars) (U. S. dollars) 

--
a (preparation 

for startup) 50,000 n.a. 

1 (pi lot program) 250 160,000 n.a. 

,/. 1,000 275,000 n.a. 

3 2,500 350,000 140 

4 3,500 370,000 108 

5 5,000 380,000 76 

6 7,500 39(',000 52 

7 9,500 400,000 42 

8 12,000 Ino,ooo 34 

9 14,500 420,000 29 

10 17,000 430,000 25 

n.a. = not applicable 
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StArt-up costs are difficult to estimate and ultimately 
reflect best iudgments. Administrative costs are estimated 
through a combination of determining staffing requirements 
for a program having up to 2500 participants and an uoward 
ajju~tm~nt of the cost experience of the Mexican crop 
insurance program. :-inally the opportunity cost of holding 
reserves in highly liquid form is not estimated directly 
but a separate i~ternal rate of return is computed by 
increasing basic costs by 25 percent, with this inr;rease 
serving as a proxy for reserves held in this manner. 

The basic indicato£ employed in this analysis to measure 
the overall economic profitability of a crop insurance 
program is the internal rate of return (IP.R), i. e., the 
dnnual interest rate at which the stream of costs, converted 
to present value, equals the stream of benefits, als.) con­
vert~d to present value. The base case for these calcula­
tions corresponds to the nase solu~ion of the linear 
program~liing model discussed above and the base set of costs 
outlined in Table 4. In this instance, the IRR turns out to 
be 184 percent which is high by any standard and thus 
suggests that lnvestment in a crop insurance program is an 
appropriate allocation of scarce public resources. Once 
again, however, some notes of caution are in order: 

~ The insured activities in the crop insurance model 
are significantly more profitable than non-insured activities. 
rhe extent to which this situation is generalizable is 
naturally debatable. 

iL The crop insurance model assumes that farmers without 
insurance do not adopt higher technology activities through­
out the ten-year period. This may be a reasonable assumption 
in some circumstances bu~ the presence of other effective 
agricultural services could, in time, lead to adoption of 
higher-productivity technologies. If this were true, then 
the benefit of crop insurance is the earlier adoption of new 
technology than would otherwise be the C2se. 

iiL The model also assumes that c~op prices remain 
unchanged. In some regions a significant increase in the 
production of a crop may result in lower prices, thus reducing 
the level of benefits. 

iv. The base solution assumes single specific values for 
such key variables as level of insurance coverage, program 
costs, farmers' risk aversion, credit availability and 
working capital constraints. Hence to the extent the IRR is 
highly sensitive to these values, so too is the economic 
advisability of an insurance program. 
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The interesting outcome of a variety of sensitivity analyses 
performed on the values of these variables is that while 
the value of the or~ginally calculated IRR ~hanges consi­
derably in percentage terms, crop insurance is clearly 
economIcally viable under a broad range of operating assump­
tions. In the vast majority of the cases considered, the 
IRR is 50 percent or more and as in our discuGsion of benefits 
above, the one major exception occurs when the level of 
insurance coverage is too low r=lative to the level of farmers' 
!"isk aversion. 

v. Lastly, and most importantly, the benefits attributed 
here to a crop insurance program are ccnditioned on, and are 
in fact partly a function of, other programs as well. To the 
extent that additional services must coexist wi~h insuranc~ 
before farmers are dble to adopt more profit,d,le technologies, 
then the IRR overstates the economic return dttributed to 
crop insurance alone. This problem of isolating a single 
input where complementary inputs (joint costs) exist is common 
to many agricllltural-related programs. 

It m~y be useful to outline examples of such services. Farmers 
must first of all have the technological information which is 
relevant to their needs. Secondly, the timely availability of 
modern inputs is essential if this information is to be 
translated into practice. Credit mus~ also generally be 
available to purchase these inputs. And finally, channels 
must exist for the farmer to market his increased production, 
particularly in the case of perishable crops. 

It is naturally beyond the scope of an insurance program to 
provide all these services -- although it may not be unrea­
sona~le to expect such a program to be efficient in the 
performance of the extension function. The point, therefore, 
is that crop insurance can not be introduced in a vacuum. 
The institutional context in which an insurance program 
enters is thus a critical question. Indeed, this is all the 
more so when one takes into account the variety of operati )nal 
programmatic considerations associated with crop insurance 
proper whIch are discussed elsewhere in this project paper. 

In summary, then, the analysis reported here strongly suggests 
that crop insurance has substantial potential as a development 
tool. The analysis does not, however, layout a blueprint 
for proceeding directly to large scale operations. Experimen­
tation with operational and institutional arrangements is 
~learly called for before such a step is taken. Hence small­
scale pilot operations appear emiuently justified. 
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One final note: As part of the process of deterrn~ning the 
potential economic viability of crup insurance, the standardl 
recommendation was incorporated that anmi~istrative COSts 
of the program would not be borne ty the farmer -- and, thus, 
that the program would not pay for itself. It may be useful, 
therefore, to place the relationship between economic and 
financial viability in some perspective. ~here is a tendency 
to consider commercial, or financial, viability of a crop 
insurance program as an essential feature, much as with a 
credit institution. This need not be the case. As long as 
the national economic benefits of an insurance program are 
positive, the financial viability of the institution operating 
the program is of secondary importance. Indeed, the structur~ 
of premiums and indemnities should be guided principally by 
the objectives of the program (increased productivity through 
adoption of higher technologies) and the target group (small 
farmers), rather than by the financial soundness of the 
managing institution. 

2. Crop Insurance Impacts on Other Social Objectives 

The introduction of a crop insurance program will have a variety of economic 
impacts which are not reflected in the results of the cost-benefit analysis. 
These include impacts on employment, foreign exchange, saving~, income 
distribution and availability of capital through credit insti. ~~ions. Most 
of these impacts are likely to be positive in character, thOUg:l there can 
be negative economic implications as well. 

A common characteristic of these impacts is that in absolute terms they 
tend to be small, despite significant relative changes (such as the per­
centage increase in employment). The reason is that a crop insurance ?ro­
gram of approximately the size specified in this analysis involves a very 
small share of farmers in economies where agriculture remains an important 
seCL0r. The impacts of insurance coverage for 20,000 fa' 1ers will necessarily 
be small in comparison with the broader universe. The smallness in ahsolute 
terms, however, should not obscure the evaluation of the impacts no~ the 
recognition that most of the impacts are positive. 

1 P.K. Ray, Agricultural Insurance -- Principles and 
Organization and Application to Developing Countries 

(New York: Pergamon Press, 1967), p. 286. 
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tion of labor. Results from the crop insurance model 3ffirm this conclusion, 
with the average annual nu~ber of days of labor for the typical farm 
increasing from 110 withollt insurance to I~O with insurance, or an increase 
of 64 percent with crop lnsur,lnce. ~!uch of this labor if' in the for:n of 
increased utilization of family labor, but some is hired labor as well. 
v.'hile the ?ercentage increase in labor requirements is substantial, the 
absolute ~umbers are small even in the context of a moderate-sized country 
such as Guatemalu. '~,le smallness of the absolute numbers, of course, is 
a function of the size of the program's coverage. l 

To the extent that a country imports or exports agricultli'Cal commodities 
and is dependent on imported inputs to increase agricultural ?roduction, 
a crop insurance program will have an impact on that country's balance 
of payments. Increased production atLributed to crop insurance may induce 
input imporl:ation, substitute for corunodity imports or increase commodity 
exports. The net effect will depend on the particular crops insured and 
the composition of agricultural trade. 

A crop insurance ~~ngram can affect savings in a number of ways. First, 
the increased incor:1e generated by the participating farmer as a result of 
crop insurance will most likely yield an increase level of savings by the 
farmer. Just how much additional savings are generated depends on the 
marginal savings rate and the size of the crop insurance program. To the 
extent that income is transferred from the gcvernment to small farmers by 
means of the crop insur2nce program (This will be discussed shortly.) and 
if the marginal savings rate of the government is higher than that of parti­
cipating farmers, the savings impact will be correspondingly reduced. 

Crop insurance may also assist in channeling savings by placing a floor on 
the income of farmers. ~Ton in the most disastrous year. Without crop 
insurance farmers would tend to hold (hoard) their savings for such disas­
trous years hut with crop insurance they may be induced to place part of 
their savings in some other form (bank deposit, government bond, coopera­
tive savings account, etc.) 

Savings may also be created if premiums paid by ~nrmers exceed indemnity 
payments, resulting in the establishment of reserves. Thee:&> reserves 
represent financial savings which are available for rei~~estmen~ elsewhere 
in the economy. \fuether such reserves will be established, and j{: so, 
how large they will be, dependb on the relationship of premiums ant' indem­
nities over time, which is in turn a function of nu~erc~s variables (act­
uarial base of the premiums, actual yields, etc.). 

1. It is recognized that r.rop insurance r~y not al~3ys reneratc incre~sed 
employment. With the size of farms and technology choices utilized in 
the illustrative model, howev~r, one would not anticipate displacement 
of labor. 
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If the principal participants in a crop insurance program are small farmers, 
and if they are part of the low income stratum of the country, then a cro? 
insurance ?rogram will have a positive impact on the ~istribution of income. 
This impact takes place two ways. First, and more importantly, croJ: insur­
ance enables the average participating farmur to increase his income, not 
through indemnity pa~~ents but by encouraging tim to move to more productive 
technologies ... ·hich yielc higher income. The results of the crop insurance 
model illustrate how the income of a small farmer can be significantly in­
creased. 

Income distrlh~tion also cccurs through the likely financing by the govern­
ment of adninistrative and related costs. Since these resources are probably 
general revenues, with the bulk of taxes beinE generuted from the middle 
and upper inco~e strata, the beneficiaries are the farmers; in effect, they 
are relieved of a cost which they would otherwise have to incur. The sam~ 
redistribution effect would occur should the bovernment also pay for part 
of the premium. As one can see from the illustrative crop insurance pro­
gram, the transfec~ing of income through government financing of the pco­
gram is small in comp.1rison to the changes in the income of farmers·l i 

One of the reasons frequently cited for banking and credit institutions 
not serving small farmers in de-'eloping countries is the poor repayment 
l'ecord of small fanners. This in turn is often explained by the limited 
financial capacity of small farmers; if hit by a poor year they do not 
have the resourres to repay their loans. For a government sponsored 
credit inslitution. created specifically to serve small fanners because 
other ins(itutions will not, a large proportion of unpaid loans attri­
butable to poor harvests in anyone year could lead to partial decapi­
talization. This in turn would mean either a curtailing of ~redit in 
subsequent years or a replenis;l~,ng of the institution's capital base. 

It is reasonahle to ex!'cct t~i1t the availabil·:tv o~ cr:l\l ;nsl,rAnCf', 

particularly if linked formally to credit, will avoid the ~ecapitali­
zati(1TI probleJ:l. I\t the sam2 time, the availability of crop insurance 
may induce other (private) banking institutions to move into or increase 
their lending for agricultural purposes and specificall\' to small farmers, 
which in itself would have a positive effect. 

1. There may also be countervailing income distribution impacts. For 
example, if crop insurance takes the form of insuring credit, with 
the insurance pennitting higher returns to the suppliers of credit 
(because of reduced defaults, lower administrative costs, etc. ), 
there will be a corresponding transfer of income to the O~lers of such 
capital. 

http:replenish.ng
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Crop insurance may have other impacts as well.2! On the positive side for 
example, incr~ased production could lead tOdeclines in consumer pr1c~s and 
insurance could enable the 80v.'rnment to avoid large and unexpected fiscal 
transfers in the event of serious crop failures. On the other hand, incomes 
of noninsured farmers could fall as a result of p~ice declines and crop 
insurance, like a pricL support program, could lead to distortions in the 
allocation of resources in an economy, particularly if insurance is pro­
vided for only selected commodities. T:le extent to which resources would 
be allocated in a different way from what would be the use with a well­
functioning market is difficult to estimate, however. 

3. ]?ela tionship of Crop Insurance with Other Policy Instruments 

Crop insurance is unique as an instrument of agricultural development 
policy in that it is geared directly to alleviating the risk associated 
with natural factors in farmer decisionmaking. Hence crop insurance 
gen~rally plays a complementary role to other development tools. In 
light of the analysis above input provision, credit and marketing services 
are obvious examples of this. This is also true for other instruments 
as well, even thour,h they may appear to be substitutes at first blush. 

In this section, the three policy tools most frequently suggested as crop 
insurance suhstitutes will be briefly examined. For a more detailed dis­
cussion of these tools and the complementarity/competitiveness of other 
policy instruments, the reader is referred to Annex B. 

i. Price. stabilization programs, like crop insurance, do address 
farmer risk aversion and do have production impacts. The risk 
to which they are directed, however, is the danger of price de­
clines, whereas crop insurance addresses the other major component 
of risk, namely, yield losses. The two tools are therefore 
clearly complementary. As a rule, however, there are differences 
in their extent of impact: Price stabilization programs generally 
have broader macro~conomic effects whereas cro~ insurance can 
be targeted more directly for income distribution purposes. 

2 For a rather extensive catalog of potential positive benefits, see 
Annex B 
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ii. Credit insurance, as distinguished from crop insurance and crop­
credit insurance, is designee to protect lending institutions 
alone. The farner is not protected. His loan is not forgiven 
but is transferred to the insurer. If the loan is for~iven, 
then, by definition, we have a form of crop insurance. It is 
also important to note that for credit insurances to be efficient, 
adequate premiumsmust: be charged and controls must be introduced 
to monitor farmers' operations at the farm level these features are also 
critical to the workjngs of a crop insurance program. 

iii. Finally, loan guarantees--which are schemes through which funds 
are placed at the disposal of farmers to payoff loans when natural 
disasters render them unable to do so, are frequently teffiporary 
programs whi2h terminate upon depletion of funding. If they are 
to be efficient permanent programs, actuarial soundness and loss 
control measures must be introduced, i.e., a form of de facto 
crop-credit insurance must be established. 

Summary and Final Conclusions 

An overall conclusion which emerges from this analysis is that crop insurance 
for small farmers offers the poten~ial of being a useful instrument for 
increasing agricultural production in developing countries and for improving 
the welfare of small farmers. The concept of crop insurance as a means of 
encouraging small farmers to adopt higher-productivity technologies merits 
serious consideration, particularly the commitment of resources for a trial 
of such a program. 

The cost-benefit analysis of the illustrative crop insurance program-­
modest in size and r.1te of gU"'Iuth--yielded high net benefits. The 
internal rate of return ranges from about 50 percent to about 185 per­
cent, depending on the particular costs ,md benefit values employed. 
These represent a high level of national economic profitability by 
any standard. The results of the economic analysis also demonstratt 
that the income of small farmers can be increased substantially with 
crop insurance. There are, however, several cautionary notes which 
must be recognized: the cost-benefit analysis was bas~d on an illustrative 
program; some of the increase in agricultural ~rorluctivitv (i.e., nro~ram 
benefils) is a function of other activities wh~ch c~nn0t ~parlilv h~ j~n­
lated; it was assumed that the crop insurance program, albeit m~dest in 
size, was a , ... ell-functioning program, with farmers uncierst[!nding the 
program ar:..i thus v.'illing to participate; and the accumulated J.:nO\\1]edr~ 
on selected variables, particularly small farmers' perception of risk, 
is admittedly limited. 

The economic analysis clearly suggests th~t crop insurance for small 
farmers is a promising agricultural development mechanism. Yet there 
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are institutional considerations which temper this conclusion. The 
introduction of crop insurance will confront a number of constraints; 
exi5tin~ a~ricultural services. on ~hich crop insurance is dependent, 
reach only a no~inal share of the universe of small farmers in most 
developing countric3; the crop yieldG~ta for determining a sound actuarial 
base are sparse; there are existing traditional systems for managing 
risk which may deter the introduction of crop insurance (and should not 
be lost through a poorly implemented crop insurance program); understanding 
of crop insurance may not come easily to small farmers. in part because 
of an expected initial uncertainitv on their part as to who benefits 
from it; and the characteristics of land holdings of snaIl farmers--often 
very small and fragmented--wil1 leae to demanding requirements for 
supervision and high administrative costs. 

The basic operational features of ~, crop insurance program should reflect 
these constraints. A program of modest scale seems essential, with a 
limited nu~ber of participants and only selected crops being covered in 
the initial years. An appropriate design period is equally essential, 
concentrating on development of crop vield data (cross-section dats for 
selected years may offer a reasonable substitute for time-serie~ uata), 
implementation of pilot programs to learn and train staff and the pre­
paration of an educational component which can communicate the features 
of insurance to small farmers. Well-designed communication is the critical 
link for bridging the expected improvement in the income of small farmers 
resulting from crop insurance (as indicated by the results of the economic 
analysis) and the institutional factors which may impede the initial 
response by farmers to insu~ance. The crop insurance program should be 
linked closely, if not formally, with existing agricultural services reaching 
small farmers, which means that the size and growth of the insurance pro­
gram are determined by these services. 

E. Institutional Analysis 

1. Receipient Institutions 

The key institution for tlle success of this project is the regional grantee. 
I1CA, the Inter-American L1stitute for Agricultural Sciences is recommenueu 
for this role. In various interviews with its management, both in Washing­
ton and at its headquarters in San Jose, Costa Rica its desire in partici­
pating and its ability to execute the project have been stressed. 

IICA was created by and exists under the organizational umbrella of the 
Organization of American States. It has projects in most all Latin American 
nations. It has diplomatic recognition to operate throughout the hemisphere. 

IICA's political control and entree to governments is an asset for this 
project. One purpose of the project is to prepare for a successor project 
and establish the regional reinsuror, ALARA. IICA's political nature will 
facilitate the international cooperation necessary to bring about the 
creation of ALARA. 



It 1s possible, but still remains to be .::malyzed thoroughly, that IleA 
may serve as the organization for the reins~rance activities. In any 
case, it can be a closely i~volvcd paTent. One benefit ~f this connec­
tion is that valuable experience gained by the staff during this pilot 
p~oject philSP will he transferred intact to the reinsurer. 

At present, IICA is involved in a vdriety of agricultural programs which 
are complementary to the crop in~uranc~ effort. IICA has programs in 
agr L:ul tural cr",di t, agronomic research, marketing, in format ion systL"ms, 
t'xtl·nsi.':' and other ::Hcas. A successful crop insurance effort will inte­
grate these ar~as, thus IICA's present activities will prove valuable. 
IleA has programs in agricultural credit, agronomic research, marketing 
information systems, extension and other areas. 

IL also has a strong agricultural economic research capacity which will 
be called upon to participate directly in the research phase of this 
project. Finally, IICA has begun surveying the availability of skilled 
crop insurance/development specialists and has access to adequate 
personnel. 

IICA's full time project personnel will be key elements for the success of 
this undertaking. These people are not presently employees of IICA and 
it is impossible, therefore, to evaluate their ability to successfully 
implement this project. For the positions of Project Manager, Research 
Technician, and Country Advisors, IICA will submit ttc names and relevant 
data of the candidates whom they intend to hire and will obtain approval 
from AID nrior to the commencement of their e:nployment. 

The second group of institutions involved in the project are the thre~' 

groups of countrv institutions. These groups are composed of the 
insurance i.1genciL's anJ the various support groups which include Lhe 
ministries of agriculture and of finance or treasury, the agricultural 
dcv,~lopmen t banks, the extension services, the meter"logi cal services, 
the agronomic research services, God others. In each country, the 
assistance of each of these has been promised and it \>,'ill be the task of 
the pilot project implementers to actualize these promises. 

In each country, the number, capability and willingness to cooperate 
of these support organizations is adequate to support this beginning 
effort. As the projects develop, they will have to define their own 
relationships with the support organization. The development of pro­
ductive modus operandi will be necessary precondition for funding a 
second stage project. 

In all three countries, there will be a need for close cooperation with 
the national agricultural banks: Banco Agricola de 'Rolivia, Banco 
Nacional de Formento (Ecuador and the Banco de Desarollo Agricola (Panama). 
Again, in all three countries, there will be an attempt to involve some 
local cooperatives which are engaged in agricultural production credit. 
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ISA (the Agricultural Insurance Institute) in Panama is presently well 
organized and has an adequately trained staff nucleus to participate in 
this project. With respect to r""".::'11a, the focus of this project is to 
help strengthen the organization, correct certain deficiencies such as 
the overly optimistic legislation creating the organization and turn it 
in new directions. 

In the two remaining countries new organizations will be created by the 
~inistries with the assistance of the regional contractor. The 
~inistries of Agriculture have indicated willingness to participate in 
this project and have been involved i~ similar endeavors in the past 
indicating a capacity to participale successfully at this time. 

Client agencies, such as the agricultural banks and local cooperatives 
will be called on to cooperate 3S sales and administrative agencies. 
These responsibilities are well within their demonstrated capabilities. 

The Mexican crop-credit insurance benefit analysis will be directed by 
the regional contractor but will require the active collaboration of 
several Mexican organizations. 

These organizations are: 

i. A..~AGSA (Crop ins'Jror) 
il. DGPEA (Agricultural extension) 

iii. INIA (Agricultural Research Institute) 
iv. CIDER (Rural Development Research Center) 

All have indicated their interest and ability to participate in the pro­
ject. ANAGSA, ti1e lead organization in the project has particularly 
co~petcnt and appropriate personnel for participation in this type of 
project. 

2. A.LD. 

AID/W will have overall responsibility ror the management of this project. 
That responsibility will be located specifically in the LAC/DR/RD office. 
It will require additional manpower familiar with both crop insurance 
and agricultural credit and rural development problems. This pro;ect 
provides for a two-thir:ls time RSSA personnel borrowed from the 'F.r.I.C. 
(Federal Crop Insurance Corporation) of the USDA. 

This project manger will report to a LAC/DR Regional Projects Supervisory 
Committee composed of: 

LAC/DR, Deputy Director/Sector Analysis and Technical Services; 
LAC/DR, Deputy Director/Development Finance; and 
LAC/DR/RD, Chief 
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Part IV Implementation Plan 

A. Adm1nist~ative and Contracting Arrangements 

Initial implementation responsibliities will belong 
exprcised by an agricultural insurance specialist. 
~upervision and back stopping responsibilities will 

to LAC/DR/RD to be 
AID project 
be similarly assigned. 

Two contract relationships will be established for AID under this 
proejct. The first will be a grant with IICA funding technical assistance 
provided by IICA and administrative expenses of the three pilot agencies. 
IICA will enter into sub-grants with the host governments for this purpose. 

In addition, IICA will promote and supervise economic r~search into the 
effectiveness of the ANAGSA program in t-lexico. It will enter into a sub­
grant agreement with the government of Mexico for that purpose. Personnel 
involved in this project will be trained using these grant funds in Mexico. 
A waiver will be required for carrying out the Mexican based research. 
See Section I, E, Project Issues. 

IICA will supply three country technicians proficient in both crop insurance 
and the problems 0f development. It will also furnish a project manager 
with superjor qualifications, and a research technician. An insufficient 
number of personnel of this sort is available from the United States and the 
host countries. A waiver is required to permit using other skilled techni­
cians. See Section I, E, Project Issues. 

The hiring of employees for the insurance agencies by the host governments 
is an important step. Signing of the grants will be subject to governments 
agreeing to hire on the basis of job description and qualification require­
ments established jointly by the host country and the IICA technicians. 

Host countries will also be required to pass enabling legislation creating 
the crop credit insurance agencies at least on an experimental basis. Part 
of this required legislation shall be that government will provide some 
premium subsidy and will be responsible for excess losses. The governments 
involved have indi.cated informally that they are agreeable to these con­
ditions. 

The second contract r~lationship will involve a RSSA with USDA to provlde an 
agricultural insurance specialist and related support to assist AID/W with 
administration and support of the project. 
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Transfer of funds for the second contract will not be difficult. In the 
caf,e of IlCA' s grant, how~ver, it will receive requests for reimbursments 
of expenses from the several countries and will process these and present 
g'.obal (i.e., all countries plus itself) requests for payments to AID/W. 
~ICA will be paid ~ith a Federal Reserve Letter of Credit. 

B. Implementation Plan 

The following calendar or events applies to the implementation of the pro­
ject. Times shown are number of months after approval by the DAEC: 

EVENT 

1. DAEC Approval 
2. Signing IICA Grant 
3. Signing USDA RSSA Agreement 
4. Hiring Project Director 
5. Signing 1st Host Country and ANAGGA Sub-Grants 
6. Hire 1st Host Country Advisor 
7. Draft Enabling Legislation 
8. Sign 2nd Host Country Sub-Grant 
9. Sign 3rd Host Country Sub-Grant 

10. Hire Agency Personnel 
11. Training in ~lexico of Personnel 
12. First meeting of Research Committee 
13. Selection of crops and zones to insure, 

preparation of policies, creation of infor­
I mation system 

14. Training of bank loan offices and education 
of farmers 

15. Enabling legislation for pilot projects offered 
16. First crops insured 
17. Research instrument prepared, first field data 

gathered 
18. Completion of Small Farmer Risk study 
19. Completion of first insurance year 
20. Meeting of project personnel and research 

committee 
21. Commence planning of ALARA 
22. Review country experience and revise 

insurance and operational policies 
23. Select second year's crop and area 
24. Implementation Evaluation 
25. Second year's insurance activities complete 
26. Meeting of Project Personnel and Research 

Committee 
27. First ALARA draft and first research results 

presented 
28. Select third year's crop and area 

TIME 

o 
2 
2 
2-3 
3 
3-4 
4-6 
3-4 
4-5 
4-6 
7-8 
9 

9-11 

11 
12 
11-13 

12-13 
14 
15 

16 
16 

17-20 
17 
19-20 
26 

26 

26 
27 
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29. Revise insurance and operational policies 
based on prior experience 

30. Begin insuring borrowers vf one private 
lender 

31. Draft enabling legislation for permanent 
insurdnce agencies 

32. Complete third year of insurance operations 
33. Meeting of project personnp1 and research 

c;)mmittee to present final ALARA design, review 
program results and analyze research results 

34. Begin fourth years insurance activities 
35. Economic Impact Evaluation 
36. Present permanent enabling legislation 
37. Final conference of project personnel 

research committee and representatives of 
other crop insuring countries 

38. ALARA established, development proposal completed 
39. Kesearch complete 
40. Fourth year insurance activities complete 

C. Evaluation Plan 

27 

28 

30 
36 

36 
36 
40-42 
39 

43 
43 
4S 
48 

Two evaluations will be performed during the life of the project. 
The first at approximately 18 months and the second at three to three 
and one half years. The first will concentrate on managerial and imple­
mentation aspects. The second will focus on impact. Specifically it 
will cover the extent to which small farmers are affected, technology 
adopted, small farmer credit made to flow and similar economic concerns. 

The purpose of the second evaluation is to provide an independant 
ana1y~is of the major conclusions of the project. Since this is properly 
a pilot project, designed to provide information as to the desirability 
of proceeding with full scale operations, the reliability of project based 
information must be proved. 

The first evaluation will be performed by a team composed of consultants 
and regional AID personnel. The second will be performed by the project 
research team with the assistance of outside consultants. Approximately 
two man months of consulting time will be used for the first evaluation 
and twice that for the second. 

In addition to the evaluations discussed above, IICA will submit various 
reports which will facilitate monitoring and evaluation. These reports 
include the following: 

1. Regular quarterly reports. These will report on overall project 
activities and will summarize the monthly rep;rts submitted to IICA 
from the several sub-projects. 
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2. YeRrly experience and research report. Each year IICA will pre­
pare a report suitable for ~istribution to the international develop­
ment communlty detailing the lessons and experiences relevant to the 
management of crop credit insurance agencies and the preliminary 
results of the economic research activities. 

3. Final comprehensive report. At the end of the project IICA will 
present the conclusions of the economic research team and of the 
insurance management personnel. 

D. Covenants and Conditions 

In order to assure that the adequate conditions exist for supporting the 
project, covenants and conditions to accomplish the foJlowing will be 
written into the implementing documents of this project. 

1. There shall be a covenant in the grant to IICA and in the sub­
grants to the host governments stipulating that AID financed insu­
rance activities shall be directed to small farmers. The definitions 
of small farmer shall be that which is currently employed by the AID 
mission in the host country. Insureds need not be exclusively small 
farmers, but the program must be directed at them. 

2. There shall be a condition precedent in the sub-grant wherein 
the host governments agree to arrange to pay all losses even if 
those losses exceed premiums collected from farmers. 

3. There shall be a covenant in each sub-grant wherein the host 
governments agree to chose crops to insure which will facilitate the 
research to be carried out under this project and which will then 
provide maximum economic benefits. The host governments shall 
further agree to consult with the local AID mission on the choice 
of crops to insure prior to insuring those crops. 

4. There shall be a covenant in each sub-grant stipulating that 
the host governments acknowledge being aware that AID shall not 
continue to finance administrative costs after completion of this 
project. The host governments shall agree to finance these costs 
if they desire to continue and expand the crop credit insurance 
program. This covenant will not imply that AID may not finance 
other project related costs at a later stage if it so desires. 

5. In each sub-grant there shall be a covenant wherein the host 
government shall agree to make available in the areas where insu­
rance is offered the necessary, complementary input services such 
as, but not limited to, credft, extension, seeds, fertilizers and 
marketing. 
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6. In each Bub-grant there shall be a condition precedent that 
prior to the disbursement of any funds to the host government 
by IICA, the host governffi~nt shall submit to IICA and AID a plan 
for implementing the project in thdt country. 

7. In each sub-grant, there shall be a condition that no funds 
may be disimbursed to the host government after four months unless 
legislation or some other appropriate authorizatfon exists enabling 
the crop credit insurer to function fully. 
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Itn'orut1\'l'IO~ ~U::-10w~mt.::: 'rj~EJ.CTI1:G l.SSISTANT AD!·l1l~ISTR.""TOR (LA) 

I'J{(i!~ LA/DR, Ch~r.l{~~D" Weinberg 

L.A. RC<jjo:1~l Grant Projcct PRP (Pi' 1978) - Latin Am_.~r:i7"'I< ;..L (c 
Crop In~u~&ncc Systcm~ ~~~ 

'b' /] ,i 

SUs.JEC'£: 

The DAEC rcvlc ..... ed th2 su J ect I'RP on November 17, 1976 and approved /" 'I' 
'''' intc:n~l:Je l"cvi'2w If:!2.din<] to ~ubr.1i::~brl of a Project Paper (PP) in Ie/tv 

accorcance '·.'itn t;:(' fuJ.lo·,vL1g guiJ:l.r,cc:: l....- / . 

1. Othpr i'rlc"'C'.r.t L,:r;ericmce - To th.e .extent feasible, the PP should 
contain a (:(':,cl:if-.:io~ of l:.:1C! re:1C\''::.dlt cl1c.ra;::~.cr~.: .. ~ics a;ld op:::rati:;;:-,al 
experiencc 0: r.<:tio:-:a] -l ::;';81 ins1.:!.'::nce SCh'::l~l'.', Also, thc pric·!.· cy.~:..s:·:i­
enues of th~ !DS nnd ~he Inter-~ncric<:r. Instit~~c fer ~gricult~ral 
Sciences in st.t.;uyir.s a Li.!tin ~eric~n CrOl) R(::il:s~ll:.::mce ft'.n:l sho·..lld ~:! 

llescribcd. 

2. Proj~.~t:-~ti.':'jc_s_ - The Interlsiv-2 Review should invcstigate the 
possibili~~1 c.:: sc;?:..r'IL'FJ t!-.c proj·,:,ct :nto rol1a:.es. SFccif::'c;:11y, th~ pp 
~hould in]icatc ~~~th8l" the studies pro~oscd can be 5ch~2uled Ct~C!IG~.O­
gicc111y or :;Cl1(·;,lntic;.::11y so th.:::: th::cs;.:::ld, or "go/no", deci£d S:1S on 
~ubsuqucnt efforts c~n be made if necessary in the event of ~n u~favor-
able rcccr..r1-:nd.:::.t.ion from an early stu6y, 

3. LDC Coc:'or.:1.tio:1 - The FP should clearly indic?.te the co •• ~l:dtr.,<:'nt of 
those LDCs S2lcctcd ::cr p<:rt.iciFaticn in crop 'insurance studies to t.r.e 
pos:,ible ci.cvclopmcnt. of national crop insurance prograr::s if feasibEity 
is indicated. 

11. Imp}em.~r.t.in~ 1'\c;c:'.'.: 0:':: !!1stit.utio!1 - The I'P s1:ould describe the 
possiblc an:2.n<::cr:.f.::l::'S and i:lstit.u'~i.:Jns for ir.'.ple~e!1ting the project \dth 
a justifico:tion for U!'2 2.~):>;:-oacn ar.d institution select:'cd. 

~\:;) ~-I(;.:(i':'.:.'':' (,~ ~ 
5. ~conor:l! . .::.!.r:~lysj S.,-:......-"fi1C Intensi','e ?evie'rl should atter..pt to establi.'--.h 
in the PP bl~~ c:..'op :,;)::;t.;n-..l1ce ... :ill actu:tlly s'.:.imulatc tl:c ado,?tion of 
new farm r.1.:1nagcmcnt p:Lc.ctices and incrc?.se total prod~ction urld th ... '.: 
undel." LDC condit:!.ons tne economic bcnefits of crop insurance can eXC'2CC 
its costs. 11 

y J'Ji".ong the ;:;t~6.:!.0~'; \,'hich shoul" be c.:Jl1sulte(] for this purpq,se are tr.e 
papers h~ilHj p:rep.:1!'l!d for TA/.:'.GR/ESP by Proi.:cssors Sc.rOl Ber::-y of • 
Doston University and Stanley 301'.:'150n of the University of ;·jissou:ri 
(Columbia) on ~he role of risk .:nd .such prograns as crop ir.scl."anc.:-. 

J ( .~ • 
. /;1 \/ 
./ 

in accelerating adoption of nc''''' technoJogy. The Vie\'ls of the Rural 
Devclop:ncnt Di '/ id 0:1 of the t·Jorld I::2.nk (lJ:-~l) should .:llso b::: ccr:~ul t.::c •. 
Auditior:lllly, the relationship .mu p:>s~ible cO .... Flu~cnt..:1rit5.(!£' Ol" t!.·<lti~­

off,S of crop i~5Uru.r..ce with credit. insurance, loan guarante:t2s, int.c~<:st 

riltc policy, pl.-icc stabilization progr.:lr.l~, supervised credit, grqup 

farming and ot.:-:er policies and programs \Jhich affect risk shoulu be 
considered. 
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6. ~ct Gr.oup Covcr~~~ - Existing national insurnncc schemes should be 
nnalyzcd to u:..~cs~ tilC C(!~ ..:.bili ty of such prcCjriJ.r.1S to rcuch und service 
small famers. In this regard, crop insurance nppronches which tie 
in~urance obligatorily to small fc1nr,c:.r credit prosr<:.r.1:i should be cxcl.r.1ir.ed 
to identify and assess the impact of any disincentives such arrangemznts 
may cause to the desired target group partic:ip~tion. 

7. Financid Viabilit'i. - The PP should present financial operating data 
fro:n other nc:.tio:1al SCIK.r:1'3S, as feusible and relevant, in ~upport of the 
recommendation for project approval. 



PI·Tca ~·:n::) :\T 

TI ·IJ·· l·,:"· .. ·l'l.'j·,'}··' • <··1)'··1 ... · .... ')1~ }"r)lt / ' •. r, 1 I., I. '.' \", •• 1 \ .), l &\. ~ 

I~TERNI\TTO:;·\L j'L!Uj i.E;,;; liiXL1~).·>,::T CD:TU\ ,:;C':I~~'\R 

A "\1 ( .• '\1 ,. (",-,­
I .. _.) J J\ .. \\.1 

flt\NL\ B 

Cr(1p-(,l'!'di t ins\ll';~l1"\', ;1 ] .illkill~. "j l'l'l'P illid c(l'dj \. j:I'<;,11',>I,:'(';" l'r"·.'idl.';: 
Pll'tVl'tjl'11 1n./." 1;:1,;""" ,;I) .. 11~.!i.:i.l..j- :.~,t..::) l"L:r!.,~: .. f~tl:,;Ul:!l~!:~'. ·1~l.l-j('\i;t\li-;:l 

p1'"o\ln(,:")I-I:1 .1nd p)"ln id ~ ~:~ i; ~q':\:il: 1"'111~,,\ l~f lit ih'!" hl',)C; i t~; II i:~ ;i '!~\)' • .l 

ki.nd 0: ill;:Ul';lI1CC,:: ':(·\L'l";··;,,.:11 ;'I:d;,L,.l l':T,_"LilJy '" ~lll' ll('l'(~S (1' 1c!;!~ 

dC'v,'l Cli 1,·d ('('iunl'l'i ,.!~. :'~\ICl'('s~:[111 nl',I:'l':ir,;s "'.;j :;l j 11 ] Co;:: d,'vC'J.npccl c'('\I:,L rj es 

and can :d.\rVl~ liS C;j~l·\.:~j\,c t:~\..lJcl~) ll1r ~('\'llrl1·!·ll'ilt (1rfj\.·iI11~~ "'fi~~!linp to (~:­

p10il :loi~; d('vc10j):.1l·1'I1 i)(){'Cllt.j;:·! [l'1" tlle'il' O\·:!~ l1<::ti01':'. 

EC01~lJ;i;j(· i;n,!lY:'ij:~ i:; l:.: c l:ir,;'. [n';" t1,c l:il(,J."tI1]'C, btl\. :11(,. :111,11ys.is l't'l':~(,':1r('(1 

h(or(; ind;"dI'C'S th;lt (,;,';'-c:1"I'rjit i1'.Sl:1';I11(,(.;' i~; i~ \)ilHe ('f:"i,:j(~nt l;jCrrl~; (,j' 

stimlll;'Lini~ ;1~;rj('1I1 ttll'.!l dc,·\ic'lup;.','lll than [;('\'('1",,1 ,~l!:('rJli'!t iv(> ?.:.,] ldc:., 
(;O\'l'l'lllr, ill Sllb;;i(lic~; ;,n' TPquirvd .111.] Llt'l~ justj fied on the.; hLlSis of 
econ01i;j c vi:Jbili ty .. 

T11e jn:;lIr;illce plan it.self i1l1rl t11(: nQl'c1s [or rl'jn~~llrilnL'l' "I'l! ,11so (1iscu[:~"d" 

Finally, <.:h(' role of C'uOjWl'.1.t·lVCS and pr:i.vGtc sect.or f.,l'llllpS is cln.1.1yz.ecl. 

~"Ne] S(ll] 1'1.11!rice j 5 an ilf.,ric1I1tllr:J1 insuran,·c' ('011[;\11 t;:nt t.L~ the l:~ A;',("'i('}' 

for Tnt ('rn.,tiolln] Dc·v('lop;!]c'nt. Opinions ('xprc:,s('(; h"rc <Ire lds ,mil not 
USA1D's. 

*~'··Ch.1.11r.('S 11.1.ve hct=>n incorpoJ'.1. ted in thi.s pap"r t hl'ou~h .Ill] Y, 1978. 
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EXPLOTACI Otl DEL SEGURO AGROCREDITICIO 
CON FINES DE DESARROLLO E:-l' LOS rAISES 

EN 'lIAS DE DE:SARROLLO 

ABSTRACTO 

ANNEX B 

r~ seguro agrocrediticio, una vlnculaci5n de los seguros para 
cultivos y cr~ditos, ofrece protec:'i6n tanto para e1 agricultor como 
para el banquero, con 10 c~al estimula la pcoducci5n agr!cola a la 
vez que brinda una amplia gruma de ctros beneficios. Constituye un 
nuevo tipo de seguro, una innovaci6n adaptada especialmente a las 
necesidades de los pa~ses menos desarrollados. En la actualidad 
existen en varios parses menos desarro11ad0s programas que se desen­
vuelven con ~xito y que pueden servir de modelos eficaces para funcio­
narios gubernamentales que en beneficio de sus propios pa!ses desean 
explotar este potencial para el desarrollo. 

Los trabajos escritos sobre el terna carecen de anhlisis econ()­
mi~os, per6 en ~l anaIisis que aquf se presenta se indica que el 
segura agrocrcditicio constituye un medio mas eficiente para estimular 
al desarrol]j agr!cola que otras varias pol!ticas opcionales. Los 
subdllios gl bernamentales se requieren y justifican sobre la base de 
la vi~bilidad economicn. 

Tambi~n se examinan el plan de seglrros propiamente dicho y las 
neceE:dades de reaseguro. Finalmente, se ofrece un anaIisis del 
papel qu~ les incumbe a las cooperativas y a diversos grupos del 
sect0~ privado. 

UNE ASSURANCE CREDIT CONrRE LES MAUVAISES RECOLTES 
AUX FINS DE DEVELOPPEHENT DANS 

LES PAYS ml DEVELOPPEHENT 

RESUME 

L'assurance cr~dit c~ntre les rnauvaises recoltes, combinaison 
d' as;;urance de..; r~col tes et des cr~di ts, apporte' une protection "';ar.t 
::"~ ~,,' +;: \'2."::""'''' c;,u' :::..i. t::. .. ::;:~i(:r, titili:.J.ar,t de ce :!'a~ t 1::. production 
agricole et assurant une large garr.me d.' ?:'tres avantages. 11 s' ag~ ... 
d'Q~ nouveau genre d'assurance, un concept adapte specialenent aux 
besoins des pays moins d~velopp~s. Des programmes satisfaisants 
exi!':tent dans les pays moins developp~s e-c peuve-.+' sen':', ~e mod~les 
efficaces nux foncti;:;~naireL desirant exploiter ce poter., ,,1 de 
developpement pour leurs propres pays. 

L'analyse ~conomique manque de documentation, mais l'analyse 
ici dOLnee demontre que l'assurance credit c~ntre les mauvaises 
recoltes constitue un moyen plus efficace de sti~uler le developpe­
ment agricole que certaines autres rolitiques possibles. Des sub­
ventions du gouver~ement sont n~c~ssaires et justifi~es sur la base 
de la viabilite economique. 

Le plan d \ .',ssurance lui-Ii~eme et les besoins pour son renouvelle­
ment sont ~galeyr.cnt etudi~s. Enfin, le roll': des coop~ratives et des 
groupes iu secteur prive fait l'objet d'une an~lyse. 



APROVEIT~nJrrO DO SEGURO AGRO-CREDITICIO 
PARA FIr,S DE DESE!;VOLVD!E:ITO FOR 

NACOES D1 DE.SEr;VOLVH~riTO 

RESUHQ. 

ANNEX B 

o seiuro agro-credit!cio, una liga de seguro agr!cola e de 
cr~dito, oferece protesuo tunto ao agricultor quanto ao banqueiro, 
estimulando assim a produ~ao agrlcola e proporcionando una vasta 
gama de outros beneflcios. Trata-se de ill~ nova ~odalidade de 
seguro, UI:l e.van~o especiulrr.ente adequado 2.s necessidades de parses 
em vias de desenvolvi~ento. Existe~, em parses Denos desenvolvidos, 
progranas bem sucedidos que poden servir de exemplos reeis a fun­
cion~ios governUDentuis desejosos de aproveitar este potencial de 
desenvolvimento em benefIcio de seus pr6prios palses. 

Em ~terial impresso nao consta a anaIise e~on6nica, por~m a 
an~ise aqui apreser.tada indica que 0 segura agro-creditlcio ~ urn 
meio mais eficier.te de estimular 0 desenvolvimento agrlcola do que 
varios outros pIanos alterr.ati vos. Subsldios do goverr.o sat) necess~rios 
e se justific~ COD base na viabilidade econ6mica. 

o plano de segliru em si e as necessidades de resseguro sao 
tamb~m debatidos. Finalmente e analisado 0 papel das cooperatives 
e dos grupos do sector privado. 
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',t f· 
ir<;l:l,\,U' pl:':, iU~('}!. (·;.:'(·rj(·nrc in other cO\lnr.riC's, the> lWl'U fr,!" TI'-

l','",r ':;,'l' ,':: 1 :111;.l.:':, t:. 1)otentL::1 ft'l" pnrt i c.:r(IL:ioll of prh',ltl' !"rcl:ps 
~jl)"'~; t!!·, C(,'I,'"'I;"i' r .. 1t .;··e.~. 

A':rjcllJl\'!"':~ i'l~'t·~:"'T 1.1clnd·.',: ;:~1 'en"; ,.-,f 11lS:1rr,:'c,' \.'L1c:1, :iff!',!' 

;.'·:irllJ.t..t!r;~·i (1l·t:·.'it:l~;. illcJ:!'~i~·I/. crl.:p j:l:,ur,:IlC:I~, j-!r(~ jJ!~i~!l~·!:'C'~· (lll 

f;ll'~~ l\\~iJI.!i~l.'.';' li,'·~<::t·,· ·jnl.l'l·,:~':':' c-n ~,!1:i~:1·1:.: r..,·.;r~ r, ... ' :.C"rt'}l. 

CrojJ :i n~:Il":'!1L'(> i '" 2 "(.; <11] f ,q" 

f:1rr~('r f l ,; l"I:S(~: ( •. r ~Ii~--: r~"(\·'.:. 

C r ( II i t, i !l ~ j ~ •• " t~ ~ r e n ~. (' l" '. !: t ~ t ~ 1 C 1 t r: ': C 1- \.] 1": C 11 t 1 ! (l r ~~ ~ 1 <1 S 1.1 ~' I~ 11 ;1 c r u!J 
f<liJlIl'r'. i',l~ (1(,.~" "."" tr,r:,'i\" 1 1", ~'~r",~c'r r.i~~ )0,111. 'jT!" inS\!!",10lCI' 

c"-,~'n;-:t!\' l.~1,( ': C'\'l)' t i'c' ;,1fF:'J" ~ "CJ~c- O:h'c! it p:l)':'; tlH' !:;l;'J!;. '!':IC 

inSllr~-q~t" It\::"'''~11~ ~ilr:-I, !l'!:-;;~)l :",1 ~.·i:'.hf· l~} ('()11('ct frc\;.' tlc f~t~:·:l'. 

(\.J~::j··:Cl"Cilti. :.:11.; "':::'.~llYJ·i '- rl,,~~i ~ .lrj.·~:; (l~CC U1'C L~i ... !·~O(~ .... ~].; for' thj.~~ ll::c 
(sC'" PIiC']"s). 

C1·(~p-·Cl·t)l:;.t 11l~~\jl.~!~'.ll' rej-C'rS to :', Cl(.~~.:(~ 1j.:j~.jr'f. L~- ,~li··r.l~;t~ C)-,")·-. 

jlISlJr~~nrc ;1~-1(: 11:(' .1('~' it',:1t~1!'al cr' .~jt. l"\.:l(1:,·~~)·i:-'T\. 1-':.1-: ·,·'r~ ("t· "P!'-

The progr::!::', iil !>'xic() is the bc~t Ll'vel(l fwcl l::;,ll:;:;lL r.f c]'op-'(')'cdj l: 
j :I~'llr '!::'. t·. j"1;.-.->, Ilr' .~,., '1"", "(life ( t (' ~ t :,.. 51''.!~': -. "" ·t·~";.:-, :'" 

[,c'cau:'<, rLC' i:1."lI,',"ll'" 'is lj!;~,iUrl Ll' tb~ r 1 n:,:'ir,'\Ir;' a r.:I~T(,l" .. ,n)' [,c'l'::o·,:. 
This i::.; lir.,ited to tiil? "Ji.r(~ct"im'l'S(I:;l'llU. in the croil (intcH'st, 
pnniuw; ,lild rt'llt, for eXi1nple i\j-(, e;,:cl\ldccl). ];CC<lt!Sl' of the !'OC\l<': 

on pl"otectinQ botll litv [arl:lcr and the] L'lll'C'/' .1nd LUi'\'~(' of thC' 0 .. ; n'('t 
lilll~s to crcdit institutions (for f;alL's) prcl;llun collect.ion :lilt! bC:H:fit 
l'~ymcnt pllrposes), crop-credit is c. superior tith~ to cl'0p-invE'stl::0.nt 
insur;mce. 
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bt~t'~l'i..':l ;: 1 ~ ~·,:·.,1 :--.c ': ~ f :.c :-i ~~l·. ~ j',:.'. ,·~~cc ~ ~~ !"""L,::t L ... t~~;.~1."d.(: (1{:~curr.L~r~ 

('VIl' h~o;~',~ ;,n'~s i'n(~ "":lr "nc! .i.",l"iiritc l}t,:~j,-,c1~, of til(, ;itt'" 

jncll!I!(lrl, ':-I:2~'l' jr,cJI',ie drOllf',nt 1 C:':U SS nojt;t\1:~(!, djs('.-!se. 

',:l1l';l int.:,"]'-'t',cl lith .,n .1~~T:':1l1lL:-:.l ,~r.\·,'l(lrr:c;:t pr():~:-~:". the in­
SU)';\lHI' • ' .. l'Ov(:r l;:.' :ll:r'ro?J:i ::', r'r,c:,~~ (If l')(""::~;;'::,:cd te-.: 1Jl1l'loi,:Y. 

r r 
" , 

F. 

'I ".:~'. "~: r~r·::~.I.;,;. 

:,'-(' ;:of:' ,","'L\I,;l:'j [.J !.' 
\'.,)li.; • J:., i.(:l'·,',.!\,'jl j 

Inc():-:!(~ ~::~i:ltc.::l,:~,1LC I'r.'~~rt~~:s arC' (:Cl ... ~~;1:~ll lc- prt...: .. 'c-:'!.t !"':':l":~.( .. rf~ In,.:c); .. l.: 
frC'1T' f~U 1~~', l'clC",' " ('("rr:,ir: 1('\"L'1 ~s .:: rcsulr- c(' ;!l:('::u~tiC'i1 0-: 
pricf'dC'.cli.llC's. They difff'l' 11";' crop insur;mcc:. hm,:c:vQr, becnus(' 
of the .:1bsf';ICC o[ cCjllingencie~" 1hel"c..: .. rC' no contractual oblir,n­
tiOl1 rCCjui)'jng the LlrI:ler to beh:we in any particuLH r.anner. 

Crop in S Ii I' Cl :lCC, (If c o'Jrse, a (' u~ t (I n;] in til j n in c o;;:e , \.~lc:n it C.:1Il( c'lEo 
tl,.' f.,rr:,"rS debt it Lu·ps hi~, i:1Cl'j',e <'.bnvc zero, 1'::1O.:n C:OVCj-;';-C ",,:c('('ds 

j,orn1"illi;S, the insurCl:lct: PH'\-.i(1cs sri:C: llSC:.lblc ir,c':~:,,' ior tli!" 

'r. J:C'rc, liL'h'C\-C(, !'lie' tern i;',(0F(' l-,:;jnt('j]~'nrC' i': I'·SL':.-\',·d for 
'''r.::, t'I:H (10 n0C L,'st ('c!c!: indj':i ch:~ll {;.n (,~ f' i,,~),':,::t yi( Id (lr 

: r(' hil', to p:.y prcIr.in ~1iJ U~'l~ s!"(!cifi! ,: l(.:ch;,nJ",'h: .. :. 



lllrtll"tlni Lj ,;k 1l,'111;1~· cl "..: . 1t. rlcthod t> :Include ... 1 h'lc 6UDI:1t:~i tms t o 
:'1, :. 1;1~ ~"II .. h :1'1 l"' I !-i! i::l!' , <'itl, (-)' ,: (' 1 i1H'r;1 11' 1-.' o r not, ]OIm 
" " t( 'm: lll l1 !" ,:; of t ! n ;,I. " or d,· , .- j·i , ;· ' ·' ;, l jpl! . "il .. ,· ,lr;' ~: " l1C' r~l l~' 

lIup l :ln ll>.! C! lH!~~: I!l ....:=- i ; .'I ( , <l . ~"!. , ,'r. · t ',' , 

.1. Trc\l1 t j r,nn] r. td: )~; . tl; P·I.:,'·ill .•.. ; ,,,.\\ ' 'r .~ --- .-, ----_ .. _ .. _,-- -_ . ,------ , - - . _.- . 

Tr .lc1 1.Llom:l rh:1: r.::'ln .... ~ : "! .. o:'nt t:C·dH'! ;:~ns ,lcv('] oJ'r.d by thE" r.1Tl!leTS 
t.iL C;1SC'tvCO S i' TP of tH.{ 'pre1lt rl m;sr' ~: . The 11~('hn '!(~Cll, .:tf:ricultl!l·~l 

C);1SS inr.luclcs th (~ I;St .,f lr.-;. .Il~ :I". I ,.1. 1 f,c~; .l V:: l' !I.:tit;::; , intCl'pJ.M!;t i ll!: 
11.1,1 Cnrnillf', in SC\';: l:,""~ {'co ]o;;i.:, ~ 1, :iLilcf; . In 11. (, cc:onnr.:l c Cl.:lS f; ."!r ~ 

r;\w Tc C"ToPl'in l' , IH'y ln~: C' r ~t'llin f I, r 10lbl'r C\~J li(' I){'l1d(lncr~ on ;:md nuh ­
~c r v:lC'ncc. to vlll.'1.f(' ii'o t)C-Y l(,lhkrn. ]n the· culr ural c1'~ss. V~ fil :cl t he 
r~'llnl· '-': n .. '!:'c~ of c::tl1l':d nrl fat:'.il ~l '~, r!,!."'l~~'J T.:r. ;- ('. ;' r'\ f ,:'~ ri r.!I~l'jng HI r;m"~" 

::-('nlS. (S{'c: C.:'III ... infi (: ~ ) [01- .1 s(,· .<'.·! ,:. l ;..i!~i';"(n:t t YI.olor, j",) 

Trt' .,;[ti '''' ':l'I l :i~"k ':;:1Il~I' (' !:!' llt ':(" <1',." 11;~y bu {-i t'Ll:)" rcl nti\"C!iy l~ ':l :; lll' 
more pl'Ocnh~l.lVC '!Il d (w:1;1'Ll.bla tl l~'I' I;'iC' c.,lo:.l'r: I:lc:f! ... · .. ~ (I.n~ut .. l11cc ) . The 
lI ~ t' of crHt\j l'i ,"': 1 Sd·,., vnl'JI:U ~'~; i'l {·C"IWhll(',.:1y l~' ~, ,: d(·:;jl:~b1e 

1:',; ' I~ the \I :; ' _ ~f. ;: ~j"n': l"L: ~'c hi[.! ' :.'il·j:!ir.,' \'t'd"t:'i("~ " ['II ' :l,Pr! \!itll 
:i n;o\ll'~ I\('l' . t:i;'r' c1 pl. ,: d i n1' 1 · I" ~ ;l!'. ~f , \!,':' r.~: :y hI' I'an' , ' In.\~I!u l' l h'C" t ll ,'!n 
1:!(lnocu ll'ul" :: l C"n: pl" ;> (' ! ~cn~ (~ ~<, 1:(· )"1'\', Hanl, ·tt). 

Although crop-credit i\lEUJ;E.l\Ce is si.1~iJl)" der;1.gl1l':i t ~ ... pn),-off fn.rr:m:s lln,~ 
b .' l~k~ \,'hen ('.r (lps f;til. thf't"C! nr t? ~ pl:Il "c1 rcm r.c 0;' 11(mef:it~ thr.tt C:lO he: 
der i vcr\ \o'I\1'n propr-r p J<lIl1"1inr, 8l;t\ intcf.l'~\t:1oll tak('11 pl;':I:~'. . 'jho!;c bcncU t~l 
.1re pl'(:~lentcd llc10l,' \lndror ~i): C;:lt(!g l.'r iC'~;, Ch01, l! t;llat nccrm! principnUy 
t o ,,1 1 consumer'S. ll' farr.:e rs. to ]C;Il!l(,I'n, to th ~' "l:~r:I.cultur.al nector in 
gcncl:<ll, to gove rnment, .nnd £il~nlly tC' rural com;)iun iticG. 

In polic)' tC'l't'\.'i. c r op innur:mcc if; Do prur!uc tiop. ~ t:1 rr.1I1(l lill S tool. 
The insurnnce c.'1.n be lhout,:ht of :u •• '1.1l outrut !;ubai.dy , c i'dlin;; forth 
increit!:cd 11I·Or.hlCthlll of the in~m:('d crops. If this is dO!lC \d rhout 
planninr.. t hen an excc~" cOIn b(~ c·n,.-:tr!d .. :hir.h could ccpr(;ss prices 
and decrl'<! sC' fanners' vclfnr~. 

Ilowevcx, ,dth plmlOin g t.his 11('(' (1 not hapTlcn. Onl)' tho!>t' crop!; t,:ldch 
til(: n,!t1on u(,'1j r c;t; nC{'{·i Dl! ",,11,'r; [rn th • • r., p,1Il d (~ lihcJ'Rtc h' u!'Oe ." it!; 
('ror in!u:ra11c; 1"! pTor,.r:;.t:l to pm'5tH' sl'lf-suCf iciency ill ri.(t? 'It is n o~~ 
sc](-~\,fflci(,llt and fn·utl(>nt1y r.d.'l llftn tlu,' prm:l LUm sub !:l hI)' .lncl covrr n.c~ lc·.-e .~ 
t('l l:cC':p \H"luuc t.ion in hn1I:1tl c\'. 



~5·· 

fit::' i) ily (If ll.l:', 

In rhl! lonf, r;l:l,/ii\',)lLl!J;!::'Y !.. "";(f~ of foodr,tllrff. c:\n b( I~T:h,mcld' 

\,,tjll~ t!I(' 1.t'):' u' L'r(l~ i.:: \.1 "I!I~', 

. 
j • Ii'. '11' . j t \:. ~" I 

p011li,.'1 l"':rdc'll 

'J I, i;; ;!; :' 1: ."':;;':" i' I 

pl'(\~'r,'1 .. : 

of ll,i.:-. 
:;( .. pf th(~ ris!~ c~ f:-1 ~'n5 !:~ ';,ci 

i I::~t.;~er. \.;: th ii l'l'lic,j (,r <':l'Cl\i.l 

inSUl":111Ci'; !'}',' '}':;;. til~' f drl:..:r~) ~'.;,'~r:.1inty i'~'()~lt \,,'hat d1~d 1,(,\·: l:.tl~:h 

r:i ,:., k 11 l' t c--~ ~ ! . <.' .: .'.: : ~ I 1 ~ 1 l ': () 1 '.' \""', ~ 1.: :.: ~ ; r t crt !':;' 1 ()~. s h (it:~ b l' f'·': ': t! f, t ;. j ~. 

: IOlll Jl r 0' r;:-' .' I, . l .. \ ".. ~" . 1 i 

in('rl):~("'('I'~ 1: i ., ,i. .; 

C:i1~~1.1 ysj:~, .1 ~ .. ,,-J ~'Irt: 1 i ,~.~ '.tt ~,i'.: t r\:',·;'l .1 ahl'T uli 1 j ::r.t:Lon \,,~ll1~ d 
inc l~,'''SC' 1.,\ .... .'.:.. (.; <~. '.:,Lk:.')' 
0; COIlr::<, t]I" r,j ::1' r.f the ;:h~;"".l'(' inC'rc(l~f~ \.0\I~cl C'(:pc;':;\ on t!1(! 

extent of ll.(' ijl"I'r~:~~T nr(1:'.l'i'.l~. 

'[he j li('rcii~'C(; :Cr:blll' \7(1\]] cl !"c':'l~ to car."~ prirv!t':i Iv frl~;". thi: 1. ,",1:r.l 
f .. rdly, bllt S(!'W ld r in:: pf oif-f.:'nr ]nhor .. 'rs \,'0111d Q~' r(f:ujrr~f., 

c\'en hy SI'1.:1].1 J ~,l~:JiO.Lcj(''(';, 

The adoptiC'r; (If t\3chnc1r, .. cnuld rc::sult in a c'iS],]:llC:r:::':!lt of lab(lr, 
but the type of tcchno'j ngy appropdatr; for ~11',:,dlel filr~c:n, is not 
likely to displace lahor, 

3, Income Distrihutio:1 

If the prO):r;il:" ~~re dirc'l·ted rril ';~ rlly at small f3rT:l~n;, inco~!l! 

distributiol1 \lUI be f~I'''l.'rLlbly "ff(!ctcd [I''; a rC'~;lIlt of jnc.:Y't'<l:;ed 
ir:COi:~C rcsl!lt~nf frl~r~ l!:on:! pr('cluctivc al~ricll1.!'llral tl'cjil;'·'lfl,~i.(!~;. 

To .:l lesser (!;·:tcnt, the ,u;)sirlif'!:i of t1102 Pl"O,',1:.:n by l':,ovc:rmrenL will 
,Ilso i!ffccL inr.ome ilif;tributioll Ihl~:itivC'ly, 
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A)·(~ t' 1I11Ilrlll If'l'tl''n~ .Jr. "),,,t, ·,' ll"d (r,'m til .. ~tI- .... :!(l~· t!C"' ,';I I1; \ I' !t ;t;a­

ti II thal r ('~ : 1I1t1> fro r.\ 11 ,(' JOtoivj(hw] crop fnllUf.l~!l \"lllc: h {\ccur 
c.:lch )'(>tll' <lOtl nftC'r tht, :tl·f.' ;1 - \d~k CII!' Ilt>trophcs 1.-Il1dl oc.~l1 r fro\:I 
tim(~ to Lil:\(' 

2. 

The bankA cl.In COllet'n l"'] !I' thC"ir c ffcn' t!'l em m:n;',? i ng their: pc'rt ­
folios and cOlltrnl1 in~ h., d debt's l"C~ !" 111tillf', fr .. ::: p f> rVel'Rt' \"il1',:l­
ness .1nd simi};Lr Cinl.:ic:.... \:lu"lLl c. l op-;:Tc:dit lnr.unmce i ~ ..in p) ,f)CC , 
t he pool of ,h-: li nqur'o L h C' lTO\1{: r s cr,ll: l)iu s n hi:~h C'!T pr{lpoJ· t ·IC1~1 of 
non~cri Ol: ~ f:q' !~crt- (~Snt :! '.J', ' -A'0 ',"-p111it" I IF ~ ::f, J:'icu.1t nc'l1 
Cl' (!d i t nt('{'h,1r ~ jsll' r''' r !';('l~i!:h .:: ),1 , O f ~"lll nOl"'i~ r,'(h l C'r: iv c purp'} ;,~'!:' 
Crop-C'.rl'(li 1. n<;11PLnI:P I 1t',' l l, (·lH· h nll.:(' ;r..tthp. :l bU i ty tl) iclC:Ht; Cy 
11\1(1 1'11minHt, ' ::Sf'f: . Th i ,· 1.; f'l,,'V!i!;i!l ' Y l)ntil 1 ,1 pn1l('r.: 1 (II ' ,;.;\, 

in5Lt t utionr: :1Ihl t o ;WF. UI'(· th.'l l rll'(1 l' l: C'. l'''S01. : r('~·~ nl'c: nlJ0J.;.:,ted 
to thOD!." \~ I J(l \li 11 lIse tl l(' ;~ hc:r.t . 

The hDnk j~ nblc to ide· nl j fy (!I,t! h"!l'P it !) Cl:C.'oi.t:\wrthy CUSI' I';~!"l'S , 
U ... uol l Y, lcl" it h:.lut iIl5u1'':'11c,', Imlo(:ff; ,Ire fn ~(!d wit h htl\·1 .,i!. l(' l:ll~ 
of f horrow~l'f. who <ire ull Gb l p. to r l' p.1)' In:lIls even if tlie), nr(' h<ll"o ­
workinp, nnd f.ond long t er11l Pl'C'lSpcct'f' , The honk TIlRy have in\'cDt:~t.l 
a Great de"l to develop t hes " fnrL!1ct:1'l to the point Hherc tl!cy ,,'e H~ 
gnod c r edit ri~ks, 

3. Interest Rnlcs Dotl F(11'(~C'lo5U.!..£!! 

'fhe politica.1 positions of hanks (and when it Js the 
governmen ts who olm th ('.m) <lrc conl'lidcl'nbly improved . 

cas(>, th" 
For (>}\.3rnp1e: 

A. Thcy do no t have to fol'Pcl os(' on C'l' hn1',1ss dclinqu C' l1t 
farmers ns fn'qu~ntl)" . 

B. They (:;m :1C'~~cpl l'u s tOlncrs ~·.'hC'-:l til.:'), j;l , ~\"IIl\H:ly 1.,,>1 l.~l 

l"(,.i .:.,, ' t • 

GOV~TlIO\~nt s ClJll t nkc {l(I\·:1l11i.1Ac of t Il<' i.n l' r ndm· I::f nu of sllh·ddi~('d 
:10 .<;111'.1111" (' 1' ('\ ~'l'I' (',"I' I'la· ttl\,. (' 1111 .~ i ~ i' I' ... . ; " , : . at , ,', 
1.",: il l l . ·r(':. ~ :';'1,,.: l i.,ve hCl'll a m.:1 .j " J .. b"' l'a;, L, I lla~, , •• , "". ,,,. .; .... .. 1. . " 

e ffective rur.il cn'dit ~y~l t ,"'mli I'ljnc(' tIll'\' ;tr-t. {I'" .'I rli~I"""'l:~ L.'t· ! . . ... 

i't' i\';'ltt · ~l t ·,·1 0 ; j':'l"t i,· i.patioll. \{h ,', 1 ',' , 1 i: ''':''' '1'. "' ~':~!1' ':l 

sllp!,ly lilt 1'11',:1 I~ n'd i t from its 11\0,'11 SCc1n:l~ 1"( ' ~f\1I1·"' '''; . ,~ .. ... ..;, . ' ';: .. ;~ ., 

:at\i:;Jdy !'u ;11/ .11 1':,:1,. ' .111(] \"I('I'm ittitll' in: :.' !·,' F; ,· .1!1·~' If' " "'" ..... '.0]" , ' :. ( 
(':111 ,:li l':IIJ 11 " .' 1' 1~·.('rnJ:, l1 i1 cOll r ... · t~p ,J , ld l rii:l y (;1 1 .. :," " 011':,'"'\1 .. f ,'I"',il l 

fr01~ th~' Ill'i\' ,!l"\! Sl' l · tOl' . 
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t'rj"atc Cr,·,lit :1\'.:11 l nbi l:I tv .-.-- -~-... - ~- - ------ .---
'1'iI(' (10\1 OJ P '( i \'nte ere.1i t tC' llhricul ture. \;.{ 11 her-orne r.:OTt! I j,kcJ y 

. \1; a l.'CHfil:- c: t/1(." i-rniUi::llu' prM(:rtinn. ) n Xc,..f.co, th", :in!lurrmce 
.1.r,rmcy n',r e nt l y cont r.lc;:: r-.; \ 't t l' : h~n·iv.;t (., IJiu::dllil. Elcc l l' r t'o 
imlUrc ni):tc. -n hj rjivn I:"'~;"'- l.n , :-lcn ltl1l"ld ;o::n:; (sc,~ 'in;' ;';ptm )" 
rrlwll c l en ." '} <: hn .... e l(·~ !. I I' '-['.1 1 : 'i!C' \"ill h{! !.I.1 :; o.! ui ll inf," 'io VDr t i­
dPllll! in r.l, ,· :!p.ric ultl:r. ,: ,' ,' I ' , :! .'~' :: l:Ct:t . 

5 • .~~ i.\' i.!ll:.::. 

Snv:illJ:!l I,'ll ) be .,[(eeled . ;}. ·pt· ;H);\'H on th..: s i. :: .? or the !',;JI:;lr.:ll 
propensity lo ~H\' i.' of f "n.C"l"!-., p,:n of tlw.it' i nrT'!IlS l'd incor:.c 
\.fill he !':<I,Vl' IJ , 1"his r..,"inr. r-tlS~ . nr COUTS , ', 1:(., dircct~d ir,to 
inV(!lltmcnl5 j r J. l i !:' tl' h .-w(' ::n': I! C('Ii'oudc i r.:r,-:ct.. , f:l.noU :: U:c 
produce of tn.: f" T",Y'\ rr. 1· ' :'!'. i1:.1~. ! .:lv·!r; :t S r .:l.r~ ::nl! hi.!'; int.:l';'~ctl 
incom(, O\us t til 1.1"1 i ! i.~~ " ti,." li l, ' !, r , .,;u(: l o( lh(: j'1J\"!l"nmcnt$ ;·,;l • .r;inal 
savinA:; r all! .~ Ild t ile ilH' CI',r. ... ·ldch it chaglle l s :IIlCo ofJerat'~nc th(~ 
p.!'ogrRm :i. f th"' l'e is to to.' 1\ ll (> l por- itive imp,'l('!: on suvinr'!; . 

For these s.l\' i nf\s to rea ch the! lll! l'iculturlll Cl.·cJit syr.teTtI , it TIl .. )" 
be rll!c~:;s D.·ry te, e:·:tcnc tll C bl:tlld.I.;-. imrl cOopt'rLl t" i n' lly~I:C:: '::; !:~1 
jnclude folr mCrf) lIot uo, ,' hc:lnr, Sl'l'v l!d. 

Traditir.:nal in!>ur."nc:c s;ldnp.s «1'0::1 the est.:1blh;ll1~cnt nf l.'C':->c C\'er.) 
will be mini~:: , 1 i:!S the progr;iT:m '·I.Lll tcn-cl t('l be' (' pt-Tllted (!!1 Cl p.'l), ­
<'IS- ),ou- r,C' b:I S J.!.:, ;::1111 bccmmC! prC'l.lillt.: ,·rtll. b e: f;j ilIll1('t"d part:j .. ~ 11y 
by bnnk l omw , 

Insurance affects the auopb ('ln of n(!\·,' tC!chnolo f..Y by trnnsrClrrjn~ 
r h ;k from li!t;' farl'le r .111/1 nt till. Htl: ~e linlC! il"lpro\'illr, on tl w q';i'i­
cultl:rOl l ext ct1:>.i.on ~cr\'icc, I n tlrilC!.l' (or i"r.C' j;-'~'UH: l' ('(I p .. rfnl·i'l 
its func tion, it t:'IUs t send i ts in::;pcC'.tors to cnch farTii onC! or more 
tit:'lcs each yenr . Thcse inspectors Inilkc sure that the hrme!r has 
sc'"n M'hAt and , .. here he said he \,'ould :f.n the ag,r.ecd IlImmer, "od th;'lt 
he has fartili<:ed <!nd M' ecdcd and so fort h in conformity ,'.dth the 
insurance contrnct., 

Two t hinns nn~ twppenin1: here; f1 n:t I the f,nrne r lind n tll'clini ian 
nrc L:or.inr. int·o cont-ac t li TH.' h,1\'inl: .. m npportnnil'Y t' CJ.I tall· .• 1 ili 
t (le.hnici t,ns "rl! properly trn jnc-.o , tlll ·re· i [; .1r:! : ~ ~ 0PiwTtun1 by to 
r. h .. n.' knrJI: 1 ".1 ,'7C , Seconr!, t he ills u:: ,'lnr(! con t r ,11: l cnn t :dn'!; ('on U Il l~en(' 1 n!; 
,·:l.i ch ('ffc c~ j\"!ly requirc thcl Udl'IH::ion of 1l~~ ': t ('d~1I01cl~ip" , 
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Thnt it;. th.' f ;lrhlHr: \o1ill he p.lld \,'\Irm the't'e if> <l lOlls ll~ h~ dOl!s 
II Ct' r t~ in t h i r. !' :;; . 'I '{hets" II ('m't " f!l th i r f,S " C l"f! dC' !ll nn('!(t""I~'n :1 !':tl arl~ 
clinl on the i.VI~ H'I:C! fLll'll.(:t!. will. pr.OJllt.:H OluOVC Llw guartllll('.c 
1('\'C~ 1 .1nd :-hr 1:: : ~Ur ('l' \,'J1111l"t h :t'!(' " '. c(>"!; i \·,, 1 (.o :> :.r:r.. 1~Yrl,; :.11 r , • 
llii: lYP<" !:l 0 1 n .! C'li :md tVJH'! .. nd ' H' ... llIn 1. c"f f l'rt:J'"J .: ' :(' j" 1l:'C t,!, ~·t: ;!iI!J. 
Tht: i.llrr:or : ... ~' II{' .:lUQ'.:, (J tc C h ~h "H.; ;.. 1 "m ~~t Jl '\'l' f or tCl t: i'UO ).I'f;Y he 
\.-i!; hl:~ co 0 lw r ;· tc, ~\ll hi ~ r,\I1IT(\I , t'el: \,ill be lhl,iI ,r, t( 'd nccc-nltnJ:ly. 

JI~ Hr; :.:,1c(), :I n!1lln':! j " r mc[!", .:tn~ r,:J'vcn l~i'I: ]i.(:t:t: and J.:1tcst: l ' ('lmis!w blC! 
p];lllh i ng r.i l~· (· I . t:l1:r.'''''l.r:, in /'111. !';t"i' t". ( . : ~"il 'H) ;a" : ; ~ j,l r ' lIl.l01''' ',! to I'le 
tlwt bo t.h tlw:, ;m (~ t"hcdl- lldnHl!l'c:d nt' ; ): il!'(ll :;l n ;1 Ivd on 1'1I>~ int'urnn; 
advIce for r} ~ . .;r -~n g l il ~ < ~ . l lfu'r :,0[, _,' ( : .1 (1; ~ ~o !" mlIK hn~ r.;i n:.lly )'C'. . " , ' p] ace d thl" Ai·: .. c i' ~· .! ,' !:i tt: .1 :; :: ,:,.j'( 1· '; of I · I: :..~ ;) r,d nt ~ t u r. ;l (~.I ' I:n ., r ) Ll ~. (. :.' t't . 

The key elern('n t h('rc is l" l',,'lt I hn i,l l!:: , · nll.' l' e n Il !Hied {o hU\' i' its 
perl1onnC'l ;"": c \ ;·:' il y ',1:-; 1.{ t ;, ~ r: 'l . . ~ ::t (. ... ~d(\ !l 1,:' c nd (..!<; rr: r: n'Jr L :\"e to 
.. vn j :! (·{·i::pL. j , : ... . :<: c.y ,I.· ! ~ l' :' : , .-:\" ;~ i ( . pn1d,;c:c ! ·u; u l t ~~ . II;,;: 
cxt(' Il l=:irm IlgC b l turnl' jn f: , ! n ~ trip r ( pl't·tp and :>P C!IH!S h'fr. ri IT.c. 
at $;nl\lcthj nr, (. I :ill! no pn· r.:. un · \dJ] b ~ hI' NIght 1·0 110m' 011 1.11:: II f!. cnc:y 
unle!-is comp.1.;dnt:~: ilo\~ in. If the il ::">ul'unc<.' il)qll.:t'tor dO(' f, · thi~, 
th(!"i:(l Idll it<.' iJ trcud of rls:i ng lol:>s":b from Iii" {.rca \·:hic11 

I,'il l be r ~~! C\ i~y df:tC'c\:"hl.c by the hon.~: uffi<.'c. 

Thcl.'e tdll b e. 8 t lmd t'.nc), to (· ~: t'(· N: if~' opr.rnti.ous . n· \',' <.1 S <I 

farmer in !>Icx ·~ c o \,'ho ulwd Iilc: ' \!t~l'kinb for tile, b:'nl: tl (see I·: belll .... ·) 
metaphor tn (: :';p 1~dn why h e:: on1 )' pj<l:"l t. \.·u one nf hi~: three hcct;.l:'C!:i . 
A1thou:-;h Iii' (C' ,IlI! h;~ \' {' bCln' ;;h'~: ! t l' l' .' .... r.t fLU thrt·, . • he! torn, only 
enou!~h to pl.111t OI~C third (I f hi,!; p:n'.·nl. If ld ::: (: l'C']I felled , 
thcll hc I,'(\lll cl J:1 :mt t\o.'O Iiclr" t.:"lt l'r t.iI (' S<'COllU YC:lr nnd \)0-.:1<1 :1$;(~ tbc 
addition"l :fn r: <.lil:c to JlA), o f1: f b()Ch Yl'. rn.' ]olln ~. 

Thi~ nl31l \o.'a~ opel'ot.inr. At thc r,~" rr;in (\ f sU1.''.'i\·" l. l:~uch ton rl .1!';C 
to fo11o\o.' a n optlni:dn;; sl'r;.t<' j' \'. h i!': \,'OS a S\l1"\') \' ;, l strnl'Cf.Y 
(S(~ C Lipton). It is intt'l'('~tinf! t o note tlult lw cn ",here l l'nel 
Avoi.lnbi 11 t)' is .1 problcl~ u;~cl(n:\Iriliz cd resen'{~ S !'ro~r.bly c;·:.:!.s I! • 

By the snrne ",rnllment, c:rop-crcdit inRu r nncc supports the intens,ifi­
cation of ngriculture nnd the miop tioll o f new tC!chno]op.y, Tld.~; 
opcrntcs in tlo'(' "'1-1)'S. \\11p.rc silr.pl c fe::nr of borrO\d.nv" i.s ilwoh'4:d 
as in the '\,oorklnr for the bank" 'cx<llr:p1c t!b(l\~c., 11l ~ urm~ce pC'rL1i t!:i 
the tnmsfcr of lhe. risk nnd nn nU<lylng of t he: ,'l r: sociatcd f C;'"I t". 

.~ 
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W\Wl'C tht· f:l.rmC'r i1; U'1C'l1rtn'ln "Knul the! ;lppt'orrlatc:neoR of the: 
trchnt"llor, Y TC'c'n ;:: ·f' II'! ' ! rclat1v~ LO his )I"nh1 il;'l \ op~t"ar111", : 
(",ldcil .""In: \' l! I'V ll i:. :. i.:f'\. froe\ teRt plor~!) ~l\Id tlw yct-to-!'C'­
t·):llt'rlrnC'.~ .1 I l cl."It il,· r l'I 'Il Jlcions. the inlillr;lnc' \ ' rc lil' \'~s hil1l of 
th:'tt \!nr.:crl' ll i nt~· :mel 11I'rT!lits him to chpovC' Lhe new, inlc.>n:.:c.: 
tcc.huolo~)' • 

U(!s carch pror, r:Uf!S \>" ill hencfH f~: ('; : f q· llb uC'.k provicl c.d thrvllr.h 
the im:lUTnr. TIl e in~'_; r .tn C'c ;j!'l'ncy \,l 1.1 pny \.'bm tw or rc c·(I\Ilf,".cnrla­
tions f1n ... : (lut o f t llC' rcscilrch t1 j;(· JH'y. 1'0 ovoid these lO!l~:psJ it 
\.-ill pT.ovi.d(· H eld danl to the rc: sC:!Ilrcl1 a r,cnc: y uhit:h can then n­
examine its ff.nclJll ~ K Clnd provide jrnprovc c1 reC{IJ~endation5 to the 
profit of the in~uror, thc Cll r :nc r and lila ('(lnt.;ur.:cr. 

Fur !!:l"! r s 1.-1 11 he i'",{'! re \,'f llinr. t o I'o r row llS th c~' (1(1 r,o t h £lv(! t n 
f(','r '\;0 r U .n 1'. fn, ~ !t <, bal'.l'· ' i! \.; \. :: '; u ! f 0. r n fl,. l: L.:d ), 0:1)"; . !kh t 
(!Il rry.i. n ~ ().::lptlc:i ty :i .fi H li lf· ill·d r~~;':(\l!rc t: rot' the. 5n .. 1.1 l il. n :el: , !l i.f. 
] :1 nrl r; nnd / or c::pi t :t l .Irc 1 i.r.-.i tClr.! :::)(i 11" "aminl e;-,TlI"llul )~.ud"; i ll f-illC CCh.'c1 -
inr. )'f! <lTS t o en r n :.!(ld.i ~ olla l incn: .1..' to pny (.Iff t he f i rllt )' ~:' r' s 10.::, . 
F<lrn:c rs fca r t:h ;, t pjF:e :~ ts d l' f~ O.l pas t lonn s 1: .. ~)' c ::c.~e d prt"!5cnt 
(::-:peet t!.u ill('OIl :':' ; h i:: ll!:l:'- i)(: C \~l:;(: " . pr: r petun l !.l::ve t o the h.mk! 

Nor the pn)' TTl(~ llt of {1 small pl"{!.miuOI nt: the bCl;inninr, of the ),cnr, 
lldditionv.l r c." en'e capaciq' is imr:led i ntcly erc.clted lor tpe farmer 
to usc when ne(.'d ed. 

6, Resp onsivElness to H3rk~ Forces 

The existence of the insuran ce anr.l t he :[nrorm'~ ti on 6),steo 1. t 
r('.quires wil l i.llcr ease th~ fnr mcr's re R ponlli\'< ~ness to mlll';tc t 
[orces. It i s t o be expected thAt considerabl e m.,.itching of crops 
.md rationnlization of l and us c will take place . . 

Ins urance i s I nmong other thi\\ &s I n c: os t allC'l cnting Mechani sm . As 
thc result o f: the nortlill undenlriting, l os s c C'llltrol and r a l:cmakinR 
functions, thc priec. coverage and Ilvail <l h:l ].:i.t~' of insurnncc prCl­
t(!CtiClll \.:i ,1] \,, :ry. 1 ·.~ l cl\ this i s lI dd ('d Lt' (":rt·\~ t :l ::ionr. nh"ll tl p1'1((' 
fl lI ~1 t ht, fn rr.!.; l·s \ I() t-' ft<wclom from ri.~:: :,nJ IIlH·C'r t "i!lty. i L car. be' 
expected that he \.,.i11 avail hi ms elf of the c:omparativc: advantage 
of superior cn,ps . 

7. 

l' \1h l~ r . ,:-,.' .: ,' 1 ! ,: (. p :-: ','at:c, C' .'1pittll h: ; . . . 1: (:: tt. ~ ~(\. , b)' l h..: il~ ~· -"':~ i' :"l d. ' !> 

rpsoluti.C'ln of tt.·n re>l <' tl!d proi.llct:ls. F·r r r: t . I n!:d t, (:)1 l1 rC, 1.--: :'111 t!th 
,lIrel l.ll1 1 t J::'!".( ' ; ':_ l '; i. y \1 , ! <lnc become] \ !-> :. oj ",. ,.;'; !H , J h,: jl:·:i "· ·:L ' .· ,. 

ne r v, ' !; :H; I': o l l '"l t, c r :"! l f .; , ~ the pr oduc t ion J (),-lI l ;." .ld. n r. i t P( ·;~~ji"i ~· t" 
ll' l1d to <! f<l rn: ~'l" \ J!W dC'lHf' not havll C' l e ;I\' I" it l\~ to hi.s lnll .i . lids 
holds (or produt:t'lon ]ouns on]>I. not Cn l\j, r..~ i!:lprov(~ment' ilollns .• 
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Ilvcn 
FC'culhl ,/!:Mall f,rr.l~ !'!; with mClrt r,nr,eablc l .tn(~ ti::.l "s will hccct: j' 
SU\, 1HC:l: lO PI(l ,' I;CtJUI1 loom:. f.ro~ (('rn~- l 1n~titut;on:l . rr(" 
\ ' ioll), l 'Y . th" hll',il iinmlci"l :md poUti"" l ("ost nf f orcclo~jq: 
l ih ' 1 "'} rl ! ',,1",~' .',' , I !;r :~ ll 1,C' l,ller rl;\,k I'h('1~w f' 11.1rOLLlN!.S uSC 1 C~. f·;, 
AI!.Jln. ir.mWl"'m:t: $Cr\'(:!; .w it 1;U i" rjo : t'1I11;':IC\·;: \. 

s, A,",TOlrlom I "fnn! ---_ ... . ,"--' 

Ar,r.:\ri.a!l rcfC'l r :', PT(\jC:(;lS C: \ 11 h\~ s~.: ' ~H)l· lCd. Tn t lE-,;.i.Ct', cCltImm.ll 
£,H.ti.~.~~ ,ne .l\;,j::'!C'rbl':i },:: rl·" fllct !:h~ 1' the ) , .ill'. 111:'lt.l by ('i!r.~ 
i r:divid\1:'11 '\." ;it~o lir.-ncblc, ~/ 'll:<!TC>. tIm inntlr,:-.L\C I- is h nf'cr, cwi t)' 
fol' c(lllnl~rill p\l rp"5e~. 

\\'l lcthp.i' or nt'\' C'lth('r 1nnd n' !nr:lI T,l:oj C'ct!> VC3 t .:n oliell flu l t, I' itle 
to thc fRrnl{! r. rhC'l'C' ,.;ill hi 0 N :cd fo r erC!dit :111:\ it lIC(~d f"r 
r.\Jflr .. ' :ltcCfi tt'l lhe credi.t il : ~ ; : itutj( ,r.., 1\'.:',-:1.,. s,~tt1t'd f.~Hn'!r!', l:rc 
not partiC'1I1.;:' l'ly p :.,,'; cl'( , ~!it :,i:\~'.~, .~,: , i lhe coll .. ,u, rllt e::'(r,cl o ( 
crClp- eredit lr.::u:'~i1cC' \JJ JI h,~lJl n\'cn'o:r,,~ this, , 

Crop-cll'dit j nf.unmc(." cr. ll :n ll,po::t and l,e ,:.0 int' t·· l !:el II/H't or 0;1)' 
il\l cgra tl!d lUi'.' ). dl;v<llo\lT",:'! !ll T,n'~ ("c 1. , 

J;, .I.1E·!!,l:_rJ..t :~}£.':x 0 1'~ ' _X.s:. ~.(~,l':.1:! !'.' · ~;~.r_ 
1 , l 'n~l~t 1 v (' !'J! ': ~~~ :l' 1'r', . 1 

1!iiTTI:c!-:rr:T,'i 'I~:rf'Tr~1:'1" " ;":: i;<:r.Li:nt t Clchr:i<pH'S, "rop :i~lt:llr .. ' n{::: 
pr o.:jr],.:,; f"r " (II: ';' in(~(lr.,c t p p,O\'c n:me>!ll fro::1 i:' E·cn :. . ~":l.th l : 

p(llic), (If c\C'COlrir.Cl li.7.<itit'P, It'r cxm::pl" , .:'.1~ r:tc u] ! Ul·al bmlks 
Di;..p l)' Accept tht'ir I u~:;er., ,;nd hope :'i Jill G('I\'crnr'. ,' :! t \0:11 1 rc>­
c.:wi :·,'1li;:o:e th C' l~ {WC'l'\' fm.' y "" ~.rB. Even Id.tl1 :\ ,·uhr.idh',c,j i.lwl,.,"ncc 
pl'~r, r "ln . ho\'~l!\,c!l.' , (/J;'r,\cn; :11.'(: pa?'.'ing ,Or.l(' pn!pi\;" :'_, If til('. porlio:, 
pnirl by the EtlrmCTS i!; gr<.',' LI'.r th~\Il thC' ,-O~I t1:. C' f <1d t:1i&1 ~tC.ril!~ thi' 
1.IL!Hlr;I1lCc pr ogrflM pl \IS incn'lIscd lClB~ c r. r~f;ul t j 1' 1 f. tOr.l the ~ !,,;1t. ('\'£'0 
insuran.cc eOVl~rage , thnn thc' govcrnf.1c·r,ts finimcia l position is irot· 
TIl:oved. 

The l':xistp.nec of the i"Slll':mcc .md the i!tStlr.~ncC' insti t tltion .... 'ill 
facilit:ttCl the :1.rnplem(>Tlt.1tjon c·f natitme l ar.r i eulttlt'al policy. 

Inst1rnncc ,·.'ill uNh ct"cat(> conditions favo r ably [Dr 
farmel.'s acceptinG nat:lonnl plllicics tln d provide, .::r ccrt llin ch.'nn"(: of 
coc~ rcion to .1CCr.pt sueh polil:~·. For c}:lunplf.' , f,0\'c r nmcmt l ~:I)' .. lrer 
t he level tine! distl'ibut.iOI1 elf Gubl';id:ic~5; crops insur ed , cavern:;/;! 
lewels nnd inSll1' inr-, cOlH1H i('1H~ (i.e. - -t(>chnol og i cr. t' (!CI\I ~ r r.{!) . 

I ,--.----

~/ rhc 1..1.1l.:1 il'; held :IS a l He l l':l.l1:.::: \o~ i th the r i~:l! t s of s urvivors rccoC­
uizcd subjec t to the p. pprov<ll (Jf c:j id. ' l le:ltiC'rli!1:ip. 

L 
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, _. Govrfllll:C';I ; l'l:mn i~} ': :;tabi litv ------ _. -_._ -" ._ ---_ .. 
r. •. VI"' J:IlIl!t:nt I : J)1 h e 1',,11.; \-("(1 of the· nCI~u t o :'li : I~:l ':{' disruptjv., 
" cI hoc rel iC'f ·' r " i t:l r.'" :I e.: t lh.' in'.! .. : ' :H " 11(>r.1:. 1 n(. !"r~ 1.'111 be i n 
pl ;H''', :11'0 "_,, ~, ,th l ..... ~r .U " I.rJ !.u:· j :- _ .:_!:::. j~t' :. I\ C' (l. II, l b.' Unit{;!! ..... 
SL .1t"('H [01 C!~:. ';, :)h' . lv' il. 1:J tirrl .; ' , l l r' t'. :p.nt ly p. r.d jo', g to dcmy 
('l"\' I' r t.!n,'\' r.' ] j ,: f " r.· l".· !"jl!~ i . ' ;'1"<. ,'r \,110 l!. ,, ~ , ~, .:.;u r tcn~c 

;1\',1: l;.bl.' out :.ni)c,r] t f> p i.ll'(' h.1M ... .I.. 

U.S. l!ollti(! of" !k,pn;. 'H:::1I:: tivr.f; ). 

Of COu r fh! . if pr.\lductio:l i s befog R {"i,t \I1.1ted the~c can be :m 
~(fC:(: t on t he r • .:;.:.:ICln 's b;,1.1ncc (I f P :I)" l'I.:ntS 3 .. l ~'il(!rl:S tllD)' he:' 
rtllluc:"d or C: :{H"ts inc.rc,, ~.c;r!. The fifo; ' .:lI'ptlr,n IH' l.'l" uf c0>l:n;~. 
j!:; t~ l ilt t h~ (" ' r"" ': '!i nt :", , "', ':. : :,(' n!"" r r'.~,?()rt i" b ~. l' nT ill (~c.".' ''ci 
r1r'nr. :ltico]ly, l' rIc:: pJ:..;"I l) in,' nu" t : .... 1 -' plnr:c \' 0 ;l <; r.UH! t h t't 
t his is tn!~ , 

Thl~ b(!I1('r it~ )!"Cr: ,' II U 'U Iwre nrc I' (' nl","'l i v\ .:nd h,1VC' , ;(' \' \.! ( bt:. C!1l !' : , ' : _ :.:~:r~'~-: 
or nr.u ) y 7. (,d . I~ c\' ~' ! t!H.J ("IS~ . t l1 ~' )' :,:hNtl Ii 11(' ~ be:! (lj m:.J f~ :.· :i us llif!Y 11 ..-)\-(: 
VI!Jid fl~ltcnl' i.11 , r. rc1P inSUril'l ("l! o;-f- h: i.l]~: in SC!\' Cl'n ,'. ~:C\!!ltt-i( , ~: \'L'11!1l­

lC E! rell lhclw itl'T' - , Thc:y :c] t ll,at t hc!;c \-.'PXP. rC:ll bc':np.~its but '1r:r.C unahlc 
to r.l,h~tnntj:'lte th!'!'!:, 

1. • Rur.al E!'1..f.ru::~ 

Rut".llp,urbnn ni.r.n'lt to!) ~ay bp. S101l.~rl, The ir.!jl ro",' t:I' .C!ut :hI llgri­
cultul 'n1 :tt thHics and <:r.lp l Cl)'t'lCll t I.:ill nlnk£'. rur;,l settings 10.S5 
dcr.peratc (mel reduce Jlt'cB~urc for C'mil.' rat ion , I\'hcn 1 aske.d a 
small ~ro\lp of young f:ar.mi.!1"ii in Nexico wh~t thc~y \-,""uld do if 
crop insurance \o1RS ,lot nV<lUnule, 1 received the expected ans\:ers--

--plant l\!ss lIInd; 
--not usc c:rcdit; 
--Tlot esc' fe rtilizers; and 
--plant r.:~i::c f01: c:onsun'ptlon rllthe r than ,n c:l.sh crop. 

lImu::.ver , I alt.o reccivr.d two surpI.1isinr,. nnsl.'eT.S--

--r.o as n \,:ctb:l.ck (illC'.";,,l lll'.mignmt) to the U.S, j nnd 
--pl:lOt r:);J1.'ijunnOl nr.d h~unl' l " it t.O the 1:.S. 

Facin1 ('xpr('!.~ .. i('nfi and tll c ('Ilsd.n~~ cOIlGcrvntic'o ilnd :.lct1\':itie:; lEd 
mf' to bcli('Vt! that the n'~romL:l1lt:fl I,'cn" nOl jpstJnj' or tryinf., ~ to he 
f:1Jocl:lng. II' ,,11 secmed r:ost; r~ns(ln..tbJ.c to the. (\ight or 1(,'1 I:,;.m 
present. 

+ 
I 
r 
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2. Rur.al Indui. tn' _ ___ -6._ 

RurAl indlll'ltr)' 1PJ1l flIr.e better on a b.:1sC of pror.rcBslv~, 
r .,ti nn:..l ami r(_~: po\ll;i\' (: a r,rlcult\l:"c '.'~ll're it cen count on 
1\ rc l:\t~"C'ly s tnble supp.1y of cOl":·oliit.)" input!. ::'lJ n morc 
AffluC'!nt and ('frectiv,~ C('l ;- : ~u::-.c.r Co" "S ' 

-.--- -- -- - --
Rllr:l.l comlll1n i.tiC", rh<:r.I'Hl lvl!s \.' -ill he s:lp!"(lrt.cd. 
lhr('u,~h j'he c" ;"'n ll\l~_ r)' l'C I:. nllo...!~;f. (Ir \~IH~ th(!r the­
bn (f>ec \?nll.l'1: ,.:v\ H(:U1. '..!n) . 

!,:oncy \~i, l.l fl ow 
crop was [,,(lod OT. 

1 t sh(luld hi: 1ll"l rC!cl C\lthc\l ~": tI ll"' list!'> pf hp;lcfits prr.f>encef\ abo·,'e 
areA all pot~tl t i:t.lly tlV;'Iil i ide t!ll"lmr,h <l prf.'perl\' (!):ploitClCI. CTOP­
crerl'i t insur:nO:"i' svs t.~ r." f'. 1 1 '- '~ f !\ .t l" C l" , m ~idr· l:.11J 1 (' p1.1nnin ~ LO 
achieve. 

It is pO!ls ibh' to E'st uhl hih P cN' tly l'TOrram "'hi h "'ill provide 
fel,! of the5l~ b~nefitl3 1,'hil i! serving as a di6incellti.'!e to pro-
duction [IS m::ty be the ca~c: in ~h-i l.~ml:il . (See J'i..:luricc (2)). 

IV. rRORJ.PIS I,N.Q.. C~] ~'}.C J S~·!§ ....QE .. CROj~:-.fJl),~_~U_~t\CE 

A. Reach~j,~n.IL",Sm;'ll r;n:mcrs 

Mr:n)'~1.C$ f:~--~-;l~I ·~--c-r-op inour mc(, prOf!l'a;ns Idll tend to be tnken 
over hy lar r..cT. fo!lt"lwrs <?nJ will . 'n-~ tlwir nced,. prcfcl"enti;!lly, 
Thi" is c;crt,linly :he case i,n C.CHi tn J:i':<l ",'!lCrc t h':'! ll \'crllgc 'il:\~l\n:d 
farm h:'l,l almos t 26 hectnr('.!> of f>(~','11 .1;::H1 1", .. 'w:l"Ccl in J. 9 7 ,~ , ]Ill::. t:d!' 
is n('lt nn inrrin ~i(' ,,!',1 llld.v ~r :'; l;l proi;.l':un d(!f('C't {IS c:rl'l' ~. n!'l \!\··'·"C';· 
i1l Oosln lac,; \.'.::: )4··!'~.I'i.('11 f or by a [trL1c:' ,~ ).a f i. c· :: r:i .. ·(! i:n::.~;~, ;1" .1 
was cl"C' i1 ted to servC' their needs , A recen t lceilil.::tivc enactF.tm t 
ch:l rr,e .<: the in ~ lIcnr ,dth ey.tcndin ~ its 0p l'rntinns t o nll farrcors. 
SlIit :'lH'll i.t)' nn d ~u('cess in re{lchins.' s ,(Ill tf nrIl"crF: (' ,"I n only be Tl!CiHiUn>d 
by e}:,"r·. ill .in~ prC'lr,rI:'R!; S~l:C~ th:lt Jm: P'-l.;:!',·d, 

A better example of what is poss :l.ble with respect to lnl'gc ana small 
f.armel'!; is ~Iexicp where l1.ppro:'<irnntcly 900 ,00g inrlTlc.rs \11th nv(!r~~c 
land holdinr,s of 3.4 hectares \'H:!rc lH'!'-vC!ci in 1975 &,ee ASf:r.Ul"8dora (1». 
This de7"onstrates vividly the potential for reachil\p, smull fnnncrs. 

PreCerel1!-ial scrviC'c. to large. fanners cnn be avo:irled procedurally pos a 
result of pnlicy directives. For exmr.plc, insurance n:!r.,tn istnltors'" 
can be r.i.ven a ~U() ril of ~r.Ulll farmers that the)' 1::U ' ~ ~er"c . Smnllnr.ss 
C<ln be dcfi.n!!(\ ob.l('cti.\'c.1y (e.g. her.t.HC's (If if C,. [ ) nTJd mC'!DStlt"'''!c\ C!,1!;Uy, 

.... ~::;:~his appro,'\ch \o,'ould tlot be c[fcctiv(> unll('11:1 u5U01 p "\"H.c i:1surmu'c CI)l'­

diti.cns, but w('Iuld b(' if t! r;~VCrnl:l(,l1t suh!'tdy ·t'(~rc IIvC'l\'ed . 
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AnMIWr nppnH\ ch VC'uJIi" liC' to v:tr~' tl,(' subsidy oj l'rC't:'1ul':l jn~(::cord-;,,"C'(! 
\j'f Lh tim o$17.f' (If ::11(.' (n r1:i( "1." • r-:<l1:inr • . 1 ::rr,p.r { •• tf.l l.! n. ray LlI\' full cuM 

of C(1\,p.r,'gc I<.'i 11 r rluce thC'i r lHW nr,L1 ] cave Poore rc.sourcus [nr serving 
the st::., llcr fa 'roCrs (s ~·l' lI:,u[i cC' ( ; )L 

When crop insl1fi1l"lcc is introdu.::~·· : . ~'n;l:~ T ecoiwm1 c bn'c f .i tn ""culd bt! 
exrected for .:lnd fTOr:! II;M']] r :,tl-·t: l" t • • , lnrr,er f :,TMers. Tht.!'; is 
he r luse they live dos,,[ tC'l t l ll~ : :',..'. ,. ,-2 r.;lrein :INJ bnsc. 'krisinns on 
A "J;uTvival a11;or ithifTI" or ttF(lcu ~·-L('Is<;" nudel (!>cc Lipton, terry, 
ShAckle) • 

AFJ .'! result of the reduction of ri:-; k , tlws c CarMel'S cal~ be cy.pucted 
to dC'port oorc ra~:!ici!.ll)' from tlw·:ir n (l.d ilionCll ,":odc of operation thall 
Imul d \'!ealth:lcr r .... rr·.ers . Th e ir.:Hl!';HH:C providi'!. ~ : coll.:ltf'l'al for 103 !'I r.h.'i t 
t hey \,'cn! not i l!)JC to obt:1in hef e :: .. c·r ;;. l ] o~ ... s t il('l' to US(' tC' chnolors v.'ll t:h 
' .... 1:·: t{l O Tlsky r:lvt"n t lwir r.J P" :{('I L- J" h~. ~ (l(' q u .:;t'{' n' ~, i'TV{'~>o cLn r }' cr f1lH:"...:rt. , 
hy (' c ~inition , h,we r~r.('n'v!O (t h'i l' n.:,. ,·'C'.1 1th 01- <.!c cc!>s t o c1.·eJit) tl ' 
t ]cC' tl\( .. ms~lvf's ove r "'ftH' a pom' \ · j ·tW . Jnsur,~ll;:L !.:i. ... .,ly \-J ill not i~ r:f C'(" 1 

thf'1r .'\ctj\1it:l(~~ :15 :-::uch rt~ 1 1 \!i. l ! c'· · ~lJ(· t' f:U·!'l'I'S. 

RC'L'ltive to t his point, it is i.nterel; tin~ to not' (' that :in the United ~, t.al\..s 

only 13/.: of f.:Jn- ~~~l'S ci.lt;iLh: to r-\I~· ( ' : ... ';; l' al1-d :;~', crop inm.lr:;ncc co !ie. 
The {lthcrr. hav.:> \,'calth, ""C: C'.nss t (l cre',Et or use multiple C':l·oppin!;. syst(:l1iti 
;01' protection (sec Sili.ple)'). 

Fin<lllr with rE!5pect t o the smal.l/lllr~(! fa:-reer d1chC'ltC'~YJ ".'e Hhould l , 'ok 
.1t cultural f uC'tors. 1.nsu!'ance fip.IJ '·'or!;,p.rs ,>'111 I('.od to be educat(!cl, 
tra,'elled, cosmop<'litlln and have aspi ration to n certain dep,ree of affll.l l.!.ncc 
which cities and st3ble office ,",ork offer. TIley \·: "111 r,rllvit <1. tc tC\li',n!l: 

larffcl' f a rmers \,-110 will share or undet'Stand thcs<, values and \"ho ,,,Ul r.c·cept 
more readily tlud!' recoll'l!:'lenda tions. 

One way by which this inevitable problc'!l may be l::1nimized is by using 
ubarefoot technicians" as much IlS possible. FiC')d \wrkc:rn should he 
choser. \"ho r.ome fr o:; farm backr-r oU!lcl :; an who h. ! ,'~! not left l}; ct!J t{lCl 
far behind. rhe cultural and sociAl sta tus diffE:~ rcncc: betv:(' cu Held 
\ ... orkcrs nnd InrI;c fanr.Cl'S ~hould be increased \\'1lib reducing the 
difference bet"'t!en field workers and small farr.u:n:s . 

B. Risk and Technology Adoption 

Crop insurance .Jdvocat:es claim th3t by transferring risk and uncertainty 
from the farMer to the insureT, .the farmer is freed to adoJ'lt risky tech­
Iloio fs (sec Nnurice (2)), This if; b.Js('d on thl: rat:lonale that t:'.:lrr,in,'\l 
f. Tr.Il"rs oper.1ting close to the edse of survival cannot nffDrJ to dip helo\>' 

• 
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aolflC r.l1ni1'1t11 l!U' III '<~ Jr.\I.!1. Tr<lllitionally cy er.;plny 'I host of risl~ 
r:3t1"f,CLt':l t tl(! ',r lt~~-g , m:\~y of .... h-i-c-h involve eJ;,bol,r-f-!r-A-l UJ'ie of l~md ;mdl~===o=c~~~-"'-~ 
labor CRee C<1nciJIl, Sutci) 11u;'s(! stt ?rgic::; ;\r(!. Jksir:ncd to <:!void 
or reduc e t l,o,! I'i.! .... I.!':lry of thE> HO!"~t ' n ~. ' ," deh CJn befall tllcm. '~hllt 
is left Is till' :I,:-.:-d r,~ utl. l'n,b:,ldr Loss ~1I'''1.). 

Farr.l\~rt; try to li.mit the l1Prl r.1~ :.(-r" t~· .. ·i, minirr.ut. ,!r. r.:om<: abo"'l' some 
thTl~sh o ld. Ii th<"1 call uo :;( :.lid .1 :" ,:' 1 r~'r. .;! prollucl1\'c ,e:cclJlwloC;y the)' 
Arc likely to inno\':'.te. 

Cr!ti,'s ft',:linl'nin thilt cr(Jp-~r('(~j J: :ln5urilnrc r:o\'crar,c.1'; t,',3Y be ::I.nr.ufficicnt 
to prf.>vent incom~:: from dn.pp 1n:; b~ J .,\;, tlli H lhrcs! toltl Host cx1sttr.C 
crop-cr,~d lt iIlS\lr ... ,lc.c ollly h,su rc t he o1.! tt:.t:mdin,; 1<,.-.11 . It:is r('l :.;~ ihle 
for B f a rmcr to I N,'- rrc.t!lIction (''(In ' ~·l';por.(lf n r. to till! <'."!ductible .:In.] the 
loan .-:n~ Rtill h~l\' C' C'l'C'l\gh ~u";" ·.'A production left 0\'(11" to reainl':tin his 
incC' r.lc :1bovp th .:> turd .. ·:tl tlJ1 (c;:~u l(1. nUL, in il t ot:\l .Iis"nt(!!" )"I.!.'l r, 
til is i:: .i.n<l~l('qual.,· ;;1; t~' ... 111 J.,,\'( ll :r. ! :r.Cl" Id Lht'; ,l :my 10"-: .. .11," at 
all . SeC' figur~ L.... 111 the :-:(!:dc:.m (":lce the l!n t in' .iHrcrc;'c(' b(,t\.'".c", 
th f' c:-:i'~'c t' o:" d yicl. , ;\0.1 Li. l· V .;,n i !, u nl.!d ,H ~; a deducC!hlc!. H{is uh; ·"lY!:> 
proviups in.,deqll :~ t>.! iHcome Pl'otcctjcn Rinca the faT.lI: p..l: is ah'aY<i belm.' 
his thrcsl101d if the insucor p.,:)'s allY c1 :.i.:' ilt all. Sec figure l!L 

Fi r-ure lAo 
Ins urance coverage plan 
for it t)'pica l crop-credit 
insurance program . 

!i p.lI.!e lB.!,. 
Insurnnce cov~ragc 
phn for Hexico 

Surplus J'N\ll1ction; 
(Uninsured ) 

--------- (Expocted) -------- '1-______ -+== 
- Yield . /J1 Pay~lents 

,.. 

Lo:m 
(Insured) 

D(!ductiblc 

/' 
End. 

, ._~ ___ Payment Ends · Loan 
(Insured) 

Im:urnncc 
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11l" !-i.:·xJcan Vbn PT"otcctG the credit £yst<"Il and ~u:trnlltees the [.nrcer 
th.:1l- he "'''H i be "td e to -bor-rC\.'- 1! he COln -t:l.:lke- i-t rhrough-thc:-)'I!nr - c(li::<!"­
bCMo', VcvelormeIlt itt &till prornotr"d I hcn.rcycr. becnuse the credit sYlit('m 
is I,cpt intncJ4 J) !':'!('Joi'r.;~nt :orisin!: (roil ~4mers adoption of r1.(lky 
tec.hn('ll(1~y hcwever, it; pl'obubly !edu~cd. 

To achieve effective levcr.:lgc ll1\ ~~,t ; , C)-I. jt 1nst :f. lll t1uns Ilnd fOlTl'lers. 
tht, inStl l"Oln c:c 511ou] (: cnvr.I" ~t ](·:·<-1 : 11'" p ,'": rt of th£' cxpected yh~~.d 
whj ch c .. rrcSrO:lc!~ to the farrr:prr. I~ini.f!!l'''' income. S~e figure 2. 

Expp.c.tc.:l 
n.ld 

-(R~UlHi;l!"Y Vllrie f') 

- - · lnsurC'lcl (\'olunt..;:lr~ ly) 

1------

... - "- ·-lnsured (Obligatorily) 

Not Insured • 

Figure 2. Insur.:mC'c CO\'cragc Plaq 
ProlC!cilnp, Farmers Minimum 
Income 
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Since" difff'rr.nt fatTier!> 11;'1\'(' djff"'Il:L ",{\,inum inc:u:'1" li.!velf., it is 
it:.pC'''·;iblc to hl't (lnl~ !;ini:,l,,, <'I fe," ;', ~i"'lt or till)\-' ",'k.t if: l')'C'per 
for l';'ch fnrr.1P)' ()r rrour>. une el J I't.: L.1. v,' "ppro<lcn 1:,mlcJ DC LO 11!;L: .1 

two lic'l- C('>\',')".'l;'.l' l'LlIl. C/- Ct',:,:" '_,' .. , (f .'?5i; to 1S~' of yielt! 5,: .:J~~l1t'Cd 

ir. ,;11 C;\Sl'S.) 

- Tier One: 1' .. IS(' covl~r;:~'f LC:I,.,: lc' LL(: In:ln, ollli~',;..tory 

~!l(! paftl;:J:- (',,' <.;1: ;Z\.: by r.o\'ern:~-':~t. 

U:,on 1(,;;5, T',~-:r:~t cf i'l'ncfits f,o jjri;;t to 
rC;)tlY the ] (I,' ri. 

- Tier T\,.'O: /iliditinn.:..t i (")\'':':~'[:'' [c·r <!-:!y Ll~:l'Ul1t r1>"8('11 
I,), lhe L'r;,,', s,','-,>:rt u' t.he c(lndil '0:-, thc.t 
\'1I('n added l" tl'(: L,~,.: C('Y r[\~l' ;!n(l c1cJ\lctih 1 e 
jt not e;or C(,.j t:'l' (':-i"'ctc,J yielll. J',cnpfits 
[)"(,I;: Lll:L.'; ti,',- rccr-~':'_l' ;~fter 10; 11 j~, rC'f\:dd, 
f,lrch,!:,,_' is "OiL: :~"_\' ;'ile not sub . .;',-.:i.~l'ci. 

A coverage plcm c,f this sort is ft'asiule. nnd \.;o~lld ovc'rCOMC th~ 
criticism of inr>\If~j cient risk removal. 

C. In:;titlltio;-,:,l ProbJu-'~-

Another critici~,l' lS th,1t CH'P in':lI:-;::'('(' is tUl ('(1r~pl('~; <.1r.J reCj\lire~ 

insLitutional sur;,ort \"hich is too sl~pld;ti.cated fOi.' r.ast of t1:(· less 
devcll1;J'2d n;1tior\~-, ,\lLh.)ur,li thel',_ 11,:\'(' lW...!11 Sl'\'l'r;:l L~ill!r(!s, tllc:-c 
is nl1 evidenc'" th~;! tIll' intrinsic pr(J~',l';Ir:. rCCjuin!:~_'-'ilts exceC'(; the 
capacity of ull Lues. 

It is true that !',ot a11 cOllnld.cs \-:ill bce :lblc to ur:l~crtal:.e thl' t;~sk 

of providinG CH'i' i'1sur.:mcc· ill tilis Li:',~'. Som2 C[,n:1ot \;',eet tj;,-, jll­
dispensjble requircClents presented in the next section. They da not 
even have the moc1(-'~L bas:i c manpoi,'cr rc~qllirE'd or the econclnic rc'so"Jrccs 
necessary to unG('n,-rite the project. \Uthout eiLher of thesc:: a program 
will be a complete filj·jure. 

Some nations do not have the other il1Etjtutional supports in place, i.e.-­
agricultural credit, mnrketin~, research, input supply anJ pl~nninc 
systems. ~i'ithout these a system can op(~n-.te "'ith a minimal degree of 
success, but will iail to provide the flill benefits for which it is de­
signed. 

Some nations have too many projects in their development pip~lincs and 
are simply unnbJc to add 1'10;e at this tjme. ;';onl' of dl'i!; int!ic~te;, that 
the institution huildinr. tar;k is too c:or',plicated; r;].thcr, onl>' th<1t re-
sources are 1 imi ted. Crop insur,mc:e b not u:>\Ia] 11' the LOp Friod ty 
item for <1 develC'ping n:ltion. Since it C(':.~r)(,llll'r:ts (i.e.--inl-,·:'r,:: (~S 
anG f<lciUtate~) the opcr.1tieJl1s of other <1)',el1cil'_~" it slil'ulJ li[,t Lt' or­
gani.zed until tIl(' ethers have been begun. The other agencies do not 



ANNEX B 

-17-

I (,;I~,I he in l!X;!.t ,·ncc. r.rnp-hnvC' t<1 be p('rf('('t~'d, hll :::l,nlllJ ;.t 

crt'd il insur;lnCl' ('''',l1d Lt' h'TI!:1 " t 
credit systc'm is ('stahJislH'd. 

: ::. ~.:r"e lilT1C' .1!' tilt· ,11~l"jCl!J tur.-.l 

\,hat d'l,,~; t hI' t':'::" :' i ('\IC,' \~j t~, (1 C," 1",,1.. :llll'l' ,~r"\l:11 t li" I,'rll'l,' I (,11 liS'! 

Flu:t, lli<1l LllI.' i:, ;"r." .. :,' I, "",hi",,:, 1" \','ll dc\'C'IC'j><"j, tI,()rl,u,~:ily 

IITld,'r~t,)(ld :,\},] ,j,I"' .. ,.}tt'l1. JI1 ~'I\,,'r,JI ,i,velorl·.! ["lli(1)'>, it is 
tL(lT'!\I,',hJy 1:",:.:1' (':!tr(1j U",'J' ::1.' :",:,~ tllirt;: :,l'dJ';-;, th,· r('1(: jlJ"();"ra: .. 
ill Ih" U;liteJ ~;l:}r\:, 11:::.> k.rl (0;', los!.: r:,lio. Th .. Lcchrdc:d pl'l);)1,,,; 
of (,;.t:,blis1}il1j, Llll';; lind ('.'n!n lJ in,' 1:,~;,C;('S 11,1::; blT.l 1:,,11 O(l;,,:r''-dl'(\. 

COllllt1'it's I.'ill} ;;\J(',,'ssf\;l ;,rol',1';];I;; inl,llL!c Jap;lll, Llil' L:lljtec1 :,c';ttcs, 
Can,l.1.1, SI,'l'den ;J.hl \k'dcC!. 'j]ll'~l' cOUiltriu;, ('spl'('Ldl\ :'!exicu ,Hid 
Japan ('.In sel'\'(' as 1:lOdcL; fi,r LDes, 

Second, ('xJwr-icncr' tells \IS that nnl illstitution;d. so\,1Jisticati(ln, hut 
anot.her crllC'i::ll ell':,'nL dOl.dn."lt Uf, t he l'i'P~'i)C'ct5 for ~;Il(,(,I'SS, A lC'()l~ 

at four program:. i Jl ll'''s dL'vc loped L'OUill rj es 1,711 1 l)(' ]Ielpflll J/ 

The prl);~ralil in Sr i 1.;111\-:.;1 r0\11 d jll'Opl'rl\ he lcrJ\l('c! lJTli,llCCessflll It is 
not rC<lching the n\,I'1~'(>r l,f Ln~lc:1's jllll'lluvd and i,; IF'll dr-liv,'rill/', t110 

\·]c]J ,let LIS;1 ;JJ;:.iilClil~ivl' t(, i!:lPl-0\1l:~:' .;r.riC1,.lltl!lt~ '}11~' in::Ul-art' .... C' 

ins t j t u l i (' 11 i:o, n () I "i.u COil t I'll 1 ," j n I j ,(' ~; (- J I S (> t h; j t j t i f; not t1 0 j n;', ,,' 11:1 t 
jts c]"c'ato,'s hL~d 1'LI.11}('d. Tj,if; S(>;'lii:; to) h,~ t1l(? rl'su}t of ullrl';,li~;t.j(· 

expl'ctations nhou: 1;!J:lt <1 progra;:: could ~111, hOl-/ farllC1;, I'.'ould rCelcl lo 
it illl d hOI-I i teo 1I ) J b e f j I1 a 11 L l'd • S pc ('j fie il 1 1 y, p n '1 J i I'i.i rat e f; \", n, k (> P t 
10l.J£'1' than I,hat 1,';1" actll:lri,11 ly li,'LC'n",lilCG ,IS necl-sOiary and .1tlVqUilll' 

govc-rnment su])si,:j os I-ICre not. pro\'idl'd. lId s unLll.'I··-finQ!lcing 11~IS lc'~ 

to jll:;uffjcjcnt s::!ffill"" lk]L,~,.,}t·iJl;~ <11:,1)' propdCL!ry insurancl' ftlnc:tlon~ 

and, evenlually, an in~])ility to dcljvc]' the servicc~ promised (sce 
HQurj ce (2), 

The program in Panama is new but some observations can be macle. First, 
it has enjoyed <1clcquQte start-up funding and hQS pulled together a 
competent staff 1l'l1O h.:;ve dOJllinated the tQsk at h:1l1cL Second, QS in Sri 
Lanka program designers also had unrealistic attitudes about long tern 

1/ Several countries with special and limited pro:',r.:1:l1s are excluued. !:or 
eXi1mplo. the successful program in Hallritlls "'hich jn~ures sugar C.:Inc mainly 
against l,7il1l1storn:' (sec !'1CDOIl3ld). Other COllIltric:; Il'ith progl ;Jr.J~ that 
failed 'lrc excluded because the failure \~QS clue to extr<1neOllS c;mses, Th,' 
old CS;'!.'\ program in Brazil which operated in a hoslile l'oliticdl environ­
ment is an example. 
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final\cinr for the rl'O~'.r;;t,. If :l,ll~(:l:2t(~ t;uhsidh's are l'rovid~d in tht:' 
(Iltllrt:', t1.e il~~,t i tlltien «'U~ Ii ('"(':1: ~t:.,.-, to p,rnv ;I!i fillCCC!RSfully ,15 j t 
has; if nllt, it \o,'j11 faH (sec .:.iuljU! (1) ). 

TIll' prl~gr"'ll1, ii; :'c':·;'.,l t:il"~ il:!;j c".111:,'r.l ,":';'1'n;l;lblr, S\lccr-~'s. Trlc'r(' t:',r:: 
i»!;[ i tut icn;:1 ;,;",,1.,j, ;:: h,i~; ;)('c:n ::.Ji1;;~1 ;'I.~I' Ll . .' att:h !;in:; tilC p .... o .. r,1f.·1 to 

the :;atl 0l1.:l1 111',.11'.,:1<'0 Illst j lllLe I " !'C'\'('rn',~cl1t n:'l'rdU:l; illSUri!nCe 
l~(l;('Pl']\'. j'i,''-:·:C:'I/ 1.:1': 1'1 I.' .:;,', r\', lC' i:l Cl.;:l:; J:1C;\ Z1.'C;(', bL·t the 
i!1!;\lrol' J:.~s !"'::~'('I1.l«(~ by Jjr:itj1:~ iv: Gctiviti(>~: jn acctln1;mc" \,'it'l1 
til,' i jn:llH'cs .... 1'.'.1: !,'l,l,: tel it. '1'::(' ('i'('r;lti..'ln~ c.:1TieJ rut <"In' :)ro-

f (H; sin 11 a 1 ;-t ;; \1 ~; 11 (' .' ( 's s f n 1 • 

The· prngr.\m ir: ~k:xi(:Cl 11_\" ~)~'C;l ~! ... :\.~rll·,.tcl~J· ~jn':llL: ... !'~ :I,:d is ~;t:c,"'\.~:jsr·~ll. 
It is lli,l(;lle :<:"('111', ;,:1 1')'[', ',r;I-" ]"":jr", '1', in that,ol! its :,l'c.r.J rof lli:.'eCUI1S 

is not only tlll~ ;'p('r.'f,I'·V ('r P. 'r:'~\ilt t.':',', 'Jut ;:l~", thc', ~;c'crl'ti;r:: cof lh·:! 
C 'H • 

0, ;·.~:·,lr:('. 

p] :lTi i~I~J lL(' ~)t,~:, .,:.. \'; ~ ,I,' I.:'l., ~_,. I I t,rl-' :\..~~ (C:":' y(·:t~· L,> tl~'... LT .. :,,) 

S(l\'}l tiicics. t{l~ L~ Ll:, titl' buuf,\;t ;~J: l,,','cd L"':l':~ ~lf.(·ECY b;\s ill ... ·.'L:Y:; r~~ltc1:'.'\.~ 

the \:nrk p] an [1:~:~ L \ !-IPci i L. Th() p! 'I~·.r~ r in !'Jcxico lln:,; heel) f"flI~('r,l.l1.y 

succ(~ssful. Till' ;!\',e!1L'Y i1i:s demOl1SU'iltlcd that it kIf, the ability to 
co rr e C t til e p l'Ol> h:,;s e Ilccun tL! red clli': g 10\-.' ::; UC ce s s r u l1j' . 

Thc: common ('] ,';":~Ilt of thesL' four Jl]'('i'r;'Il::~; is tl1~ rn;ciz,1 rol(~ of 
f j 11 .• 1~ C ('~" 110 t (' f t 1: (' C i.!' f 1 (' \I] t \' n f ;";, ,~ ;! \' i ll:~ t 11 l' j n " tit \It i C i 1 • C i v {~n t-I, .:~ 
SUb~;tCllli;ll boc:\' (If kr.OI'led~',e <lhoul C"(IP iJlsurnnr(' nvnil,iblo in the 
\vode itl~C till' j,!.:::t ific,lti(l11 (If fi;l:"~("ill~, LIS the: rruci.:ll, elr::r;.'l1\: for 
SUCCl'SS of s(\'l!r;l.i. rro:'.l'ill''lS, one r.,u~t. rc,ject t112 cr.i tic isn th<1t the 
inst itut'ional f.,ct-urs arc too di ffjell} t until cO;1tr:iry evidenCe> is 
prcsC'l'ted. 

So::w critics CJ:-dl:l that C:,"!l insurance i~; lao ('~:i,,::)~·;jv..:. Althou£,lt 
thel"(~ is only lir::ited d.:lt.) to help anC"lyze thi: (juC!stion, some 
ob<;c~'v,.,t"j(lns arc po!.sib]12. 

Thc only I-."c','n stU(h' of ccol1l'7':Iic bcnef j t s ,111(\ costs ',,'<"if', recent}:; jlcrfol:r;cd 
hy a consulting econor.:ist under the pn'ject ..... hich the author is directinr, 
for USAID (see ~dthan ).~! That stuJy used a coreputer simulation analysis 
to estimate the InLern<"ll Rare of Return (IRR) of a ten year stroDO of benefits 
and costs. Costs were reasonable guesses based on the Mexican and other 

--------, --
!!..I For a co:nparis0n of operatinr, costs in the U.S. and Japan, Sf'( 

No henefit/cost ')!l."11ysis \-liiS reriormec1. 
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experh'nce nno 011 thl~ juc.pr.,,·llt of tl'chnicinns with fil?ld cxp('ril~ncc. 111C 
b(>\l('~jl~; .... (!r~ ('C'!"lVl'(' frr;-l ,!!.tim.:ltE'S of i.ncrcnscG in rroGuction that \:o111<1 

accrlle <1S fan'l(~rs rilClI1r'~ci the allocati.on of their l~lncl, the creps plant.ed 
and thi! tcci~'iclc,,',:; c" ;,]0:;.:-,1 in l:l:spor.!,": te ('ccrc:,~;('s in risk 3S (1 result 
of tIll' av.,ilnbil i: ': "f in~jllT.-':l('f·. D.1I.! ,'.'llC'r.1ted jll i1 r~:!.ln r;pol1sored 
SUl"\,C'y of GuatPlf,aL':1 lti~hln!Hi Lal"i'H:'-s v.,: v;('o as ;) h.1SC. See 1abJ.e '1. 
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'l'"bl~ 1. rrO;'r,1:,l Spt'C i fi .. at.iOll •. !ld [l'('Intll~lic C(l!.u; for :111 
J 1) w: I. I'D t i v(' Cr I':'-CTI-J i tlll~;11 nmee l' ro;' r.1n: 

$OtIL:C: 1.[Ll·~: ~.:lth:!1l, p:::::::~:.; 5~ <111\; Ii'). 

,- r ;~'- C i'l ~.: .J_" Cc;.t:; Cr:.l "\1 :'10) I' .t UI 
1'(' ). 

Ycnf p ['.l ... ~5~1}2.t5 .. ___ .L?!l9fJ.L __ . .!: :11: t. j (']1":.0 n t ( S) 

a (Prf'p.l r;l tory) 0 I. ' r, .:h. 

I (Pi] at) 250 i.ilO 

2 1,000 413 

3 2,500 52:) 210 

4 J, :le,') :,:) :'. 15~J 

5 '; ,000 :i70 114 

6 7 ,')()O .';r. :; n 
. 

600 63 7 9,500 

8 17 ,000 615 51 

9 14,500 630 43 

10 17,000 645 3,13 

The data pr(-'sented here repre~ents N<!tha.n's €'stimated hjr,h cost. The 
f3,ssnciatcd JRR was 73 percent fndicatfng suhsl:mtial Poet positive econor.dc 
benefits .. 1/ This, of course, \,'a!, a Sir.lUlo.tion study and not a InCLiSUre­
me.nt of benefits of ,my actual program. A stlldy of an ongoing l'rograr:l is 
overdue. 

._---------_._----
if The JRR for the bnse C.1SE! , .. as 184 percent. 
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The l"ath:m Rtudy me<lHll"ed only incrc-', ,'~{~ pro::iuct:i()l1 <\" <\ bc;'('fjt. It 
rccf'!:ni;:C'u, but l;::d not" incJudc ii' i~' ..:;,](',";\tjC'lll othL'1" !;CI,(:([ts in'~ 

C1Ullill'~ inC'l'ilS('U (>ll~ploy;:,,--nl, effed ,':: t!.c L:ILmcc of p:!y;:1C;lL~;, iI'!ct(~,,!a>d 

s.~vi:;\;, il:,pr()\'~d inc,:ic rli·~rq\,f :., .1:" ~:':i)~ct on crc('i.l 'jn!;tltl'I":nTl~', 

tlt( .. (-rfeet 0n P'~~c~~~ ;' .. :qj :':1 ~~t.ill:i..:.· ;:o·.~~·:·nm""llt l~~p0r!(jitH~·':'~ .• ~u:~p 

otlJl'r nCln-qtLl11!·lfl;lb.if~ btt1~-:1.l:"'~J i. I.'J} l:j:jCl1!-,:;,,"!d f1Jrl .... ;:~, ;.iJ \:l~::; 1.\.q,~ J •• 

Tile posiLi.\'(' HI: ull.l1:r!..I;.1 .'S till' t.l'''' "'i1Cfj ~3 u" it ifnn'~('s thcs£' 
add j L i (' 11 " 1 li Il q \I:m t: :i [ i e ,1 : h '; I ~ f ; t'!; , 

At thi~; point, rt crit.ic n,,~,' {'};d:'" 1"1'.:'1 l','r:-,rc11c:',1' of th,,: C'ccwl1T"ic IFJ~, 

tht: pr()~rilr.lS (l1'l' not finanri;lJ]\, vL :-,}r> bpri!\:f:C (If tli0. lh.::,d for c(JJltil1l~5,ll;'. 

suhs i G i (,!!..i, But, "as lon,', ,is t;:,-: i.":;, ;',1] (:cr.-nord,: hellC( 1. t s of ;-,Il j n,.,I1,';',!(':'­

pro;:;'in,1 arc posit.ivC', t.ill fi:1[,:c::.:J ':,:.1':1 ;1\' of Lh,> in,'::til::!.in;1 (lllCr~l5ol~ 

the pr())'rar:. is (of S('C(,:'d;-i~'\' ir:pOeli'!'_ ,', Indvcd, the SU'UClll:'C' of ]))"1.:';:-1.1);":: 

and In,;Cnlllitic's ,,11(11:1.' b", ~:ujcetl rri'\ci',';;lJy by Llll: lll)iel~l~\',,~', III tilC' 
prC'/"t1T.I (incrc:"~(',l rorc:!ll::tj'!jly t.in',,""'! th~ i'd0])!:ir'\1 .,f 'ii.:'llt,~r t.:~cli!lC'Il(l;;:i;'?f') 

,1ml the tarrel I rnUj) (f;;':~l i L:"!.L.CL',. rJ,(;I' thi!:! i'~' tile \ :!L!I:(,j:,'. 8(1\:;,'; 

nes~; of the rlun:.:r,inr; insttlulicn." (::,ltJ-:an, p. JO.) 

EconlJ'ni C rather tlt311 fil1,![)cial sOIl!1.inlSG i!~ the pl'll~)er H;~?S',lre of the ,1esi r­

aLi U.ty of this kind (If plC;/;r2r.: and li!v only study C',~ the ;,~:!!'tpr hi:" ;l 

posit i.\'(> C('!1cJII::i.'''. Citl(,'(' j,;j',:r: hlO('I' ."till'\' ~,tuJj(;,- \.'hid, ;!~lL';'I;'lcu t(, 

mwlvzL' Cl'StS :llid bcnl,fit:o (11 crOj' :il'~1.:r.1r.(:c, but t110)" ','('n· tOll gl:'r.C'J'::lJ 
to hr' of <lily lISI' 11l>J"~ (sec Ucdin, ;,:j] lC'1t ). In aiJs01ute tenus crop 
insurance' !'laLes "l~n!,;('. 

In J'el;,tivl' tcn::s, hOh'CVC1', :it is 1:C!C.L-:~:,:.-;r)' La C(i:;~l';:rc crop insurttnco:; 
ap,aill:-,t other a1.tcrn'itivcr. in order tv c.r:ternine if It :;\10uld he f;t:ldr:!d. 
SOl'le <I1lernati\'('s fllr sthiuJ.<!tin~ £Jf,ricultul'<I1 prouud:io.l ilfL,J farr.;ers' 
\,'elfarc arc the [oJ] (I\"ing: 

1. Credit insurance; 
2. Loan p,unrantecs: 
3. Interest rate sub:;idies; 
4. Price ~tabilization policies; 
5. Supervised credit; 
6. Group f<lr~in~; and 
7. Technical assistance and extension. 

1. Credit Insurance 

Credit insurance programs promise considernbl~ snvin~s because they 
are directed tOl ... ards the lenders and enjoy the 10\01 costs of group 
polides. The~' hilVl'. hO\vevcr, t,vo drm"b:tcks \vlii,ch 1:11lSt e1ir:inate 
then from consiJerntiC'ln. 

http:comp;.re
http:incrc-.-.Ad


-22·, 

ff,rst, tn o!"(!C'!- to mIl-vi':!' for.1 h/!l!', l,;>rior.\ of I"in(~ thC'v, J1I:,(' ,,11 
olher jnS\1r3!l\~I' 1'1'ol;r;II:';, l'\C~;( cl!..rl;<' ;:lieqll.ltl' [In'l' illm~.; ilnri prc\'c.-nt 
exC'er:~ lC's!,';('~. Tn ('rr~('r to do tl'ic:;, it is necef;:, '1)-Y to itlf,PCc:t 
hazards ilt th .. , 1 a~irr.l~ 1('\'c1 ;1', (l1'(1,~J' tn Ret pTl'n'll.l;'i l".:!tcs :Il~cl \',ndt!T'-

writinrr r(ln(l~t 1: 1ilS. It' i~: .1]!;~ LI c("":;cry to inr;pc'C'!. tile ,.;'c,l',:donE 
ilno rr·portr.cl l('~'f;CS of f.::n!C'n: to pl"l'vcnt the r.d JU1:g of the 1'1'0-

r,rilm. If this ;f, ,.lolle, il11 the • .. ·0rl~ ;mcl costs of crop inSUrilTlcC' 
arp he illg in ell r l"ul [i Tl J tilt· re \,' i 11 be n0 (; av inr.,s <"ci ': ,Ill t age. 

SecC1nu, credit iIlSUrallC(~ protectioll slup" nt the 1"ln): l(,vel. TlJ~ 

fan.l1'r is llOt, protectC'u, hio' J['I;1Tl is l'Ot f01'r,.i.YC 1l; it is tL-,r,!;­
fen-eel to thl' j llsuranC'c ('o:':"m::. If till' 10<1n j" for!',i ven, then 
by definitjoll \'.'C have crop-cl"l"dit' inSllrilnce! 

2. 1.0U11 GllilL11\' t'es 

These schc':,'('s 1:,,;,:ica1.1y involve the f',i\VL:rnm~nt pln['ill(', H fund of 
money ilt the l~i!,r(l~~a1 of f;,r~clrs to w;e to payoff lOilns \,'iH'l1 

natural (!is.:lSlc: ,j rL'!1d~r tJI"U uil::1.Jlc t(l do so. SC'\'cr,Jl (h:,,~,;b:-,('ks 

mitiG.1te <If,ain[,'t <'lccppting t-his nltCl'Il.:ltive. 

1-'i rst, the pro?r;-,m m.:ly be LC!l!!pol:ary, ciHl:J.ng \,'hen the fund is us~d 
up. No benefit,:,; \,'01.11<1 be> llr:)\rjekrl ;>[t',.', that. Cn'p insuranl:e, 
however, is clp~j~ne~ to be r~rG~nent. 

Second, althou~il one coulJ charge far~ers or le~d~rs a pre~iurn for 
the f,u.1ranLy, t),c p:-ohlem of ctctu'll-i.1J !~nUndllCGS :'ul'faccs. Typjc;:lly, 
these funds h2ve charp,l:'cJ an ~rbitrary an;ount, bcll:l'en 1% and S? \iilat 
rplatil.nship thi!; bear!; tl' thl' J~l.r'.1.iiIOClol 0: JuS!; un any gi', ('.j'. fa ... .-::' 
is IlnJ:llO\m. 1[: j s nc(:C'ss.:1ry to e~;t:'Il:l:i.!:1t .1 r:ltc !;~:-:J:in£; C'apac:Lt-y 
simi.lar to \,haL is found i!l crop insurance pro~'r':~r1!,;. Again, CL'~;ts 

be~in to approxir~te those of a crop insurance pro~rnm. 

Third, j f a flnl level a:' premiur.. is chargee! lhcI'c ".;il1 be dir;­
stitif;J.~lctiol\ on the' pilrt of the LHr.,eJ.:.; beC'~\ls<.:: uf the inequit.y. 
(Sp.c f;anderatne.) In addition, and marC' seriollsly, there \-.'ill be 
a distortion in the usc of land ilnd other inputs. The cost .111ocat­
ing functions of insurance arc lost. 

Fourth I if a government \,'nnts to set lip a permanent fund I with or 
without charging premiums, it could keep it opcrnting by providing 
it with annual appropriations. It is to be expected thnt losses 
would be higher than with insur<1nce as there is 11(1 loss control 
mcchnnism. HOI.:ever, administrative expenses \,cu'ld he lo· .... cr. On 
baJ.ance, it is likely that the i.ncrease in loss<:c paid \<'Quld i:rently 
offs·.~t the decn'ilsc in adninistrative e~:pens(>n. 
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The fin:lnC"i.1] "dvanl.:Ir:(' of t.he n'r' alt(>rnativcn could be cor..pared 
hy calcllJi!llnr, \,l!;lt J c.::11 tLi' T, '~'( c' of Financial IIlP1""V(';h~lll 

(DFI) n~s"ci~t(>d ~jth rnrh. 

DFT 1 - JL _+ -.:'.~( 1,-:." " ACt ) 
Ul. , Hl.L 

II. - Insured ]o~;s('~> th'lt \'::'u1!l be jl1~\lrre(l by :111 

in r: ur ~tnrc or ;' \\;1 r i'!rl t rro P !"I"r.r ar.l. 

ACT c: Admini~t'rc'.th'(~ CL'~L;. of the in!;ur.1n(.(: ur. f,l!.Jr.antec 

prnr,r [1T:l. 

ACL == Ad:!linistr03Uv(' costs of portfoJJ'-' :-:~;:m:!ger.011t of 
tilf\ le!1(lcJ:. 

UL = UninslIred1osses, Le., tllose that occur \-,'hcn 

/.ACL 

tbere i: ];0 sp('~: i.:lJ r;\':;u::,:. 'Jhl!; \,'l'uJd ills() 
he decapi,LiJi:'Htioll Jo::,;:(';;. 

Change in C()!;U, be!\;ecn the unins\lred anci 
inf.ured r3:;C5. 

The DFl C;:H1 rililfl! fro;l: -·1.0 to +l.C. A posld\'(! nt:~:,~'e" ilHlic:c.tCli 
a finand,,] C: .c., cr,I;)I) s;i\'irl~ fr.r- f0VC'!'nr:licnt ,:hen lIsin1'. ,in in-' 
SllranCL! scLctnC'. The c;('nUmillall~)' is cCl:lsUmt :15 it: rerlL:sca~s the 
losses in unpLlid loans ;mJ iissocLllc,l ndninisl".'1tivC! co~;tf; ior Khich 
boVernml'nt is rC',sponsible. 

There is, ltm.J'cvcr, conr;jd~~r.:lble \,~!r) ability in tlte numeratur. 1L \;i11 
usucdly be greilter than LIT. bec;1usl: the insur.:mcc progrmn i.s design",1 
to pay losses. II. Ciln be: \'arj,l,d hy offering ,llfferent cow'rage 
levels and using more or less administrative capacity to prevent and 
control losses. I\ACL will probably nut vary nuch. It recognizes 
the decreilsc in costs thilt should result when the lc~der has fe,,'cr 
delinquent lO.JllS with which to cope. 

The farmers share of the pr('r.dum (r1') can he set by ~overn:H811t at 
any level. An increase in F1'. or.1 decrease i.n go\'C'rn.:lc'nL' s suh­
sidy, \Vill 1110\,(! the Di']' tell-'an!s +1.0. Pl03nners c<J.n usp tile 1)1'1 
for compilring ;Jltern~tiv~~ insu:-<ln,'(! or f,uar.:lnt.C'e SChCll~('S ,;Ilc! for 
finding pr .... mhT!:' sllb~;idy l('\',~ls ,,,l1irh the govC'rnmc>nt r.an nHord. 



Fifth, it is pos"jhlt, to huilll ;, lo~,s ('nntl'ol sy,"tC'nl ~nto a ]OLJIl 

8t1l1r:tnt('l~ prop";IT'Il. 'I hC'r(' are t ilrC'P ;Ip:'rn:tr'ht'f; to chi s. One i!l 
to "I'!!I'.1!e <It lhp ;'.rOllP level, .lOU p:1V off il11 f.1rnl('rs' loans 
011 an;] Vl' ril gC' ha s j S 'cilCn('\'('r I Ill' rc j s .. :1 .1 1'(',1 Id (! C' C il til S t l'('ph ir. 
ln~;.. Thi~; ~;yr;tcr; i~: :~~cf~i~~::':lf :-is :~I""-:ll f,1)·:~~er;, .:Ir2 i'.'"!1.,~ \· .. bc, 
h.1ve Ilnl suffl'rcu 1(1;,:.es illhl llLlIf'r filnflC'rs iln' not fnid y:he have 
1>"ffl'I',·u l(IS!WS Thi'rp is (,rf ('11 nc,l a rcrl~on;lbl(' P1!lldJlIl?, of 
losses <lnd hellL'fit:.. Inste,'J(, of l)I,'Olc'clioll ;llld 1'(:l1.(,f frem risk, 
farmcn~ are left Iiolding a Cl,:'jl)"~'ild ]ottC'J'\' ticLc:t (se~' Sweden in 
NCl uri. c f' (2) ).21 ' 

Another .1pprOi!('1r i!; to l.lOrk ;11 llil..' p'OUj.l or hal'll, lC'\'(·l and forc(' 
the banks to c('nt'!'lll J!1Sf'r'~;. 'I'hi~' is U"lll' hy II;lVill;' n C'eilinf, on 
loss(:'s. If h;mks i~') be~'olld thi" limit ll!f'Y <lre l<~ill'l I.ed from tlw 
pool. PI'esum:ib ly 1 ii',' tllrc<J L pi' ! ('si II!~ tltl' ~~el'V ice ;~; (:llougl1 tn 
get hlill ,; ll~ ~;1"':1,1 l.~", r(·,~\·'.1:'( I <; ~lt\'(',:': 'Iry Ul sUi'C'rl'i~,(~ SE;:')] 

;lgricul turnl J..oam~ ddcqunLLly. 11.(' £;)J.~nr:y of tid s npi)ro:.tch h; 
ohvious. 

The fin.1] appro-Icll j s to coni I'll] 1 psses dOlm <It the level of tl,,' 
individi1:l1 [,lr;;le1', A:, h'e snl-l I:itil credit inslIr.1nc-:C', CIt thin poinL 
one is actunlly doing crop illslIr.:1I1ce. 

In all cases, lye l];lvi'~ seen tl!;lt Joan g\!i.lriJlltl~es are eitl!<fr temporary 
or more costly than crop insur;luce or if properly ol'f,01nized are de 
facto crop inslIranC'c programs. 

3. Intcrest Rntc SuL3idies 

These Hill promote' thc use of L'l"(~llit, in fact, they ,,rill dinort 
Its use; crop inSUJ'ilnce ",ill l10t do thi s. 

Rate subsidies rio nothing about dsks ,dlich affect Ilscrs. This in 
turn detC'rmillcs Yillo tire users Idll be. P1'iul::Jri 1y, tho;;c ",ho hav(' 
sufficient we:.tlth to not be concerned about: "w()ri<ill;~ for the b;ink'i 
or slipping beloh' tlleir minimum incoml' levf',l .:111 borro,,,. R<lle 
subsidies are bi3sed in favor of larger f3rrners <lnd will not help 
the most needy. 

Also, if the hypoth.:osis presented earlier is true, r:h1t poorer 
farmers nrc .1frec('C'd more as a result nf the :illtrodu('(joll of erc,p 
instlrancc hecnusC' of their mi:lrginnl posit jon, le~s th:1n optim:ll 
economic resl1lts wi.ll bE' renli~cd from tile interest r.1te suhsidy. 

]J See page 3(, for n disclIs:=;:jnn of compollnd lottery t'jCkctR. 
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4. Price C"ntrols ~n~ ~tahi]j~atio~ ______ M·. __ . _______ • _____ ._. ___ . ___ .. _. 

Pr1c~ p<,lic:iPn are L(';'il"d.~I,,<.:nt'1rY lu cr(;p jn<-Olll:.,lCl~ l"ll1.ciu;. As 
rl~! ..... f~p, 1!. r~-·,rr;· ,.~: jt ,'ff,:-'~:t~ tlll· 1hj-v~!l',:' t!I')J'~ i.ncoIT.c · ... :·i!~~l i;. 

~, . .:j~lS~ lil.'rli;"'L't., 11. L:" .• '.~.iry r~·: .. ::.t~C·l·(l. l·rLL.\.~ t·r.J.~·CJ'-·:'; 

price it. ti't' !';; .... 'i.."t iliil, 1n tll(' 1{)11 ~-u,~, botL !'I;!\'~ nn 
l:lP dt1:·'t~; (~(.I.:;~l~. 

OJ' j.: rrot:·(· t:!; 
.1 L, l'l l on J 'I 

.1[i "ct on 

If n1'.iu' n()J:l'i:'~~ ;10:".' :Il'C rcJil,i :"'(";, };1~"'.i1 f·:1r'.('l'S Si~U r'Hf' 
('lq!~ji(lf'r(~blr r;c-l: i:n:~ (·co'-:()rd.r dj~-;;>cj_r.!·iYL~S to jl;C're~lsi~lr pro­

(~lJr.ti(1n. If rrt{·i..~S ;;rl' L('i~t h~i;i, ~.~.('J yr.:lr:-. ~.:.> rr()(!'lcC ,~-,(,·..;~·h 

\-,'cn]th to c(~rry ~'~:r:", .. ~, ~:.:":':.'-:l ll', ,,:, t\,'() b~'d y~,-il.::. Bu!., ~:(!r(' 

liLely, price pnj ic·jr·..; "';~J br 1\."f. t() h:ep l11';Cl'!; ;It sorh; Trcl<,t'Lve-
1)' 10 .... ' level in J'.'~c:·l>::~ C t.o d0-'I1::~~ ~'1"O~' l1r:~;li\ C'on:.UP1C'rs. 

C r (" i \ i I1 S It r ~ 1: J I.: L: {i 1 S ~-, (\ III y' "Il' ~ ~!', }!, i ;. L ;. (-

ttl tbe risk of JOt.~1 price;''':, BuL, t".::. of. 
slIrcpssfu] 1'1T"r,"'r~ [iTt' the t:');I':;ttlit'l' of 

:o!:J .:1:; "·.:-;,,'r:: arC' ~(~fL C'FC!n 
\.!w rClju.il'c:.:cnu; fur <­
(!f[('~U\':..: u;n"!wtjnr ;mel pliJlI'-

ni ng sy,;ter\s. 
prj L'C effect 

'ih\.~f'C tl·.fO C,1n b" i.l~CJ t·o PH!Vt:llL r:~l1ch of the (Idv('rse 
L'll::t \·.>ill, ;)(' C<lLiSLJ 1», illcleased rro,;uctlOll. 

A (~i.S;](l"dl1f·~~;(~ l'~ the i'f ':'u' polic.y ".>~,r():lC:h j.-:; t i:,·t 'iL j.c; (!):trcr.'t:!]y 

hrc'Llc ;1!~:,,' C:--:f'()ll5'ivr. /\1,1, p:~lr:l"'i'''-:- (',re: ll1"'lll.~I."\.~ ~~l)d :-":l...;~):I.l(!·i/~(:('~. 

The sy"tC';'l: Hi.] i ;'rl""ll~C L<)H.· L(·~ll.!r.: t:: to 1.11";::-'l'I' C:1rlf:or~; ::111':1'0. is 
11l' ch,':lce of w ';;~:_~ tl.,) t(~lll fl'j' 1'C.1lq:[," : .. uti em (:r i:~c:" .. ;~· ~:'; '. .. j tl! 
crop insuJ'il'lCC. :;('!' i!~ L:tI;)"C' '-:11)' l'll,m('l' of dj ,. .. ·cti:1P. l·ll;:· ll'.Cil:,t: 
~:ily se[,I::('nl c( the j)O;lllL!tion. ,\Jli.l"llf,!1 price ;.>C'.Li,'ic!, , . ."J i 1 !·:-l,.:~(1tr· 

l;~nd lISC r;:ti{l:~::l}::"iir,:t t~i;.;V ','j]J ;tr!" .. ~\) t1~i~; ,.~~:, (lff(~cti'"'~":' ~!~. 

il1';'.IJ';'.11C~ I·.'lii.,i, ·1L.lnL';,t(':~ :1 diff'·]'clJ:.j;lic·d U)i't to (>:lr-il L,'~'I:; ::,' .. r·e:, 
rrpj> .1l1cl tee],r,.· :l'1;Y. !'r :fCl' j1() l':'ci P;' (;0 I:ot 1l1:0\' j de (nor i::ct,l." tht; 
c~T(,l1se of plol,'idil:;') sUjlt'nrj[;jO!l c'r pxtension. Fin .. .Jly, I'Jrice 
po) icies do noi provicc d~ rect prctcc iinn to b~;J11:s, 

In res u r:- P, h n t 1'1 ~ - C' u 1 s ~ r ere C (I ~. n i ;-: c (~ :1 ~ b ("\ '~ 1; j- p t, \","C' r r 1J 1, 0 U ~ P Ll t ~-. i J l? 

prOl'l:Jters of p!'ocuctiOl1. PricE' p()li cies 2rc vel:Y bn:ad and Ina? 
favor lill'i:pr L,J":'lC'rs. Crop insur.;!'!cc is :nore lil:e 0. scapc:l; it can 
be directed any'l'lhcrc, w.:e::u for rccli:,tdbuting illCOJ:lC, protecting \,'lllku 
or impro\,j:l~ e::::e:-,siO:1 efforts. 1:::':-]1 i,: cG:..?1cl"::nLny to l:!~c ather, 
and the [arrH:~r [,Ices less risk I,-hell both arc cr.1ployed. 

It is impossiblc' at this pC'int to ~;.:1y which (h'r.:illntcs the of her. 
Cr(lp insur.:1nce h<lS an ildvant,1f!C in Lh1t it c;m bl~ dlrectPl~ :1t: 5r.1:111 
fanncrs. rurth~r ref-;(·,..,reh on tlie' (illCsLir>n antI ~'"pE'rir.l'I1l'''tjon I'.f". 

c.rop insur.:mc(, pror,r.:ll1s is rCf'j\li :"('(1. 
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Crop-crl'uit i!l',ULlnr,-' rn)r,r:1W' :1rc dc_~i;,nC'(1 lr. ~;llppurt SIlPC'1"\,jsC'd crc,Jj\' 

jll"ll',r:1I1lS. 1;\ ]'(',~()vin(' rj~;k fr":,l tj,.' f<lIT.lers thc'y enCO\lra!"t: thc,m 
to jOll1 tIl(' <:r<'l:ll I'ro;'l''::'':<1O;, 'll:l'n, by their l;1,;pC'ctiol1 aC't'ivitic's 
["111'), cll.:lplc:',,'nt' the' cr('dit ,:uilQrvi~;iL)n, It 1t,1S hCl!n Sllgp,PSlC'd that 
:-lljl .. ,:,\,i:;('ll :'il,\it l'l"C','J'in:.<; h'ell"" Iii<.' f(111,lCr'f; rj';k by pl'(;\'iLlillg 
t'xt ('n:;iotl ~;l'rvi('p.<;. Tltl~; i~. !lot I !"(' C.J~l'; sec item 7 be 10 ... : for 
" L1j~;rllsf;j(:n of tltis p011't 

Sllpl'rviscc\ crec!] t i~, 110t nn ,1] tcrn;,t ive to, b\lt d cumplement of 
crop-credit 11l'<:l1riltll:" 

Tlti:, iNt ].(,.1 !,:,', \IC·l'i. ,',I::',:',(';;ll": ::,~ :, 11 :jL \!I:li'I"l'.V;:II'Ill: ,mtl pJ'l!dllClinn 
j1r"l:,lOtiTl~ d,~\'ic~' Lil;c t-r'H1it:illi' .. ,l ri,,]: 'lll~naf'(:':,I'I;\' l'iC'tlwu,', it does 
lr:ms[l'r ,,(l:lll' l'i:.;I:, il\'::)\' rl'OIIl lit,:' 'intliv'ir]oIill f:lrr.1('r. Also, like 
lr'IGitl()l1al n.'t)J(lds it dol'S thl!-> iJl(,j'dcif'ntlyu t~(l protection is 
pr(J'JidC'd, for (:,dmpl(', h'hel1 a dJ'Olii;ill dfiects thc' entire ('ollective 
fann. 

Sod:11 C()sU~ .,1'(' c]1d te tlif,h, F<lrr.'0J'S l!lW;t cease to opcrll~(: i'luivi-
dunlly :Jnd crc,1lf' :1 pC>rJn,111Cnt struclu,,'p for cooperation ilS close 
ill1d ,IS vital ;1': is uS\lally f0untl in 11lll;L~11 i;lL1rriar,cs. Sysl:cms for 
managl~mcnt, lk('j sion m,lldil[i ... nd for sharing costs .Jnd productiC'ln 
mllst be cre,ltl'11" 

\,:11('11 socia} l'Ol1i1iLicl1's .1re appropdntc roc grour f~!rl'ling, the col]ec­
UVL' f.1lTl it~'elf I,ill I'roh::bly I:(mt' to purc:hi1sc ii crop inSlll".:lllCC policy, 
This \,'ould be: c:spC'cin11y true if llie' cOIJlll1unal land is inalienable and 
unilble to he offerC'd .15 collateral for 13 10an. 

Ir hilS been su;;ge5t('d th.Jt by providing fanners with improved 
knoHleugc ahollt his ,1ctivities, that h:if; risk <Jnll unccrtainty 
cLln be reduced .1nd production 5ti11luL~tc!d. Risk ilnd uncertainty 
for example, .1n' reduced \o.'hOI1 a farmer is guaral1tcl'd a fixed price. 
Unccrt~:i.nty is reduced when the fanner is gllnrantccd that :1 certain 
seed v;}riety \-!ill proJuce a cert.Jin yield untlc·], norm,1l ('ontlilil)!1S. 
In this case, how0vcr, consider~hle risk r~11l3ins. It is th~ risk 
that the conditions will not be !lorlnal; thal ther(' \>,111 be too little 
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or con 11'111"1. nlin, r"I ' (-)(011111, 1(". TIIt·reT"r. , lhC" first ('rjtJcis'l. (I' 

t~chJlic.il ;!"s ist.~"lc (' :l ~ .:l r'i~: ; r .' ducinc;, I.~I!' : ' ::n"!~; r.1 is th:tl it l(':., '!r.:.; 
[no mucl 1"1 ~~ lwh i " ,I, The- m1xi n'um l'rnt:;.h 1 (' 1 jl,.;s m"y F:U 1 J 1.(' r.rca t 
nnd m~y ~ljl1 be b c' 1m! h(.' f.'TlIl,-r'f. 1I1inj :~ UI. 1 jlll.'lIl1!C thn:r.hC' ld. 'fhf.. 
rllnnl.:(s lin, , • .' ,Tl.J.i'll~ { • • ;:.., I\ , ,,; d .. . ill,; it 1,i ., yl.~ ld G \:1lJ he ll::c :·b, ... !:~ 
of eh" erst plot) TC'i':. ir.s un;l(fr·ct(,d 

A second c: riticisrn i~ cholt cTc'p-cn·d'l insl:omct! enn clo 1l J;1!ltCi' :ic,!, 
of ext('ll !; ~un lit,lIl C! ~:t"ll!,>jOIl 1I[.t ;,c :j~·~~ I\!; Jj~lC·u!i:;(.'d ill Lhe hO?ll C· fjt :; 

!>C'ctinn (A<h1pcion of ~: (.W 1'cchllol{>r,Y, p:lr,c fI) Chl'TC hi .:t n icprovc.d 
elc·melle of sl1p"l'vi s ion <In,\ ;oW:lI'("I)U:; S uf f:lil;H'\~ t o rC.-Ich fannf: rf: 
inlplicit in c rop ;n .. ur :ull: C>. )f \"h l' im;uranc~ linn (':xtc:lsion .1~I.cnciE:H 

are mcrr,cd, resourc~" can he U f: ~ (! !:Ior l." cffC', · tivcly llnd l'ach mil;hl !)C 
better nble to surport tl \'c (Ithc.r. 

t.onk1nr. :l t ~lI" t h L"l' ; l :-. !, ~'c t t "o.'(~ l, ' l1 ~' d' tLIt b C/.: .lllhf' ('If 1;'(' J'Ct . jd'l."l I 

risk, t'cc hnil' dl :H;si:;l;111C~~ ~(I( ! !> 1 ittlC! lu impu,v(' tll~' situ:it1on 01 
h:mks. 'l'1ll'Y w.l.ll :; l ~ j I he t"ehh"u ' lll tu lend tC' (tlnnC'I':; witi,r.u t 
ndcquate g,unran t .:-C's. 

Ext lmslOIl :mJ C(·,'\ lId" :.il .,~· ~i.~t· ,1:: r·l' ,:bile m ;{: r\l l ~('cm Lo lw Lh'o)·(lur.hl~' 

domi.natC'd hy cn'p-l'r~'(lit in::a:r,11lC'C as ,1 m(';}I\!; ! o r rc'nchillI: r"rmC'lS, 
11'nders .. mcl pro:r.' ltinV. jll"niluctio"l. 

8. SllmmH t 11.'0 

Ht' have lC'lI,kr.d at tllr. cost/hc·ncfil pO!;i. tlo,; ol {'rop in!'lura nc.e nnd 
f o" .;d it LO b~ positht' nnil ,,';ol,thy o( support. He: h.')v(! looke:.d <It 

foOI'lC altp.rnativ{! tools for stimulut:lng PCOcllll.!l:iOIl nnd hP.lpillg f;~ l1 

f.1rmers .::11\(1 fC'luml nonr. supprioT and all lackIng C'X Ct~p t (or price'll! 
poli.cy which is <l compl ement for crop insurllnce!.. 

DLls ed on this analys:ls, it is recor.unenderl tllnt crop-credit ins urance 
programs be initiated on a pilot <1sis, th<1t their benefits he 
closely analy~ed, and that thl." cClmparativc advantagC:!s of insurnncf: 
and price policies be further studiC'd . 

E. Operations in Kind 

From tHI! time of the first thinkinr. ahout crup insurance it hns h(~l'n 
l'Il1~~estcd that farmC'Ts be 11llo\-!C:ll to p.'ly pn·miums \dth prodUCt', that 
1\ · \' recch' e benefits in kind und that tIl(! in~lIr(lr 0IWri1l'e a r:rop 

" J;E' fncllit)'. The pro~ ra!:l in thC" Unitpcl Sr.atC's be!~.'n b" pC"r-
; . g p,1ymcnt of prC';:tium nnd hl'llcfits in kind "but thIs ,,';}S quickly 

. ., ~oncd when its costly :'IOU cumb(!r~{lmc nature h(!c<lI1\(' C!vident 
(tH'C n,l} c row, !>lyrick). 

I 
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Tod"),, n •• rrop jnsur,lIl1:c prol' r ;w~ i n rlL C' ~4'rlcJ permltt: ('Ope-ral :OflU 
in "' lnJ. The' .rn!,t ;m.l. dl[f1c,til1': (· f t]"lT;:.: :t' Jl r~oJ:.t....j. h:1J1 w'n 
be borne by jll~un.llc.c lH'Oj'.l"iItlUi, (me ('Vthl;t ~l! it: thaL lUi much .15 
20>. (I f t!, c \':d \l.~ or ," ,-" TOp i!> l" ' "' . ":~c ,J :' y :' :",:lg.!, h .l:'II!1in<::. 
lr;l1\<;pO!' tntic'n, :'IIul :;!"oi ! n,r,c (F. ~ I; KCY'- ', l?). :·hn)' t' ro\}!, arC! 
CX,'C !i !>}\'c ly pcrj !:. i1:>I,lJI.! .. 11.1 .lOf. ~l'J...i ( ·CL I..; 11torar,c :sl I.t] (f:.f·C 

~!c~a('ol ). For ,tn insu.'cr t(\ d''::l ' in ll. l.!!H! , j t must C'fl~ ll te ~1n 
enl jt C In.:l r: :c:ti !\ /', li('Jl . ~ l"tS:l.:l \l c(,; I)~' l.: IJit.!\ (iUn1!r), control. I-'aci( ­
I'lf;ill ;'; , tT.l;\~port:ltio:l :md salce uni t s . Cle f:):].)', the proM.em is 
hcyond the seop.., of the insuro r lC' h ... ntl .lp.. 

Opcrt:l.tions in kind U!"(' ~HI{'r.t' 5U' ~iiie r ~(w.:: r:ll rcnsom:. One: is tbat 
t he: poor faT.r. ler :;'!. l;n,lulc to 1'1l·;J'fJJ:.r hi:; In:.utfllll': 'l1C:-:r.C!pt .. .;it:, hi~ 
produce .1t harvl"r.t I inf' t,'h" l: !"l'Jr~" t enl1 \:(1 be rlf'prC!ssc·d. There·· 
forc, it it. r e(' (':- :~ .. > ~ d ('d rhrJ :" rhr' jnsurt'~ ' lICf ' !? )' t ' p,,)'~ent at h:,Il:vcc;t" 
tb:c in ki nrl ,1:l..! H ~ a fus.r :,ntr" ' t: l' !, i cc'. C}',)I' - cl:('ciit i \i:i ur ;!n('(;"1 ,"; t'r­
c crr.>. :; th~;:; pro,!); ( ' t : l' " fi:1 ~! I{, ; :1 l : .·' I' :' , · .!UII hy II Il :U.ld-I'Ll ) 'Jan ;,1:.: 

nllcMlnH ell£' f /; L~ :' t t· p .• y it. o f i , .. I I (.:n i .l! p ; I~:S th(, rCRt of I li~ lu;;.~. 
The t ll rlr'·'· IInC""rnn:>l '(,ly H ' C,:;! p' t l,<, ~t <\~ e 1'i, ~ l~, Tht!; is ,~ dif f ('re.nt 
preJblel:l ".nlt (!'IIlT'nt ht~ hand led ~:l"lf t':ly by the crOll insuror. 

II tH:c('\nc . · ...: :.~;'m c ff("l""d fo:- in ~' ~,I ~~~ o;;C' l'nt lt:n r, it: t t:."l:; tt,c 1nr. .. 1H.;::-; 

build··Ut) lind d r':H,'-(,.h)',:B of n~ ~ e n·l 't.. \ 'U l counter na tural CyclE~S ll':H~ 
thun r;oGCr ,1.tc pdce i 1;,lctll:ll:i(l: ,~ . Th ,. l !'l :l pri('c OjlCrntioll, all(> 
",hich l'eflldres r,:orC' stock to il~ l' :.cr on the r.i.1l'ket thl-\n 11111 he pro­
duced by the int'urol'!', reservc. TIlL' problcra it: Lut.e. ctlIT.plc» and 
political. It C.:l.\l best be handled by a pri.c(" contrul 'It-eney. 
TIlCrc \oIi11 be strC'ng iloliticnl pressure on tIle Agency to beh:.ve j.n 
different wnys (far.r.eTf; " .. ho \','ant rrJ.cc:o r.1i!;C'n. COI1HUf'lCrS ..... hi) ""'<lllt 
them 10vcl."E'ld , and others} ~~ho arc CO!1cerncQ ;~ho\lt lr.nint .. lininr.· 
t'I~,et'i;cncy Gtock~) . I t is safer to keep t.he illsurt'r !!'olatcd fr(l~! 
these foT.CCS so tha t it can focus on its o~:n teclmic.:Jl and def.lancl­
inr, task. 

Dr . Yll.1-:lnuchi suggests a third r(!':I~(m [or in l~incl operntions. In 
years of Hiclcsp r end crop f ailureH . p3.Yl'llcntf> of il\f>utimcc enefits 
in 1'10ney Hill not permit the pu)'{;h:!se or 'ldcCJlIll t e fooo stocks as 
prices .. .:ill have ri.!'le.n due. to seen-cit)'. Therefore , tht:: f llrmcrs' 
minimum in.:.or.:c threshold \,'ill be \'\t'l,1.tr.d. \i'hi le thb is tru(!, it 
i s s til l not advisable to opcr~tc in l~il! r. f('l r thc cos t, cO:lpll'dty 
and political re~H:ons, Rather, the. sClluU.ull 1"0 be: purf:ucd is to 
use rcins uruncc. 2-,1 A rcinsuwncc polic)' \~ou ld provide bene b 

.-------.--~'---------
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P,,\Y:"" 11 t f. 1 11 11m.: i u"'!'! . ;~ r-y \.:hich till' n ::t1 0.' COr-II}.} \I ~:C ttl plJrd.,1.sc 
n nt! h l'P :l rl the 1.1 ' (' UI : L'ud ,I t n ' Lltj \,,' 1y fI .:td I' \:t lr1 (: )lr h:cr.. 
\,'hcn~1":+~ c ,;"Clj ~ !: ~t'l-" ;' r: r("d t o t he cC'unt!'y:r.hk · , tll~ f~ I-y.:""c-r-","ou-td 
he " td ," t o t'H!l t'h:! .. . · ,. .. ~ fion.'blc. C)u " ,t f. i ti~:;. 

I I j", " i ' !, ,)u) i •. " 
d <! ,>d"' 11ot , r~pl:, "' r 

: .. . , ·t ;:: 1: ' . '~ :'; " " "1' :--; i:: ~ ·,: !· .. :: r( ,.l,p,:.! ,1 t'!(lt. :t.,. 
" ,~l n :l cl l t j "- ;" . ~ !., n .11;(';"'l" n t l 'u h Qds. F.J Tr:<' I6 

I·.n~l ;-:n, ' , ': 11 rc :l1 J' '' tD 'n"; c' . ,·i .~ :~ . .. ~ ( , : '~:- h (H;': f or prut(·ct:nr. 
in j rr. ... :: :. uch {': !. Il l r ~, i! . Lr oj) j l: ·: •. i . . ,~.(. \ ' i l ' "(' I. l:1(" l' d:'!l full lj f i.C:1ii. l 
lH(> t hnd" (c . r .• I:.": l l1 " ; t ~ b l l ' prul; \p.:;q· ~·\: l 11'11 yi f']d J nr \':Iri ' l~., S ; 

nol bOrTl'\d n ~ : ! ',Il r 1" ~. t l ' IHJ ify i n ;~ pr",il1 cr ':nll) but. tr ".:.i] 1. (lnly 
cOrlj ,lt!I:,t'ltt t l, <. j ,'l:' t 5.m .... . l )' /'l l!n(': · (", f- . , (' ::te\h lea [ i' I ~j,li (·s. faoG 
!:ih n r ,ing " l:TP l'1.1N · ! ~ , ) , 

F . Fll n n LHh orl.:l' ~ 

It h:- ' ; b~,t: " ~u !" , ,}' . ,,:: t ha t ;-: ] : :" " \' ! ',"" :i \l!; u"!.' .' :'! c .' ',:111 b " :H:fjt 
( nn wrs I: r.d ] cr,( , : n ; ti l ' .t it \,' 11 1 "':': , l':-~n the pliAh l 0: f atu 1.,!Jot(,rr.. 
l' r c s cntly l ab or.r. ~ ~l l (! s llb j " c t to rdicf puyf.:!!n t ti (I,'hf' l' e such 
as !;>ist'.ullcc i s .1 ,';d) ihl ~ e) JUDt' /., ", .1rt! fl!l' j ,';: T:'; in tiMes o f. cat~strophic 

l osElCs (s ec Cr;,,,, f C'r:! ). ta th i ·1" \1 !·,1ncC' . i "l"r.l(·TS nl:JY renp !lll 
hl'l .e fir & a na l uI H.! ]C: ~' ~' J,abon: r s '·.'o:..:J<I be. ,,'(1r~c uff . 

\tl d.l c. thi~ is t r lle. j t js i1tlpOI I <~lI l to nn.!tl )' 2.c the irr,pnct of cr~p 
inr.urance on loho:: llt),I.izatioll . Ac:cordine to the }\;ltIMn ,study. 
t he lI ~e o f Tur ,t l J ;1ucr w(1 uld he: i n ,':rc.lI s C!cl or~ thl:! t ypJ enl smAll 
(Gl.: :j tcmcl 1.1a ) f n r :.1 fr .::-rr, ]10 nc,n/L..1Yr. to 180 ~on/d~y:;: p(>,r year as 
i! r f!s ult o f the tcc~molor.ic;)l cl; .;nr,'!:5 inoUl: (:d by the intro:Jucti.on 
of crop ill fi I1T,ln(' C'!, 1.1 though much o f. thi t: l .!.l:cr "il.! h p. provicer! 
b y the fIJn:J fnr.il~·, so*c. of i t ·.dll be hird labor. If the hl~Ul'ilr.cc 
:b: direct r.d at sm" ll ~ r farr...2:T'!'>, th~~ tcc:.lm oJ CI?,)· options avni1.1hlp 
will be labor int'ellfiivc.. If the ins urance is d iit:ectcd at lnl.-ger 
farmers the technology emp!oyC'.d coull! eEl r. i.ly dinplace labor. 

On'ia l.:mce. farm laborers could be better o(f Hith insurance th"n 
without . e introduction of crop insul',mce implies a trade of 
uncertuin And infrequent relief bC',nefits for more frequent employ­
tnl~n t of unknown certainty. 

G. Sum:r.ntion 

In this section He have examined SOtr,.;!. of the i~sueR and cd ticis .. .s 
relevant l:!o crop in!1urance. The first dealt with whetllt!r or nol 
'crop in!';\1T.1nce cou] II reach sJI'.all f'll."T!ler!i. It ,,'3S sur,gested that 
det'1.pitr. biase'" in f.,vC'r of l:1rs;c f.1rrr.crs (loJ.'er adr.:dni~trAtjv(! C{15tS) 
that ilie progrm:J cou!cl be directer! at srn :~l1 fi!rmcrs anr! Hou1d rr~duce 
ArcDtcr net economic benefits fC'r tlte n.1tionOlJ econC"tny. 
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Thtl it:f: IIC (If thl' nJ .• ::fl"n (.r Tj ·.~ to t ( chnC'IClJ:Y a d onfion \<":13 tlf~­

C'U!l5C'd. ,\ltl 'I" II:'h 1 ' '1 l':·'q'l\· , ' , 'i, ·j: :,: 1:nl'" 11 .:Ihn;.!! rhi" . thl' rr"'It:~ 

los!:> Ol liu l"Vhnl ."I l'~'lrltlIlJ ':"'~; ...:l n~·· ... I; • .:o I:\n!:l rcl('\~n l- . It 1: 
f:~nc ' r:,]l ~' :::uPl'(wt(' I ;.' ~' f!e1f! "" · '.: rc 1 inn!; (If eh!.? .wt llO r ::r.,1 rl i;:~, ( ··; t 
It\n,J l b~r\' {~ ,1 r" l,) ( 1v(, c"(, ',' , :, .• e n h~· 'h"lIcll the> :"cr. ,\,;ll (If I" ;'. ! ., .• J 
Lilt.:' wilj l llt:np" ,; t o 1, 0:l'(j ",- L: •. j' ~ .~ I. : .i1l /1l1l't,.! 1.11.· .1:.>1,;: oj;" i..: l l ,,\ .... .: 
tc('hno] 0l:,", 

"'II! i~s\l (> of jll!>t LL1!l;ion £! l pn~h l('.1':~ , ,}.}S wVI1~"·. c·d .. nd .i ll tl,e t .iJ::;o.; (lr 
felllt' prOr ( :1fr. ~ in t { ,, · lnrj n~~ (· nl::ql' ·I('~,. £ l.!( ~:ll r.f: t,':n, ,ht 'I,' L1 ti.' IH: !' " ;,:': 

dl'pcncl':'111 U!' Tl t ];c ;;(k·cl I 1~H"Y c" fi'l V 'l',.-ill!~ . JM; I' jturjoll~J ] p r ubl l ;.:s 
l c::u.Jj.J'I.; LO aUuJ",; n:t~lll('tI L(I 1 ,1..1" !""H, () f JTI"d' ~ l! \JiI '{' r t! lldl!l !.>.c .• 

The ('O S I" (I f crup i l) .. ur.:. .. ;~.t \ : L. !. ,:: :Hl l ·~~t. ( ,! (,]1:1 i [ I:" r. ::'!-..) •. ,j ti: ;'l 1< ',' 
\ ;:t~ onl~' 1'1,(: h('n,' fil/t'{Ist <!:l~i'·. ' Jl' pt I h~· \',r, tt (' r, 'f1.:< ' new!:; !;u ' :{ .. ·.: ~ 
th nt I'('L (>l unf';', : c L '("f it:: <'!i';' :.' ,"01' ::", ' : 1':; t..i'I :I:; i'::l::l dnl "1..-: 1·~.!:'!f 
i~ "a:cc., ,:r.rl::' l" «(,,;;' i; \' . : :~ •. t, ' r;: ~: ,: ~, .• · !~ c.i ! ,{".:; I l ·,' : •. 

t"crua t ivcl' ttl Cl'{tl' ;!',l,u:,,',::mLC t·.·~ undl' rl'l tf-: !" ·\1 J [ , II. !' ~·I,tl.!d r, ) -
tc ... n.:.tl::iv{.$ H('r,:' (lb (", : l"l~~C lo r i:1,·ff c c t .i V":1C~ 1'o (If iIlC '! iiciclH:Y, J' !"' ; e-e 
policy I hO\,'evel.'. \.'; ,:' r.hown to be. ":lJtlpl c.:mcllt[;I:r. 

The po~ r, ; bi. l it~ nf .i"jni,',f'. r lJ .. ;, ri :;rinisll":ajem CIt n'o~ ill!'" Ut" ? IICC'. !"'.: .'~lli 
c to1.' n l.!e .lr.d pdcc, ci):1!. ro l r. \.1 [, :: ~':':U tJ:i i'l l m,d l"C'j ,(, t cod , The <':0:""lp1c,..-
i ty ~lr C.1.1Tyin:, O(ll opc r;lt. i ("l \l~ .in !::i.n,J lam h I Lhr c;. t l' ll th:~ v{ablJ.Hy 
of the i llS Ut' :IH("C- ."i::'il, i Sll'ntj\'l' e.' .:Jl',:c~ t.)'. Pol; tj (' ::} pre,;'l"II':; a ,:S {I (;" 
iated \.-1<:h gr:: 'n Bt(lr~r,c ' ·)(lul (; l"u l'l!JC'1' 11 ;r;:'I-'(>:)' (1P(> 1:1t {(lTI!4 , 

filllilly , in <!r." ]F.i n;; tIll' cnnntjOTl of rm:n J ' \1(' I:"(·r .• ; , it "Im: t'C'C:Of.·· 
ni 7. c: d t!l :l t th(>y l'l:f !" t l.;Sl~ l'C') ii:f b,:·nc f i.n: :if (, ud, IH. r'_ [lv,, ·il.,blC' 
bll!' "'oul d .11SIJ h" ~A,:,j('ct to ill c r c. .w~" ::O ;·'jlJ c..y::::m r C1pporLmd, tiC'l; . 

Hany Wl'i tet"!; h,we db:cours(~d 0" l:h .1t orc t.he I:e)' ('.1 t:" l'I:cnts for. the 
r.uccc};sful cstahlj'-!·.l~,(:nt of ;l crop lnsur.1nc(! pn'Gr:m , Ho lO'.1, I 
present my list ,c;t!pnratcd in tl.'O plt rts Jahclc:d !m1iql\"iS.:'Iblc ;md 
i)('!:.i:::-.1b] ,· b u t ;1i5p.:;~~ . ,''!ble (se C' i,:l)' f o t' h~ !, li!. t: "l : ; 1')" cl~r:c:Ii:t.i. 

1. Pcrson:lcl 

Skilled pr.' t"scnne1 must b€: aV<lil nil lc . ThL~ is ilS c:s!lcntiul oilS it 
is obvioul':. J.(~ tfs 1f'.o1' ilt thl' I::inir.lun PC-fl l (lIlHCl l.'C'C}Ill.I·C'T"C'nt!'l . 

Th · orr..mi:{Ht:i()1\ lv-iJl htl\lp. to r: t.1rt !'>r.:nll llnd r,r(\\,' ()]',;.:\nicnll:,', 
that: is, !:1."OW in hrrmr.my Hid) n lh ~' I: pn1.'u; (If it!; c: ll\'J1."On!, .c~lt . 
Cl'(, p"<:r('".~i t i l:f: Ur:1I1C:!.· lH~ n c,:::t ~\";. :t.:,rj: c: t (t.h, hl'1'r"':('1"5) but 
C.1n tm ly ,:I'{>\o' <Ii; f ':lt'{" a~ Lhc :·~.ri.·\ t1!I";~ ' { ' l'~ ' dit: ';),I;l,·l'. 1:Wl'{:" 

fore, thare ... ·Ul be somc lime In tlr.:li.n P~"f')"'" [If;. t:h ,~ ~bcnc:y gr.:'\~", 
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Oirr.ctor--nrr.! I't! j rPM h~'l',in::~ 1~"-" :" lI ll ltd he a l;t\\'~ ,' r. eC()llCJ:"li:;t, 
" I;t' J ,'II.' t ur.,! ( · cnlt't~i::; l. il:.l " ".:.1;11\ ivc or hd ; •. :.~ .1J LIT 
('xprri ('nrr . -
{ror.l the ~ncj'Jl sl'c uril~' .:,,',.::' .,: I, ln- pri.\':lt<: j :I " ,15 rrYi pn·· 
' y>II~ r.prci :l11"'- 11',i q'orr;,l':'- . ,fill I .. · t l· .... 1.11('11 in c1: t. ;, ltlr-l't';II1CI! 

Olllsi.lc the C,';i, ll r y in 01:, ' ,':' \'", : ..... 11:::'" and C:'LI bl ::~'5i&l(:(! l.r 
cOIl!'ul cing <lc t ll"l1ics from other ('oun!.ric:s. 

L:1\.'::~r--rr"Ta hC'"rlnninr.--p.1Tt ~·i l; (>· · -dllti, · s asnisl 1.1\ prepod.ng 
Cf)l1tr;)cIS lind polici('s . 

Chipf r i c-lclman (lns!l{'.t:tor)-- fl"ol1 iH' riinl1ir. /.---full the, shou111 be 
an .lgricul t l.l T"t (,("('Iou'1.ist 0" ;.:-rirltll11r: llst. 

1\~W ist.;!l:r fi€'lc1: '.-n· ";1, .. ,.,;: .. .< j':"('I -··r U~ l : ;i.I,,·-·-5,).-( r.1 oJ uld h .~ · .. e 
tl"Olj n hlf- s1l;,1J .. : to tlH~ dl ' ,·,f . o:.hen; ~ ,h .. l ulc1 ,II,H'''' r..i.n:h.uIII 
LlBl·tcul cur.:l! t:;.· ; nin£. . 

U(qH'ty }'jc,lc.\I::'o--\I\'\'c!cI] )nt\' r--p:Jl'l l.i.l!1 .. . . Us(:o ;:l l WI:l~ SC·I\S Oll· ··· 

5lrc,ul .. ! ;' 0 ... 1..1-: Lll :-( . ~.! ..i. ... ,'. ·.,·jt ... . d:'-':""; <: j;.,':.0)' "' ::;~ .. J.:: i'mu :hl1ul.:! 
COO'I ' fr,m fiH;,'j;:f, h<1cl~grr)l : ll': ::' If t li'ell! Pf:0l'!C .1·P "b:,ri.'{c"\l 
tcd.: d ci.1i1s " ( i . C' , --nnl \11':\: , .;,1 ::\!cl li.1:(: the hif.hly (;,::"c;J tcd p(·,,::'l~ 
ahO'.·c) they \d 1 j re(juc.~ tilL' culLunl) cOI.~~\ln ·icaLi(}; l f1?P hCl"" u';1 
[<lnlel' .:lnt! "C.l· n.:), . 

Co~.nunicat ion/T,;air,in& Speci a lbt--frot.l t)cg inn :Ln~;- -f.lll l tlrne-­
experienc('d wft l, \ ':'itinC, t C': , c-J~i :' r, . \\'ill rrC'!.h'cf! t ··· ininr.. t"! il te::i.1J::; 
and c):pl.1in thH proiJ,rrtnl to bankel'~\ nnu f.:lt'lil le;nlcfs, 

Prodll c t devf!loT' !.Hm t spedfl U f'; t--frClm bcr..:l.nnin~,· -fu t 1 t itr.c--shoulu 
be a Bcnet'nl:ist, p~rh<1ps all nr, riculturn1 c.conomht; nhou1d hnvc: 
.10 ':Iptitudc for r..athctintics , \nu .Jssist actuary, 1c: ..... yl!r. chief 
ff~lclmrtn in cr('atiq~ t he insurance s truc ture, dcs:i ,£n ing policy 
coverage, cathcrinr, data, etc . 

Sccrctarie::l, clcrl~s and aCCCluntnnCs are also nccdC'!d. 

1:n ."!.ddj tion to th(~ four full time and t\>'O p:l.rt tir..t· profession~ls 
beginll:ing il"'.medintc1y, an unu(~r\,'riter \·Jj ll be l<equircd lnter if 
any voluntary bu~in ('tis is "'ritten. Loss adj\l!':tcr!'l '.dll. n]50 be 
required. 

I 



I' ''yond tld~. IIep.wrr c,pt hl-.H!n \. ~ ' n d'1.1i!, Sil,:iJ.-:r tC' 't I,,,, I'hie! 
fic I dr'.n r:"i. ~ l hi' nt!t1r- ,1 :l'; til, ": ! ,- ,' .. 11 ) '~Ii r, ~ ' ( ", ' ~- :lO ci III (-II:> tC' 
SCjl3r.:1tc. ljllC' ,u)U Iil .. :"" Oll ( r.a ;Io~ Ihlit:;; , 

'ChC'rc 1:lUSt l)('! ,1' . :-rrtc"lrt,ral C'r ,, ~l~ t s!'~a('j'I. ]1" {'I"l hr :;1" ,,11 or 
If'!t'g(' , fI,C" I"" :i LL ic (1 " , " ,-m' p:lt 1,_ ,, :) (':' ,'ivr~~ rc ( C('f' l~~', jlrl\',Jt( h ': ',l '~ 
rnc1 pC'\\! r n'":IlL ), lllll l.:w ,'{' l':PSl I" .. it h ,~ r all .. . I n::\(!y (:):i :l t:: ' f. :: :'!~~"1~ 

or onc bep,UI: ;:1 the !>., 

3 . l-larketint', :;y~ t{'n 
.---"~- ~ -, . 

Thcn~ musr C::i.fH" ~n IJ', ,: t"l\" !' l' 
0; t i ll: j l n , .> , , ; tl ~· ;~!, ",:':, 1<: .' 

: -:'11;; <.yr ',' '- Ci1J~;\l'l,~ I.e I'; ." pt ':, 11:' 
;:If :·:lIl\·{' . 

There r.IUSt .. '} 1.liL illt d'fu.:Livc, i;lj'Ul. t,dpj ' )Y : i:,:;t"~" C'.:1r.11,1.{' l'[ pre,vid" 
:inr~ t hl' fC'l:1 ill .. {' r . : '· ·.' ~1~ :'!l\c. II."!l ;!)0'::1'(' Il(.' {~ci<::d ,\"'1(11 thr', ;i1.1? nE' (' ~\I ' "l , 

An ,:\gricult \lr;.l rC!'(\:l1"d~ c,lperity r ,1!~t c~:.i.s l to dcvelC'1' or .:JdR!lt 
nCH tcchno l oc), to local. condHions. 

A pl'-l:mill(; c:.p:·c ity II'U~t. c;.:i:"t I f' ~;rinr: th('~;c dI.Sjl:',,'ate. in" 
t'. rc~ dh'IIL:::; \'(I )',e thC>l" ,1n(: dircr:t t"hC'~l' ~'ff(,rt ~ ~i\ .:,s rc f,'!,.: :·i" d 7C 
the u~('ful::Ns l,f thl"il' rc~',Hln·r'!~ . rlmll~il~f, I': n k.,y Ch~flICllt 
here . /·,f.,l" i':' I,l t llJ":ll ~~ ('\·c1.oPL" :O!lll l.!; n :::en',mo:' c\J;';ll ,:nl pl'Cwes~; 
S(' tt 'iT: ,~ C';';':'!". , : T;'!;U""l:: :lC'cor:'lid :· ~i'.~~ ,: . ' ;-,.;',.!.r", ; , ,! ,~,,!­
m{mts m; nC f'li('.n. I[ r('!c;ourCC5 ;!.!! t' l h,~ til!v\>l(': Jl , ~' I' t llUtpnll;,1 
of crop-cr..:tiil ins.:rr,)1('{1 •• rc t l' lH' efficiently nn.! (\rf("lctj\'(~ly 
u'!:;ed, plrmllir.£,. i." ,1 prime ingrccl~ ,~;".t. 

Na t "ionol r,o\' ('rnr.,cnrs ,f.11Ht be '.d1.l1Ill,: t ?!l l't1rr'j;,1 Iy s\,kd(ll:~I' 01'"r.1"' 
t5uLlr.. All 1.:: 1'\(:1' H ll " Ji~l~ c r op iIlHtl r:,nt ( ~ " \,:::;Il::> ;':" :\' lli l.!i r 
<ldmini~tr.:1tj\,(> r(Hit::: r-uhr.1t1i 7o('r. :n ,! In!>t h:1\, ~~ ,., P:Il't of th,. 11' :j !;C'~ 

s\!bsirl:i~C'n, f,"{'tlmlC ~,: its (':::'c'l':i: ,rnt,,1 Ipllln:; tIll' obl i r.;:l OT), 
rUTchnse (~""!;! tUl"C nile! t: ,02 li\,i.I' (."~ fi:"l'1I1c. ~ ;,'1 n,~·(\1lrcrC; nf pO'lr. 
t.'.r1 r f,in'},l !;:rr.'cn. , p~rl"iaJ. !>uh:;idh; :; \,:m;t be prnvilll'd. 

_. " 

\ 
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A.lc'1l!;lIC ro.'r.t'lTC:. ~ .. II~ t be prnvid(-d. L(1~s(:s C()" c r Jl11: (! will e' or ,';,;, 
ilnd cl.:~r,('ct :\s r :. t:.:: r-rophic t _:')' occtlr in tbe ( h-st or ':;'11)' !:ub­
S(' 'j UL':; t y ... nr. 111('1· (- J~I'''' ;".:' I" ! i" ·,:h, · j:·, !.Ii(' t"l r dir,n ry rir.:m c ~al 
~rl";"lI"'I'( "l !' of tn. ~i:'l!1 \'n:·. :·.··(n .. · { .. J:, il .,l 1n 11,(, f (l r M of 
dr,,\.'jn f: l' i l:!\ts .M " c;l\li: .,; ~ ,"1(: ,1,. ~ !:(' n."Itio::.."l!. ::r· : '!"l:ry Ot" th,· 
plpcl!:Jn f, (If rh(' ";1111 f.::!it :", . : 1·~ ... ·1; 1" 0' th\, lP · .. e rr.~ :cn t ,H'C 
rl!lj l! ilL' U . 

Th e :I!:\P"I' t :l.llt ~' l c l, :!t hen.: .i:. 1~ "l t l l.('i jr, .'{Ul"L'r cr· "lilt· to pr.y 
(Iff it!.' r!,'hL:-; ]H l' · · .. :iv ;;11~i \'1: ' \:t r, ~t'\ll\ r;> c [p " f 'i' :I' print. " 
I f nt'lt , f.n 'rne!:!: 1,01.11 l'Cj,, :!~ .. :,~' nltill nho'l l t; ,roir fil' :l r.r: ~.:l. 
flltur,,~, nnd 1111 1 !I"t he i IHill'.':; tCI r. ' \;:C' 1ll"1.;ltH l: i Oll f, t;f j',ul.", ting 
dtods:ic:1:; <f .,~ tl ;r. ~'ri !, 'i: ' .; C.~f~ i n ;-:n llr1l'<:;' <: ) ). g~cnt,:'r.e 

lO rci;u· ur.:lncC! i!:i l" 'C: o l h ,- r \. \ ... Jf p'(1 \· :dj ,.J; this rna:. rvc rt:;-dt r. ', 

In rCli'1I1H" then, l!.l j' IJisIJ ;;.n~.ih ] ,·' ilH~l·('r.l:lcr.t!'; fO l" ~ nl rce~:sfu l 
C1"l'lp-cI"cdi t 11\3ur .:. ncC' pr c[:r~I :; nn' : 

A r.(lt! ..=:~: t ponl 01 cumpctcnt )I1.!;"!:>onncl; 
A n eXls,"!nr, i!·~ .. :iculturul r:r~Ji:.: SY,l tCrr.j 
An c::-:;~: t ing a; · 1.- -:c ..:l \. l.lr .~ J r'·::le·t i ng Gy~;tlm; 

An c::d~' ti n!" in",i l r. upp ] y ~ . ), · tl'::" ; 

An exi.stin!: agri l'ultural r",sl,<trrh c<lpac"iL)'i 
A functionin g 01" .1 ('ffet,th'\! i:" 'C\'Ol' pt:lilnhq:;, 

c.1p .,h il i t~'; 
Covcn1l(~nt. '. : il i;'·!;I :css to p1'milk' .1cl r:c:u:1t(.! 

subr.idi(:~;; IIn'.1 
AdeCjUiltc. l:csel'V('V to cover c ;i tastrr,phic lo~ses . 

Agr icultural E'xtf.>nsion pe r se ci e.p. s no t app(!i.l r to be necessary 
sin ce it: can he prc·vUerl mo r e c:fficien tly by l.ho cr op-crc(U.t 
insurance.! pror,ram itself . 

n. Desirable Rut liot 11Idisp(~ns"bl(! l\eCJ.uil~~~; t (l 

Ac tuar ial data must h I;' Ava il i.lhlc fo r l"a t£ll!1akin hJ: covcr age ,'nd 
p't1ar<lO t (!c level purposes . \,'lH'il t h e prog l" :l1~ ber.ar. i n Lhe l!nitcd 
St.'l t e5 thc l'(! \ms 30 year s of hi r,h qU ill ity c<!ta on the county 
and vil l:t;.e level t(' us c . nli ~; h. ~(!.l dl)l:: til~' case in l ess 

• 

I 
I 
I 
I 
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Ih'\'('tn}H' cl c'nlllltrl('l " but in nOI .;'t 5(!riollr. c 'h!;t.,cl~ , ~(\\'l".e dl!t:l 
e~,j :- I' : h· h~ ·:-t C', 'PIl I "H' S: . M(,II ' l'olnr,i-': ' ll ,l ;, tOl. h:'dr", Juf, :,'"l 
:mel !';ui I ~urv(' ... r n1'" ,;(lllcor;L1J y , : \' n iJ: ~ t'l(' :1.1.1 ;I n' \:·.C'ruJ. T,~y 

['(>("orch. :lUU utlLl"r ·,,{.j Cdlinn:; I,r rnul!u ~ :: i "ll .11 '-': u';l:lul . Jhese 
or r.ir.H:u' r. .:t '; of 'in(CO Tll'.i t !,' dJ L jI~ ;"11. l il! : cl':'l.ific'ltlon 
o f ft\nnr. in t o 1:.o!,(> -C"Ir-l ('~ ~ 1,(' , fe . l ":L~, f; rol:j\~. ;,nd I·' ll f.endt 
the n~tahJic; llI':"n t of lri:l} ;;n, ;~ill:\ r.ltv<:" 

~jnc." the- in !;n nmc(' pr('lr.ra:r r":-:L b("> ~,; in !::t'l:lll "mc.l fro:, throul',h 
pjJor st .l/,c !'= t hl!r€' \.ill he; .... ~:1;. 1 c., (.lpPOl' t"Jn;'r:; (',) rc~\'b~ "'a t ~~ 

I:l!::> c}xp,"rir.ollcc' j~ f';.jl~ ... cl " If, 1.lh! \ l ·lon,. lly. t.ht.! prcp,r .:fr.ls AI'C 
pHrt.i .... l]\' ~\lh,jd..i%~.~ .'Hit! !1o'VI1 ':. (· '.,!!lO to ;,dl' {l tl<:L~ l'~ .. ~ n'cfj. , 

t. lwn there wi 11 he! or> c];mj·i' r. 0 ' h.1Llkruptcy 01.' uf o\·crc.hilr,;:jng 
fnTl":e rs hC'cau~l! of i.n:,., ll~'lt:l"!r ("> f!~·r n . 

The re *'lm. t. he ;',:l! {j , \ ' o1 l~ r .. n,(?1 l:I',,:I'lCi (Cll' th ~ ::':~t.Ul""'ll1'. (· (!>C(· 

Cr ,:!\~ (o! 'd ). In lh ,· ( "\~'(> I, f v"l" l'!;\ r y il ">U'!";'".:", (II!; ';:1(1 i:, ;'111 

itll.liSPCIHHlbIH l'«'(" l irl :I,!~nt, hut. \·:il(·", th,~ in!:lI ·( tlO l:(). i:.' ~h .i~ ::n tl'r)', 
o("I"'1 :1 no h": n('l JIl;')..,Cl' ;", cnl cl..Ii . There til,oult! l>t.: ci l' .. ::l1 cl ... 0 .:,r~un.: 
L1:i1L (;.\1 , ,:;~, \.'; j ~. ~" , ' ,J"': :','i~~ 1:'\); .:.!~l. pH' r,~; ·.:I ~ llrl ll C't fJ.:-~ ltl 
snlCC l ilJl/C'r.:;cl :' .:J }-·.i!:i:n: t 1 " or !::Jil (lt:t!F,l! it" 

Crop-cn'()j t inl'..:rCllLCf~ is se.I'! i · · o~) ir"" tnl'Y I th:::t is , if the farr."et' 
'.::mts c re dit , he. i:; tcq~ir(!c l C' PI!l:(.·hilhC j;l';\I)' anr. c, I'~ r.:'"'Y 0:'11)' 

hu)' both or nC' it}1c> r. As l .mr. ;I f, there if' dC::::l nd fill" C'rt::M, t th·r,· 
".'ill be ll(.'rnar.d for Jl nsurllncc . 

Ii co.Jvcnt hC!l:c is th,-;L there must net he f,lIcl. ujsllkC"! ot inHuran:::e 
th"t it ",:ill n :d UC11 d{!1imno fQl" credit. Thif, j.:; rC!j)orted as l::c:in~, 

the CElse in Pll(~bln, }:c):ico (S<'i' D:i<1z-Cisnc- ro f. , :'101'us , (':t al). btl!: 
the data there is suh.iect to tLln~ r.n ,'lte intC'.rpl' ctl1tion"·-Fj'rst, 1":.:',)" 

of the things nbollt l"hich the f il t'r.lCrS cOlnpl.:lined are l,r or,pr ami 
rcazon<lhlc i n f.l'c dil"C"!t.s in ;:\!-:: :l'nl;urant:e prog r.u)"l. "Ids M!!:g(>!.lts 
th~t the rl: is .:1 1lC''!d for CclUC:ili ol! ,,'1Ii('h the insunmcc instituti on 
hnd not y!Z't rC t!(' I;ni:~ed. .\11t'til c;r lWpCCt of the Puebl.1 c01~.pl .. lint~; 
is that the fr.rr.tl"!t':; feel. tb.n. th(,te i~; not clwugh insunlnCc 
covernf',f' . 'f.·hnt IIll the bel1(~ rjlf' :'.0 LO the hcnk. Ti.(': Hc):ic;m in·· 
surer, A:\AGSA . has rC\sp(lnci(~d b~! I'srah) 1.shinS " pil o t prl'r.,rnr.1 iri 
:-licllClncnn \.'hi.ch pro\"jd(ls m!dil'i(I1Wl co'.'cr.:l~:e nnd ~c1l1 cot". j,on (<: . .:'(~ 
A~!.C-:~A (2) ), The t'(>sult:.~ ,:.f L bi. :~ pilot prcgr;,t.\ S(:C!1:' Ltl b~ hi~h 
far mr:r r;'ltisf:.ction and ulil i:-,; ,lion of credi t and tcc\;nolt1p,y . 

-
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fllthnllf,h dis·;.lti~f:lcti,':] <'r nc)~.1tivc c!C';:l;jllCl ;Clr jnsllr<lIH'l' ('ould 
11.1\',· cut· <11'.,11 ,)11 til, t::,l' of crc(~,i i, this docs rlilt SC"~'I t'o be' t llc 
j':,;;L'. In·;;I)··.ilC,' :1r.l\ ~':"'ki11:-:' offjri11s jl1 ~!(,:.,j •. (\ rC·i",:i.tc'tl to r:e 
lh.lt t':nrv il!<j t 1r:I!.Cl' ','l\lli(1 h:1Vl' ~."ICt·;; ~,')ld .111 rC'I'l'nl Yl',lrs jf 
,·drlitin:':-:! t:-~l:::ii·.~' f:::·.·~.": 1';'!,~ 1~1 ... \" ,"l~ld~ tt' 

b. An ~!.'~!:.::2.!;'_'.:.2.(;I~:"."O~ tlll' :'l"l)r1l1ct n~; n pCltcl1ti.1J 
sO]l1t:illn ,,: th· i'rl',1)]I"!~; :'nri 

c. Suffici"llt J)_;LI'~~~:.2.i_1~~'(l~~ to ('fleet LIIC' 
purc!J:l ;,;,'. 

rur('hasj:.~~ l'()\o'(:r e:d ";t c. \·:h(",] Lln"i'cs can afford to P3Y for the 
ins'lrrmee. Thj~ r.1n he .1ehi"v"d hv inslJrinr; \lc:ilthi(:r fnrmprs 
(\·:1!0 (10 11nl' T:,'C'; in~;tlr;.r,c,· ::s i.llll·j, dl:; p('(n'el' i';:n;H:rs) sulJ­
sLlizin:; pr,,:.~jll:;c:, C;i.H~;ir;;', iJl.--:.',.':;ii~.l[! prel:l'ill;';S (to thL' lalli', 
tl'l"~:l c1plrj·.:~~-Jili 0:- l.r!l' T'r()~~r:l:jj) (),. f j!:';ncil1f~ t l~~i PJ~er.dll;1~ at the 
h .. "1;( \"hill int"r('d\iC:~;l:', ne\,', lnllJ"l' ~'rc\fjto[)ll-' tl·('ll:lCllo~il's ' Crop­
crvu'i t inslll',ll1l:L' rl~] iL::"; 011 Lhis li-1Lc-r i:1cthod ;IS viell ilS govcl"m;<ent 
sllhsiu:ies In dSSClrc effccti\'C" l),:rcll~!sin~'. pO\,'cr. 

FJ1:1'~1'staJldj n;; in ('iLill"l~ vollil1t ,!ry or cor::'ulso'J"), prLTf,1',1111S 
o;1L~iJlcd h\' pr()vLdil1::', ('<.1\1C,1L1011 on top of il b::J!;e of. CO~,l:nLJlI 

1111lierst:1Jlc1ing" It i~ lik('ly th:IL ;cost pcasc!Jlt [GrillerS \·,ill 
understand, in general terms, this inta~·.ible [JilJ sophisticated 
thing cnl]('d ins\lrance. The f<lel that Cldvcrsl' selection 9/r.lUst 
be protectl·d ag~inst in all prop',J1'1S indicated that farr.lCrs under­
Si:<llld. The fanr.c~· must underst:1ild the systepl to be able to mani­
pulate it (i.e.--select adversely). 

llo\.Jever, po,w farmers generally hCiVP no experience \,'i th insurance 
[Jilll arc un::\,'are of tlle continr,encivs for "[inc print." Thit:; must 
he c>:plaj neil for them to proppr] y conceptualize potential benc'fit::> 
and to avoid disappointment, djss[Jtis[action and rejection later. 

9/ Tn insurance', ,1(ivers(> sl~lcetinn 1"0["1"5 to tllC' proc('!;s " .. hert.:' poo!'('r 
ri sks (tliose 1:loSt IHcly to :,;lIfr.·)' ]OSf;('c;) \;i] 1 buy :insllr.1J1ce \·.'ilC')·c[1s 
hettC'r risl,s \,i11 not. This lC:hls to the' insllrer p,lyjn~~ l~rgcr than 
anticipated losses" 

http:detri;:.ii
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Onc(' they \1lldprli land i IlS11l"Hnr(' I ij{' f.ll'mCl':; must' Sf'(' i I as nn 
l'rr(~ctjvc prohl ('n f.ol \'in:" tn0J. I~.:,' )',1\1\1]' C'f Tndi;'li r;jl'm.~I"!;, 

lor C'X,l1.lj)!t·, \",'1"(' ClllH'Cl"lkd ,11" . .\, ,,)"'lleV ('ornli1t iOIl ;',11«1 in­
(,o:1;jll't('llc('i.-~.)p:\r',l~;' iil:'~ th(:ir l""~r:iL:' (~.('(' CII:]I1(lr.11::1rlh). Diaz 
rL'i'(1rl~; tIll'S;"· .• · \e,.'1 inf' ah.->i',~·' 'C'" '1'11(' f."1Y:llcrs i"\' fc'c 11.11 

tIll':" ;11',' i"·\'in:' . .- ", .' .... "'III',j 1,·"., t 'ri "t" 1',11 h'l" 1 ;,',r: iTlsllr:~n.·". 

(Set' :lrrO\;.) Tlij" "('(·;·;.ou;Hl !,'llt'n'" j;;:,: Lh, Llnrcl" r.',)-·'ing t:llL' 

prt'l'~iUr,1 ;,;IH1 ;'.(l111~·. ti,r'-l\1~',l,;; :;\·rii,r. r;f ('~,~;l;h'l(':; ;lIhl Cl\IIL.Ln;'cl1cic'~. 

('deli of 1·:11;;·!1 lid'; LI,;' oull',);.,' ,,'~'s.ibiJj(ic·f;--r\'.i('ct. rllL' cLlir' or 
~; (1 O!l lot h <' n (':'; I, :. II d ," \' C! I t II:l 1 i': 1 1; c' I ,1 " I' J l'V (> 1. 1 1. e. f:l n ,I (' r ' s 
cL'rL,lin\.\' ,"Ihoul ]"c:c(·j\'in:,', ji1~I:r.:lli·C' pTGtL'CLlOll is rc,juccd. EJlJc~l­

Lic'll Lll rl':'~('\'c' :h' :::'p:!rt!!11 O~"'li'(,l.'~; ;Il"] :il'slltllLil'n:.l rcform to 
rC'il1Ov(' the ('lrlll'rs i~' !ILeded. 

Th(' 1('1 t Jl(·eJ Ln rl':~l':VC a pr,"~;~"': is olf:'(>ct:<:u by Sl.v~;L"al f<lcto]"s. 
Fi rst, :J Jll'V"': j-.,'!;r e': i r.t, In 0:1<: (';1'-;(', " (Top-h;li 1 ],ro,;ra!1' in 
S\::l;~j]tll1d r"lill,d h'·\'~··.lr;(1 11.'~jl f,i!:ply \':~l['j l!('l a scrl.()l:s thrp,-.:t 
(S C'L' l-1cllc'I1:11 d) • 

Sl'l'one!, ('he' nt'L'd j;;\I~'L be fl,lt Lo 11(' not SllhjcC'1 Lo ccCl:.ic,r, bC't.ter 
knuIVJ1 soluti.ons. Tr;;<1itioll<ll fnlT:s of ris]: ;a:lnilg(';;)C'lit l:Ol!I]l('tC' 

\,,j III crop 1nsu]"211r(' (SC'(, Val1:!l'ctd, S!d;)lc!y.) Tl1e~',,' 'include' 
socia] <1nd technir:,] l!l"tllous <15 \·7('11 8S sil:1ply 11:1Vi11;'. <1defltl,1te 
\vc.Jlth to C;1r1'Y tIll' f:tll,lcr over Lo the n('xt y .. 'a1:, }:;l11Y tradi ti o~lJl 
risk In:.JnuhcnJl'ilt lor;:~;;, ho\,'cver, affl2ct only the i.Jrn:cr and not the 
banker. 

\~ith crop-r.rl,uit :i.nsllr.111Ce, the.· :,l'rvic:c' 'provided is Joint. It may 
be' tholt the f[lrmcc-'s fel.t need le\'(·1 is 100,..', but Lhe b:1nker's may 
hC' high. In LlC't, t~IC uenial ()l crC'uit to smclll Inrrn C'fs be(,.1llse l)f 
th.:' ri~;I:illL'S!:; l'c}"c,ojvl'd by the b;l11kL'r \Vill raise th~ fnrmer's fell 
need level considern!)]y. 

Ser.;i-abligatory Cl"or-rrcdit jnstlrarlce then S8cms Lo havE" the re­
quirements for creat,ing or tappLng cffective demnnd. 

a. The un'iqtll~ joint natLU;: of this insurallce 
assures a high felt need level \vhero credit 
is sC.Jrce. 

b. Purchasing power is supplied by the credit 
institllUon [llld by the technology heing 
introduced ns an integrnl part of' the 
insurance pro~ram, 

c. Understanding e>:ists at ;, hasic level hut must: he 
Stlppl.111 t(',J by COliC;; t ion. A trn! Slll ni:ionr,st insm::lllce 
peopJe js Lh;lt "InSU1"<1IH'l' is Sn1d and Not Boughr." 
The slgnifica:1cc of t.ld:; is that: understanding is 
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not nl·('d.:~ in tbe j,e~:il1ninr, b,lt Jl:U!;t hi"' d('v(~lopcd for 
the Pl'C);' T';": to ~'j('c:(\',l. 

~~:~~lLt 1:!~1 t ·<'L!j"t.· 1.'''' ;-,I·r":t In'',, i. 0;' j,,jY itIJ(i r:l!:~ ',:;ll.' ill.! Itl', 

hir, :l~; t·!.~L;1t; .. 1. ';ia' r" .... ·.on1i11'. i, l~l."t it p .. r::.its fi)i' tL.' 
l~l'\,l:l\-'i~r ... :i~ ("~ :I'!~_, ~l·r:·; .. ,~·t.' (':,:;,. ':!4~ .\~il-:!;--;':.lc;!; o~ ;·;]~,t~: 

;~l1tl st:!bil it\· j;: tlw !'>J-(I·'r;:r. 1:1 ~'C'l:\'r;!l, Ji'~\h''''\:l-, as ,·:C·. ~:,J'.' 

ii' t~1e l)l'l'l'f:~: ~(('t iUI' r" (:·"L'r.i:' J'l'r tCI!ilrc ),1'01)11.'::;' i:,. (1:1e 
(I!- thl' bonef;: . .'; of cr()t'-cr"riit 1n'~\l:';1I't"c. The (');i:-.tcflce (If the 
:ill~:lIl';1nCe ..... j 11 !:l~;;pl1rl ;. tl·"JL;,C), tc>· • .';,·LC:~ i,t:l1)l l, ] : .• nd U·I'.urc il. 
thc lon?, run "i' t):c' 1~'-·;-: .. :.:.\' \-L,:,;'\: t \' of [<:1'1'" i.::- i:lere:':', c': <Hltl 
the riskiness cf f;ln::n' (l't'r(·as(,(l. 

If st"ble 1 [,i.li tc'nUl'C! \.,,~':t- tho C:i[;"~, :if \.llJulJ \)(. l\!s!S ('XV:'1sj\,(, 

tCl (If:cr ~L,_ j:~._.U~.:..;.:.Lj_. ·,·.~~~4L..::i.:....i~ !.l~-, l:~·ti;-I~,':; ~.,1i.ll il:.:·;'ji lC' 

bL! contpr,t \,'1t;; ~~('n<r.i· . .:t",''::1- L!]".~·ors jy. tilL' ·!,·::~·.ir.ning nn.l t,jkil~6 

1,!('rC timt~ fur [;,(,1.1' Jll'O~·l·:I;:."'; U) )',l'l",-, tu ;~,1t 111':; t.)' 

4. ACCC~~:3 

L:~~;y COI':r.lJnil':~o;; \·;itL 1:,1';;:'; .ic: <~-l'o !,n:~;e:Ili.('ll hy 1:,1)' <1<: ·iqlOl't:.mt 
for pro:,l'C17:1 ~. ,Ic' r c:'-.::, r.ut. ,~: "." J. 1':;:! f; is not [! i~~ I1C ~U.1 w'n, but 

;,:1 obstilclc t l' It[;\,j:l)', [,:1 (:::lc;;si\'i pro"r:!I::. 0l~\iously, ()'i'ly til(i;:;e 

lilrru:rf \·~ho C'~I:' l"",e rC;1(':~L'I' c·~~~' bel :':,'r\'Lcl. l;("ci~:.i("l;C; have tc :)1' 

t:1iit!P ,'hout b·;-, the:- J iI::"i t (G l'i':.".ll!rcc :.' of t'lw j w'·['rc r Hill l:·t' SPl':lt. 
There is no l't.'q,-,i:'~;:!\2J1t lh:lt i;.l .in::ur3i:C:c prC:,:l ,,:, C"'\'l'r ] 0,(':' o~ :.; 
nntion's farj~~~rs. (~Ujt0 th(~ C:f'l'n:~i.t"p rrop-cre·1·;t j~~~;tlr,"n~('(~·i·i·.,})lj0f; 

tlwt only potcllli.:1lJy C'l'P(i it. \wrthy f"1':'.(:1'5 \.;:i.l~, \)(' l'J\·C'.i'l·d. l\:. 
the cret]i t syt~t:er;l is e;>:tl';lc~vd, so .... ,.; 11 he t11(" :i ;l~;Ul';;,lC(' s),st(';n. 

If resources Ht'e aVRilable, quite 
In the }lexic:ln program, i.nsurt:!lce 
to visit the T"ore remote: clients. 
of resources. 

a [e\,' fan:ter::; C:l11 be re'lC'!led. 
fi(>ldl~I(>11 oftem go on ho]"seback 
Hm, far tbcy can go is it u;1ttcr 

Farmers "'ith several sm:111 ] .1nclhold:i.ngs present ,l p,rcatcr proble;:l. 
It sometimes takes all d,lY to vjr;it the SCprtl'<1te parcels. 'j'h~ 

e:dstcnc(' of jnsurance Hi.ll rc~r.'l1VC 011E' of the re:1SLm~ for this 
tenure pattern. EconoIT,ic incl'nU\'cs such as dt'creased coverage or, 
!'lrefcrably, nn increased prerr.hli:l r:..lte \wuld tend to promo[C' ('on­
solidat ion. 
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Price fOurport or sr:liJili7.<'t"iIJ1L jf ofu-n T...:·ntiOlw ,l i\S (I require­
ment for r. .... o re .:lson.. . firtit. if rtlrr.lCr~ .1rc rC3fOoLl.::bly assurcd 
of a C(>Tt a Jn price' fC"lr the-ir V rl'd l1c~. thin \" h1 1 r ~I~O Vl~ a large 
C'lc>l!'e". t of ri<;~' frn ... ll,p{ T )h·.· .. '''1£1 r'·] 1 f",rll1 1'"((' \ ;1'( "1( ," (\f 
tflnt: crop. 1'hi,; wlll compler.erlt the c:- [(·f.t of CTC"j> in :J lIt'i.lllce. 
If crop insur.::nce h. ofreH'c: i.pt: pri<;('s .,re unstnblp nver a ·,·ddp. 
range, too much rbk rel!' .. ,! ~ I\l;: lor produc ·toa to be erf(>~t1vel)' 
stirnul."ltcl\. 

This is one of till! n~n~ C'lIs fo; ' i.~di..:atin& plDlllling ;:nd marketinr. 
as essential r~c;uj:-l'm::! l~ts for {:J'('I~-crcdit 1ngU1~llcc . Tf there 
is no price contro) J'l'cr.:: .i1:> , r~ ., :".np.r!'l fI'.U!l l c(lllshlt~r the eventual 
effect of the insul',' )!,,:!.! O!: pd { ~: . lns\J Ttl n t;c cun be lHC'vi.dcd nl' 
different crcl ' ~ in clHfe.rc- :1t yr.n~ or un D l'lrge v .. del.y of crov!'; 
(the U.S. ~:HI :'-, .;1 ., bnt !l in.' 44 '.S - ·' 0 (", o!,'; ) ::ie, I h:lt t h(' h l1'.'l': 

has altcrn.:ltivC' cr.,"p:- to CIH,)~':-.(! r r o7l c 'lch "y'un' .md I;.;~ rl,~ t r,h:Ui"'J :! 
enn bl! avcdoC'd. . 
'fhe second l'n 2t-'on i~ that if pri eN; dr,)p ~1![[jdc:n l' l)' low durin f! 
the grO\dng S(l;'lf;On fnrtncrs tin)' ('<:lib{'l':ltely ct.u::;<=: l C'lsl'; B in order 
to collect fr or.: the inr,urer . r(lr f; ~: fl rifl J(!, f ~1T.'(~r!'. \d.th irl"i.ctlt(!ll 
tomatoe.s may pcnni.t: e.xcess ,,·alt'T into their fjeldn to ClJUSP. rcot 
rot. There a IC', hm~o.!vcr. V;:':'j('I I ~: techu!'fjut:s to ("ontral for this. 
problcr,l . Various d .. duct~bl(! "r.d prcmi\ \ffi <!dju.str.<eut (inc r ease) 
provisions C(l l!\~ into play . AJ:;(I, thp.. r C' i~ t he use of r c!'sular in­
spectioM. f O detect !"orne (If t be de liherat~: Jy c:l\I!'\(~c1 losses. 1'0 
s),stem i.!l sdfich'n t and the f.CI!: of all r:ystmb<; i f, nC'lt perf(lct 
c(lntrol but, suffi('. :f.~ntly ti.Sb t ('('ntro). to pC'rmH 
the insurer to carryon opC'r'lliC'lW safd.y . 

Desirable suppor t cO:'lditions ... ·hich l."e h3ve here exnr:dned inc1ude k 

a. The existence of adequa te technical data; 

b. Active farl':'lCr demand for insunmct~; 

c. Stable land tenure conditions; 

d. Easy access to farmersi nnd 

e. Stable commodity price conditions: 

f! 

1 
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\,~lilc all of these arp shm·" tel hL irn,ortant, i t i~ sugr.c~t.;d 

th:ll Ly v,1rh'\1' ~;::';;'ll'i'ic~. ()"('!' 'crL'I' it il\:;l.r~lnce rro~r:Jr.ls CQuld 

Jq' p, j 11 iI n d r r (\ 1:' ;' (.!" \., i tho \I t t 11(" i r pre - r> >:; s t j n ~ • 

Tlllh ~)l;(l illli pl"t'!->~'t;l" d «lp::.ulc uLscrip1.1L'" 0f Oilb011li:, l'rop ir.sur:mce 
JlrLll',r .. ;~.:; ',·:ltil:h ',,'ou];' b~ oi iI1LL!'C~t to c'x;("ltivc~ l)r ;!l::~::':1istr.Jtor!j 

con'.l';:lCC \·lith iqll(':~,c:nt;ng proi',r:trls in thdr 01"11 clJuntl"ics. Visits 
to the ~-n-O[',rJlrs in ~I,C (levc]orC(~ n,lt:icllS .:Ire relev:mt bU·.31ise l'luc·h of 
the tr'cl!nology dcvelnped is trit\jsferr;'.1.JJe. Establ islm,'2nt of conlilcts 
for tbe purpose of arriinging tl'.Ji:1ir~g or cor.sultants I \.; si ts is i~rortant. 

A. Hexico 

The pro[',r;:m b .:-,d"inisten'(] bv A~::"(;S:\ (,\sc["urador,cl ~"r,cional dc' ,<'\t'ri­
cultuLI y C;:'n_l,:.~rj ,-" ~: .:\.), ,'I: ;:l'::'.·i~l·;;, ,;~; f,C\'l'T!,;; Vi:\. ..1~en,'y. It I~.l~; 

be('n ill c~-j SU'l~CC since 1901 .::nci Lnl,1 ~~( :-\'('5 nc.:;rl)' ('ne r..l]] tr,~ f:lrr.:ers 
\.;'ith ~ staff of <1upl'ozimc.t.cly :,OCJ cli!;1oycc·s. i'::,Jj of the farr,ers 
fan~ l(;ss th<:.n 3.5 hectarc~ of 1~!nL;. Arproxir:~:ltI21y C:Si, of thc 
insureds iirc ej i.~~ fan',crs, ;;:os::. of \,'~,d':' l>'Quld not be able to oL­
t2.iIl credit if :'ilC' insure':!: cljc.i !!C,!~ ('~:j~:l·. 

The progr~l~ su'fers from I]('~:\'y c(;ntraU :'.ation of adl':i.nistrati.v(? and 
decision m~ki~~ flmctions in ~exico City, in2dequ~tc education of 
insured famers ,~nd in~deqlli.lte cov(:'ra~·,('. SolutioD3 for all of these 
factors 112VC Lcen implemented in a successful pilet project in the 
state of !-1icho.Jcan. 

ANAGSA offers the most relevant, succes~ful mudclof a crop-credit 
insurance program for less developed natio]s. 

Japan'R program pr~vides an interesting exa~ple of how to successfully 
mix government and private sector resources. The insurance is 
actually offered by cooperatives in each conl.,unity \·:hich are called 
Hutu.:ll Relief Associations. These reinsure the bull~ of their con­
tracts with federations, there being one in each prefecture. The 
federations in turn reinsure the bulk of their business with the 
government through the Ministry of Agriculture and Forestry. 
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The Qrganization ch .. ~rt for crop insurance :Is oot Ill" shapell 
(fIlutunlr., fcdc!'3rl.'ns, gC"vcrnr.lCnt). but "Y" shaped as it 
has two '~lu:,adH ." In order to balance the power o( r,overn­
r.lCnl apd ;:;~!';u rc th. !(' federationn :\1111 r.lltunls ere able to 
dC'fcnd their ir.I.f:1:csts. a 1.r.3<'<: i':-. ~:o d['tl('!n cullC'd J:;\.TA 
(:\<lr1(11\:\1 A~rio.!ult\lr::il h,sl!)· ... n,;:!! . . t'- .:od ... t i()Jl ) "'n~ 1.'·;r;lbli!:l:cd. 
NAJA plays a \'ital- l"bbyin~:-. r I/n·,HHltl., t:illn al, edu'~i'l L:i(ln,11 and ~ 
Tl!;;C81"C'h rnl e in J;! P':' ll~SC' .IMrir.u 1 l"UTC. 

1hc pror,r tt r.t sl!!'vic('s .1pPJ"0};ftll:!teJy 5 nli Uion farr:mrs ",'ith fiITnlS 
as small as tcn <Ires. It li~ms le,OOa c:!I!"lo),ccn, rno!':itl)' part 
timers er.lploy~· d by the t"ulun] f . It h a highly su ~c(':;sfu 
progrlll .• with, .:IppLll'cntly. a bj::;1: d"Zl"cC of 1>~tit;f£1cti('ln all the 
part of farmers. It is not' ii crop-cred1 l 1.n'iunmcc 11l·ugra!:I. 
An agricultural cr.:dj t inSllnmct.' or guntant.ee prOr,r,11:l had bel::!n 
cstablished apr-ro~;h,;:ttely tcn ::pn rs prior to this Ool: . Thh' 
prog.r;;::, 11; US l)J Cl' ~· til"~ul <.: tc p:·oclul.: t h'~ ... :nd prolect fnrr.l~rs ' 
income . 

Japan's pro~rat~ b relevant to less devc:lc.lpcd nntion£ (tDe) hecnuse 
of the sn,<111 she f~::r.1S involv~,J, the taiiquel)' t; uccns~fu1 hlend i nq­
of privatC" l!.lhl pu'tl:"j.':: 5-'2ctQr .:nd .rh~· eq:h ;-, I-;js au Atir.:ulH t.in g 100a. 
production. Additjol":<llly, the.: coun try o if. ~rs 3n m:c:I?Uc-nt oppor­
tunity for tr., j ning, :md a sou!.'cc of a~sif; t;mce in the- form of COT.I­

petent .:adv.is(lrs. 

Crop in!:urance i.s (\vailablp. fr.OM mo SOllner. in l.h p.: .5. fj?3inl't 
the risk of h::lil al: cJ certain other ri.slls one can pu~·, {I$e r..zot<::ction 
fl:om mnny :;mall companies and l:mtun]s . The' se all helotlg to (l trnde 
Msoc1ation, CHIAA (Crup Hail lnSutilnce AcLu3riol Assc.'eiati.on), 

All risk COVeril&C! is only avai1 able from n federal f,CJvc rmllent agency, 
the FCIC (Federal Crop Insurnn cC! Corporation). ParOicipation is 
voluntary .:lnd only about 13Z ~ eli&ible faT~crs participate. The 
size and ~ea]th of U.S. farmers, the vitality of the aericultural 
credit system nr.d the numerous support programs ~1kc the insurance 
unnecC!ssary for many . 

The program in the U.S. is subsidized only to the extent of ndoinis­
trative C(Jsts. Lo!']s c!' arc fully pnid from farn:ers premiutlS . In the 
thirty )'ear period, 1948-1977, l (lfin~s have. l11::ountcd tu 9n of nrc--' ' miums: Thi$ it; a I':larvelou$ tC!chnical Achicvct'cnt and represer.tr.· .;::. _ 
thorour,h dominr.tion of insurance technology. 

, 

I 
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The PCIC proer:nn is re levant to UJC 1easers h,'cau8e of this 
tcchnol0Ctic.,l dO;'!'Jin ,'u.ion :mJ ;:1': .;; source o( trAining and 
consulting oss i5tnnc~ . 

D. Swcden 

A bold experinent was lumpteJ in S, •• edcn , to I't'~\'id(! coverage 
o n a group basi .. m~(1 tlh: rchy r e llli~1: "lcnifi!fml l: l'os t sllvin:;f>. 
This fe a ture is called the Area Y:il:ld Sys tem fmd h ~t!; proviued 
nh;ed re~1I1ts. S ... :edcn 15 nn\-.' ill rhe process of ad j usting, or 
pC' rhaps, abnndoninr. '\1'0<' Yie:lt!. 'the proAram w' a ",hole if; 
succ.essful . It i s ndrrinl!:'tcn'c t , s C'v.: rnl di"f furcnt a !;cncieti, 
of , .. hlch the lC:lcl Dl",c ncy i s the CC'ntl' .1 1 Burcuu of Statistics. 

It is an e):cc ll cr: t f'ource of trainln!; <Iud COIl!iUl t fltiv(! assistnncc 
r or. LOC proGram:: . 

1:. IGracl 

A1l risk in~ urance in fGrad is offered by tta: I!:r r~A (lnsunmc~ 
Fund fOT Jl!atur.,l Rtsks in A&riculture .• Ltd.). INFRA's operations 
arc rclC'v<:nt to I.Or. for 1 .'~ re.::!sO:1!'. I~:Fr.A \Nl~ giv('n n GoveTnrrCnt 
guarantee of deficits fClr l'>e,'en y('tlTS. tiy th~t tin!;! it mUl'>t h<1ve 
s ufficiently brouljht th(~ insurnnc:r. business un..!.::r contrCll to bc. 
ilble to operate on its o\?u. It i~ prc!';cntly <l·t this \~l'eniug star-c., 
tr)'inr, to ~HdlCh from thc govcrnm:·nt guarantee to commercii.:.l n­
insurance. If it is successful, t his ,>'ill be a dranatic demon­
I:: tration of the \'i ability of cr""p insur,:mcc prol~rams in stllall 
countries. The element of reinsurance is ~lJl,.: ~. p. l ~ · ('. rc and is 
dincusscd beloH. 

The second r.;!tlson for its w l evanc(' centers Of! the control and 
marketing mechanisms. Cont&Q1 is vested in a cO!:t:!!.ittee of goveT.'n ­
m(!nt offici.11s and farm leaders. farm lead~n:; outnumber t;.overnrr.ent 
off!icials. The farm leaders are Hostl)' offi ci<-1ls of agricultural 
l:1a rketing boarde. The insurat\f c. i:; tl£u:J,lt tcd t h t'ough the b{l:m.1s I 

sold as a croup policy c.overing a ll t::eT:lb~l rs of that. sroup. This 
oHers the opportunity to r savinr, adninihrative costs but olao 
creates a danger in thot tHe covera~c mJ~ J~ misapplied. The 
outcome of this experiment will be important for program designers 
in other countries . 

In addition to the reasons mel1tionC! 
p088ib~lity of providing training or 
other nations. 

above, l:~FR'\ 

con3ultilt1ye 
offers the 
assistance to , 
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F. Scuth AIde!!. 

1hc Oil lndcr.cnd ,, :. }:robr:t.~.l ir: the \~or1d is located 
herr . \ C SClltT"" !'~ O;::OOl'{·:-;,t :"c 11\ :·jd:~h\'rr.. its prt'dccessorc;, 
,loll l:ter..!Jc rs II,T\'(;> offeree cro!, .. h til cn\'~ r:1 ;:' ~'::;j (: 1929. In ]9 70 , 
it bc), • .11\ to Uf:l:r :d i r:: ; ~ I .... "s .. l.<..:. :Jd,"uLl 1,,,.11, ,.he: i'''·J~ r •.• : 
h:.s opcr;)te fi ucC'~s:~fully~ 1l j;'£I:(>,l ~) E6 poltl'i('!; In t97S/76 for 
an avcr ,~.1'c CL)verr. ;-e of r{:' j~ C I" 'l~n .1ncl l: prcnicr,j of l: ,'!;m.l 206 , On~. 10/ 
All risk insul'01nc:c tlc:counted for only line percent of Sl!: lItl-';CJ;;":~' . ".­
[('Itnl premium iIlC(lL '1(l . Ite f; q,',,:('~~ i~ ~(:fill(>d H)' thr ~ fact t h;;t :it: 
hilS m ... LlfLgc:d to s tly in husin(:F,!3 for 51>: year.s, kl' cp its averilf,11 
loss ratio dC?\f;1 to ,6;: ;,md l'o :~ d. nl'c J.nl t: rnntiC'IHll n :'insurc!; t('l s(:l.l 
it reinsurarwe r'~"'('t- .:1t::;' . l r jl,; nne> (If cmly tt.,l" :'Ill-risk in --\I):'o rs 
1.n the world 'Who l,res(!fltly cnicy (:OL~IW I d.a1 r.ein!;;oJr.ance cover.:t:;!.:. 

G. H.:turltuF. 

Hauritus is \:11<.' oti".C':r, It in:"u:'l~ti sUI!, 'rc :mc produl' tion tr.l'ouhh a 
nfl tional marl:etinr. 1':J:l rd. 1hc r:r .... r, l'<'1n IL .. H' 15N~n :i.n ot-'uration !.'incc 
1946. It insur.es o;', ly .:If,ain!>t hurd c..!:w , urought ancl C'J'"cc~si\'(~ 
rainf~dl, The l:!tter t~·.'o co':- '.~r o\'c. r 1(' :~r. .m:1 ill~lcfitdtp- periol1

:.; 

of th" > :md rhl!;' il~ \· . , j\,t' t:(:; ! ;t \ .( \::,~!t.i.~ l ll/s~c!::. :;111:1: :.~ in!::.;:ct il.1 (·!,;:,a ·· 
tion and discil s c. Theref ore, it 'C :ill be cl.:.st.1fi\,;(! ;'! ~ <lll-ri.sk 
cove r<l e,(' , 

Thp. ll xpeJ':l. cm:e of t-;"uritll~ ~ .l d he Tf!iCVILot to any c('untry ':!l:i.('.lL 
de:pendfi on 0110.:' 0: .:l fet~ cOl';~f{'iill, c:-'pOl't "rientcd ct'ops. r.:h~d.:1 l 
to the oper.'ltion Of this pr(Jt; n:lr.~ ""\5 th<':. VI'C-(: ~:i.~:t \~ IlCC of ttc 
""rketinc if "hici, hns a "",,opol)' in th" trnde or suea" iu n,,,t 
counery. ~ __ 

!!!.Ii...l!.SURJu·CF. PLAX 

This section deo.ls with the specifics of a hypothetical insur.:lllce plnn 
designed to stit:'.ulO:!te "p,ricul ture p1."odl~ction. protect (.!mcrs and protect 
the ncricu r tural credit system in t h(' context of less developed countric5. 
Dr. R.:lY presents an excellent discussion of thi:. t opic which CCJtI',plt'l':cnts 
""hat is prescnted belot.'. 

A. ~1\om to Insure 

Because of the higher net CC(llltlmtc hen~{its .u;~ocintcd uiCh inr,u;-bg 
r.r:'lalle r than larger farr.,en (!. ... (: ~:!c:. IV., 1.), it in rC!c(I:JLiJcnrl ('(i 
thllt covcrar,c be di.rected ..:t the f::':.:Jll fflrm f,('ctor, Prob.:lhly the 
easiest Wet)' to achieve this !r. to f,lIhtddilr. the pr~.rduL'\ of sUJ:lll btfC. 

_____ ______ -"--0 - --- ------------------
1~9/ In June, 1977, Rllnd 1.00 '" U ' ~" $1.15 . 
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not ht'ge fan:u:~ rs. Opcr-"tioaal dd : nitiol!<; of ",m.,ll/clolt'CC C'IO 
b~ C'lttabli"hl,;d for cllch count r y h:-o f'Twain ~ a 1il>' of ey0r­
" ('!c(lgc cCjul\':i cnce!: and ~ct tin r; ., ceiling f o)' r; \talifj'ine t'Jr 
R\lbtiidif>s . 

•• .. n· e :: .. r..p l c , ~(' t t ~.:: .:~ 11 i :." ! ~~ ; .... 1·: t:; :,': .. 11-

J hcctRfC of crCli ' A " f,o inl 
1 Hcct.:trc or ero:, U • , 

poi:1ts " 
1 hec t.1T(~ of C = I, point f, 

1 hectare of crop N • >: 1'01nts 

A !'ccond question cnde r I'be rubric of \.'lIOn: TO jn~:urc i s Hhf'thct: 
p .:J.ymC:l t ~ sho1Ll,: tu t tl h . . :. : , . t" ~:;I ,,:n, . Thit. \:;;" lOllcl~crl (.t, : ill 

f:cc tion T\',. 7. . l'r .i.oriti,;: ,.; rcquir..:. lh~ t the cn:..t it r.yr.tc>:r. be 
vroLccted fir!:: and lilJ t <1 £cconJ Lier of (1\'01".; • .'1.:: be nVd":'lClh)c 
IlO as to imp~l c t on 

iL lTh;lt to Ins ure 

Both cropr. illl (~ livcf;t (JC'~!, If'.fH:Tablc. Livest;od. hioS be!!n 
omitted f:-orn \'his discu:.i!':.on nn tht;. <lti f' ul:lptiOll tlHit res01-.n:l:l'S 
llrr. scarce, tIl" t'laj ol' i t y {, j l.DC :lr.ri l: lI J tural .'1t· ti,·l ty is in l'lC'ps 
nnd th.:lt r<lnc!lCrs " ould t er.l' to f a ll 1n the J nrr,(',r fame r ('.}.a li si·· 
fica tion \,'here lower economic b('nllf lts :'Ire C!xpecrccL 

Livestock inslIl'a6ce is fe;!dblr. and should he c(lDsldcl"e:Q by' .:my 
nation \.'hich has a signi ficant potenr; ial for tlli ::: nctivity. There 
is an addition<ll requirement f or ]ivestoc1. insurt!nce--there mlll.l t 
be nn extensive pool of veterinary dO«;tOl'S llVlIilr.ble for uce by 
the insuror. The primary ser vice of thiD line of insurance is not 
the payment of benefits upon death or dlsnbility of an anir~tll, 

but the provision of vetcdnnry services by the insuror to prc .. 'ent 
the occurrp,.ncc of death or disability (!'Icc Nunich Re ). There­
fore, if there is not an <Idcqu<lte pool fror.! \-.'hich the insuror can 
hire full time personnel, it ""ill be unable to control losses or 
operate successfully. 

Although the livestock line deserves consideration in somp. (!IISeS, 
I shall continue to ignore. it in this paper so an to ·concr.l\t ate 
on the equolly demllnding and diffi.cult tllBk of, Cl'Op insurance . 

, 
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\,lhnl Cl'OpS then LO insure? Tile Itns\'~1.! 1'- i1l;'11 huse: ... ·hos"c ~ 
production nn .. • "";11\[£ to sri nlllntc ~ Tlli !'; J"<'quil(" he active, 
f'"rtiC'ifliltign of the- pl., nn i nc" Tl'Sl';'IT Ch :md m!l rl~,r~ t T1) ~ (·s. 
Th ny .... il1 help LO ic\C.>nll ry C l 'ofls \!hich :Irl.~ nC"cd (·c.l ;md hilve !',o;'d 
pr lll'::pcC' ts for J,"' U\'l:riull !; pn s ith' C' ('cnnnr; i (" hl.'nc fhli, It is 
c~: j'h'.:tc: chnt '1 ct'J1.l :lt.r:.- \:C'ulrl h':-i:i~ l:; ~:: ~llIr. :1 h:~::iC" :',:-:d!1 :: :">"Ip , 

bUl hi s need nor he [11(,' ca:::C' . Tilt' in!.a r unce £ilCllIld be us~d M; 
a l cvC' r.1Cc cOCll \,'hrn!vcr it Sl'C!mR t e. he mos t hC."n£{ i c ia] . 

As many crops OIS pOJ;siblc ~h~\\I1rl be ill 1Hl rcd so l"h;'lt !aml usc 
t'ntion.3l1zntion \,oi11 take p)nce (spurred on by the cost alloC.::ltjLlH 
('Joe lion of insur:mcc) <:Ind f.,rmC'rs "'1]1 he ttblc to m:lkc v .. ded 
choices in response to thei r {~ : .. [!eCl il ti{lns about harv(fst pr:fCiJfl. 
If nn effective price stab:ilb.:ltion or control program is funcrion­
ing thIs latter loses some 01' its !;ignifl cnnce , 

In addi t ion to l .. md usc 1':1 t ~ on:.1 iZtl t i on , a nothc r rb1!.iCn to i ll5l1 rc 
<"IS mllny crops t\t; possibl e Ie to take ndv4ntt\AQ of tlw stnbilizlnt; 
erfect on lossc!$; :illt'urred, II. till' 1 11 ~ ;S~~.'i of t1H[C"n'nt c:.rops ,Hl~ 

not intcrcorrc1.1t l~d or are "nly sli l;htly so, th em thl! cyclic 
p:ll'tC!rn of l ossC' :{ 1.-1] 1 tf'nd ro he fla Uf''1eu out. t ess capital 
r c£crve will be n-<jl,dr~~d f ... ,"I ll)" r..i n : ll t (. tal dol1;.I1' \'oluNc of 
cov(~ r:l &e written C!oo\"e r$;('ly, morp. fnrrr.crs eim he> :o;ervcd fnr allY 
r.iv!.!n rcscrve cap:i tel amount. 

• 
Despite the adv hability to ill fllll'C 'IS many crops Dr. pnsJ'iible , a 
("<tvcat i s necessary . Any insurancc program should bcg:i,n smnll 
ami grow con!';crvntive.ly . This js to give it time l'O learn fro:n 
its mist.:lkcs whil~ introducing nc\>.' pro r.Yams . If (J program is 
introdu(".ed on a large scale, mistakes Hill be more t!};pensivc , 
but no more useful as learnin!! d~vic~s than if the p'llot progr.l;:) 
approAch is used . As a rule of t humb, one might begin by insuring 
two or three crops and ac.d .:l~ many as two nore in eaeh succeeding 
year . 

C. Life Insurance 

Yes. there is a role or 1ifc coverage hcrc ¥ Aut elT:mt ic coverage 
equ.l1 to the flinner's loan ~1i11 save hol'h bank and \ddow grief. 
The coverage C.:l.n terminate with repayment of the }C'I,IO or continue 
until the bcgi.nninr, of the next crop $Cll$On . CovC'ragc can be 
P.:q U.:l] to the l oan or some multiple, such as twice. This would 
provide an added visible benefit and redu(:c farmC!T dissatisfac­
tion. 

I 
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Since the Ufe covcr"f;c \o'ouhl 11 ' or the &@UP L)'p.e.. its cos t: _ 
\,-,,>uld be l Oll nnd ndnilli.s r <l! c1nn (·.I:';Y. Cost cClu!d he inl.: lu,l(,U 
1n th(: crop ios ur:lnce prer-lur .. \.'1thou t. causinr- .\0)' siCn! fic .. mt 
di~tortllon. 

It if. e.lster to opcr;:tl' " specific ,..~!;k progrr.r. . 
Loss~s arc lilnitcd and harr'! ",etl.uria] d.lt.l 

C., O be butlt up r.!t,re CMli h. R\l t. t.he spccifi,~ risk ap prou (;h 
!eOlvcs to('1 rt:uch r i:::k ua f r "ns fcrrcll nnd lC<lveti the f .:lr r.IC r stil l 
in jeopardy of f rtllin r. b(:101.' his !;lin:lt'll:m incorr,' thrC'!sholcl . 
Tll1'!orc ti crtll)" a ll-l' h :\: i s. rrl'fer r~blc. liowc\'l,!r , there m,IY bc 
fiO~ areas \<.'here anI.'! r.ine1o le ss C"\\IS~ clominnu':.; and the s pecific 
risk approach would be sat1.sfi:ct('ry . Puerto 1:1 (;" .mcl Hauritus 
both st.'Tte<i off this \!.ty, ins uri nl' :IR"i nst Ijind ·; t. C>Trn. t.1J-·rir.!'. 
docs a norc c"l. r.l ~ l( · jol, of U · l1l· :uTiq,l ri~:~ : :;\' ;' ~ fr<w f.,r;:~ {~ r s 

and should have <l great er il!'ri'h' t on technol"~y ,:r1ap tiun. 
Cll\'e;.red in "~ ll al l- t·l !:lk proJ; l· am. 

In .lddition t o the st:md.1Td risks.I".g.--

- drought; 
- excc£si\'e. r ainfall; 
- discasC"; 
- pest dllmace (Aft er using standard or reCC>r:'.!: ll:ndl:d 

control p r ac.tiC'.cs) i 
- anima l dar.!.."!gc ; 
- windstoro ; and 
- flood . 

the appropri~tencss of r~c otr.Jllendcd te.chno logy t·/hen properly 
cmploy~d should be cove red. This is automatically done whl:n 
yield is guaranteed. 

Variations i n pricE' should not be ins ured. t-lhere price and quantity 
were both insured, the offering compan), al,,-'ays t,'ent bankrupt. Research 
is going on no\" in Japan and there ds a small pr og ram (lper"tin~ in 
British Colur.:bia , Canada • .!!/ lIowever, the t.:ll;k of controlling, 
prices is still f orniclab l e and can be managed narc efficiently by 
using control or stabiliz.a tion pol ides than throug~ the insurance 
mechanism. 

).1/ That procr<lm is titled Income tlainteJUlllCC and has beem :In cxistr.nc(! 
since approxi1l!ately 197~. It covers <lpproxir.:a tely ten cO!llr.lodities, in­
cluding beef and pork . The pr('lgram was s t ,uted ss n I;uprort t n nn ."r.l:ari:m 
Rcforor: pror,rnm. C~ rtllio r.nrginnl lunds \,'(.'TC clnssif ied for ar.ri~ultural 
purposer. only. l'hl: income mnintemmce pror.ram was chosen 3S thr. most 
cfficient way to subsidi ze fartlers locked onto ..... those lands • . ~ 

• 
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r.. Voluntar~v or Corr.puh:i;:.£. 

This quc:.tion has intrlcuccl nlost ... · .. ·j !.crJ'l on crup insurance. 
Should hrr.H.' YS he forc:cd to tw\' i.1l!iIlr.1nce? If they a rc fC'!"'cC'rl, 
rhey may be rpsent"ful ;}no 1,01 iLil':, l (..(>s ts m.:ly run hi~!1. Ikt i.f 
pUlcllUSt! is Ii Vo]uLlL.Jry 1,1.1 ;' .. >.:( ... '; Vl .' ~i! select lUll .... jll ('Ik.: plCic ~ . 

\'!ith crop-credi t in s u!'al~ce this bC"Cll l'1('$ a moot qUH fi tlt\n. If 
farmers W<lnt loans the ~' must purch.1f.C inslIr3ncc. Dissatisfaction 
is nvoldl:!d by Cdl,C.1cinl; ranle rs Ilb('lut :insurilncc ane\ Btructul'lnC 
the procram to provide rC.1lislic nou :10C(lu3tO b('netics. 

AC'tUlllly, for dcyclopinl3 cuuntril'~ the> voluntarY/c('ll'",plusive 
question :is not rclC'v<mL . If the pror.'!'Clm is to be dircctr.d 
to\~3rds poor f:!me r s , it I:!USt h ,wl! a cor,~pu1f,:ioi\ £'le~ellt to m'nur e 
a £u ffici~nt number of r;lrticip,qllt~. it control of :.IC!vcrse sel ec­
ti on and" lUl!Ctillr., (\i ::Vo..!l·;'l'.': "b:l jr·~ ' · cost. J.i.ni: 11lr, l-'ill! c·!:edit 
is an effl~ ctivc Iolay of ct~ing this. 

The pertiner,t qcestion turns out to involve dcdtllns ~·:hethcr lhe­
prof;,ram should attemp t to be u:1.ivc rna l or p,:lI:ticular in covS' r~-1ge . 
U!>ing the. crC'd i t appro<lcl:, it \dll be particuL"!r t'llld I .. ill tend to 
be ihsuran:e. tr the init:Sal attar.lpt f.s at uni.vcrslllity. the strain 
all the c.'lpad t )' of the orr.anhation r. J struclure. ...,111 be gre a t and 
the viabilit)· o f the organization threatened (s ee Sri Lnnl:.'l c~se 
in Haurice (2) ). A univers31 proc,ro'lm will have II lendEmcy to move 
from insurance towards non-conCinsctH i.ncorne rna:intennnce as tht! 
structure disintegrates. 

Sweden attempted to avoid the cost and ir.accuradC's invol\'ed in 
adjusting losses on each farm by creating an .:tre" wide sy!..ter.1. It 
nU::aSur es the deviation from the guarll nteecl yielrl for each crop In 
the area anrl chen calculates 8 weighted average:: (or each farm 
bnsed on the acreage of each crop p,lan ted. It is the most 
sophisticated area pTogram proposeu or in operation And is 
extremely well administered. 

Farmers arc dissatisfied with it hot.'ever, and it shCltlld not be im­
plemented elsewhere. TI:e reason for this is that farmors opcr3te 
on an individual basis, but this insurancc compensates on .:l group 
basis • . Too much risk remains, Le.-the differE!nce in pt>.rformance 
between the individual and the are.:l (see S"'cdish case in l-faurice 

) ). 
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Fur the Rake l,r Sll('inl LiinlCf,s ;111l: L'Jt>(' of 'ldr,lilli~:tr;lti{/n, ilat 
prt'~i\l;~s for .. : I Ln;'"r,. :lrl' uft,,;) r('C{"ln:nl-n~,"1. 'Ihis h:I:: SCY('C'll 
dr;".'b:H'i;,~ 1,,,\,,\',,\', ;',.1il"r,,,> ill l,,~' j-j~k dr,',::; "'I~,pLlin (h.lt they 
itrt' ~h·j;~~·, fC'l"l'VIJ t(1 ~;,i~I.(.j~~i::{· f::~'i""\\'r~ in hj}',~1 1·i~1· drl·.l~~. FZ1r:!'lCrr; 
\:11,' ;lff' 1.1(),!,·lni:::11;' (,' :"]'1]11 rh"t tlll'v :;rl~ ::11: ·,>lizill.', ,.,)J'(, lr:«li-
t i flP.l1 :1 Y- "' .. ,r'..; 

l·!'l'1l0r.1c ('r"l' :ill,! t]ll' ::>':;t cffici,"lt' lISC of I:Jl111, ].11),-1)" .1.n8 r:lpiud 
\,'i l.l n{1t Le prl,d\l,cd Useful infoJ'l .. ,:ci{111 a!Jo\lt thc' productiveness 
ilnd ri:-;kinl'ss 0:- :ll~ric\jl Lure .... 'i11 not ]ll' gelh'r.J(C'd and directed 
to dccisinl1ji\:lkers. The usc of ,!iffcrcntiatco prcr.liuIn is strongly 
rcconunendL'cl. 

A;~ricllllllr:ll lpndcrs sht')\lld be \1:-:("j to f inancl' prc>mi;l. H(l\ ... evt~r, 
bl C.ltlS(' t<lri~c't 1'0;'111:: L'iur: in LDC'~' ;ire ex'trcT'1cly ]loor, gm'rrnmcnt 
s\lbsidies ;ire nl'('t'S,;dJ'Y ThL'~;c Sli!),:,iLiics wjj] take tho tlllJOIdng 
form: 

1. AOI:1inic;t'r:ltivc' (·xJH.'nses: J~C'C;lllS(, liH'Sl' prO);r;lFIS ,Ire 
experimental; bCC'<lllsC thC' usc' ,,; ,'Hlr:1ini .-,( L't !'.'e pr-r~;onn('l 

is tlllder gOVC'l'll:',C'llt [<1::)j«]' tJ.;,n ;'-rcl..' llidrkct conr:-: .. ol; 
hec.:lUsc {1[ the n;1Iicl;! lory 11<1 ture (If the pr('i~r'F.,; :lnd hc~ 
cause of nh' povertl' of STl1<l]] L\nllers, it I'lill be necessary 
for govern8ents to underwrite ~dministr3tivc expenses. 

2. Pure PJ:'clllillms (or losses); A portion of till' prcmillr:;s 
designed to cover losses s\lollld be suhsidL.:L'cl by the govern­
ment in the C3SC of small fanr:er~;. Sm<111cl' suhsidies or no 
subsidy at all c""n be offered to larger brmers. 

3. Guarantee against catastrophic losses: Losses in excess 
of premiums charged may occur. Until the reinsurance mechanism 
is developed, the nation<11 treasury will have to guaranty this 
amount. 

Revenue to support these subsidies will come froD several sources. 
These include: 
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1. Gcnc>r.11 1",'Vl'lllll'S: (l\','r t Iw 101i)'. rlln, f,c·neJ·;I] govl-rn-
Ml'llt r('vl·!llh·.·. \'j j 1 , r,'.~<;C' ,1S ;\ I·C.',l\l t of till' jncreased 
l'COllO;nic ;tcri'.'itv il Ih!· .1;~rjcllIIIlLJI ~;('('tor r<111,·,·d hy the 
I'I'c~l'n("(' C"'i (,1():)-Cl'(·,~iL ill~lIr,llll·(,. ~;lIbf'idjl:S fin.ll1ced by 
I ~, :; l'r .11 r (\' ,';:: 1 .~:; t', i' r L' '; ('Ill .1 t Ll n .'i f l'1' tot Ill' il 1; l' j (" III t U r a 1 
~il'('t(lr an.] ~;P""i'l~ h' III I he sm:1l1 r.ll'i1 scct0r. 

2. ~dVjll(.' ,'I ",',l"l\.li': ••. :: ~J.: ;: .• li~;:.lt~"ji; r.o\·crn·· 
J:h·;1t ~;1I;)l'nrt,;1 Uj' ~'·,li,;r.i111 "':'!! ' ,,;;,1. " '.',''111<1 ,.\lffer c1C'-
r;lpil.lli l.lI j"l', \,:i I 11,'\ll 11lL' (';,:'i :': ,'j ,'" "f ~'r(Ip-cr ... di t in­
surance. TI,.,I f();"I~ol1e d('l';lpit;ll:i~:;,t j()jl j,; .1 S(lvini',.'; for 
g0vCrnr.1C'llt h':'ich C.l11 be u:;l'd to 1111c1cl'",ritc part of tbe ,;uh::;idy. 

3. Tr.1n!~fl'Y' of olher sllb~itliC's: Sllhsidies on inputs, \"hie:h 
di~tort lh,' \Ii;,' of the llll'lll. i1nd do nnl llC'cesr;:nily lead to 
opt :im~ 1 usc 0 f j lljlll t s or I!\:j~: iTnll,:~ prodllc t ion, (';111 ue P,H t i<1 11 Y 
or tOl'cdly tJ':l[lsferrt·d tu I he ill~;ur:1J1Ce progJ';]ITI. Subsidjcs 
'lpplicd thrOlI;-!1 the in'suJ""nl:l' ,;,('c11::ni:;:n tend lo c,ct.lS ouL]Jut 
subsidic:;, L,.'!11 j,l:~ ;',)I'll} ,',,~::im,n l'!'['l)IlCL l0n of Lhco subsid'jzl'cl 
e:rops and opt i,~lll::l use of il\~ut So 

4. Extension SL'fVicl's C.l11 hi.' lls('d l)olh ,":s a SL'1Jrcl' of 
pc'rsonncl i11~d fll'H1S. '{he crop-credit in:;urancc r:c·rl1.1nism 
\,'i 1 1 lend to \)"['-"]'::1 L:1,'~ ('xlc,ns;orJ JUJ1et lon J:::,j'L' c·[fectiveIy 
t1.:111 thC' tradition:ll P:-:tl'll:'don SC1'\'iCL'S. ThC'tr:H1itional 
service shou]cl nl,Jil1L1jl1 r"sporsibility [or those cl<lsSCS o[ 
[;}J']l1prs not re.lcheo by the insuror and can retnin the re-, 
sC.1rch function, 

5. Pri vat l' SC'C t (11' f lind s e:iln be lever a g(~d [0 r a gl' ie: u 1 tural prudll c t i on 
c)'t'dits <IS a l'C'sul t of tlte> crop-crcdi t insuJ';:I'.lC~· pnlgrams, thlJ~; frecinr 
up government funds for otl,l')' purposl's. InstenJ of investint; directly 
ill developmcnt l);lllks an;] gc:tting zero levenlgc (1:1) 011 the amount of 
money loaned, it is possible for government to invest in the insuror 
to guarantee private sector credits Bild enjoy a leverage factor in 
the 1:10 to 1:20 r:l1lge. 

FUllds exist thC'I'e[ore, to operate a progrm,l. The size of 
the program .Jnd the "mount of fU:lds \"hich the government is 
\"i lling to nilke available are critic,l,:, v.1riabl cs in the fianc-
ing equiltion" The ilvnilability of reinSUl'anCl~ 3ll!1 careful under-
writing (choosillg different crops with zero or negative cor­
rcliltions) \Y'i 11 increase 1:11(' magnitlll1e of rjsk that can be 
absorbed [or an)' given allount of capital. 

Loans to the l',ovcrm:Jents [or the puq:ose of inc)'c3sinf, the 
TIlJlr.her of p.1rticip,lnts ill the progrilr.l.s is an effccrt'ive \,my 
of channt~l:l.ng resources to the :Igricultural and small farmer 
E-:Cl' tors. 

http:insur;.ne
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VII 1. THE ROl.1: MD 1'1{()P,IF~:"" OF REJ~Sll1U\:;CE 

Bl'C;ltn;t' of the 1,(1(t'nt i;ll j""r catastropi('~; jnvolvcd in all risk crop 
insur:dl('l'. ili~;llror~; 1l1J!;t J! ,Vl' iICCL'~;S to 1.1rf,c amOU1lts of capitnl. 
UnfpI'!Un;ltl'}Y, !· .. ·:11] ,lTHI ]('!.!, d('Vt,101'('" ("(;111111'i('s ,,<"Juor.; l1.1v(' ;:'cl!'quate 
fi:l-,,~:i:l ,,,,;,,,,';1:' t" iil"'l~C tIl" f;,l~ ";e'1,: hlll'e1"" Cltn-;tr"pJ,;;- lr,.:;src; 
(,(luld b.Jllknll'l :1 pl")'~Ljlll ,i)' liC')~nll' .,.)1' ,,' 1 he dc!;irl:d h(l'cfits of crop 
in~;u;·;:;'cl'-"·av()idilll~ 1arr,L', llllexl'("'! I" • :,:\ di."rupt:i\'(, u(!;:;)l1ds on nntioll.:l1 
t r,''':"'Cl:· i es. 

Th,' id,'al \,';IY to resulve thi,; proLlc]:: "I> to reinr;IIJ'(' t.he excess risk \,;h1c11 
t.hl' II<trional )',o\'l'rnl''''lIl j,; ull.l),l" to !. ::"(,1:,' r.:olaln Spl'cia]i:~eu reinf'\"'lrice 
c(':nl'.!nic's !;ueh :JS }lunjch i:" ~lnu thc 1.1,·y;I,; group v):iSl' to h.1ntllc thl" UnJ ' 
of pl'()i>lem. h'j I 11 tLe (>XCl'l'~ ion of >l.1lJ1' it us ami SCI1LrLlOeS, 121 the intC'l'­
n:ltjollal reinsurClnce co;np;lld"s 1l:JVC rcfllscu Lo cove-r this risk, 

Cil tastrcphi c pou'nt];l1 i~; invol "L·d so the reinsurors must 
be very c;:rc.flll .1];olll !'lll~ bl1"i]I,:~;t: they D.t'ct'pl less they 
lose SigllifiC:lI1t [lIlld~;. 

- Speciali2cu [<leili.ties are required to vedfy that losses 
do not oCClIr unnecc~~"ilrily or that falsp cln:ir.ls do not pass 
through the.: SystL'r.l. 

Crop inSlll"OrS, if the:' are govC'rllment,11 entities, are not 
motivCltc'd by.J. dcs:ir,~ [OJ' p1"ofiu~, Commerc:i;:l1 rcinsurors 
havp ,I" a pr:i;';1C nssll::lption D.hout their c1 ]C'Pts, that they 
too \·!c.lllt to In:.JkL' ]:,f'>ney or LIt lC<lc,t nvoid ]osscs" Rpinsul'ors 
loss control systl'l:;s .11"e hased ('In this assml:pLion. 

GovernmunLa] crop insllrors arc moti.vated by social/political 
concerns, It is to he 0xpccted that they will pay claims for 
social/politicnl reasons which private insuI'ors \\'Duld avoid 

http:1.1.v;.yA
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W1th C'otllTlk~Tclnl rc1nsllr,'nc.,~ 1'lIl of ct"lnr.1dcration, \.'c mll!:.t sl'C'k nltcrnntlvC'G, 
the moR t likel), ('If which bi " rcinsuTfllwr vool. 'J1l is pool wOllld op,'r,Th' 
rc&t on.Jlly and would b" formeu nnd pnmlccu by thot;;,! t:ovt~rnrr.(:l1tD whit:h hm'c 
progr:u!l..... It \Joultl pay lo!; ~l'.r. when nO-c·C'R-,""r), and could chilnne'l and- provide 
t cchnic.lI nGSi:;;tHncC' and sen·r. :15 il rk l':O:; of inte(;ration .,nd ~tlt_ assis­
t:mcc !:o the sc\'crnl !:'H;tl:- C';."~ , 

A.rJ ili~ortant coro]1.'lTY (IIncti<,o n( til " .'(I:.1 js thnt it I.'Quld be lIsed to 
""ash nut the sOci:Jl/political hazord ':::t: "t..:p lacC! it Idth a profit moti­
vnti{'l\l. At this Pl,jllt, thc b;;dc riGl: :i!; "cleunt'!!" nod the comme rci al 
rein~urance market. liJl )' be tapr)(!d for fimmcial. support, 

l'.:!rticip:Jt inr. ~o\'('rllt'lents \.'i)l be um"1115111; to ~lIbs"lC\ize each other over 
the' Jon/: run, so lh(:re \.,li11 bc il nc·c(!.ssH>' tC' huU ti <.! 6troni; h l:-:::: nclju~t­
r 'cnt 111\(1 control C(1. 1" lcir y into l ne J·C'in; Ilr("Jr. In ;,Jci:l,t:on. thc.'re l>il1 bC' 
.1 n('('J CC' ch"l"J.;c (In ~Jc lluat(' l' 'jnslIl;.:!lw •. I' n;r.~iut:l, 'fhis , .. ill C:l:I!ie the 
pc" , ' p' fidnls t(· c:·. :m il : l · ll. .:.. ;: ,;;·,: 1' b ., ,. h ! i :. 1"11{': h •. ·, 1c prC'n,illr:!i a re C:<l1 -
cul;)t ~~ d lind 3ssi~;t iii il:;pr"vi\l~: thi .. 1:·(,I.1.od . 

The PNJI \"ould be fin;,nccd by contritl\!(' i{'lIH; of preud.uTlls ond by TlI1l."ch.:,se 
of cllpi tnl. st.C'C'l:. The pUl·ct',1SC of c;;pjc:J.l. !>tock c,""!!) bc finnnccd hy 
loann to tll(> govcrr:r.tCmts inve·lvc.:! frC':r. intf' rn:J.tion:l 1 banks ~Ul d d(~\'(:.lC'p­
meot a l.~cncies, t.o<ln~ should not be m,loc directly tu the pool, hut 
through member govelnlll\::utr. so 3S to kc('p their ntercr,t in avoidine 
losses . 

By u~ing the pool to increll!'e the ritt.lhcr of i3rn.ers insured, the number 
of CUI?::> insurc'd r.T:U thl"! numher of cli1.~"tic zones ('"vcrtHl, the m:lOUI:t of 
capit:!l. required J" e::l.,t i\'c to the c.:ize of oper3licns ,..-ill decrCI!Ec. Thus, 
scarce ("<lp:l tal , .. Ul be used more efficiC' lltly and more fart.l('rs can be 
sen'ed (see Cu:m~, (us ). 

There (Ire several types of rClnsurnnce co\'ernSc avd]"ble (see United 
Nntion~~ >. The type! most "pproprilltC' fC'r this situo;:1on is cnl.ll~d excess 
of loss. Under .£l=.!:!css or 10[;':,_, the re:J.n~lIror Pill'S henefits ,",'hC':1l a single, 
catastrophic event occurs ami resultinr. lo:3ses rise abo\'e some threshold. 
The desir.,b:lliry of this approach is th 03 t so(!".e discr0. tc event must be 
idcntUied -and the ,l.'einsuror CM send in :L ts loss nuju5tment nntl control 
crew to prevent unnecessary claim!) from being presented. 

St~lo::;s is anotll~r coverage form often sur.scsted. Under this form all 
lossC!s during n timl", period arc ag[" rer.ated and the reinsuror pays 1£ they 
exceed the threshold. This covr.rar,c. form iH undesirable becaut-le mnny small 
lossos resultinr, fro~ the sOcial/politiC'tll haz<lrds ""ill be included nnd 
the r C!in5urors l oss control team will bC! unAble t o rCtr.ovc thetl efficiently . 

• 

r 
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IX. tOLE }' COOl'EMl'lVES AN)) orl1ER PRl\'ATf. SEC'ron Cr..OUJlS 

'fhere irJ dcrr..,nd th:1t cC'C'lpcrativcs nnd other priVo'ltl~ f'l"ct01.' croups be 
r.tv~n: ~I\ Ojllh,)rt\lnH~ Lo prarticipate in crop in!iurcnce programs. Arcu­
I:'cn ts ill their favor dT': that ll '(·y an~ cln!;(· r to tht: rt>ople. generate 
:1d<!it~oli;1.1 c!1pi ::.11 .:l~c! ('n~', !:; " :, :!";';':"VI:! in f o)"::,:.'!. "" fectH'1!C'k . ,"od t:'(' f'tr."'t 
los& p.:t,; br!lt(>T tlInong thc!ir rr.crlucn' (~el: ~ ('I\IC':' on). ArCl1r-"llts agidr.st . 
them ccn t(:r on tJH~d r fn :lb ility t.o p~ 'l cr :!!(' ,r c!('quntc cCI.: tnl. to ]H'otC!ct 
insureds in case of catastrophe:,> (se .... ~: ~":r.: hon ). 

'jhl~ problem of capi t nl c:m he r'l~(ll\"('d hy htlvinr. r.0\'ernrtl,·nts reinsure 
the c..>npCT:llivcs as in the (: •• :11'1 in .li1pnn ;; !1·3 lsrilc1. Or , it cC!n he 
dope hy h::villg the c:e,npc'rlltl vC! ill.!>lIror ~('f'k oi.ltsidC' rcir. :.. urnnce un its 
Ol,m ,:s is thc cast! ... :it·\; SC!ntrnn,,~ ::nd the. intention in ]"rnel . An ndcC'd 
ad\,:..Lntflgc of cC'oper nt.iv(s iJ; r h;\ t til.:!)' have! ,. profit m:.:tiv:ltion , or <l.t 
IC,lSl 0\ \'cry s tl:C'nr, (~(' !:i rc to ,lV\1i<! )c.ss.er: •• md th l:s ov{') COJ.lE: th~ sroc::"n1/ 
po)iti t .11 h:I7.,1 rd \.'hiel! r,rr'.'<;::·,t:: ~11.::,~'. !y ·--. ... ·· .. r~r.,l\,:llti!l pr,\~l·nr;.s f,:,n~.\ LtlP~IlP. 
the ('(JtIlluC!rd ill ndm.:ur.1acC'! t:l3ri:(' l". 

1n orde r for coupcl'i:Li'lp.~; l'r t;i l'\ilar g)·OUpt. to be <lblc tCl playa If.':: " ing­
[u) rl' lc. th(>re rnust bll C1 st.ront, CCl:::lPI.'T;ttivi' mover,lent or SOIi:C othen: 
f:ioctn l fnnitution rr~j'::red to .~ stnbli~h cr('lp imalrnncc- coopp.ratjvc~. 

In .Jnpan , for e.>:Amplc. the culturnl SUPI'Ol't of conucunity orcanization::; 
made creation of insur'.tlce mutu:1ls fCil ~ible . Ucst(:rIl nll~ions with 
their individuttlistic 
easily . 

Aocietics would not ~~ able to do ~o quite as , 

I!lrac.1 demonstrates OT,C \"ay out of. this problem. It t(.lok ndvantacc (If' 
the c:dstcnc.e of rnarkt:!t:ll1i; bo.1rds llnd othel' .:lCl.'icultuJ'nl <l.ssocintior. s 
.:l!l a "',maeel::~!nt contH,l m~d de11v,"l'Y dC\'lcc (sC'c Gilboa>. 1)/ 
Baud ('us also has a rr.~rl:\~tin g, bonrd at the cC11t;cr of i,ts sugar c:me. 
in!;\lJ':mcc prO[;J'anl. 

Vertic.11 integration of the insurance cooperative move t'!nt (as achieved 
in Japan's ")'" shaped orr,anizfltiol1 structutt» is neces$O\ry if cooperatives 
an~ to have any p~nr.animcc. \~hen n:arkc.tins assocl.atiOll5 nrc used, tbey 
already arc integrntecl vertically <lIld nrc operatinr, at the national level 
where they have developeu some experti!;c i .. '1 working \dth the government. 

lit Included arc the Agricultu):lli Center. Farmers Association, F'arr.lcrs 
, Union, nnd Production and linrkeling Boords (If Vct;ctnb3us, Fruit, Cotton, 

Groundnuts. Flo\,·ers. Ci trus. Poul try nnd Vine Gra. ... crs, and the Field Crops. 
Sugar Reet and Fish Broedcrs I\ssociations. 
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'fhe UIi(' of priv.Jte insurors h:lf; 1"('(,:1 i1tt!'mptcd .1nd nut prnVf'n :';U('~'('''!;­

fill so filr. Tn :'k::i!i', f"r e:;,;:.:"I,., thl' \'(J\'l'f1l11C'nt 'Q'.J',·,,(l lil'll pri', 'tl' 
ill!'lJrnl's slinu]J L.1nG ,1 ('C'nsC'rlill~' tn (lif!'!' 1\,.. inslll"<lII{'(' ;l\itl sil<1l'l' til(' 

ri!',k. 1111' )·.nv('nl;~"lIt 1'l'(1vitll'd ~\'1 .111!'i:,j ~;\lL,~~idj\,!; ,lI1el )~\I;lr,lllt('(!!~ to 
ill~i\lr\' tlH' illl('~:l·i! . ..,. (lC ll,(' rri\' .. , ;"'urt';S dllt! Ill(' Vi.)l)ility (If Li,C' 

sy;~~(n. ';!il r,rc;',:'''l:~, ~-:;,~1lJ ',::: .. ',-: ;!; ·i·.r~dll:1J c0n:)~~1';(,~·t lln~~('r',.'rj1 i,,,,:,. 
I'ffo;'t~; d:ir(·cfl·t\ tlk' i'r('gj',1m~.; at l."r~'C' f:1rr.h'rs \.'\Jl) \ . .'(']"(' ll'ss PX;.1I:il:...il/C' 

til ,'1('\, :!llol, pl'r\;,'p;', bet Ler rj <;1;';. >):) dttcmpt \,':1:; !",:.d(, to b(·t i.I (:;lnL1 
for the nllr.lhel' ~nd p('rcenL"~~c of :;1'.1;1 Ll Llrmprs scrvL'u (se,· HilS~VC-C(');:'I,':d ~ 

COOPCLltiv,':, ilnd oth!'j' private f;('clor OC)',.1I1iz.1L iuns can play I1C;)l1ill):­
fill nJ\l'~; in the ue] i\'lry of ;ll1-r;~,\; Crl'P jllsur:l1lc{~ b,'lWfits if they 
!i.1ve rei:1!'l1l'<lnrC, ('j the'r I rom ['C'Vc'lT:'h'n! ~.~ Ill" Llle com::lc'rc:i.::ll mOl-Let 
.1V;, i 1.1h1L'. Thv inLrl,duclion of (""';'(:1'.",ti\'l's inLo the Jel ivcry syste:r. 
lcssl'lis tl1(> social/pD1iLj'~:Jl 11:11::1'(.1 ,1:IG improvl:s the prosl'c:cts of oh­
taininf', ('l1;11:::(,'1'ei.1l r(,~IlSllri-111('c. Ti,(' ['.,'0 l:){'!';L rclev.1nt .1j);)J'oD('lj(~s ill 
('XiStCl1(,1' :II'C' [hrolli:l: L:.(· u,;c (1: :1. ~"ti.,~', .'mel prodl1(:tinn hoar,ls ,1:1d 
thrl'lI!;h the IlSC of C(';;J:::lll1i Ly 1nsL i, ',,;1 1L1:1::;. 

A. Cl'OP-C1'L'(]'jl' l::'':llr~nCl' :if.;l for:r. o!' crr'p insur':'lllcc \· .. hich pro­
tects both filJ'r.lc·r" ,;:v-l h<lnb'l's iJ'ml \.1l'o\,jc!cs iI Ln'oad 5t1'(,,1Ii1 of hen­
efits to the 3v.ricl1J.tLll"~1 sL:cLor anJ the gem'r,ll l'conomy. 

13. The sli~tL' of knO\.llctl[;C' ahout cn1 p insurancl' is mixed. He knOl,' 
ho ... , to do crop in;;\Ir2ncC' and h;)\,(' sevel';)l su('cc'ssfl1] models to study, 
but lye do not knml if \,'C should supporl these progr:ms. Only one 
econumic henefit/cost stully li:;~~ 1>c0n llncll'1"t;)l~('n t·, (bte; furth"r 
analysis is rl'qujrcd. This ('ai1 best be accomplished by instituting 
a series of pjlot projects and observing tlw results of these.'. 

C. A substantial range of henefits can be exp0ctecl of crop-credit 
insur<lncc. Of signal importallce are the stimulation of food pro­
duction, the ac" ',;-1.on of technology, the protecting of 32,ricultural 
credit institutions and a positivC' effect on the flow of ~'ivate 
and public credit. 

D. Crop-credit insurance will produce greater economic benefits 
when directed to small rather than large farmers. 

E. Crop-credit insurance will deliver its benefits more efficiently 
to the agriculturel systC'r.] and l1Iorc dirC'ctly to small farmers than 
any alternative policy tool. 
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F. Alth"u,',ll therc' js .1 I'e;,] i~., ic "i'j'l'rtllnjty for pr1villl' St','Lor 
nction, rOV,',rl1iWllL ill' i ('I) dllli :'111,; ... rt S{','r.l~; i1 pn'r,'(lld S1 Il' in 
this arC1. ~;ll1J,.jdil'" (Jf •• dnini;:: ;i,1 i\'c' C(lstS :Jl'c rL'qui.rl'd <lnd 
Sllb5idic~; ,.:- l(,s~:(": ;In' c;e,;jr .. )'I" ttl 0VvrrO"':C' f::rr.'('j' rl'si:~liln((' 

r.. E('on[l~'.j( vjabllilv Llllwl' th:1ll flllanci.-11 is the pnljwl' crjteri:: 
by which II:llioll;,I]y SUPi'('rtcd rl'np insurance pro)~r;lms sho,Lld be 
judged. 

H. Crop-crc,diL jnsllr:ll;cl' is not:J first priority itf'm for develop­
!lations. J\~~ri,'ulruri:l Il'a.ketjlll', l"C's('arch pl.luning systcrls and <In 
ngriclll tUI-a] credit :,y~;ll'::1 n~usL ill. lcast be be~un at the bnme time 
ilS thc insur.1nl:(' progral:1 or he .11n.!,ldy in place. 

I. Other requirements .11'" not C:';f:('ssive but f:;ust be mc't to gunrnntcc 
a suc ces 5 [1I] proi',l':, ;:1, 

J. The pos;;ihility (If cat.1stn'p!IIL lO~~f;cs L11J'(>,ct(,l1S the f'olvel1cy 
of most SITI011 llations'~: prOL:r,1ilif~ ,":11c.i c;ln best be ovcrC01:1C hy using 
reinsurance. 

K. The replacoment of til", profit li1utivation by the social/ 
politic"l h:J:o;]oJ 'is the sil1f,le ml)::;t important obstacle to c0i1l;r.crcial 
reinsurors' particip:1tion., The' fOI',\wtion of rCf,iona1 r<'insur .. nce 
pools is 1 ikely the most eff e.:.:tivc' \"ay to \vZlsll out the ~;ociCll/ 
political hClzard. The use of COoflp.rativps or other private sector 
organizatiul1s will also help cOlltrol this hazard. 

L. Intern.Jtiol1cd banks Clnd devc.lopment ngcncics should not prc.~, __ 
capital funding directly to any reinsnrance pool as this \"Till not 
have a positive effect on removing social/political risk. They may, 
however, make loans to participating governments which would usc 
that money to capitalize the reinsuror. 
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ANNEX C 

Tengo el agrado de dirigirme a usted con relacion a la 
posibilidad que estudia la institucion a su digno cargo, de 
~csarrollar un Proyec~o Regional de Sistemas de Seguros de 
Cosechas para America Latina, p~r el termino de tres (3) 
afios, el cual se iniciarla a partir del ano 1978. 

Sobre el particular me permito comunicar},e que el Ins­
tituto de Seguro Agropecuario, tiene particular ihteres de 
partici?ar en el aludido Proyecto. Por 10 tanto mucho agra 
decere considerar la participacion de Panama en el mismo. -

Esperamos haga de nues~ro conocimiento las consideracio 
nes que esta solicitud Ie merezca. 

AtentamentE:, 

. ..~'" 
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a, is t917 
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'-ANNEX 

BA~CO AGRICOLA DE COLIVIA REOUESTS THIS PILOT PROJECT UNDER THE 

l[ R M S PRO PO j EO/ II P. L. 480 T I Tl E I I I . 
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ANNEX D 

INITIAL ENVIRONMENTAL EXAMINATION (lEE) 

1. ,,'acc5hcet 

ProJect 1~c3tion: L.A. Regional 

Project Tit lp: L.A. Crop Insurance Systems 

Fundinl.j: 1,849,500 

Lifc~f Project: Four years , starti~g FY 1978 

lEE Prepared by: Bastiaan B. Schouten, Agr~cultural Economist 
LA/DR, November 1, 1976 

Environmental Action Recommended: No Environmental Assessment 
or Envlronmental Impact State~ent Necessary. 
A -Negative Determination is requested. See 
discussion in following sectivns. 

ConcUlrcnce: Charles B. Weinbe=g, Associate Assistant Administrator 
for Development Resources 

Date: 

I 
t 
I 
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z. IMPACT IDt:rrlr:Ck'!lO:; A;:D t'/ALUATIOn FOP .. '! ANNEX D 

Impact 
IclenUtiet 

---
an4 
Evo.luat1o~ y 

A. urID USr. 

.,1. Challging t.he.::haractcr of the land through: 

a. InC'n~a:;ing the population ------------- N 

b. Extr:lctil:g na'turnl resources ------ N 

c. Land clearing --------~---- __ ....,IN~ __ 

d. Changing soil ::hr.racter ------------ N --------
2. Altering natur~l defe~scs ----------------------- N 

3. Foreclosins i::lportant uses ------------- N 

~. Jeoparciting nan or his .. orks ---------- N 

). Vi..iICl· fl1l·1..UrS 

8. Wh'l'~:R QUALITY 

J. Physicol state of ..... ater ________________________ N __ _ 

2. Chemical and biological states ------------------ ______ N _____ __ 

3. Ecologic~l balance - --------------------- N -------
~. Other fact~rs 

!I See l-:xnlannt,(\rr r'ctes for this tonne 

y ti~c Lile rullc.; • .i~Ae) ~'yI~uu15; ~: - ~ l.!i, • .it·OlljUCIli.IL~ 1~1-ia.1.:1.. 

A\l8Ust 1976 

L - I.i tt 1.=, en·:i!"(\~"',:,~~:-..l i~p~c.-1. 
1-1 - .!·!C::·'l'" :-.' !'!1'fl:' .. :".,'n':.'.11 i.r.r'lct 
H ~ Hieh environ::.er.tal i:nract' 
U - [n.kllo· ... n cnvironr.lcntal icpact 

-



ANNEX I 

IMPACT ID£;rrIFICA'l'IO:: A.!rJ EVALUA'l'IOl\ FORK 2 ---
C. An«:)SPiEP.IC 

1. Air .ddl~1 ... c~ ---- N 

2. Air polluticn --__________________ N 

3. ~o1~c pvllution ----------------------------~- ------N 

k. Other factors 

D. NATUHhL RL,)OL"RCSS 

1. Di vel'sion, altered use of .... ater -------------- N 

2. Irreversible, inefficient co~tments -________ N ------
3. OthCl' factors 

t:. CU1,'l'URfI L 

Altering phy~ic~l s~~bols --------------.-------- ____ ~N ______ _ 

'. I • Di lution of C;I) tural traditions ----------------

3. Otlll'r fac t.ors 

F. SOCIOEca:JO:.1IC 

N -------

1. Changes in ecor.ooic/emplo~ent patterns --------- ___ ~N~ ____ _ 

2. ChanGes in population --------------------------- ____ ~N ____ __ 

3. Changes in cultural patterns ------------------- N --------
k. Other factors 



.. 

1. 

C'. 

------------_.----- --"-----

II. Gt::nJ;,\L 

1. 

-~--------------- N 

N 

3. I,~~rb('\' ;,rC'C;l'.:li:'. i:"1pn.c:s ---------------------- N 

. .. ' .. ------------

The :lctiviti,(,s -.:hieh \o1ill bL' en~af.',ed in AS [\ consequence of this 
I'rC'jert \01111 hlive a nep.ligible iT:lp:lct on the lH\Tr.:m en\''I.rooT:lent. The 
.:ctiv1L1es ,onterr.pLHed are principally of .1 study an, feasibility 
Jet"rr,dn1.nj:, nature. Even potential foreseeable events .... hich might 
"ccllr as a result of this Project -,the establishT:lent of national crop 
Insurance ~chcmes and a regional inter-country reinsurance scheme 
wllllld be primarily of 3 financial nature and have no foreseeable 

difl'ct impact on the environment. 



,,"0 ........ I.·'" 

1'101"'" T1\I. & Number: CROP - CREDIT INSURfu~r.f. SY$TEM~S~ ____ _ 

PROJ(CT DESIGN SUMMARY 

lOGICI\L FRAMEWORK 

llf.o' .......... . ,~ 

-:-______ N~A-ii..:n.;,;I\:..:..:.T.:..IV.:..E=-.;s:.;u:.;r..:,\..:rt.:..,A.:.R:..:..:.Y------+-.::O:..:BJ=·.::E.::C:..:T..:I..:V.::E.::L:..:Y--=VERiFIABLEiiTo~_f_o_R_S ~ -_-~~ -_-_-_-_M_[_I'\_~_~_s _OFV[n'fICA_T_ION= ______ i = 
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