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FASHINGTON EVALUATION ASSOCIATES 7
; P Ih.n; Sumi"‘

BIO3 CGLENMORE SPRING ROAD
BETHESDA., MARYLAND 20034
TELEMHQME (301) 489.7028

April 20, 1981

U.S. Department of Agriculture
Qffice of Intermaticnal Cooperation
»and Development

Attention: Mr. John McAlpine

Room 104 PP

1735 N. Lynn Street

Arlington, Virginia 22209

Dear Mr. McAlpine:
I am pleased to attach a final report entitled EVALUATION OF THE

LA/C CROP CREDIT INSURANCE SYSTEMS PROJECT (598~03597), as agreed under
Contract No. 53-31% R-1-9.

The evaluation was initiared in October 1980 with a two-day visit
to Panama %o censult with IICA and ISA officials on the scope of the eval~
uation and the data required. In Cctcber and November, between £ield
visits, AID officials and selected technical experts were interviewed.
Frem November 16-22, 1980, two man-weeks wers spent in Costa Rica to
examine data on the research effert, IICA's ceneral administration, and
country 2ffor+s in Bolivia ané Ecuador. From Decamber 1-5, 1980, the
Panama Program was reviewed.

All of the central IICA professiomal staff woerking on Rural Credic
Insurance and the IICA representatives statiomed im Bolivia amd Panama
were interviewed. We received full cocperation from IICA and ISE officials
in seeking to determine the status of the Project and suggested redirection
at this early stage.

The guestions set forrth in the Contract are answered specifically
in Chapter VI, General Conclusiocns.

I was assisted in the fielé Iincuiry by Messrs. Richard Eall, an
agricultural ecconomist, and Douglas Grove, a crop insurance specialist,:
FCIC.

Sincerely, -

A 2
V»ih'w‘.—. ~ /‘/{‘7!7"‘/

Herman L. Mvers
Directer

Attachment
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EXECUTIVE SUMMARY

Field evaluation of the LA/C Crcp Credit Inéurance

Systems Project was completed as of December 1980. A draft
“report was submitted in February 1981 anéd a final report on
April 20.

With minor exceptions, agricultwvrzl credit is essential
to small commercial farmer production. Rural credit insurance
is complementary to agricultural credit, protecting farmers'’
credit status and preventing decapitalization of credit insti-
tutions. Current pilot insurance programs provide extension
services and upgrade small farmer technology. Systematic
inspection partially reduces potential losses to the insurers,
as does preventive inoculation of animals and promotion of
certified seed. Rural credit insurance spreads risk of loss
£rom natural causes throughout the agricultural sector. 1In
many cases, ifarmer-£financed insurance substitutes for govern-
ment welfare programs. The program makes many smaller farmers
credit-worthy and furthers US foreign policy objectives.

The purpcse of the Project is to create new ané to
strencgthen existing countrv rural credit insurance programs
in latin America ané the Caribbean. The Precject provides
funding to estaklish an intermediary institution--the Acgri-
cultural Credit Insurance Division ¢f IICA~--to promote, and

to provide technical assistance to,La country programs.
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An illuscrative Project strategy suggests a three-phase
seventeen-year AID-supported eZffort. During tne first seven
vears, the IICA backstopring organization is to develcp into
an effective and wviable institutiosn. Although about eighteen
months behiné original scheduling at year-end 1980, the IICA
organizaticn is crerariconal and is performing well. Lt has
been successful in promoting new country programs in Bolivia
ané Ecuador, and has contributed zigmificantly to growth zand
development of zn existing program in Panama. The Evaluaticn
recommends the recruitment of a Deputy and “he ralccation of

the Insurance Zivision o Washington ko streagthsn and assure

-

viability.
A maicr task of IICA is wo develop a2 research methodelogy,

utilizing pilot country data, to provide LA/C countries with an
urnderstanding of cptimum portfolic mix, levels and variatioms
of insurané@ rares, wderwriting ané loss adiustment systems,
and country institutional and orzanizational moéels. Initial
data are bheing collacted and computerizaition at country and
entyal office levels iz in operaticn. Releccating the Insurance
Division to Washington, 9.C., will eliminate existimg bottleaecks
in research implementaztion. Useful resezrch results caﬁibe

expected at the fzrmer and insurer lesvels. Inadeguate kime
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voluntarily *c shift 4o hicher technology.

The pilot country programs ére in initial stages, only
Panama providing insights of the manner in which & rural credic
insurance program is likely to develop. ISA/Panama experience
suggests that competent and dedicated management can overcome

“initial problems and become fully operational if no major
natural catastrophe occurs within the first five years. ISa
is proving to be an excellent regiomal labeoratory for training
of thiréd country credit and insurance personnel. It is recom~
mended that such training be systematically scheduled to
maximize training sffectiveness.

Rice has proven to be highly insurable, with relatively
little loss despite original warnings from Ministry officials
to the contrary. ISA insures animals as well as crozss. It
is accruing a reserve Irom the 40 percent of premium revenue
which it retains after indemnification for losses to Zarmers.
Despite this, initial operations costs have exceeded and will
continue to exceed revenues until the Program volume is at
much higher levels and variable premiums reflect risks as

ney differ by product and locality.

ff

Other recommendaticns call for IICA to assist ISa to
studv the potantial organization and management reguirements
at full target populatiocn; to clarify the relationship Lo the
2ID Productive Credit Guaranty Prolect; tc assist the GCOP to
revise its insurance law o amplilv the ISA Boaré of Directors,

A rachinery Insurance, S0 strengthen governmeaent
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guaranty; to include premiums in ‘the insurance coverage; and
to obtain ccoperstive cost sharing by other government agencies
of TA and common operating functions.

The Bolivian Pregram is in its £irst vear, insuring

-cotato production in a selected locality. It is finmancially

self-sufficient Zor the present but suffers Zrom the lack of
assured availability of credit for small farmers and of capital
for the insurer, ASBA, once it reaches Zfull-sczle cperations.
Recommendations include alleccation of PL-480 funding to provide
self-sufficiency, exempticn or adjustment of IICA wage policy
to cuarantee retention of its insurance specialist, and specific
action bv AID to free mobile eguipment in Bolivian customs.

The Ecuadorian insurer, CONASA, is a mixed public-private
entity and is expectad to begin coperaticns in May 198l. OQOver
a four-vear pericd, more than $5 million will ke invested by
Zcuadorian instituticns in CONASA for operations and under-
writing of risk. IICX experience in Ecuador pocints to the
importance of dealing with central financial crganizations
in zhe chartering of insurance agencies. This will prevent
+he loss of time that could occur if the Ministry of Agriculture
is the sole government promotion agsncy. “

The Evaluztion recommends that AID/IICA adjust remaining
annual countrv subacrezements which disburse AID Zunds to a
’

gradually assume
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1ife insurznce is heing intx@duce@ anéd, at a later date,

coverage of machinery is likely to be added. The Dominican
Republic ané Venezuela appear ¢ ba immediztely interssted
in starting insurance programs. Project strategy calls Zor

from three to seven new country orograms by 1984. During that

Y

pericd, moreover, IICA will promote private insurance comzany
interest in reinsurance %to permit speedy growth of country
programs and, ultimately, to substitute for government coverage
of risk from catastrophe. Joint seminars with international
crganizations, scholarly journal articles, ané other staff
activities are seen to further the uncderstanding and acceptance
of zural credit insurance and its Zinancing.

Given continued support by AID for the life of the Project
and acceptance o rural credit insurance by new L& countries,
the Insurance Diwvision can be expected to add stzaff and to
outgrow its present organizational form within ITCA.

Ths Evaluation points to the need for AID and IICA to
cocperatively determine as soon as possible the best strategy,
including crganizational structure, for cguaranteeing viability

of +the Insurance Division.



II.

SUMMARY OF FINDINGS AND RECOMMENDATIONS

Introduction

Farm credit insurance is not a traditional field of
inguiry and training in either the US or LA. Experienced
persconnel are scarce. Thus, recruitment and training of IICA
stééf during the first eighteen months was understandably time-
consuming and caused a delay in meeting the original backstovping
cbjectives. Data on risk due to crop failure and animal mortality
are wvirtually unavailable in usable form. Unrealistic expecta-
ticns as to data availability and unnecessary burdening of its
role gave research an impossible task of providing data Zor
rate making, institutionalization, ané generzl policv. With
this background, it is an unusual accomplishment for IICA to
have brought together a highly competent central andéd field
staff of dedicated professicnals. That three national programs
will be in operation by early 1981 is directly due %o their
efforts. Panamanian and Bclivian credit insurance experisnces
indicate that the Project is benefiting smzll Zfarmers by
reducing the risk of loss of investment and providing extension
services. The Zfcollowing Zindings/recommendztions reflect

mid-croject status ané possible redirsction:

Procject Title

The countrv programs alrsady in opsraticn provids

& =" - 4 3 35 : . LR
coverage ITOr se.ectell Cr'ots, anlmals, L1222 nsirance tlied TC

-—— -



credit insurance, and nmay cover machinery a* scme futurs fime.

The definition or title of this ?Project, LAC Crop Credit

s

Insurance Svstems, does not adequately reflect these tyres

(58

of coverace, tends to confuse +¢his Proiect wikth crop insurance,
"-and does not fully refer to the institution-building purpose
of the Project.

Reccmmendaticon 21: The 2Prolec

F

tivle should be changed

to Tevelopment of Rural Credit Insurance Programs in LA/C.

Small and Medium-size Farmers

While at+ention is and shouléd continue to be given to
the maximum coverage by insurance of small farmer investment
and the movement of subsistence farmers into commercial farming

-

throuch the use of cradit, coverzge of medium-size farmers will
actually subsidize smalil farmer participation in the Program.

The cbligateory nature of existing farm credit insurance programs
for those r=ceiving public agricultural bank crsdit a2lsc sucggests
that medium-size farmers ke included in coverage. Inclusion of
mecdium—~size farmers will reduce cperztion and administrative

costs, will result in greater production increases, and will

provide 2 colitical base for favorable government zclicy toward

-

rural credit insurance ané credit availabilicy.

Reccommendaticn 22: Inizial crséit insurancs Soverage
shouléd e 2x+=2nded +5 medium~ as well z2s small-size Zarmers. (I

Recommendation #3: IZICA should encourage SoUntry Srogram

X - - « . N - . - . - - - - .
- N e ] o e o T e W ey - T L R = Vo m T w w om  e
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. s . .
use of village lzaders %o promote zccsptance and Lo frigger

potential loss information. (IV-3ILl)

Experience in Panama and Bolivia points to the desirabiliecy

of giving technical assistance to small farmers as a condition

-..0f providing insurance. This is costly to the insuring agency

1]

b

while benefiting broader countrv objectives and agencies.

- -

<

Recommendation #4: IICA should

i

ssist insuring agencies

in obtaining rezimbursement Irom their governments Ior the ccsts

of providing technical assistance %2 small farmers. (IV-21)

Relocation of IICA Insurance Divisicn

The IICA Insurance Division staif is ccomposed of highly
trained and dedicatad professional specialists. Although
morale is currsrntly high, some strain under the suriace can
be seen because of the isclation frcm professional pesrxs anc
the lack of fully satisfactory research facilities. The staff
is temporary and families are isolated. IICA would be in a

better position to obtain future Iinancing for the Division

.A
Fh
£
(]

multilaterzl agencies wers aware of its activities.

£h

!

staff remains in San Jcse, thers is a goced possibilicy

th

I
that perscnnel will seek other emplcvment during the pilot

nanges occur in “op management and in research
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pna
personnel, it would be difficult and costly to replace them
on short notice.

Recommendaticn £5: IICA should relocate the Insurance

Diwvisicon Lo 1zt
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Recommendation 36: IICA should recrult a Deputy Ii

i+

~@BCTIr

t0 share the heavy travel and T3 schedule of the Dirsctor. (VI-12)

Project Budget and Timetable

Original strate and Proiect desicn include a2 timetakble
. o pei

-

for performance of objectives which was overly ostimistic,
failing to tzke into acccunt the time necessary to organize
and recruit staff for IICA's Insurance Division. The Project
was further hurt by the unavailability of Mexican ¢data as =z
basis for speedy research rssults. Change of governments in
Bolivia ané Ecuador reguired extraordinary efforts £c cbtain
authority to establish programs. Eich Zront-ené subgrant sup-

port by IICA helred to cbtain government acceptance z2ndéd continuing

&

financial suprert. With two years oI a four~year procram spent,
it has beccme cbvious that budgeted Zinancing will not permit
the Proiect to consolidate early gains and still permit countrv

pregrams to Dav going salaries or recruit essential specialists.

Recormendation #7: AID should give favorable consideration

o a doubling cf the pilot phase grant to permit IICA tc continue
to provide cuidance to each of the three programs for a full

four vears anéd to complete related research plans. This

should be“:ouplé& with greater local government burien sharing

to 1984 and assurances of continued post-IICA government Zinancial

support. (See recommendaticn 8.} [T-11)
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are cdirectly responsible Zor emplovment o vital specialists
and for other technical assistance, failure to schedule such
funding on a phase-out schedule does not srovide an incentive
to country program governments to budget continuing Zunéding
assistance to insuring corganizations.

Recommendation #8: ICA shoulé schedule future subgrants

in decreasing annual amounts with local governments agreeing
to schedule corresponding larcer amounts of assistauce for

operation support to insuring organizatioms. (III-2, V-12)

Role and Status of Reszarch

Rural credit insurance is a powerful and desirable
development tool ané does not depend on research mocdels to

riginzal research cbjectives have been scrappecd.

O

prove this.
Mexxcan datz proved not to be available ané the three pilot
programs ara providing data over a three to four-vear period.

The ressarch is in it

n

early collecticn phase, and it is too
earlv tc test whether the data are representative, valid, and
reliablse. Differences in countrv environment, sccioeconomic
level of farmers, and the short pericd of data may make the
research results of the three countries of limited value.

But research +o date is beginning to zrove nelpful to existing
programs. The broad scope of the research and the carelul ..

ttention <o variakle insurance rates, reflectinc risk ¢ locss,

will result in z memorv bank ¢f useful lessons far greaier

1 . e a
than in mest develcrpment ore
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The cowver-smpnhasis on the researwn activity anéd sxpectsd
immediate results tended to obscur& the prizary instituticon-
building nature of the Project. Given the complementary role
of credit insurance to supervised agricultural credit, an
unguesticnable prersguisite to growth in production ané small
farmer participaticon, research will orovide the £ine tuning
£0 set optimum premiums, to determine portfolics, to reducs
risk, and to suggest the way to organize national insuranzce
agencies. Research cbjectives relating to cost/benelfics cf
cradit sources and oI the sector may not ke met due to the
lack of data and the shortness of time during the pilct shase.

Recormendation $#9: While IICA shoulé continuve to

support currant research for greater understanding, accegtance,
effactiveness, a2Zfficiency, and wviability of national programs,

mew countrv orcgrams should be encouraged to initiate cperaticns

following the cautious approach of the existing programs, with

- -

"

or without prior research results. (vI-3)

Sources of Reinsurance

Suggested strategy shown in the Project Paper of
gradually Zorming a COI AC-twne confederation (ALARA)] of

3 ,, o -

reinsuring country trograms dces not appear feasible in the
near Zuturse. The IICA Insurance Divisicn would have Teen the
logical core stafi for such an organization, providing Zcr

"

its continuaticon 2s 2 technical instituticn and 2¢ss.lie

o - . - “
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internaticnal organizacions.

Recommendation #10: IICa shouléd canvas the privat
£

reinsurance companies to promote interest in underwriting
risks of LA country Drograms at reasonable cost. For the
longer run, IICA should ascertain whether and in what way
the multilateral agencies would be interested in Iinancing
countrvy programs and providing capital for reinsurance of

existing portfolics. (III-13, IV-11l)

IICA Regional Salarv Policy

The IICA insurance specialist in Bolivia is being paid
at less than half the salary of the other IICA regicnal
specialists. This is a result of TICA regulations which

imburse naticnals in their own country at lower rates.
The IICA specialist is unusually well prepared for his

positicn and the infant program would suffer if he decided

Y -

to resign. IICA regulations appear to be highly inflexible

in =his case, with the chief 0f the Divisicn unable to cbtain

ID should édiscuss with IICA
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not available for farmer purchase or are in short supply andéd

-

exorbitantly priceé, this increases the xrisk of loss and

threatens the solvency of national credit insurance Srograms

and the credibility of technology. In some ccuntries, such

¢

-as Bolivia, lack ¢of foreign exchange may prevent governments .
Zrom importing such inputs.

Reccmmendation #12: IICA should investigate possible ”

in-country production of cer<ified seed in Bolivia and other
irnputs in short supplv in a2ll programs ©o assure gualizy

&~

input availzbilizy. (III-7, IV=30)

s:‘s

Role of Comsul:tants and Training

IICA's criginal zlans wers %o Iinance scecialized
insurance and other coasuliants to srovide in-country a2ssis-
tance, including training, to national programs. This would be
relatively expensive, would involve use of non-Spanish-speaking
consulzants, znd would be difficult under inflexible IICA
salary or reimbursement regulaticons. More important, the
results of such consultation tend to be lost as conditions
change and as country personnel are shifted. More general :
censultation Lo IICA itself or of systems which car be

generalized in a report sucgesting useful actions have
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agencies, providing both on~the-job and cut-oi-
training {(ZII-10)
Recommendation £14: Recruiting criteria

financial retent

P

services as the Program develops.
to have been undertaken of
product program, including

and revenues schedules;

locng-run service and

rograms.

ISA is well managed and promises

efficient management

Recommendation £13

ion incentiwves should
{(III~-10)
L0 grow

No long-run

and other
training.

IICA should assist

.

£ficiencies which may result

from shared costs

+he potential countrywide

factors which could hin

appears

£
¥=
(f

timate

physical limi%s to growth, costs

.
ngcer

ISA to project

financial needs and resources, including

bv credic

agencies. (IV-12)

Recommencdation #1€: IICA should ccntinue to recommand
o ISA ané the Government +hat Law No. 68 be amended or
revised. (IV-19;

Recommendation £17: 2 joint IICA-ISA study should be
undertaksn of the costs of including premium and interest
charges in coverage offered. (IV-20)

Third Countrv Trainling "

ISa, =he Taname Agriculifural Credic Insurance Institute,
is beinc increasincly used Zor skservation of how rural credit
inswrance is crganizsd and manaced. As a2 thiz-d councry



laroratory,
time and hosp
While some of
and financial
“"-are not Zully
ISA zrowides

o

L

coun as and

=3 s5taff nembers have given generously cf cheir

itality, partially disrupting ISa werk schedules.

the training mat2rials can e Zound in speeches
and other repcorts ¢f ISA, many of these materials

coordinated and are not complete. Training at

an opportunity Lo bring technicians frcm several

-

agricultural banxk ané insurance specialists

together to understand commeon objectives and need for

cooperation.

Recommendation

213: IICA should assist ISA to update

and complete

operations as
regicnal trai
insurance spe

for training

AID Insurancs

b

Y

general materials relating to its aistory and

2 basis Zor schecduling a limisted number of
ning seminars Zor other LA/C country cradis and

cial sts. IICA shoulé consider rsimbursing I

sexrvices. (III-14, IV-1%)

and Guarantees

ISA management sees the AID Productive Credit Guarantes
Project (PCGP) as competitive to rural credit insurance Zor
clients, human rescurcss, and Government supgort. This ois-
understanding ¢ how PCGP works arnd what it entails sugcests
that 2ID orolfect managers have ncot Iully communicatad wikh
2ach other zné with ISa. The PCEP nropcsal may not e
complecely cl2ar as =2 diffsrsnces in the programs, he
ncn-agricultural aszects, andéd the turden 113 manacsment
gculé =2ntail Ior ISA.



Recormendation #19: AID-PCGP and Cror Credit Insurance

-

project managers should clarify the interrelatioa of thelr
respective projects and take steps to assureg ISA that PCG?

does 0t jeopardize its program. (IV-14)

“Pinancing ASEA

The government of Bolivia has made available $1 million
in Pﬁ;48@ funds to cover reserves against loss of farmer
investment. The insurer, ASBA, has invested this fund at 16%
and is using these revenues to cover its initial operating
expenses. Without additional capital to cover risk of loss
and to pav for an expanded organization, ASBA will be limited
in its rate of growth and coverage of new crops and are:zs.
One possible source of capital is additional PL-480 funds.
Some previously allocated PL-480 funds could be shifted to

ASBA. Some of the funds ve: to be received by the “overnment

f

conléd be allocated to ASBA.

Recormmendarion 220: In necotiztinc the use of remaining
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PL-480 funds *tc be transierr

m™he oricinal Project desicn contemplated consuliation
by insuring organizaticns and the USAIDs prior to implementation

of policv decisions. S:aifs o the USAIDs are not specialized
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undesirable.
he

- later 2rove
reducing

USAIDs,

acguiesced
Decision-making could be shifted ¢
experience oI country officials. Existing Program experience
shews that country cofficials are capable of organizing and
. 3ut this is no
he progress o the

managing programs without US assistance.

reason for not informing the USAIDs of
Program.

IICA should encourage country

ems, andé

Recommendaticn #21:
sursrs to Xxeep USAIDs informed of progress, proebl

m

.
b

tatus of thelr programs.



III.

PERFORMANCE 1978-1930

This evaluation measured performance ci the contractor
{(IIC2) in accordance with conditions set Zcorth as attachments
toc a letter to IICA from AID dated August 31, 1978.1

A. Except as A.I.D. may otherwise agree In writing, prior to any
distursement or the issuvance of any commitment documents under this Granc
for subgrant programs, the Grantse shall obtain frocm e subgrantse and
skall Ffornish ¢to A.I.D./%:

{i) A time-rhased implementation plan Sfor carrying cut the
subgrant sroject inclvding identification of 2ll rssources
to be provided by the subgrantee. The plan stall include
a definicicn of eligible small Farmers satisfzctory to tis

Grantse in conswvltation with the Iocal A.I7.D. Mission.

Time-phased ccuntrv implementation plans were prepared
and an attempt was made to project the grewth in number oI
farms, type of crops and animal coverage, and cther services

zo be provided to the rural sector by the indiwviduzl programs.

[

né included in the third Quarterlv 1980
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program, x2eping in mind that Panama was already In operation,
that Bolivia does not have a long-term guarantesd source cof
funding for cperations, and that Zcuador is in the planning

- -

stage. The grsater specificity for Ecuador, however, 15 an

1]
]

.indication that IICX is building up 2n experisnce base Ior
use in dewveloping Zuture countrv Trocrams.

Star<ting in Mugust 1378, the project zlan called for
a d-vear pilot program in three countriss. Timing of rscruiz-
ment of IIC3 insurance Dersonnel, ¢f acceptance by governments
and initial cperations in two of the thr=e countriss, and of

the availability of data on which tc base research were overly

Hi
(
H

cotimistic. 3As o e ené of 1980, Panama is well alcng,
Bolivia is orerational but has only issued Zilty policiss on
one creop, znd EZcuador expects to beyin oreratiomns in April 1981.
Research data will be collactsd as the Project evelves. The

Project is from twelwve +o eighteen months behind original
=1

exzectations. Looking back, however, the Project has actually

'

rogressed in & reasonable time frame. TFaster recruitmentc
could have resulted in the hiring of less competent personnel;
acceptance by the two governments of 2 new program adpears

rapié when compared tc cther programs dependent on legislation

or exscutive decree. Given the Zunding by che Geverzment of
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Insurance Division personnsl of

jt
O

as of December

- fiaa B4
Ve« -nag &g

~ _ - o o
80 ars IZO"‘C.@W@:.‘N.RV, Conslaerin

Country

faced bv the contractor with cha m:*f‘.ng governmencs

Bolivia and Ecuador.

zurdern

Staring

1ae identification of all

the subgrantee may be too harsh a

resources Lo

eguirement

be provided by

for a new srogram

with which covernments have no sxperience and acceptance of

2

which initially may have to be more heavily subsidized. I

ractice, the subgrants ars intendsd tc fund the key elements

of the program, to assurs

and to obtzlin guarantees that the program will result in a sel

ti+tution. The contracts with

- o

to date are on an annual basis, with projected assistance Ior

an ini+izl 4-yesar pericd.
that it does not provide for staggered burden sharing, with
IIC2 funding graduallyv phasincg out at the end of Zour vears,

leaving the country entities to carry on the entire program.

There is no cuarantee, Iurthermore, that the governments of

“he countries being assisted will provide continued financing
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government funding of insuring agencies o provid incentzives
to governments to gradually assume responsibiliszy for IZunding

in the pcost-pilot period.

Definition of Small Farmerl

i The requirement that implementation plans resguire a
definition of and concentracion on eligible small farmers has
been difficul:t for IICA ané the subgrantees. Little or no har
data exist on diffsrential loss experisnce by size of farm
antsrprise. The cost of administering an insurance zrogram,
including inspecticn of small dispersed plots, is much hicher
than for medium or larger sized farms. Small Zarmers racuirs
more technical assistance in the use cf meodern technology.

In Bolivia the USAID definiticon of a2 small farmer has been

a3

hectares, lsss +=han $12,000 income. In Panama, where mechani-

zation is common, a2 small farmer is cne with income oI $40,000

or lass per vear; in practice, however, seventy percent of ISa-
rop-insured clients have incomes of less than $10,000.

This oroject is not designed for subsistence Zarmers,
practicallyv all of whom do nct borrow from banks or cther
credit scurces, and need not, therelcre, insure agaiast recay-
men=. This oroject attempts to serve small commercial Zfarmers,

) e s s I -
mos= of whem have mul+iple crep Dreoductlion seEcierns ang cegenc
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narvests of existing production. & successiul insurance pro-~
gram against loss of production Zenends on diversification of
risk which can b2 attained Zrom a spreading of coverage over
different sized farmers, repressenting creater experience and
Jover administrative costs. Combining of small and medium-
sized fzrms actually provides a subsidy ¢o smaller Zarmers
insofar as these medium-size farmers ray the same premiums and
are thought to incur lower losses,l and reguire less adminis-
trative costs Zor inspection. The semi-obligatory naturs o

-

insurance programs Zor those receiving public credit sugcests
that medium-sized farmers will be includ

It IMOST

£
)

e
insurance programs in Latin America.

Reccmmendation: IICA continuing research efforss

encourage a mixture of these farms to reduce the premiums of
the smallsr Zfarmers anéd to minimize the cost of prograrw
administration.

(11} IZvidence of a commitment of the subgrantee:

i ‘\ g —— . ) -‘ny it p e ol e il
{a) =z consvlt with the Grantee and tne local A.T.C.
Missicn prior o the Iissuance of crop insurance In .

]

rops to be Insured;

-

(

, s .
the process of selecting the

’o - e W » e “ oo v -
(=) o make available, In the areas In which Cron IIstrancs
P - - “ - - v ~ - ~
is offered, the necessarv complemsntary inpus services; and

%
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{¢) to pay all losses arising from the issvance of Crop

insyrance purswant to the Project witiout regard o

whether such losses may exceed premiums collected

From insured farmers.

CTonsultation with ITCA and USAIDs

In-depth observation of the Panama program and intar-
views with personnel connectaed with the other two pilot
orograms confirm that these subgrantses constantly consuls

-

with the IICA Insurance stz2ff, both before and after takin

H
18]

important decisions. Generally, IICA azssistance to determine

narticular crops to be covered and z wide range of cther

=

el=Te]

isions has proven helpful in moving tbe orogram along and
in assuring wiability.

ISA has not anéd deces not racularly consult with the

USAID in Panama priocr to decisicns on crop coverage. In pars
this reflects the ongoing nature of the Program, which was

-

established beforzs the project hegan. There seems to be
little to be gained from prior consultation in Panama, the
US2AID not having particular expertise in this field. In view
of the potential Zor natural catastrophe in any particular
vear, the dependence c¢f the program on related government-
wide data, 2néd close cocperaticn hetween cradif sources and

the subgrantee, prior consultation could unnecessarily shiit

the respensibility for decisicn maxing Ircm the Lasursr Lo



III-7
There appsars, furthermere, o be l1ittls dispositicon
on the part of the insuring acencies to inform the USAID of
the progress which is occurring in greater crop and location
coverage, the nature ané beneiits of the procram, é olans
--for the future. This raduces potential cooperaticn between

the USAID and the insurer and
communication to AID/W.

Recommendation:

regular communication

Input Availabilitw

Necessary inputs such as

were available in Pznama. Bol

seed ané Ecuador is still in I
difficulty of initiating and

surpose zppears to be served

.
inds

lessens the

extent possible,

i

insuring

-

hetween

ivia

pendent

IICA should

agencies an

Bolivia to import certifisd seed.

Recommendation: AID should reguest IICR toc outline
al+srnative plans for producing or ctherwise making availab
certified seed in Bclivia.

Insurer Solwvency

Countrv procram governments are committed in one Iomm
or ancther itc guaranises che solvency c¢f the insurance progr
™> date the Panamenian orogram has said out about €0% ol
sremiumes cgllected and Is building z ccnilngsncy resserve.

USAIDs to keep them informed of progress and problems.
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The Government, in addition %o specific guarantses against
potential losses, has provided Zunding f£or reinsurznce &2
incresase coverage.

(iii) w@ithin six months Zrom the date of che subgrant agreement

o
i
a
)
8
b
b
o
H
Q
3

evidence that lsgislatiom or appropriat
exists which amables the crop credit insursr Lo issue
insurance peoliciss and snter into concracts as 2 conditicn

for further subgrant disbursement under tiis zroject.

ITasuring Acencies

h

Legal Chartering o

-

The insurance program aédministered by ISA was established
by the Government ¢f Panama on Decsmber 13, 1975, under Law
No. 8. The =Zcuadorian Prcgram is manaced bv CONASA, 2z mixed

==
-

A

cublic-privats corporaticn. I+ iIs cha gd bv the Government

tH

[at

under the contrcl of the Superintendent of Banking ané Insurance,
similar %o a privats company under the insurznce laws oI th
country. The 3olivian Agency was chartered by decrese and

overates under a combinaticn of decres andé agrsement wizth

international agenciss.

Specifiic Objectives

The specific cobjectives agrzed upon between AID and
IICA partially rspeat the conditicns pracedent z2rné srovide
more detail on the perZormance ci IICA.
1. Assist and/or promote the establishment and/locr fevelcpment of

Py : b T3 9 - 3§ o by © oy Do iy g O =
Tarese natignal Crof CIredll IISUrancs IRSTICULIONS wWiIlCl SeIVe Sidi. T3AITEISs.
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2. Provide technical assistance in the

'}
4

i
Q
,
by,
fa
b
| 3
]
o
!i
i
i

by

o
country program advisors and short-term consul®ants for participating

countries.
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0
Q
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o
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0

IICA has direct-hire advisors in the thre
"The advisor in Panama is actively engaged in the overall
research program in addition <o direct assistance to ISA.
The temporary advisor in Ecuador provides szecific assistance
and 2 new advisor is being recruited for longer-run assistance.
Given the preliminary state of that program andé the experience
of its Director, a former emplovee of ISA, little would have
been gained from other arrangements. The Bolivian national
racruited by IICA has the necessary technical backgrcocund
and has lané experisnce with the Government and AID programs.
Thouch the recruitment process has been diflicult because
of +he lack of experienced persconnel with both insurance and
agricultural backgrounds, the advisors are judged to be highly
competent, well motivated, and are providing much needed
assistance.
The number and type of short-term cornsultants recruited
bv IICA for specific studies and training are shown in

exhikiz V-24, The expertise has been helpful in preparing

ers, studving

tt
|+
O
o]
tn
.

£
)]
9
M
l.:j
0]
'y
£
]
]
ﬁ,
0
h
'=4
()
h
m
':A
o
n
|
H
fu
8]
0
D
-t
Q
]
i'h
3]
|

the actuarial basis Ior zrogram coveracgs a&nd Tremniums, and
ing advice on %ths rasearch program and comduterization.
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ané training in actuarial zandé other insurance areas Ior
which consultants micght be supplisd. The high cost of
censultants; the lack cf specific expertise, languace, and
time reguired %o initiate assistance; the inflexibility of
-..IICA ccnsulting payment schedules; and the lack of existing
counterpart personnel all suggest the advantage tc ke cgained
from recruitment of local actuaries, statisticians, or rslated
professionals who would receive specizl cn-the-job training
and remain with the insuring organizaticn. Thus, in Panama,
ISA would benefit Ifrom recruitment of a Panamanian mathematic
with generzl =xperisnce in statistics who could be trained as
an agricultural actuary and remain in ISA permanently. This

would involwve some trzaining abroad, perhaps in Mexico, Puertoc

"

Rico, or the US. Of course, the insurers will faks Ieczl and

other precautions to assure that Lhese newly trained specialists

will remain with the organization for minimum +ime pericds.
b &

Reccmmendation: While using outside consultants for

overall rssearch, training, and other general assistance,
IICR should prcmote the racruiiment and sgecizl training of
local professionals to maximize long-term benefits %o
insuring agsncies.

3. Ccordinats and/or Jdirect research into thke sconcmic
desirability and feasibility of crop credif iasurance Iin a2t least Sour
countriss. Research activities should addéress as 2z minizum the following

cuesticns:
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s it less exzensive, in . -botlh econormic and Siscal t2rms,

y
44

o

for governments to provide financine for mixed credit and
insurance programs than for just credit alone?

C. What Iis the full range of benefits (scnomic, social,
political) receiwved by the parties Inveolved in this
project (e.g., national government, banks, small farmers,
consu#ne:s, rural labor)?

The current research program specifically addéresses the
four levels of costs/benefits to the farmer, <he Insuring
agency, the credit source, and the sector. Research resulés
are not vet available. The three countrv programs will provide
the data base for this research and, except Zfor speciazl finan-

-

cial data, it will be 1982 before results will begin %o appear

which can be generzalized and compared. Some data are availzble

rom Gua<emala and some financial data from Mexico, but these

(31

data are not Zully comparable to the dataz con which the project
will be judged. 3Before the project terminates, however, it
may be pessible o begin to include data Ifrom the Dominican
Republic, Venezuela, and possibly Colombia.

4. Train crop credit insurance personnel as necesSsarv.

Rural credii insurance is a mixture of acriculture,

profsssicnals. The most important training at the nztioconal

level is being dcne by The resident advisors who are installinge



5. Znter inte subgrant agreemencs witl sarticipacting counzriss
to channel funds Ffor in-country sxpenses as specified in zhe budget and
orovide basic accounting and auditing services.

Subgrant agreements provide +he basis Zor acceptancs
by the pilct countries anéd leverage Zor IICA to conduct
research and utilize the orcgrams as laboratories. Subgrants
are auditad closely by the IICA finance cificer to assurs thac
expencditures ars within agreed cguidelines. Subgrants have
permitted the Panama insursr to extend coverage O new Crops

anéd areas bv financing new perscnnel costs. Late starts,

upward-revised estimacss of costs, ané new research cbisctives
roint o a shertfzll in budget Zor subgrant surpeses. (See

recommendation on future subgrant negotizaticns.)

5. Determine the tachnical and sconcmic f2asidbilicy of and desicn
of a regicral crop credit reinsurance Insticution.

It is too early Zfor IICA to begin to implement inter-

countrv or regicnal rsinsurance. 2Project strategy calls Zor

is in the post-pilot stage. Panama is seeking private

-

¢
£y

H

einsurance coverage, but initial resconse appears dis
appointingly costly and nonenthusiastic. IICR has vet o
fully investigat=2 the alternatives which would underlie the
design of a regional reinsurance scheme. aAmeng these altsrna-

tives would be a guarantee by one oI the internacional,



{agencia lLatinoc Amsricanc de Reaseguros Agricolas), a
confederz<ion of +the natiocnal insuring acencies, has been
suggested as a logical extension ¢f the development of
national organizations once many of them ares in operation.
This will not occur during the pilot stage. Members would
have little resason to have faith in 2IARA if z2ll naticnal
organizations are noct fully independent of covernment Dolicy
and funé tampering. It appears desirable, therefore, o pro-
mote the use of existing and pctential private reinsurance
resources as a first resort during and after the pilot stage
to test their availability, cost, and usefulness. IZ these
private companies find the experience grcfiitable, it is

logical to expect the market to beccme competitive.

orivate reiasurers +o determine their potentiazl availasbilisy
anéd costs tc country insurers. International agencies should
be approached informally to initiacte interest and to provide
an alternative source of reinsurance.

7. Produce reports, cass srtudies, analyses, and similar documents

which can be used by other naticons in planring and develoring their own

been those which relate direc:zly tc the needs of the three

U
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nave develcoed legislative/rsgulatory models, insurance
selicies, ané other documentaticn useiul %o the three

insurers. Consultants hired by IICA have procuced scme

nelpful specialized rerports. The research already underway

will autcomatically rasult in general findings useful to new

country programs. IICA has yet o prcduce an "ideal” packsat

of materials useful to anv country considering the establish-
ment of a program. Alternatively, IICA has promoted visits

to ISA in Panama as a live laboratory for training and plzarnning.
It has been a2 oositive and fruisful method of stimulating
intarest+ in and understanding of rural credit insurance.

It has proven to be sextremsly pooular, reflscting the
cocperaticn znd appraciation of ISA manacement. Even casual
observation indicates that the demands on ISA perscnnel have

LTS

(& 1)
|4

become burdensome in terms of time and disruptive o
operation.

Recommendation: IICA should assist ISa to prepare

written materials ralating £o the major elements of its
historv and operzticns, to be rsgularly updated anéd useé as
raining materials in = limited number cf regional seminars

in Pznanma.

Recommenda<ion: IICA should consider reimbursing ISa
Zor services provided in fraining seminars.
Srinr Research Results, Mexico

- = " D5 e T - v b b4 v
-2 .‘!ex’co, a2 Financizl Zermefic,/cost a::a_.,s..o cf acericultural cr=dit
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— D 4 ma - - - e o T - —_— o~ o dm - e g - - - me— o m m Ia B o ——
Delicy wizth and witliout ZIo2 CIeZic LOSUrance ang £ STady oo <ae Impacs sZ



crop credit insurance on swall farmer production will be carried ouc.
Although Mexico has provided training to country insurer

personnel, underlying research could not be undertaken on
costs, benefits, farmer motivation, portfolic, and other
-.variables important in providing coverage and setting

premiums because of lack of data and recent changes in

Mexican program policv. Data are now being obtained from
pilot programs and will require up to three vears to become

useful.

Quarterlv and Special Reports

IICA has supplied AID/W with guarterly reports on
progress and expenditures. Special repcrts cn research and

finance have been prepared.

-
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but vigorcus public reslaticns campaign
from farm organizaticns and banks. CUs

-
pipe X

o g acceptance

ing 3DA's offices, the

small staff arbitrarily began a pilot plot program covering

corn and scorchum, having been advised

which was considered risky by Ministrv officials.

spect, ISA has been Iortunate.

occurred cduring its early wvulnerable

actually paid

the program credibiliiy 0 Dromote

premiums wers set without

crovs, zones, and The

ally, assistsd bv of

aried from $130,000 %o $200,000 per

-

of $1 millicn in

case of catastrophic loss.

farmers, and private banks

in 18977,

+ook form, but lack of Zunds

necessary toc cover additioral
Program preventaed expansion.
AID/IICA assistan

unanimous in crediting

March 1879, +to expansion and
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acgainstc

No cata

for scme losses which were

daca base at a

che

vear

Accertance by

has been relatively rapid.

osrocducts and to manage

ISaA andé USAID of

its original cove

-
-

insuring rice,
In retro-
strochic Zdisasters
Initcially,
avoidakle
acceptance.
fixed 3% Zor all
Program expanded gradu-

CGovernment, which

Covernment officials,

Starting

the organizazticn ané administration of the Program

+c hire specialized persomnnel

the

Ficials are

1ce, which becan in
coverage—--adding tTwo

corn,
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cffices reporting directlv to zthe Director General (Exhiblit

€

IV=-38). It is characterized bv a varv small stzfZ operating

“0 capacity. In 1980, ISx had 2 staff of 42, half cf whom

were in regional offices. 1In practice, the chielfs ¢f Finance,
Aéministration, Programming, Crop and 2Znimal Insurance have

wide latitude and delegaticn, meeting regularly as a Coordinating
Committee, assuring full informaticon and comsistency o policy
and program implementation. The zonal chiefs are ceneralist
familiar with the politics and agriculture of their zones.
Conflicts which regional specialists (e.g., vetrerinarians,

agrzonemists) could have with zonal office heads have not

[a )

occurrad to cate because technical policy and direction are
set and ovsarseen by the central organization technical specizl-

”

ists, leaving ceneral adninistration tc the Zield. Thes

M

-

relationships-—-technical direction cf regional specialists--
should be made explicit in new country Rrograns.

- e
(i

The small professicnal staff is unusually well gualifis

by training and experience and hichly dedicated to the organi-
zation {(Exhibits IV-39%9 and IV-40). Morale and job saztisiaction
are high. Team cooperation is evident. In the absence of the

Diractor-Generzl, three unit heads ars rotated in charge <c

.g
m
’a
0
0
5|
M
(8}
. 4
il
}-
(9]
th |
b
0
3
]

rrovide experisnce and =o defuse poten+i

them. Scmetime in the Ifuture, when funding from increased

Ly . " ) , w .
P Diractor-Gansral =o concentr 2 ven wmea T s mem S e
the 21rectd s2NETra Ll TC CongelnTIaTz il T g : T
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or continuitcy during zbssences or

Hy

relations andéd provide
changes in the Director-Ceneral.

The Ixecutive Cormmittee, eguivalent to a beard of
directors, is comgosed of the Minister of Agriculture, the
-..Superintendent of Insurance in the Ministry of Ccmmerce and

Industrv, and the Director-General of ISa. It would be
desirable to have a representative cf the Agricultural
Pevelopment 3ank on the bcard «o promcte function and cost-
sharing of the combined crsdit-insurance functicns ncw borne
by ISA. This is particularlv relevant tc sfficiencies which

can be gained in the application procsss and in extension.

- "
LNSLTrance

Croon oxr Agriculiu

r=1
The first racular insurance sclicies covering corn znd
sorghum were issued in 1977, following an experimental inicial
program in 1976 in areas in which the 3BDA credit was concen-—
trated. This pattern, initiating coverage on a small number
of farms to limit risk ¢ loss pending data on risk and experi-~
ence, characterizes the three pilot programs anéd IICA's acproach

in general. The grow:zh

0

£ oroduct coverage is seen as follows:

1878~77 = corn, sorghum

1978 - c¢ora, scrchum, rice, cattle
1979 - c¢orn, sorghum, rice, cattle, industrial

womatoes, beans, cother livestock

- . . , .
aan - : - =1
1280 gora, scrcghum, rice, cattle, industrisl

) ‘ T . NS .

tomatoces, Seans, other livesicck
Panzama crop cradiz insurznce i1s Zesigned Lo cover uD to

-z - - - . _ ‘ - - - e e .
13 AT s Tmmm aE fmermamememe A g Smoeemme 4 eemT en S T o b
70% o2 =oe= lLoss oI Lnwesitment I the Zazrmer, lncluding lakoer.
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Losses coversd are those resulzing Zfrom droucgh:t, f£locd,
excess humidisy, wind, £ire, plague, ané uncon.rcllable
disease. TFor the first five years, almost all of the crops
insured were covering BDA credit, with private bank and co~-cp
credit beginning to seek insurance in 1980-81. as of 1980,
ISA is covering five crops in six regions (Exhibit IV-4D.
Hectéres insured grew 35% in 1978 and 92% in 1979; coverage
grew 67% and 142%, respectively, in the same years; and the
number of farmers increased 30% and 143%. About 70% of <he
farmers producing crops have less than $10,000 in fixed assets
and most of the cattle producers have less than $20,000 of

fixed assets. Ixcept IZor tomatoes, on which a 6-7% sremaum

is charged, producers cf other crops were charged 3% of

o

coverace. Coverzace and premiums are charged per hectare

and losses ars measured by hectars. Thus, even i1f production
on most of the farmer's land is up to yield, providing Zor

repayment of investment, wae farmer could recovar losses

which mav occur on particular sites. Farmers sold premiums

-

on a per hectare basis would £feel cheated 1if they wers not

indemnified on the same basis. During the promotional siage,

IS2 has had no choice but tc uphold cradibility cf the Program.

In Zollowing vears, nowever, ISX dces not insure particular

sites or locations on which losses have occurred, gradually

bR . 4 e T - - - 1 - ¢ ~ T == -
eliminating those likelv to fzil &ue to poor d&rainace, flocding,
» T omowm  emmen P 2w e em b Sm o A S e T wemgmer e -~
anc S1mi_.ar causas. LOLSs TeTiCC O8I DEVIentT Ia2suliTs 1l some
- - =~ = - = - b = L
ANeCVITISs and lncolnsisIienclas: a Eili.ar L0ss CI zroguoeioh
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spread cver the
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less average vield equivalent to

"

loss on cone

the

site would not be indemnified;

B

propcrticn of the

"

it provides

entire acreage but resultiag in only sli

w

o ]!
ichtly

heavy

fcr

indemnification of particular losses even thcugh the production

lcan for the vear can be repaid by

remaining producticn.

ISA has been justified in giving greater weight

farmer acceptance during the promeotional pericd.

In

insurance. The

dollarx

in premiums;
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the first three years oI the
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nt fixe
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in rice resulied IZrom cror diseases, droucghi, anéd strong

@

winds; corn, sorghum, and heans were affected primarily by

38
o
uﬂ

excess humidity. Twenty-nine percent ( of bean and 9.4%
of sorghwm acreage incurred loss (ExhiditIV~43 .

ISA premiums wvary by tyvpe of cul<ivation, i.e., irri-
gated, mechanized or hand technology (Exhibit IV-44]).

Coverage, which is based on farmer investment, ranges EIrom

60-75% of the average value of the crop and between 235-90%

of the production loan to the farmer. The premium covers all
natural disasters. Almost 75% of zll arsa covered was in tw
provinces, Chirigui and Los Santos. Chirigui accounted for

2 significant proporiion of the losses in the Program

{Exhibit IV-43).

Livestock/Animz Insurance

Livestock insurznce was initiated in July 1978, Policies

are written against the risks of death or the loss of Zuncticn
ragul+ting Zrom accidents or sickness. Policies cover farmer
investment or bank-purchase credit. Policies are written for
up to five vears (Exhibi+ IV-46). Horses and pigs are zlso
coverad. To minimize loss from disease, ISA technlczansf
inoculate +the Insured animzl against prevalent diseases.

This is reflected in major causes of loss, which ars snake

-
I , . -5 . \ . . N \ -
e - “ 3 A o
These datz shoulid be viewed with the kxnowledge thaz
) s - - = TS = -3 T % 1 -
wvaccines are onlvy saritially eflective and fhat unknown causes
¢f geath z2re ascribed To snake Dite.
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Starting with an across-the-board 2-2.33% premium Ior
any animal insured, the paycut for death ané loss of Zuncticn
of bulls was $1.%59 for each dcllar of premiums, $0.99 for cows,
ané $0.57 fcor feeder livestock. Recent changeover to a variable
“u;isk policy is intended to charge according to risk. For the
total program to date, ISA has paid out §1.01l for each dollar
of premiums. When combined with the crop insurance sxperience,
ISA has paid approximately $0.51 for each dellar of premium.
Acceptance by farmers andéd banks of the livestock progranm
is shown by an increasing number of farmers rsguesting coverage
for meore animals and corresronding reguasts Ircm private banks
anéd cooperatives to ISA for entrance to the Program. This is
particularly true of branch barks located in the rural areas.
The 1580 Program zrovides a 15% discount in premium to Zzarmers
who rsnew policies with no prior claim. ISA's policies reduce
the prémium and payout for each vear alter the first c¢f multi-

year policies, raflscting actual risk of sickness or infecticon.

Pinancing of the Program Cperations

Tor each year since 1977, the first £full yvear of cper-

ations, total premium revenue has exceeded indemnities.

Table 31: NET PREMIUM REVENTE

197 - $40,000
1878 - $11,300

197 27 i
197 - $142,C00
¥, v b 2 4 - *
May-Oct. 1580 - $23,200 {animals cnly)
-
:
—r T - L K L 3 ta = -
Felasguez, Virginia 3. 2e,"EXperienciz gl Ssgurs
34 = 5 e TN TaeN 2
Agrocrsdizticic en Faname,” Nov. 1580, 2. 2.
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These surpluses are small relative tc ccsts of operations,
however, which in 197¢ were running at slicghtly in excess of
$450,000 and rose to $67C,583 in 13%80. TFixed salaries made up
almost half the costs, with wvehicles accounting for over 10%.
To cover these 1980 operationzl costs, ISA received grants of

$200,000 £rom the Government, $215,000 £rom IICA, znd $255,583

from.net premium revenues. 0f these latter funds, ISA has set

I

aside 20% to build a contingency fund for future indemnification.
Iceallv the net revenues from premiums should eventually be

at a level to cover operational costs as well as indemnification.
Even though premium income is rising faster than operational
costs (Exhibits IV-48 and IV-49), ISA doces not expect this o
hapren soon, if at all. Rural credit insurance cf smzll farmer
investment deals with low income and low marginal production.
Raising premium levels tc cover costs oI operations could be
burdenscme *to farmer income. Normally, such cremiums are
subsidized by governments to assure agricultural eccnomic
stability. ISR persocnnel, though apclitical, are Government
emplovess whese services could easily be eguated with those

of cther CGovernment emplovees being paid by appropriztions.
Althouch AID/IICA subgrants will be forthcomirg through 1982,

S2 expects the Government toc make up for the IICA subsidy

cnce the Agr=z=ement has been completed. Ancther reason why
Goverament grants are justiZfied is the pressure cof inflation

on costs over which IS2 has little control. ISz still neads

- - - - o PR .e i
<O 2MI L0V AN ZCTUE&IV and anl lIsurance speclallst, WILCH Wlli
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raise its costs., New crops and provinces may result In
temporary losses until experience is gained. But new Crops

permit a greater base and diversification and more efficient

.ﬁ:
Fh

use of resources. 2remium rates in Panama can be raised

need be and, as variable premiums are introduced for particular

«

nicher-risk products and provinces, grsater revenues <an e

expected.

Reservas IZor Catastroohe

ISA relies on the "full Za2ith" of the Government cI
Panama, which has promised to cover the risk of up tc Sl
million in indemnities in case of 2 catastroghic less. In
addition, the Government will negotiate any amount cver i

million dollar automatic fund. Unfortunately, should such

fund have =5 be drawn down, it is a one-time sayment and

Fh
n

a

its use would leave ISA withcout the ability to write expanded

coverage. In 1980, the Govermment, recognizing the growth

of coverage and the risk to the Zund, promised an additicnel
$30,000 to permit ISA to purchase reinsurance Izom private
scurces. Only one response was received by ISA £o5 its reguest
for reinsurance. The conditions ané amount of coverage of

this resconse werz unsatisfzctory.

- 5 - § ERp- ~ P - P
oczur, +*ime is on ISA's side. Contingency I8serves can De
e ve - "3 lat (Zxhibi =30 ) 23 imeorIzsed muImmer
sxpectad =2 accumnulate (Exhibitc I7-30) as Lncrazsed nUmIers

— g S Fa. o 1 e - i T .
of farmers znéd crzatsr coverage rasult from che ctlizaztory
insurance raguirsed 2o chtalin credis, This will zermis srsacer
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diversification as two cycles of prceduction are introducsd,
new locations and crops are addéed, and variable premiums are
charged.

Mechanical ratios are not fully indicative oI the

-

risks covered or subsidies provided. Once coveracgce rese to
several times the reserve funé, ISR coulé be said tc be danger-
ously overextended. Yet the purposeful diversification, the
preventive inoculation of animals, the limiting of pavments
+to 70% of loss, and the attention to cost containment sucgest
that ISA may be less in danger in 1980 zthan in 1878-79.

The lack 2f response f{rom the private reinsurance insti-

-

tutions is disturbing. If the pcor response is indicative of
the lack ©of confidence and unavailakility of the private market

for reinsurance--for whatever reason--it wculdé be dasirable

for IIC2 to sesk and promote other sources for countrv zrograms.

Recommendation: IICA should develop more sophisticazed

o]

backgrouné Zata and prcomote private and multilateral agency

0
(8]
|
(o
H
(]

s .
participati

insurance cof ccuntry srograms.

-

Leng=-run Planning/Shared Ixpenses

ISA has not had to face up as yet to the limits of its
administrative, Zinancial, and manacement capacity, civen the
gradual growth of the program. Nc schedule of projeczed loans,

coverage, draducts, and other elements of long-term insurance
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accounting and general management stafI at the central or
national level ars not kxnown. Given %he obligatory naturs

cf the program, the availability of public and srivate bank
credit, and the pressure to keep oreraticnal expenses limited,

it would be desirable to studv the limics to efficiency.

e

The intrcduction of rurzl credi: insurance has resulted
in formal technical assistance beccming available to small

farmers as the insuring agency attempts tc srevent or minimize

loss bv cromecting use of modern inputs anéd immunizing livestock.

But the 3DA has a stake in repavment of its loan and should

share in the cost of such extension services. Wnile sromoting

-

insurance %o farmers, BDA has partially assisted Ifarmers to

{
o]

-

apply for insurance. Mors often

fo-

t has directed Iarmers o
nearby ISA regicnal ocffices. It apgears that anv information

reguirsd by ISA will also be reguirad by BDA a2s a basis Zor

-

credit. Zxcept that BDA technicians ané office workers ccn-
sider +that their work will be increased, no reasons exist why
BDA and ISA zpolications should not be combineé to serve koth
organizations. It would resduce duplication and gracduzlly
extend insurance to most elicgible Zarmers. It would save
time and reduce costs of the Precgram. I& would permit BﬁA

+5 share the costs. This commen Iztsrsst does not spill over

into inspec=ions and indemnification processes, which zre

hes+ reserved o ISA.
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ISA in projecting potential growth and workload for the nexc
five vears, relating this to the full target population, to
potential income, to available and new manpower reguirements,
ané taking into account possible efficiencies which would
result from shared functions with credit agencies, such as

farmer application ané providing extension services.

Relztion to Other AID Programs: PCG?

The management ¢ ISA has expressed concern over possible
competiticn of the AID Productive Credit CGuaranty Project
(PCG?) under consideration in Panama by the 3anco Nacional
de Panama andéd by the Government. The Directecr ol ISA suggests

-~

that, at the wverv leas:t, the PCGP be administesred bv IS %o

assure that the +two programs work in harmonv, do not &ilute
Government support Zor ISA, do not siphon ¢ff scarce human
resources, and do not provide an alternate market Zor small

-

Zarmers seeking to minimize risks of production.

(8

PCGEP differs from rural credit insurance administered

A

by IS2 in some fundamental ways:

1) It promotes lcans *o non-agricultural and non-
producer entities, though in practice about 50% of the lqans
are expected To be to small Zarmers.

2} Loans are Zor fixed investments as well zs current
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4) Guaranteed loans may be made only to Zarmers
wi<hout collateral.
In practice, little advantage would be gained by naming
It does nct appear to be

ixsd investments
function.

th

ISA as the PCGP administrater.
competitive; the AID-PCGP project manager notes that banks
and non-agricultural

“.n

would require farmers %o purchase jinsurance to protect working
Since
Some

ISA from its main

Dealing with
for ISa.

capital.
lcans, it could diwvert
the PCGP Fund does nct cktain AID capital and staiif suppert,
operaticnal expenses could become burdensome
cooperative measures may prove possible with regarc to tech-
nical assistance since both programs provide extension
services. By law, the AID Guarantee may not reinsurs ISa
ccverage.
AID/W nroject managers of both projects
‘to (1) reas-
of ISa;
necessary

Recommencaticn:
should discuss possible cooperative activity prior

be)
cae

suring the Director of ISAa that PCGP 1s suppertive
Panamanian PCGP Agreement

and (2) writing into t
lancuage to clarify the complementary nature o the two

-
N i

projects.
Cblicatory Insurance and Farmer Decisions
ed to th

Obligatory insurance

Zfrom BDA, including inspection and
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In par:t, such criticism is based on faulsy data of relative
credit costs and in part on Zailure to underscané the require-
ments of an insurance system. The weicht ¢f logic and fact
suggests that mandatory insurance is both desirable and
..necessary. If it were not cbligatory, the prepondsrance

cf clients would be high-risk farmers, without +he compen-
sating low-risk farmer to provide an offset and %o reduce the
average premium. Obligatory insurance eliminates acdverse
selection. Agricultural credit is subsidized low cost credit.
BDA charges 10% for crop loans and ISA charges 5% Zor insurance,
a2 total of 13%. This compares with 22% being charged for non-
acgriculturzl loamns. I the rate is subsidized anéd the level
is low even with the insurance, the benefits azrese creat: it
protects BDA frcm decapitalization from defavlt by farmers,

it permits the agricultural sector to level out losses among

‘.la

(A1)

farmers, and it substitutes for a welfare subsidy to cooperative

in

resettled Zarms (asentamientos). There are 290 asentamientos
<o wnich the Ministryv 1s devoting some 80% of its efforts.
During bad crop years, BDA has been rclling over these cooper-
ative farmers' debts. With insurance, the fazrmer doss not

incresase his debt, eliminating *he need for rollover. As

insured farmers znd relisves the 3D Zrom carrying losses.

i = : - = e m
cormmercizal farmsrs in Panama use machiner IV, Z2rTiiizer,
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cradit insurance, IICA should consider whether observers

¥

should help to cover <he cost of the trazining srocramn.

Treining: Internal

One ¢of +the most impressive gains from IICA's assistance

to ISR is the “razining provided by the IICA specialis+ fo the

personnel of ISA. A computer has been instzalled and procrammed,

anéd a new statistical specialist is being trained in its use,
Consultants' reports (Exhibit V-34 ) provide specific guide-
lines to the financial staff and the technical program chiels
IICA and ISA have wisely decided %o invest in on-the-jcb

training ¢f a Panamanian actuary who will become a rermanent

s+af? member.

USAID Relaztions

ISa was in operaticon for <hree vears prior to accepting
IICA's assistance. The Program was well underway. Wnile the

USAID is generally aware of ISA's activities, nco formal com-

s

munication or interchangs has been started. Benefits o hoth

IS and the USARID from such contact are obvicus: the USAID

2

is a conduit to AID/W to report procress, to suggest needs,

. ) o . P s . .
and tc promote IIC2 assistance. OPC Ifundincg zfter the gpilot
; 4 - -y =T Tes O -
stage 1s potentially helpful. ..
Public Relaticns: Tarmer Acceptance
Althouch immedizte indemnilication ©of fzrmers with
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a short movie whicn explains the Program. "SaA's audio-
visual materials are low-key and srecific. The Communications

Director is a recent university graduate who Ls

innovative,

points

-

to the importance of public rela

¢f the Program even though ikt
Program.
Summary

IS5 personnel are dedicated orofsessionals.

zaticon has been

occurrad during its promotional pericd.

programs—--crops and animals.
to become reasconably operational. IICa

an immediates expansicn of cersonnel and
about to introduce variable premiums to

experts are not available in Panama and

The Government subsidizes both operations and reserves.

apolitical and

ISA"'s experience in obtaining farmer accestance

tions at the beginning

is a high-cost slement of the

The organi-

fortunate that no serious catastrophe has

[SA has twc major

It has taken Zive vears Zor ISA

's support resulted in
coverage. ISA is
reflect risks. Scme
will have to be trained.
The

latter have been augmented by apcropriations 4o buy reinsurance.

Private company rsinsurance has not been

immediately forth-

coming. ISA does not have control of the reserve, lasing

the Iintsrest from it 2s an asset and for income. Government
guaranctse is 2 one-+ime capital stock. IS& will recuire long-
term subsidizazicn %o cover costs of operaticn from the Govern-
ment aven thoucgh oramium revenues excead indemnificaticon oy
30.40 Zor =ach Zolliar <of premium.



Exvected IICA Perlormance

The June 1978 Proiect Papers (p. 1i) set Zorth seven
specific ways in which AID assistance would expect to assist
ISA. As of December 1880, ISA officials reported pericrmance

~as follows:

l. Review and recommend 2 new law For ISA.

2s of December 1980, the law has not been reviewed with
a view to recommendations for modifying it. The law does not
appear to limit the activities of ISa. ISA dces not reflect
the need for a change in the law. Despite this, the Law No. 68
continues to limit the activity of ISAa. The structure of the
Board cof Directors could be strengthened. Rural life insurance,
currently discouraged, couldé be permitted aleng with other
tvpes of farm insurance. Panamanian Goverament guarantee
of risk coverage could be over:t and availakle tc ISA as an
interest-bearing asset.

Reccmmendation: IIC2 sheuld continue to recommend <o

IS2 and with +he Government of Panama that the Law be amended

or rewvised.

-

2. Review and recommend a new financial structurs for ISE.

cF
n
fu
0
0
9
i
u
B
18]
u}
fu
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7]

ISA sees no need Zor change in L
budceting structure. An IICXA consultant's report has been
prepared Lo assist ISA in understanding its casitzl reserve

. - s - . ‘e .
structurs and 1is wrlitings=—-co-Iessrve Iaclo. {See prior
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3. Provide broader coverage including the Insuring of Interest and
sremium charges, zroviding group life insurance and voluntary coverage
of amounts in excess of tihe mianimum.
IICA has contracted for a study of life insurance.
...To date ISA does not include interest and premium charges
in coverage insured. Inclusion of such charges would apgear
to benefit farmers and improve acceptance of the Program.

Recommencdation: IICX and ISA should jointly undertake

a study of the costs of including interest and premium charces
in coverage cffered.

Recommendation: Increasing coverage in excess of the

minimuem required to repay the farmer's (current cost) invest-
"ment is not recommended.
4. Improve formal and working links with credic Instituticmns.

This is an internal politiczal problem which is ocutside
the influence cf external crganizations. Since the Minister
of Agriculture is the President of the Board of ISA, it seems
unnecessarv Ior IICA to take specific action, especially since
the Director of ISA is well connected with other Government

agenciss.

5. Improve working linxs with agricultural research and planning agencies.

IICA personnel have been particularly active in cementing

-

relations ané utilizing data and Zacilities of IDIRZ z2né =22

Centrolaria {Planninc) of Panama.



&. Improve outreach to small farmers.

Recommendations have been made by IICA which bave had
significant effects on the acceptance of the program by small
farmers and on the timing of planting of sorghum.

Recommendation: ISA should continue to provide technical

assistance to smaller farmers while exploring specific ways
+0 obtain reimbursement from Government agencles to cover

such costs.

7. Support the integrated area develcopment project at Tonosi.
The Tonosi project has been abandoned for reascons cutside
the control of ISA. ISA is insuring asentamientos in Sconé

instead, orimerilv in rice production.



THE DOMINICAN REPUBLIC

To test the applicability ¢f ISA and Panama as a
.demonstration laboratory, officials of the Government of
the Dominican Republic were interviewed while thev were
visiting Panama.

The law and related decrees under which credit insurance
is administersd in Paname were seen as obligatory but not Iully
enforced initizlly. ISA officials recognize that insurance
cannot be extended initially tc all farmers covered bv th
law without sufficient capital to cover risk of loss and that
some farmers with unusually high risk may never be coversd.

ISA expects to extend coverage gradually, concentrating ¢

2

small anéd mecdium-sized farmers. The lack of enicrcement of
an obligatory reguirement is seen by DR officials as unneces-
sary and coniusing to farmers. Alternatively, the law could
have specifisd a gradual coverage cr coulé have besen writcten
with a provisc tc specify actual coverage year by year by
amendment.

The small number of ISA staff and the relatively ﬁu&est

o

salaries paid to professional perscnnel suggest that budgexzs

for a comparable insurance organization in “he DR will ke
at much higher levels. DR cfiicials kelieve it desirabls

-

to initizts operations with actuarial and cther decar+<ments

5 b - ¥ 3 . o~ = P I
in pilace. It is nct clear wnether human rescurces zrs zvallzble
- -
LV



within the DR. An inicial staff of Z£ifty is Zforesesen and
training will be critical.

The observation of ISA coperations has already provided
the Agricultural Bank officials with an understanding of the
complementary or parallel role of the rural credit and insuring
agencies and ¢f the related functions which the Bank can under-
take. They are aware, Ifurthermore, of the benefits which
could accrue to the insurer initially if office space is
provided by +the Bank or the Ministry im theii 31 field offices,
covering 25 provinces. In this connection, if representatives
of the Ministrv and the Bank are on the Board of Directors of
the insuring organization, regardlegs of its legal form,
cocperation with the Bank will be furthered.

Extension services are developing in the DR, but are
not Zully available to small Ifarmers. Supervised credit is
available, though not the only type provided by the Bank.

The reguirement of obligatory technology will have to be
studied. Certified seed is apparently not available, though
domestically produced fertilizer is in good supply.

DR 0fficials believe there is a market for insuring
farm machinery with very low risk and possibility of charging
relatively high premiums to subsidize other risks. (In some

cocuntries, by law, machinery insurance is reserved to private

ISA provicded *he DR officizls with an understandinc cof

. , , - . s = - . L
the problems they will Zzce anéd indiczted ways in which =c

«3
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organize and implement a rural credit Iinsurance program.
It is evicdent that the ISA visit will promote an acceptance
of a program and facilitate an understanding of reguired
legal and financial underpinnings. The DR would benefit
from IICA assistance in organizing, but more especially in
develcoping and training for a data information and researck
system. Panama's "muddling through” shilososhy to get started
appears particularly helpful in protecting new orogram cIfiicials
from disillusicnment with slow progress at the beginning.

The DR has many crops under cultivation, insurzance of
which leads to risk diffusion as different crops are not

subject to similar losses.

Cther Countriss

Venezuelz has shown an interest in develcping a credit
insurance program and is reported by IICA to have set aside
$3 million pending Presidential approval.

IICA has come Lo agrzement in principle tc supply
technical assistance to the Government of Costa Rica to
redirect a prcgram alrsady underway. This activity will

be Zunded by non-32ID IICA funds.



30LIVIA

Bolivia, of the three pilot countries, is characterized
by constantly changing governments; underdeveloped infra-
structure; potato monoculture cash crop on small farms; and
a high level of illiteracy, especially Zfarmers over 30 years
of age. Depending on the altitude, the country is divided
into ountain (altiplano), valley, and tropical regioms.
Except for recently developeé tropical agriculture in the
Santa Cruz area, farms are small.

Refiecting historical exploitation and illiteracy,
small farmers do not easily accept technical advice, relying
on crop ané animal diversification and custom to defend them-

selves against risk of loss from natural czuses. Semi-

monopelistic commercial truckers, taking adévantage of difficulc
farmer transport over poor and limited roads, pay low prices

tec farmers. Tarmers sell their products piecemesal over the
vear to take advantags of significant rates of inflation.
Ceiling prices for consumer gocods dampen food prices at the
farm. The cost of production of cash crops is relatively
high becaLse of the hich cost ané scarcity of Zertilizer and.

-

ther inputs. Thers is no domestic certified potato seed.

'!j

or small farmers, *“he main source of institutional credit

‘4;

is +~he Bancc Acropecuario 3oliviana (BAB).

a.ad . - T e ew - . #on Vo
The Aseguradcorz 3clivianz Acgropecuario (AS3Ba), the

%3



Bolivian Agricultural Insurance Agency, was established in
August 1979 andé became cperaticnal in the Spring of 1380
with the appointment of its present IICA advisor. & previous
advisor transferred to Ecuador, leaving IICA.

.. IICA intervention with the Government of Bolivia was

-

directly responsible for the establishment of the Program and

the creation of ASBA. ASBA is authorized by decree and its
function and funding result Irom separate agresments signed

+4

by the Ministry (MACA), 3Bank (Ba3), USAID (PL-480), IICi,
and ASBA. The BAB has agreed to promote the Prcogram and
collect the premium.

ASBA is simply and sffectively orcsanized intoc three
line overations (Exhibis IV-31). It currently has an 21leven-
person staff, including Iour subrroifessioconal emplovees and two
inspectors. The personnel are guasi-Government employees,

*

partially protected freom arbitrary hiring/firing. This tends

to provide mors permanence o ASBA. Cn the other hand, ASBA
employvees do not get bonuses of up to 70% which are given to

industrial workers. The IICA specialist provides technical

assistance and oversees the rasearch activizy. He is a
3polivian national with close tiss “o the Agricultural Bank

and long experience with AID and PL-420. 3Because oI IICA's

regulations, he is paid at 2 lccal rate, less than one-hall

Tecommendatior
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reimbursing the Bolivian IICA specialist at 2 comparable
level to the other IICA insurance personnel.

During March-July 1980, ASBA concducted surveys of
potential areas for initial coverage, cdeciding on the Melga-
Cclomi zones close to Cochabamba. The Pilot area has 800
families, of which 50 were insured fcr potato production out
of a;total of 220 interviewed. The others will provide a
control groupr for research objectives. The original target
of 100 insured farmers was halved when the change of Govern-
ment caused the USAID to stop funding and prevented the
issuance of a free entrv permit for IICA mobile equipment
for ASBA inspectors.

Recommendation: AID should, insofar as possible,

facilitate the release of mobile eguipment from customs.

Recommendation: Where it applies, reflecting country

requirements and service availability, AID shouléd exempt the
Program frcm sole purchase of US eguipment.

The initial insurance program reguired Zarmers, as a
condition cf cbtaining credit, to agree to cne of two levels
of modern input use. Of the f£ifty farmers insured, Zortv-four
agreed to use rscommended levels oI fertilizer, disease and

pest chemicals, and available seed; six agreed Lo lesser use’™

0
Hh

fer«ilizer and chemicals. ASBA coverage of particular

farm production begins only after germination is assured.

h

The potato coverage was on 33 hectares or an averacge oi

A
& <

0.7 hectares per farm. On $432,000 covered, Iarmers zalid
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a 5.0% premium, although the calculated risk was Ior 2 13%

loss.1 Initially, therefore, farmers received a risk subsidy
cf almost 10%. The fifty farmers received 43% additiomnal
credits without insurance from the 2ank Zor barley, broad

...beans, and cnicons. Average pramiums paid by farmers to cover
potato production ranged from a low of $33 to a2 high of §$63,
depending on coverage andéd the zone of praduction (Exhihits
IV=32 and IV-33). The projected loss for 1980 is $3,600,
which will be easily covered bv reserves.

In 1981, with a target of 250 insured farmers obtzining

almost $300,000 in credit, the risk of loss is estimatsd at

$65,000 and sremium revenues of abeout $11,000. Allccating

80% to indemnification, or almost $9,000, 2 subsidy of $36,000

P4

(23

tc cover raserves will be reguired. IZ loss is projectsd a
1533 instead of 30%, the subsidy is reduced o $23,000. In
any case, with S1 million in reserves, ASBA projects $b 4,466,682
or $178,667 from interest income, putting it into a strong
£inancial pecsition through June of 1983.
ASBA 1s expecting to increase coverage from 50 farmers

in 1920 to 250 in 1981 ané +to about 1530 by 1383, the end of
the pilct period. By then,ASBA =2stimates =ach fzarmer wigl

- recelve an average of $3,000 ia crsdit, of which cne-half
will be insured, or a total ¢ almest 2.5 million in coverage
resulting in premiums of 3$123,008C. Zach Zarmer will ke

O S - e I O ey TAGTD
averaging $73 per yesar of premiums Dy 1283.




AS32 has received Sl million (Sb 23 million) of
itle III PL-480 counterpart funds and has deposited them
at 16%, earning $39,000 (Sb 975,040) in 1980 and is projecting
earnings through June of 1983 of between $383,462 ($b 14.6
million) and $602,914 (3b 15.1 million), depending on the
maturities of its investment.

The IICA specialist estimated that the potential full
program, nationwide, could in time cover 16 crops and &wo
classes of animals plus life insurance. The latter at z 1%
pramium each for the farmer and his wife would actually sub-
sidize the program. To cover the cost of operations and
reserves for indemnification at full prcgram, additicnal PL-48C
counterpart invested “o provide income would appear to be the
most likely source of capital for growth. as of 1980, Belivia
was slated to earn $75 million in PL~480 counterpart funds.

To date, $37 million has been delivered, of which $20 million
has been capitalized by the Central RBank, leaving $17 millicn
for depesit o US account, presumably by July 1981. Of this,
$240,000 is expected to be alloc.ted to ASBA. O0f the PL-480
funds, the BAB expected to receive $5 million from the $17

million and $1¢ million Zrom the remaining $38 million Séill
¢ be delivered. ASBA believes that $3.2 million held by the
3a8 for co-cps could be transferrad o ASBA if the US agresed.
The failure of co-ops in Boliwvia, financing from which is

considered as grants by Iarmers, succests *hat such a2
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Recommendation: AID should consider transferring

existing PL-480 Zunds held by 3AB, and allocating up O
$10 million to ASBA frcom the 338 million still to ke
delivered.

The initial Bolivian experience suggests that the first
rea chesen for insurance may be one with farmers who are
custom~-bound and less dynamic <han other arsa farmers.
Limiting ccverage to totatoes reduces diversification and
increases the risk to ASBA. This has limited the number of
farmers covered in the area and has reduced the amcount of BaAE

credit which could have been insured, delaying scmewhat the
force of the Program. Fertilizer not Zfully absorbed during
one crop season Ifor potatoes could have been utilized for
ancther prcduct the following seascn. Data collected on a
limited number of farms covering many crops would have been
more extensive at little or no cos:. Potato yield depends
on availability of selected seed for growth and resistance
to insects and fungus; little or no selected seed was avail-
able. These lessons are being taken into consideration bv
ASBA during the 198l insurance seascn and by IICA for
diffusion to cther Srcgrams.

Even with the advantzages noted frcm a more diversified

orogram, it probably was wise in early 1980 to decide to limit
the ini+tial insurance <0 one area zané one crop. Bolivia has
Dotazo =xXperts, the time reguired to prepars Zor z mulci-
Srcp srocram is much longer, and cther arsas were Zound o



De insect-infested. Starting as it &id, ASBA was able to
begin an initial program in 1980 and can now Dranch out.
To have waited to begin field cperations may have caused

the Program to be
X In addition
have +to extend in

for IICA and ASEA

few vears, some problems exi

e

T

they are nct compensated by the

Government for inflation and the need to compute subgrants

the

Fh

at o)

Initially, the
handle the small number of
multiplies, it may prove desirzble

cost para-inspectors, village

ficial rats

of exchancge.

insured

i<

farmers.

two inspectors on ASBA's st

But as

eaders who would provide

o=
- Jraipet

Can

coverage

to develop a system of low-

&rn

early warning svstem of loss and who would be 2 conduit for

information and acceptance of the program.

I« &

s likely thax

such a system oI trained villagers, combined with svstematic

samplinge by

times as many Ifarms and reduce cost

Recommenda+ion:

O

al

IICA should begin

professional inspectors, could cover up to four
iminiscration.

o devalop low-cost

inspection and warning svstems.

Life insurance is not available in rural Bolivia.
Production in any particular season depends on the labor .
and management of the Zarmer and/or his wife. Risk from
mortali+ty in urban Bolivia is estimated a2t 0.3% or less,l
and it is assumed %to be less +than that for rural cwellers

lThis azoears low when comparsdd with other coun<cTrises.
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of the 20-70 age group. ASBA plans to offer life insurance
to insured farmers and their wives at a 1% premium each,
leaving approximately 1.5% to reduce the subsidy being
given for crop insurance.

eas The research data are being collected pricr to issuance
of policies, at seeding time, and at harvest time. The
research will be extended to the other three potato zones
in the next two years, fully covering potato production.
In 1981, ASBA will begin to cover Zarmers who produce broad
beans, peanuts, and barley. In 1982, ccverage will extend to
maize, sovbeans, and cuinua. Data will be collected, where
applicable, on cattle, oxen, ané sheep. The main risks Zor

crops are droucht and hail.



ECUADOR

The Program in Ecuador is in its organization stage.
"It is expected to begin insurance operations in April-May
1981.

Ecuador, as a pilot country, falls between Panama and
Bolivia in its institutional infrastructure, mechanization
and technology of farming, land characteristics, and Govern-
ment intervention and stability. It has two major zones: a
less developed mountaincus area producing corn and potatoes
and a coastal region with rice, corn, and sorchum, some of
which depends on irrigation.

The Ecuador Program results directly from the efforts
cf IICA over the last eighteen months. Much valuable time
was lost because IICA dealt with the Ministrv of Agriculture
which proved to have no authority over financing or creating
the insuring agency, & £inancial institution. 3Buf not z2ll
the time was wasted: IICA conducted area and Ccrop surveys,
arrangeé for Government funding, prepared the legal and regu-
latecry statutes, and cesigneéd its sreliminarv research program.
Cnce it became clear that autheority andéd funding rested with -
+he Banco Central and the Junta Monetaria, IICA's efforts
soon led <o the creation of a mixed capital, private
coroeration-type insuring acency, CONASA (Compania Nacional
de Seguros agropecuariocs).

-
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CONASA was established on July 4, 1980, with a total

paid-up capital of $68,300 (s 1.7 million) £rom both public

and private sources:

Neo. of Value

Institution Shares Sucres Dollars

"Banco Nacional de Fomento 26 1.3 million 52,000

Ministerio de Agricultura 2 100,000 4,000
Central Ecuatoriana de

Servicios Agricolas 2 100,000 4,000

Ponde Ec. Populorum
Progressioc 100,000 4,000
Caja de Credito Agricola 2 100,000 4,000

This capital will be avgmented by 30 million sucres

£3,500,000) Zrom the Ceniral Bank over the next four vears.

Of +his amount, 80 million sucres will provide a contingent

reserve against loss by small farmer policy-holders, and

10 million sucres will be addeé to other Zunds to cover cost

of administering CCNaSA. It is expectad that additicnal capital

Future. Gliven

will be obtained from cther organizations in the
the proporticnate shares held by Covernment organizations,
the control and policy of CONASA will, correszondingly, bhe
set by Government institutions which will have four of the

five members ¢f the Bcard of Directors.

A trained Zcuadorian insurzance specialist, formerly

an IICA technician assigred to ISa, Panama, has been named

the first manacer oI CCNASA. Similar to ISa, CCNaSA is

+o operate in two major lines, crops and livesitock,

and research

23



oublic relations and promotion; and internal zdministraztion
(Exhibi« IV=-54). A total of 20 employees, of whom 7 are
secretarial/maintenance workers, will comprise the original
staff. Pro‘ected costs for major clzsses of expenditures arse
.Shown in Exhibits IV-535 ané IV-36. Balthough the Central Bank
and other shareholders provide 86% of <otal capital for reserves
and operations, IICA/AID contributions cover 36% of the cost
of cperations 1980-1983, the greatest single donor over the
pericd. Nevertheless, by the third year the MAG contribution
is much higher than that of IICA (Exhibit IV-37). Origimally,
IICA/AID funding was intended to be seed capital to cover all
acministrative costs as an incentive Lo the Government *o
cover liability against loss. As Government interest grew
ané as the planned costs multiplied, taking inte account
inflaticn, various Government agencies assumed the additicnal
cests of administration.

In 1981, with offices established in Quito and Guavaguil,
CONASA expects to issue 100 policies in the Guayaguil area
and 50 in the highland area. Another 25 policies covering
livestock are planned. In 1382, 200 rice farmers and 100
corn farmers will he covered, with livestock producers
doubling to 30. Ccrrescending coverage Zor January-June -
1983 is 33C, 100, and 100. The pilot phase will terminate
in Aucust 1883.

™he Zcuadcorian Procram appears te be well designed and

- - - ol N - ~] TR - - T .,. - —~
unustally well Zinanced. With flexible capital and

-y



straightforward organization, experienced management which
appears to be adopting a cautiocus growth plan, and ILICA
technical and financial assistance and training, only a2
catastrochic natural disaster during the first year or a
«npolitical upheaval affecting delivery of promised funding

would stand in the way of successiul develocment.



GENERAL FINDINGS

Some lessons learned from countrv experiences which
have resulteé in loss of time or reduceé effectiveness are
the following:

(1} To avoid wasteful initial effort with the wrong
organization, IICA would attain the objective of educating
and directing a coordinated government approach £o creating
and running an insurance agency if it dealt with a2 consortium
of organizations, including the central bank or treasury,
the agricultural bank, the ministry of agriculture, ané any
specialized authorities in new country programs. Ecuador)

{2) Aassuring the availaebility of mobile ecuipment Zor
inspectors is a critical element in some countries. (Beliwvia)

{(3) The subjective experience of ministry or govermment
officials as z basis for chocsing products for insurance may
prove to be false. Rice, which Ministry officials felt would
be very risky, has had little loss. (Panama)

{4) The small staff-type organization designeé by
IICa, Zcollowing ISA's experience, may not apply to many éther
countries where governments are prepared to provide services-.
and to make insurance a full-fledged program. (Dominican

Republic]

- e e
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P TR N AR STRE A S

FPersonnel of IS4 ( Panamaznizn Insurer)

LIC. VIRGINIA B. LE VELASQUEZ

Director-General

National Directors

ING. JUAN 3. CARRICN ING. SERGIO MELATS
National Director National Director
of Creop Insurance of Program

IR. CZZZRIND ZAIIFSTZRD
Na<tionzl Director of Animezl Insurance

LIC. IRM4 . TE ZAMERAND LIC. SANTRA J. BRITIATTT
Naticnal Director Naticnal Director of
»f FPinances Administrative Services

Rezionzl Chiefs

ING. CZSAR CASTREJON ING. ALTREDD ARTAVIA
Chirigui Verezuas-Cocld

-

ING. DICMEDDS CRRD
Herrerz y Leos Sentos
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Veterinarian
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IsSa
FTirmancial Summary
Gemeral Jalancs Shset, April3l
1620
Dollars
ASSETS
Current Assets .
Cash
) » bl m'”"@i
Prepaid Prenmiums .
Crops ¥2,538.40 . .
-Animals 2
Total premiums paid 242,488, 79
Interes*t on oremiums - 2,086.00
Total Current assets 263,506 .40
FPixed Ass2ts
2%7,053.73
Equipment % vahicles
Less: Reserve dep. l38,265.18)
» . 98,234 .55
Tetal fixed assets ——teimis
TQTAL, ASSETS
LIABRTILITIZ
Reserve for loss {oremiums nos
_ - pald out) )
Pending 1iabili+y {loss to be 135,386.72
paid) $,000.0
Total reserve liability
Other lizbilitiss
Accounts payable -
Social Sscuriiy reserve n
cial curity sery ) < ssr.zr
Toztal current liabilitfies ’
Capital
Reserve accumulased
Net asse%s: over liabilitiss
and capizal .
TOTAL LIAZSTLITIES
2 Iaw no. 52 32t the initial eoapisal of ISa =% $1,200,0CT
aantrisuted by the Zowvernient.
p f’
) ¢ \\///’.Z Bt ‘4 h\
Lis, Virgirca 3. de Vellsquez Liz/Tmma . ze lerzreme - SLP.AL
“ o wys Nacioral de flancas

Direcowe Generul

v, 382,398.35

3/, 180,268.72

7,500.32
187, T87.55

Y T7,75%.39

35.358.41

£/, 382,238 38
T2 Ce
»



Organizaticn Chart

Aseguradora Boliviana Agropmecuario (ASBA)

I1ICA
i S N a
Technician lanager Legal
Operations Control- . Internal
(Insurance) Evaluation ' Administration
.
3
i
- .y Zmaewmee e .“'_ - -
—2PTomotion ' 5 —Maintenance
. Comsultant ,
n [}
. Sales 0} TTTTTTTTTTTT l—Accounting
—Surveys/
—Inspections Sampling
—Indemnification/ Follow-up
Valuation
+—Memory Bank
_Research
Aress -
Crops
Beneficilaries

ted in Lz Paz, with seven emplovees

d cffice is Im Cochzbambz,

1
with a staff cf 353; ancd znother field office is being set up
W

z ge.:“)
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Exhibit TV-35%

CONASA
Summary of Operazting Costs

- . {uss) .
Year Personnel Operating  Zguipment Total
Costs Costs Cost
1880, 85.424 46.100 130.000 i 265,525
1s81 215.545 104.332 10.000 329.877
1982 398.389 123.278 89.000 . 610.€37
1583 448.20° 144.648 110.0CC 700.857
TOTAL - 1.149.587 418.3528 339.000 1.206.925
P4



Exhibit IV=-36

COMPANTA NATIONAL DE STICUROS ACTOPECUARIOS. CCUASE

[
COST OF OPSRATICNS (USS)
A Personnel
_ .....’:{Ob Ticle Monthly 1980 1981

Manager 1.500C 10.500 20.3180

1 CDeputy-Secretary 1.200 —_— C14.400

1 Accountant &350 3.900 8.736

1 Director of Cperaticns 800 4,800 10.752

1 Informaticon & P.R. Specialist 7060 4.200 §.4028

1 Research Specialist 100 4.200 3.408

1 animal Insurance Professional 200 & 200 10.752

2 Field Inspectors 1.3CC 7.300 17.472

4 Field Agents 2.000 12.060 26,330

3 Secretaries 1.000 .0C0 13.440

1 Clerk sac 3.000 6.720
1 Chaunffeur 250 1.5C0 3.380.

1 Watchman 200 1.200 2.588

1 Janiter 150 SQ0 2."016

84 .8C0 15¢.192

Tringe Zenefits 33z 24.624% 59.353

TCTAL: 89.423 213



ECUADOR: Project costs and source of funds 1930-33
i .S DNallawm=
Year Cests Sources of Funds
3 ) TICA |2ew.of Zou. | Privazs | Tozzl FTumds
1980 ..... 25835,52% .|. 200,000/ 156,000 12,000 348,000
1981 ..... 329,877 .}. 173,000 250,360 L,ooo L27,348
19€2 .....} 810,667 .|. 175,480 300, 8%0 10,000 Lg7,120
1983 .....] 700,857 .}..146,521 L76,250 20,000 642,800
Total cost ) )
and Inmding . 1,904,%25]. £95,0002/1,183,280 L3,000 1,825,2305/
1/ Rate of Ixchange USS=27 sucres o
2/ Dirsct donation without inel uding costs of zechniczl zssistance
; and cthsr financing sources.
3/ Interest from reserve fund in Cenirzl Bank net includeéd in total.
X Note: Unexpected costs czr. be coversd Dy the interest received from
investments and the reserve fund.



PROJECT RATIONALE, STRATEGY, 3ND DESIGN

Rationale

Agricultural credit is essentizl to small and inter-
mediate farmer production. Natural disasters--Ilood, Zdrought,
hail, wind, insect infestation, among others--threaten partic-

°

ular year production and corresponding repayment of c

SL

it.

H

2
The complementary role of rural credit insurance to assure
repayment of agricultural loans and to prewvent decapitalization
of publi: agricultural credit institutions and, tc 2 lesser
extent, private financial institutions is cbviocus. Tying

rural insurance to extension assistance o small farmers
reinforces AID objectives while reducing potent loss of
production. Appiying syst tic inspecticn reduces losses

from fraud and unwillingness to repav loans. Assuring,

insofar as possible, supply of inputs such as certified seed
ané fertilizer to maximize production plazces greater responsi-
bilitv on government agencies. Brimncging credit, research,;

and other national agencies together and sharing the afore-
menticned functions acporiions costs to particular agancie&

ané increases eificiency. These are s
Project Paper. No other public program or mechanism deals
as directly as credit Insura centm assure par+<icular Zarmer

32 . ER — - ; ] 5 ; 38 4
credist stablility or ETronmoTes continuedc agrircuLlTural cragit

w



liguidi4sy.
orograms which cause small Zarmers to consider agricultural
creditz a grant. This recuires gcvernments to excuse repayment,
rollover of debt, and aspropriate new infusions sf capital to
.credit institutions with ccrresgonding loss te natlonal budgets.
Credit insurance, witile depending on covernment subsidy Zor
covering catastrophic loss, spreads the risk of crdinarv lcss
to the agriculiural sector and permits Zarmers 42 spread the
risks among themselwves. For smell Zarmers, gevernments may
alsoc subsidize the cperaticnal cost of the proeram to rzduce
cremiums, Jjust as extensicn, rssearch, and similar srocrams
have besn subsidized in -1e past. 3 case cculd be zade that
such subsidiss arz offser bv increased oroduction, wiszh bensfiss
to the sconomy, and with . duced welfare expenditures. Insurance
maxes manv ncon-credit-worthy Zazrmers slicgible for credis.
Insurers with initial surpluses can use reserves Lo CoOVer
losses in later years.
Rurai credit insurance can be too expensive Scr the

crementicnad cgains. t can promote Imefficient sreduction

{e.g., Tice in Costza Rica). It can be political anéd unstable

Z covernments choose to make it so. It may e undercapitalized

i mEa ‘ . SR fczeo _
andé not sufficisntly diversilled. 2As an oblicgatcrvy Trogram,
. - = - o cv
it may reduce Zarmer decision-maeking. These zand ocher orobles
-
— - - b - T - — L3P i -
Ses rizk nanacemsnt zrciclss o the AJAZ, Vol. 28, ¥Wo. 2,
- - -~ - -
Mzy 1872, Tp. ZB80-334.
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re being researched bv IICE: ané the counitrvy insuring organli-~

s y - . ) - ; 2 emd mlad TS e
zations to maximize effectiveness, eiffici ency, &nc ViIESLLLTY.

-

An IICA~-led Zour-vear research orogram financed by this proiect
will provide initial experience ané will attempt to zinpoint
understanding of optimum portfclio mix, wvariable rates and
premiums, institutional bottlznecks, and farmer acceptancs

néer varving countrv conditions. The research was planned

at tr> farmer, bank, insuring organization, and sector levels.

atz are likely zc delay cr ore-

(&N

Lack of time anéd insufficient
vent research results relating “o costs/benefits at the bank

ané sector lavels.

a2 ressarch =2IZort £C esase the creation of new country programs,
is essentially an institution-building project, the success of
which is ths dev=lorment cf three pilot demcnsirasion procrams
and, in later periods, the establishment of new countrv oro-

grams, possibly six to fourteen iz a seventeen-vear pericd.

The original strategy ané Zdesicn ¢f this project are

set Zorth in ths Project Paper, op. 153-202, p. 26, and Annex E.

fas)” . . - - . - -
The stratsgy and expected develooment of country opera<ions
3 n T 3 3 T ey = 3 =R S
are highlv cerceptive and generally precict the naturse o the
- - b % - = % - - -~ -
country programs which are evolving. Tne lack of Msxican datzs
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understanding of the costs; portfolic mix, Ziflfersnces Lo

risk associated with crop, Zazm size, and locaticn: among

*

others. I%& has forced the Project managers Lo mount a
research program invelving transfsr of Project funds and
an increase cf personnel at zilot program lccations. The
country programs will, cover a four-vear gericd, provide datz
for future programs instead ol Lenefiting from available datza.
The original project design foresaw a three-stage,
l4-vear zprogram, in which three pilot countries would beccme
cpera+ional in the Zirst 4-year pericéd. 3y that time, it was
hoved that a COLAC-type regional reinsurance crganization,

ATARA, would be in <he process of focrmation. In the sasccond

S-yvear pericd, the original pilot coun<triss wculld teccme seli-

ATARY would be Zuncded. The third S5-vezr sericd would provide
firnal phase-cut funding Zor ALARA and the remaining country

programs. The cbiectives and related underlving assumptions
ey - -

w

re spelled ocut in greater detail Zcr the first 4-year pilct

The original design failed to fullyv specify or to sro-

vide time Zfor the develorment of a wviable intermediate zromotion

-

- - - ~ A - - = o -
ol ol - ~~ - - ) ) o~ H & -~ - - - -~ — -
and Ceccme crerationadl. Criglnal INCLCIATCIS oI sulgessIua
- [ P w3 1, —~ ——- ¢ - =
SEerIgriance DYV i TLLST guncrises wvalue £I Lasarzance,



indicators may not be rsached (number of new country zppli-
cations, support for ALARA). s of December 1380, the project
managers had already recognizeé zhat ALAR® recuired country

memberships which would be £financially self-sufficient and

i

apolitical. Weakly Zinanced programs subject tc arbitrary
political manipulation as governments change are hardly ca
0of providing reinsurance to each cther ALARA coulé actually

be destabilizing cf otherwise wviable national programs. ILong-
run policy could benefit Zrcm gracdual independence from govern-
ments to private organizaticm insurance.

Country programs can benefit significantly £rom the
availability of independent reinsurance. Thus, the suggesticn
in the original design of sromecting and assisting country pro-
grams to cobtain reinsurance Zrom international srivate and
international or inter-American mulitilazteral agencies deserves
greater promoticn.

Country procgrams depend heavily on promotion and assist-

ance oZ a technical intermediarv institution such as the

{4

Insurance Division ¢f IICaA. Without it, £ is unlikely that

+“he programs in Bolivia or Zcuador would have been initiated.

,., . -

e = - -
T+ has had a significant effect con the growth, effsectiveness,

basis Zor recional training, for interchange cf country

s = e : - Th 1

exe erisence, a2nd Zor orometicon 1nternat @naLly. Lae IToie
- - = : = - -

CI SULh & SUPpSTITLing CrcanlIaTlion 1s net -"-ll..}" spellied QUL

G e et et ;e t Dt - = e PE1a3 it lyseraiita sewzeoc

il tIie TTIglnialn L2sicil. o DCCLZleC LoEXUSTIEgTive STIiatecy

o M

u
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STRATEZGY FOR DEVELOPING NATICNAL
RURAL CREDIT PROGRAMS IN LaTIN
AMERICA AND THE CARIBBEAN

... The establishment of agricultural insurers in Lac.r

Anmerica will tenefit from a threse-ghase 2ffort. These can
be labeled:

(1) IICA Institutionalization ané pilot countrv
demonstration;

{2) Promection anéd consclidztion:
(3) Self-sufficiency.

I. Instituticnpalizaczion and Pilect Ccuntrv Demonstraticon

A. Time Periocd: 1978-1984
B. Major Cbiectives:

- EZstablish a wviable regicnal insurzance promoticn
and technical assistance agency

- Subfuné and Zdevelop three pilot demonstration
insurers

- Develcr, r=2fine, test alte
to serve the needs of smal
farmers

rnat

; ive insurance systems
L1 ané medium-size commercial

C. Related Activities:

crt-

- Develop methodology for determining cptimum o
fclic, rate making, lcss adjustment, ané underwriting

svstems
- Develop ideal institcuticral/crganizaticnal models
applicable to different countries and situations

- Promote interest in rurzl credic insurancs among
LA/C governments, the internzatioconal community,
2na aczdemia

- Jomplste original resesarch coectives ralatinc zo
farmer and insurer



‘vn

Provide trazining and technical azssistance to initial
country insurers, including systematic joint training
o credit and insurance perscnnel

Promote new programs in three +o seven additional
countries

Prcmote reinsurance coverace by crivate insurance
organizations

stitutional Roles:
LAC/DR == Funé and monitor IICR activities and

fund administrative expenses of the
hree pilot insurers

USAIDs -- Encourage existing countrv program
instituticons andéd cromote additionzl

country interest

Hosct Governments -- Establish the insurer legzlly;
guarantee coverage of catastrophic
losses; and promots cocpera:tive
burden sharing amcng credit,
extensicn, ané insuring acenciss

IICA == Implement the Proect

Mzior Objectives:

f R m ez
Related Acziviile

Assist cdevelopment cf thr=e %c ssven non-pilot
countries

Complete cdevelopment of three pilot insurers

Cbtairn scurces c¢I financing Zcr new countrw
sar-icipation

n

-
o W ——-—— -

rrovide regicnal tralning and fechniczl assistance
to Ioster cccperation

~ : Co - . - - . . . -
Lontinue QriClinial Iesearcn ang gxtanc o Dankx anc

sactor “evels
S2CToT .eve.l

- S 3 . K e
Develcr ready reinsurance sgurIes, lnolacIinge LoTer-
: R E 2= = -
aticnia. =gE8nITISsS, LI negessarsv



A,

B'

-8

assi
including I

Develop capital nce scurces

J&-

b
insurers, DB
Gradually reduce dependency on
for loss coverace and operations
Promote additional three to seven
pPrograms

Instituticnal Rol

LAC/DR funé and monicor

regional intermediary organiz

-
azi

-

UsSAIDs, IDB, etxc. Financing oZ

Drograms and
suppor: feor

ralated
technical

-

Host Governments -- Charter and supror
r

private or o ivate Lnsu-v-

=stablish
autoncmous Center
for Project

IZCa
Rural

dinn
tion

Zor
implenenta

Fhase-ocut

Time Periocd: 1980-18¢5

'h

Major Cbjectives
Gracduats to self-sufiiciency

Promote insurers in

countries

EeY -
re [

evan!

Assure viability
institution

ané permanence cf regicnal

Related Activities:

Cbtain financin
final-phase cow

a--&.“-

Lo4
=
> 4
185e)

ure autonomy anéd seli-su
Zfor Rural ﬂnsurance

em et s T
i s e o et e

= v
ana 2

-——— -

for new countrv

government sSupporct

new country

IICA (or ecuivalent)

on

new countrv

crant
agsigtance

mixed cublic/
s

rar

Insurance Division a2s semi-
Insurance
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- Ccmplete original ressarch o3
svstematic memory bank and fee

% O
o0

D. Institutional Roles:

LAC/DR == Phage cut support

- USAIDs, IDB, etc. =- inancing andé support oI
remaining countries

- Host Goveraments -- Gradual phase-cu:z of graduate
countries and support o=
remaining ones

- IICA ~- Spin o0ff Center or relate as desirable

- CRILA -~ Becone self-sufficient autonomous technical

assistance, training, andéd reinsurance
facilitating agency

Revised Locframe

Ideally this project woulé fundé ané support the insti-
tutionalizaticn of a viable regional technical intermedizry
institution which would promote and assist new ccountry programs.
At the end of two years of the pilot stage, troject results
are encouraging, thcuch long-run stabilicy is not assured.

A revised illustratiwve logZrame sets forth how the project

has developed and suggests indicators Zor measuring itg per-

Zcrmance in the future (Exhikbits v-24, 25, 26, 27, and 28).

This Project provides slightly more than $: million -

for IICA <o funéd its Insurance Division, for subgranszs =c

- - s - s = c s - - -
the. three Tilct programs, and Zor overhead. Grez=sr JSs+«ail
- - - -—— g £ e T € T e TT Y — - - - = - - -
s supp.i=sc Dy IICa (Zonlbit V=280 . Roughly 25% 2% <he &ID
e s T - S de T e - -] = — - =
grant will Zund the Insurance Zivisicn, 3% for IIZ2 cverheszd,




and 30% for IICA

for over
agreements between IICA andé the country
aAs of December 1380,

grams

Pecember 1982.
self and the establishment of
1ded finmancing Zor
Tais would be Decsmber
This

be used for risk capital.
that 51.4 million of the $4 million will be expended anéd that
n II

milli
the remainder will suffice to finance the Project until
Reflecting delays in start-up time in IICA

V=10
Untry Dro-

subgrants t£o the three pilot ¢
These subgrants are included in annual
insurers and may not
IICA estimates

ations.

orograms,

Bolivia and Zcuado
a2 full 4-vear program
1983

ograms.
3 in Ecuador.
including

is
IICA is recuesting ex
ional »r
ané mid-1983
~o IICx,
Experisnce

the nati
1384 in Boliwvia,
doubls the corigina
searcn previously not budgeteag.
five vears are neeced to Teccme stable
for new prcgrams

.
1 grant =o

in sach of
in Panama,

would mor
$1.8 millicn fox
t +nat

+han

in Panama indicates
A four-year support pericd
reasonable and would be minimum Zor cbtaining ressearch
financing sugges+ad

anéd operatiocnal. A
lation and

iz

T™he additional

appears
and methecdolcgy.
ccount adjiuz
andéd covers esseatial
Whether scme of
ascertained.
G TS

stment for
ersonnel and

't

§ vy -
into a

-
-

0

by IICA cake
rat=2 loss,
(Exhibit v-30).

costs
cerne bv goveruments could
-

lD

e L .
U 9. R
Sersonn

~XTerianced

could

It should be kept in mind
new concept to develoring ccocunt
must e trained.

availakl
- 2T
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established power, influence, zané modes of work. Mers

(8]
1))
i
¢t
E
rﬁ
3
s

nertia in obtaining new legislation or decree =
a new organization is a powerful negative force. The subgrants
are the leverage which IICA has used to cbtain government
cocperation to creation and support of an insurance organi~
zation. Thus, in Ecuador, as personnel and other cperationa.
requiiements ocutstripped available budget, Government agencies
assumed responsibility for additional resources. In Panama,
ISA training and use of Controlaria data facilities partially
cffset IICA contributions. No specific operational Government
funding is available to ASBA, but the subgrant could ke recon-
sidexed if 2L-480 funding becomes available for reserves from
which interest revenues coulé be earned. IICA subgrants assure
that trained personnel will be put in place withiﬁva Zour-vear
pericd, and permit coverage of more crops ané locations within
the initial period.

While the proposed budget increase deserves favorazble
consideration, it should be discussed in detail along with
alternative coptions. If cost overruns were to cccur at +he
same rate from 1982-85 as in the Zfirst two years, even <his
doubling could prove to be conservative.

Recommendation: AID shoulé cive favorable consideration

to increased Iinancing during the first phase to permit IICa

-

Cnce ccommon credit/insurance Zorms are adopted by
landing andéd insurance agencies, the lins perscnnel of credit
agencies will no lcnger be able 420 cite +his excuse. Jcint
training of bank z2nd insurance perscnnel can eliminaze or
reduce potantial conilict.
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to provide technical and financial assistance to pilot
country programs for a full Zour-year vericd.

Recommendation: IICA should provide subgrant Zunding

to countries on a phase-out schedule to permit naticnal
...Government phase~in supgort.

Recommendation: IICA shculd investigate common <ata

.

reguirements for bankX and insurance applications to promote
bank persconnel writing of insurance and to sliminatce costly
application duplicaticn.

Additional funding for operations will or has become
available Zor Project financing frcom country scurces, some
of which are kxnown. Bolivia has its $1 million capiczal
reserve at 15% interest in the bank. IICX is making $30,00Q
of its overhead available Zor ;A in other countries. The
Government of Ecuador is providing cperational fundizg as
well as a rasexrve for liability.

The Government of Panama has promiseé to supzly up to
$1 million as a reserve against catastropnic less. It has

raised scme doubt as to its immediate availability and has

[11]

nct provided a fund, the interest Zrcom which would provide

operaticnal Zunding. IICA zolicy for future country programs

-

e S . . s .

is to insist on 2 fund under *he control cf the insuring
Al

agency.
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not completed-~-IICA has an effective credi: insursnce staf?

-

working to promote national credi: insurance

g

TOgTrAMS .

OCrganization of lICa

The Insurance Division is under the 0ffice of Multi-
zonal Projects (Exhibit w-31). In practice it operztes
autonomously, with regional (those staticned at country
program locaticons) specialists directed <rom San Jose.

The three-man professional staff of the Division at San Jose

gives direction *o the program as a whole, the research effort,

anéd the financial/administrative budgeting and control of the
grant. A recentlv recruited econometrician stationsd in
Panama cdoubles as Associaite Research 3Specialist and general
consultant to ISA. The small staff reports directly to the
Director of the Division, an insurance cgeneralist with spe-
cialized L2 developmens experience (Exhibic ¥-32). The

staff consists of specialised and dedicated professicnals

who are learning on the jocb, reflecting the lack of an agri-

ultural insurance Zield of training in universities. The

0

range of their education znd experience is detailed in
Exhibit V=33,

The small number oI specialized procfessionals have
met the pilot cbjecitives at the cost of burdensome travel
and personal time sacrifices of the Director. The organi-
zation of the Divisicn does not provide Zor z Desuty to the

- . - . = » - e ‘ PP .
2LT2CTOT, 4L2aVINC 1T 2BXTTI=Mme.Ly Yiolneralis 2o 2 woldéd in hisg

u

T p - . = s p——— F. = - 3
aDsance. L1llas Ccoes not nave 2 cermacnent s3taff relz=ionshis
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to the professional insurance stafi. 3 fundamenital weakness
of the IICA operation is that IICA depends on outside finan-
cial support for grants to continue insurance suppors accivicies.

As prescently organized, thers is no guarantee that the Insurance

-.Pivision will become a permanent long-+%erm staff available to

support new LA/C country programs. The Division does not
depend on cother IICA oifices or specialists Zcr tschnical
backstopping, though scme cooperation was soucht at an sarly

tage.

Physical and Geccraphical Restraints

ther area in which the Insurance Divisicn activities

aprear te be limited is “he lack of high-speed compuzer facil-
ities available at convenisnt times and compatible with computer
runs Irom regiormal centers. It appears that the IICA computer
is czusing about a 20% loss of time and the grant budget is
being charged a rate which is more than micht be anticigpated
at most modern facilities.

Although centrally located in the hemisphere, San Jose
is scmewhat isolated professionally. Traval from San Jose
is, furthermcre, not flexible, reflecting limited azirline
schecdulss and time loss because of trarsit via Panama or
Miami.

The voung Insurance Division stzaff, academicallyvy srisnted,
raflisct isclzaticocn Irom collacizal contacts znd cul=urzl environ-

— - e o R I - - - - -~ " d—— T T e z & e T
BT . LEISNTIZ2 LY, _.’18“ have n S8 O LERLK T2 LT SEnl Jose.
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gnsultanss located

9
3]
0

They depend heavily Zfor stimulaction
in other countries, espacially +the US.

Recommencdation: If possible, IICA sheuld consider relo-

-

cating the Central Insurance Division sta®Z tc Washington, D.C.
Washington, D.C., also provides an opportunity for the
Insurance stafl to promote credit insurance with the multi-
lateral agencies located there. Joint semirars, daily inter-
change on methodology, continuous contact with staffs
responsible for decisions on financing cam 21l be bhetter
and more 2Ificiently accomplished in Washington. Modern
Census Bureau and private company computers are available.
Relocating to Washington would help to keep the sta®f together.
It would lsaé tc greater likelihood of Zuture financing Zfor

IICA a2nd possible reinsurance cf country Drograms.

Promotion of Credit Insurance

Promotion oI rural credit insurance during the pilot
stage would benefit Zrom scientific discussion ané articlss
in the Agricultural Econcmic Associaticn Journzl and similar
publicaticons to stimulate professional work in tne fisld.

It may prove to be strategic when new Zinencing is being.
considered. 3 public relaticons progran zimed at farmer
orcanizations ané the Governmenis of L3 has not been formally

- o

initiated. This could be done when additiconzl versonrel ard

-

research restlis become available

A
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Summary of Findings

In summary, IICA's Insurance Diwvision is effective
and has initiated its major objective ¢f assisting in the

establishment of two new programs and the strengthening of

...an existing national program. As a sermanent institution,

it appears fragile unless steps ars taken to add a Deputy
and to relocate the central staff to Washington. This would
provide advantages “o getting the internstional agencies
involved in the financing of IICA and in reinsurance.

If Panama is typical of what a program can do by itself,
it appears that once a four to five-year pericd of successful
insurznce is underway, naticnal praograms can continue, =Though

at & slow rate. During the early stage, howsever, IICR's

experisnce and assistances are sssential to creation and growth.

Pilot National Programs (Purpose)

Worxing under difficult political and financizl con=-

B

straints, IICA has been inst-umental in promoting the estab-
lishment of the Bolivian and EZcuadorian Programs. IICA

o

upgrants wers directly resspons

(B8

1]

ble for the rapid spurt in

the Pzrama Program. This is the primary purpose of the Proiect.

Chapter IV.) IICA specialists lcczted in these countrie

fnd - R o~ T ol o o e e, * ~ ~ ~ e - .

3:’363-&--.‘:@ CONSVLLTANTS DNE&VE Deen ITUuncec T2 Ir23 IZ0TT.lanecsls
- - e -— - dim - ' —— -3 - T M -

o T ISCCend 3IVSTENMsS 2I CTEeI3TION (LXIIIILT vemIiwzio. i 1



institutionalization of these Programs 15 stralignticorward.
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in legislation and/or decree as a basis Zfor

#:

authority and establishment are now past. Lessons lea:r ied
include that of working with the central banking ané Zinan-
cial authorities rather than only with the Ministries of
Agriculture, which are es:zentially implementation organizations.
This promotes greater fimancial support by covernments and
results in a2 broader representation on the 3card of Directors
o the insurer. The three Programs are semi-zutoncmous and,
initially at least, apolitical.

Indicators of performance of this Project which will
directly bear on its success or failure relate to the vizbility

of these Programs and the services provided to farmers. Some
1llustrative indicatorsjpf effectiveness andé eifficiencvy are
shown in the logirame and include the diversificatior in tvpe,
size, lcocation, seasonalitv of products; thé spreading of risk
eguitably bdv charging variable rates; the growth, bv yvear, of

farmers and areas coversd; assurance of input supplv; the

(21}

introduction of special low-cost services %o small isclated
farmers; and the phase-ocut cf IICA subgrants compatible with
the phase-in cof domestic financial support, either by go@ern-
ment, »remiun revenue, Iee for service, or 2 combination of -.
these. The sharing of costis anéd Zunctions cf extension,

application, preventive health, production of inpuzs, amenc
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o -

parphlets; amount of capital reserwvss; number and type of
Zarms covered--are left Ior negotiation between AID/IICH/
insurer. Some basic proposed cperations are simple ves/n
actions.

Serwving as data sources for the coverall research cbjec-
tive of this Proiect, pilct country cperations need Zo assurs
data comparability timewise and inter-country; the compatability
of IICA computer programming and facilities continues to cccupy
the time and efZorts of IICA and national program “echnicians.
It is unicrtunate that rslated proiscts za2re not alrsady =2t
work in potential new countries to oromote the collection of

- v

arm and envircnmental &ata which would underlise

kh

1C

'J.
H|

spec

a1 understanding c¢f the wvariable risks in those countriss.

Initial Benefits from Program (Subcoal)

With insurance programs underwayv and the risk of lcss
reduced for farmers; if small farmers tecome credit-worthy:
if premiums ars not bDurdenscme; and if extension services
anéd obligatory use cf modern technology are a2 condition of
the credit/insurance; farmers can be sxpect=é fo begin %o
Sorrow or to borxcw more to cover their investment in pro-

b

ducticn. The Panama =Xxperience shows that technology nesd

X ) - - ? o 4 - ——n ] w4 e
not change. EIwven when techneclogy is of an intermedizte Zvde
= s . s
(3cliwvia), Zarmer prccucticn can be expects< 2 incraase.
g 5 7 31 £< 3 .r R e pea— =
The increase will diZZsr by country, size 9 Zzrm, znd

-
-

't
()
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tali-

-

IZ public credit banks are protected from decan

zaticn, it can be expected that international agency f£inancing

-

will be promoted as a source of capital. Funding from national

budgets will alsc be "nder pressure to assure a level of

credit to permit insurance to function. Private bank and

-

cooperative credit will seek insurance, as is happening in

Panama and Ecuadcr. These will be indicators that insurance

has govermment support. It may»be necessary to adjust ceiling
interest rates on agricultural loans or to increase the absolute
amounts banks must loan to farmers before the full force of
private banking can be Zelt. For the pilct perioé and long

afterwards, public banks are the primary sources of credit

-

to small Zfarmers.

As coverage increases, limited capital reserves covering
risk will require reinsurance *o be credible. During the time
pericd oI this Project, private reinsurance anc, ultimatelQ,

international agencies appear +0 offer +he best zlternati
reinsurance sources. It is unlikelv that the countries with
financially limited programs can reinsure each other.

By the end of 1982, some haré data on portfolio mix,
on Zarmer production, and on institutionzl/management costs

should become available Zor use in existing ané new programs.

By then, furthermore, the methodolocy used in the research

should be sufficiently testable to determine iis apolicabilizy
tC new Ccountry programs.

e
-
-

1282, et least one. and possiblvy more new countries
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shculd be zprlying for assistance. The Dominican Republic
and Venezuela ares two of the countries which have shown an
interest.

Project managers vacillate between a2 position of
waiting until the Zour-year research is completed Lo promots
credit insurance and taking acticns which promote it during
the pilot stage. Thus, developing Panama as a training labora-
tory and encouraging countries to develop programs is going
hand in hand with verbal caution and a budget/stafr which is
already fairly overburdened. Given availability of additiomal
financing of particular country programs, including financing
of related additional staZZf of IICA and essential conditions
cf in-countrv supgort, promcticn of new country srograms would
appear to be cdesirable. t mav take positive action con the
part ©of IICA to bring about mors new country programs. The
rileot countrvy programs provide a demeonstraticn of what can
be done, but responsible officials in other countries may
not be awars of the benefits.

With Panama showing an accumulation of reserves of
about 40 cents Zor each dollar of premium, while ch arglmw low

fixed rates, it is possible +hat additional diversificaticn

and slightly nigher wvariadls rates can result in even hicher

reserves withcut burden o the Izrmer. This will offset, in

part, the axpecied hicher costs of operation, but will s+till
reguire a2 Government subsidy Zcor operaticns. (See recommendation,
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wong-run Benefits {(Goal)

It fecllows that increased production ¢f particular

"

insured crops anéd animals will increase the domest

[
0
)
(=

over and above what it would have been without insurance.
Whether such supply is used directly in domestic markets or
in exports, it will be beneficial tc <the country's balance
of payments.

Increased zroduction will not autcomatically result in
increased income. It may have the opposite re t depending
on market siructure, price elasticity, “ransport and storacge
facilities, population trends, ané covernmenit orice policy.

It is understandable that little attention is being paid zo
these factors during the initizl pilot phase. In the lcong run,

these may prove to be as important as the Zactors which

p

rectly affect program performance. They will be includeéd

-

[N

in the secter analvsis scheduled Zfor the later years of the

farmers covered during

h

pilot phase. Civen the small number o©

the first four-vear period of any program, there is little
likeliheoed of a2 substantial effect by the Project orn market
structuxe or ZIorces.

This Proiect is so specialized as complsasmentary to
rural crecdit that attribution to insurance is easier than in

octher tvoes ¢f develorment assistance. Nevertheless, cther

oublic programs attempt to zttain the same coals. These ars
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cradit insurance enhances the benefits to farmers, the agri-
culzural sector, and the eccnomy which accrue from <he avail-
ability of agricultural credis. 3s such, this Project is
providing financing and assistance to three demonstraticn
nrograms to promeote and assist other countries Lo establish

effective, efificient, and viable programs.
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GENERAL FINDINGS AND CONCLUSICNS

Most commercial farmers, small, medium, or larce,

"depend on credit to purchase or rent inputs such as fertilizer,
seed, machinery, insecticides, labor, and, in some cases, land.
The primarv organized scurce of such credit for small farmers
in Latin Americaz is a government-run agricultural bank.

Private banks, cocperatives, and cther sources may give

greater priority to agricultural loans with insurance, but

they are not likely to displace existing publi~ sources.
Indeed, as public credit anéd insurance become even mors comcle-
mentary over time, the amount of credit provided throuch public
agricultural banks could be increased in absclute and relative
amounts.

Rural credit insurance, now covering farmer lifs and
animals as well as selected crops, protects the lender against
loss Zfrom na*ural disasters. The premium charged the farmer
permits the shifting of risk from individual farmers ané Zrom

covernments to farmers as 2 whole. When Ifully operational,

(e}

credit insurance will help to pinpoint farmers who &c not repav

-

loans (so-cazlled moral hazard), gradually eliminatinc them Zrom

credit eligibility. 3y repaving Zarmer losses as they occur,

. - R YA =y e - - N o W g da o . G T g e W dan o v
QIIering TeCLT TO Iammers, arg TIODVIALNC tegnnlica. assistance



{extensicn) ¢ insured farmers to gromots =he use of modern
technology.

The findings and general conclusions of <his Zvaluaticn
relate to the design and implementation of <he insurance pro-
‘Grams in the pilct countries, the research strategy, and

overall project management andéd support.

1. Are the insurance models which are beinc implemented

technically sound and able to function in the tarcet countries?

Panama

Panama’'s Instituto de Sequro Agropecuario (ISaA) is the
enly trogram fully in operaticon, having started in 1378. After
two vears of indspendent initial organizaticn, it was given a
much neecded becest by IICA's subgrant and technical assistance.
As cof the erd of 1980, it is well directed by a2 dedicated stafsf.
It is covering the most important Panamanian focod znd Zeed
crops and some special animal producktion and transcort risks.

change in the Insurance Law will be necessary if it decides
to issue credit life insurance policies. From 1377 4o June of
1380, the coveracge, in value terms, has increased abcut ehg“_
times. For This pericd, ISA has paid out almost 80 cents for
every dollar in premiums collectaé. The crzogram is =echnically

solvent, backed by 2 Government promise 2 autcmatically cover

ey 7 T R 2 - . - - . .
28 2o S1 milliicon In losses not covered Ly oremiums or reserves
and unsveciiisd additional azmcounts v agreesment. Recexntly

T . WP 2 N R H - = - -
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against potential loss, further assurinc coverage zné per-
mitting continued growth.

There has been continuity of top and midédle management
c¢f ISa. The single person director leaves the organization
vulnerable. The Board of Dirsctors does not have direct
representation of the Agricultural Bank nor of the Central
Bank; both of which might strengthen future cooperation and
funding. Despite the 40% surplus of premiums over payout,
low initizl coverage at the outset has recuireéd a Government
subsidy in 1980 cf $200,000 and $215,000 from IICA to cover
costs of administration. As diversification of new crops,
localities and seasons permit increaseé coverage, ané cor-
respending revenue, combined with variazble premiums reflectinc
risk experience, the greater net income should gradually begin
to cover total expenses. Government subsidy will still be
reguired to cover reserves for catastrophic loss. Sharing
of administration by the Agriculifurzl 3ank would reduce costs.
Recent applications Irom private banks and Zrom cother producers
point to growing awareness ané acceptance natziconwide of +the

Drogram.

-

Boliwia

Bolivia orcanized and initiated cperz=ions in 1989,

benefiting from initial ctraining of staff in March. A program

. - . ~ - -
T o N U gy D I g e e ey ey s o o, o £ o~ P =~
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exist between ASBA, the insurer, - -and the Agricultural Bank
{(3aB). 2PL-480 counterpart of Sl million held by ASBA pro-~

vides adequate reserve guarantee during the pilot stage;
interest Zrcm these funds is covering partial cost of aéminis- )
The Bclivian Program suffers from lack cf a2 guarantesed
continued source of farm credit and independent funding of
reserves. Ior the pilot phase, the Program appears Lo be well
designed. Cauticus, thouch energetic actions to date suggest

an understanding of the difficulties anéd opportunities available
to the organization. Life credit insurance is expectsd £o be
intrecduced for the first time in rural Bolivia, and use of one
of two levels of taechnology is required as a condition of credit
insurance coverage. IZxtension services are being provided zo
the insured farmers. That this was acccomplished in a2 short
vericd during upheaval in the Government is a reflection of
IICA's perseverance and assistance and of the competence of

the ASBA staff. The Program is internally socund.

Ecuador
Ecuador is in the process of organization, with an
experienced agricultural insurance director aprointed, mixed

public/zrivate sources of capital, anéd full suppor+ ¢f the

s

Government. It is currently attampting to complete key

taliing and is meeting its t_.netable +o begin operations

-

2 * 1231 T - 1 T3
in april 1231, t 1s adeguately capitzlized, including sub-
- = Ty T Daml TR
stantizal capizal Ircm the Cenzral 3ank. It is aéministrazively
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and financially strong and apoears to have promoted initial

acceptance of farmers, bank, and the Government.

2. Is the research strategy likelv to produce credible

.. results? Are the right kinds of guestions being asked, and

is the administration adecuate?

' Undue expectaticns from the research, methodology and
data collection of which are still in the initizl and testing
stage, could unnecessarily burden the Project. The Project
is primarily an institution-building Project, success of which
is measured directly bv the establishment of effective, efficient,
and viable pilot programs, overall determination of which does
not reguire unicue econometric models. The majcr indicators
oI performance in this Project rewvolve directly arcund cuesticons
of the complementaryv role insurance plays to farm credit, an
accepted prerecuisite to agricultural producticn. Does insurancs
help to safeguardé against decapitalization and/or lead to greater
availability of agricultural credit? Does insurance maintain
the producer's credit eligibility after loss? Does it promote
extension services and technical assistance to small farmers?

Are the insuring institutions well organized, capitalize&}

and peoliticallv wviakle? Will the pilot procgrams provide & -
demonstration to the other countries of the hemisphere to
initiate programs of their own, utilizing pilot country
experience? Thess are the ma

this Projecrt.



In the Proiect Paper and in wvaricus memoranda, *he
Project is seen to succeed or fail if the ressarch effort
proves affirmatively that awvailability of rural credit insur-

ance provides an incentive %o small Zfarmers to voluntarilv

..adept modern technology ané thereby increase production.
The rzsearch program, as currently designed, is not Likely
te provide a reliable answer to this guesticn because of the
small sampls, the lack of time during the pilot stace, and
the lack of comparability among farmers. The guestion is
acadenic because the pilot programs recuirs farmers who receive
insurance to adept one cr ancther leawvel of modern :tachnology,
thereby maximizing production. Small fazrmers <o not voluntarily
adapt to new oppertunitiss irmediztely, taking up to three
vears to change. The guestion assumes that the producer has
the information and experience to utilize new inputs. This is
less true cof small farmers. The inpuﬁs ara not available in

scme cases. Contrariwise, Zor countries like Panamna, small

Al

armers, including ccmmunal farms, are elready utilizing high
technolcogy and mechanizaticn. A more relevant guestion is
whether insurance promotes the use of additional larnd by
insured farmers using the same tschnology. The premise.ﬁhat
small farmers without insurance have and hold back significant

reservas which can be utilized for increased invess-men: in oro-
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acceptance and understanding of the program. Research which
utilizes socio-sconomic, anthropological in-depth analysis
will prove desirable.

The ressarch progrum, greatly expanded from that con-
templated in the original project desicn, will play a strategic
service Iunction in providing optimum portfclio risk and
premium rate analysis to set minimum variable costs to »ro-
ducers consistent with self-sufficiency of the insurer. The
research will be most helpful %o the pilot countries as Zeedback
occurs and training of counterparts provides new professional
expertise. The intreduction and programing cof computerized
research and administration reguirements by IICR field staff
alone justifiv the Project. The overall computerized formats
available to new couniry programs, given their specific datz,
appear well planned at this early stage. Thus, with the fore-
going warning, the research stratecy is seen £o be credible
and flexible. Benefits from trazining and techrical assistance
cf research and statisticazl personnel located in the ziloc
countries are exceptionally useful.

The Project was criginally designed to utilize Mex%can
portfolio risk data to assist the pilot programs to diwversify
and to set premiums. Mexican date were Zound to he inappr;pfiat@

and unavailable and the research strategy was comple:tely revamped.
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To obtain valid and resiiakle data, it appears necessary =o
collect data covaring a minimum of three and probably Zcur
vears of experisence. Data collscted will attsmp: to isclate

the effects on yields of such warizbles zs type and amounts

...0f inputs, farmer size and specialization, timing of seeding

and harvesting, location znd climets, cause of loss, among
others. Pour years is seen as 2 minimom 2o allow suificient

datz to be collsoted from insured farmers and from controel
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groups who nnology and differ in credit and

insurance use. The insisterce on urmost riger, including
heavy costz of computerization, is ap attempt by the IICA
Insurance Divisicon to maximize the use of smell samplss and
te maintzin obijsctivisy when Zaced with 2 largs number oI
variables.

The research as presently planped zt the zarm lsvel
will reveal technical data and relaczionships hetween'imputsg
costs, outputs, and revenues as tlevy relate to particular
crops, locations, and farmers. Future analysis should emphasize
whethar small anéd medium-sized insursd farmers ars preparsd o
borrow mors Ircm the banking system; whether such b@rrcw;nq

is actually being used for agricultural oproduction; and

ih

whether previously ncn-credit-worthy Zarmers are now eligible
because of insurzance.

L . et . . e e
At the insuring instituticon leavel, managementc azndé admin-
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risks, ZJependence on extermnal funding and subsidies zt

ious levels of coverags. Emphasis should be given =o
sharing of costs and functicns with credit scurces, extension
service, and other related institusions. Research a% the
.banking and sectoral levels is not as vet being fully imple-

mented. The overall cost/benefit research on the agriculiural

secteor Is still in the planning stage and is complicated by

-

v «

the unavailability and cosit ¢ inputs, market casacity, price
supports and elasticity, and national and internmaticonal grades
and standards.

Institutional research includes funding, availabilis

-

of services, staffing, and organizaticn. This is being covered.
Tunéing in +he origiznal Project design provosed a one~
man research stali. An expanded research staff, combining it

with technical assistance to silot country organizaticns, has

reatly expanded the functicn and cost. IICA has done an

Ue]
t

outstanding job ©f recruiting competent staff and has shifted
funds Zrom cother line items to fund them. In its revised
budget, additiomal funding is being requested. Linking of
rasearch and technical assistance is advantagecus to &ata

collection supervisicn and %o direct training of counterparts.

82, IICA plans to set up an advisory commitcee of
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and to assure %het the research will Drovige usetul agata.
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Panama, to work ocut the sectoral znd sconcmy mcdels which

are intended to provide cost/benefir dawa, will help to

train and to obtain reactions of existing experienced

country research personnel.

The administration within the Insurance Division is

flexible and more than adeguate. The heavy reliance oI the

research on a relatively slow IICA computer in San Jose, with

high down-time and excessive imputed costs to the Project, is

-

causing the analysis to be delayed. Lack cf compatible com-

putar facilities

-

o

etweaen San Jose and Bolivia has forced +the

transfer of discs to Panama and may reguirs recoding; nama

data awailting Printoutin San Jose ars dehind schecdule. The

sole reliance on overzll IICA facilities is a tripling cor mors

ccmputar costs and is three monitis behind schedule. Because

this, greater use 1is being made of Panamanian computer

1lied which are being = ilasble for Panamanian
ilities, which azrs beinc made availables for Panamanian

reinsurance, althoucgh IICR is assisting ISA to seek private

develooment 2f a2 memory bank which will grovide a scisn-
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3. Is overall prciect manacemsnt and supsort adeguate?
Are there technical difficulties which AID and IICA should
shore up? Is the proiject desicn as presented in the logframe

adecuate?

The

major objectives in the last
innovative managenent of
and by country personnel
cally monitored.
highlvy wulnerable to loss of particular individuals.
is only minimum interaction with other IICA o

As non guotz personnel within IICR,

without
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the staff Is temporary and
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Qverall, scrmewhat inflsxible IICA levels 0f reinmburse-
ment to and classificacicon of consultants are tcc low or
rigid to atitract highly specialized insurance consultants.
As the Project moves from promcotion to operation, the nesed for

...insurance scecialis%s becomes critical. TFailure to recruis

such consultants may result in lack of adeguate technical
assistances to the ccuntry programs. Concentration on training
of lccal specialized counterparts on the job or abrcad may
partially substitute for consultants and have lcong-term
benefits. IICX may be able to work cut arrangements “o
have specialists detailed to programs.

Management has succeeded in gcod part to dats because
of burdenscme travel and gersonal sroblem-solving by the

Director of the Division. as the cilct programs beccme oper-

[EX

ational, grasater delegaticn will have to be given to IICA
asscciates in the field. A Deputy to share the management
anéd assure continuity apcears a2 wise investment.

'he location of the Division in San Jose, in additicn

zo causing delays in computerization, isclates the Insurancs

I

personnel Irom day-to-day contact with experisnced development
research perscnnel, such as thcose Zoundéd in the IBRD, the IDB,

and the US Census 3ureau. Correspendingly, prometicn of credit

¥

insurance, discussing progress oI the Project, and coportunities
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to 1ts Washington cfiice. This is especizlly important
if the post-pilot stage reguires Zunéing from non-3ID
sources for new country programs and/or Zor rsinsurance

Zunding or guarantees.

In the promotion stage, IICAR as a supporiting institution
has lent its prestige to the Project and tc the work of the
Insurance Division. This has made acceptance of the Project
easier. To its credit, IICA has reinvested $30,000 per year
of Prcject Ifunding in necessary Project expenses. Unfortunately,
in the long run, IICA is not an original source of funding

ts

-

but depends on cother organization appreopriaticons for
participaticn in the project. Unless the Insurance Division
finds a particular independent continuing function to give iz
long-run purpose, turnover in the post-pilot perioé or earlier
can be expected +to be high even in +the best of circumsiances.
The Project is relatively well designed, with a wcrkable
strategy for the pilot stage. The expectations that the three
countries would beccme coperaticnal befors 1980, that research
data would be available for country use, and that IICA's
staffing would be complete in 1979 have delaved perfcormance

and caused a shift in budget to a four~yeszar research procram

-

and a doubling of rssearch stzfI. Training of (acmn-pilo%) new
country perscnnel In Panama Is becoming Zcormalizeéd. The per-

manence of the Insurance Division is not assured, nor is ZI:ts
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Chile, Costa Rica, and Col cmnﬂa,ﬁare likelv +o seex assis-
tance. USAID/OPG or intermational agency assistance *“o
supplement funding was nct contemplated in the criginal
Project design. Setting time targets for the delivery
system detailed in the revised illustrative logfirame (see
Chaprter V) is l2ft tc the joint efforts cf AID/IICA z2nd the
three countrv program organizaticns.

AID and IICA would be well advised to cooperatively

-

reexamine the strategy and organization which weuld fzcilitats

»

ne Insurance Division, with

F

and assure long-run viability of

o

{

rarticular attention to retenticn of trained srofessional

-

sost-2ilot Shase.
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Annex 1

Losses bv Size of Farr

As noted on p. III-4, no analysis of losses by size of
farm is known to have been published. Raw data for such analysis
may be available in FCIC f£iles, but US experience may not apply
te Latin America. There is some experience with loan programs
in LA which points to more purposeful loss-taking by larger
farmers whe may be less averse to non-repavment threat of
penalities or who are not involved in group loans which recuire
other village farmers to repay a disproportionately larger
amount of a locan. This type of loss is an example of moral
hazard and does not reflect losses from natural causes.

Indirect zné intuitive evidence of potential loss is
conflicting: Vogel, "Delinguency Rates and Developing Countrv
Financial Markets"™ (AJAZ, Vol. €3, No. 1, Feb. 198l), reports
low delinguency rates in Costa Ricaz anéd some evidence that
"lower delinguency rates appear to be associated with smaller
loans and with lending for acgricultural purposes.” Delinguency
rates in Costa Rica tend to be lowest on loans to small Szrmers.
But this reflects a very low relative interest rate (8%) and
no commissions which result in excess demand and rationing of
available cradit to those least likely to default. In addition,
Zurther credic is withheld Irom delincguent farmers. Continuing
access to low-cost credit and selective credit risks explain

LW q: :: " 3 e " - - 3 -~ - 3 - -" -1 .
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double the rate of interest.
But what of the losses Irom natural causes which can he
expected Ircom different size Zarms? It c¢an be assumed that
medium~sized farmers would have less losses. Medium—-sized
---farmers are in a positicn tc recocgnize disease and to take -
immedia“e measures to ¢fiset damage ZIrcm insects, excess
humidity, or drought~--up 4o a point. They know what to do; -
thev have access to mechariczl sguirment andé other resources,
including credit. They woulé utilize necessary inputs and
applv them at strategic time periods. They would be more
likely to use certified seed and to plant at the right time.
Thouch not true in India, where small Zarmers Zave access S0
water, in Latin America medium anéd larger Zarmers would generally
cwn land of higher quality in terms of access to water, soil type,
and terrain.
Medium~size farmers cbtain higher yields arnd have lcwer
costs than small farmers. In the US, small farms have czhe
highest unit costs, reflecting high fixed lakor costs. Yields
cer acre of corn and sovbeans trend upward as size increases.

%

n part, *his is a function cf the relative specialization,
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arms being more mixed than specialized medium—-size
grain Zarms: Mueller, A. G., and EHinteon, R. &., "Parmers' 2rc-

ducticn Cosis for Corn and Soybeans by Unitc Size” (AJAE, Vol. 37,
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to be eligible for indemnity.

The lower costs of writing insurance, of inspection, and
¢f technical assistance are cbviocus as less manpower andé manhours
~would be utilized. 1If these larger farmers are looked up %o bv
smaller farmers for demonstration, acceptance by <he latter
coulé be Zacilitated if medium-size farmers are included in
the Pregram. Medium- and larger-size farmers in Latin America
have greater pclitical clout. Included in an emerginc procram,
they could be the basis for pressure on the government to Sund
credit, insurance, and reinsurance.

If the intuitive approach, which concludes +that medium-
size farmers are likely %o have less losses, is no* ccrract,
then making available mandatory extension (technical) services

tc small farmers, as is now being done, is broucht into guestion.

I
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Annex 2

IICA:
Mr. Jose Torres, Director, Multizomal Projects

Dr. W. Michael Gudger, Head, Division of Crop Credit Insurance

Mr. Heraclio A. Llombardo, Director of Evaluation
Mr. Carlos Pomareda, Research Specialist
Dr. Gustavo J. Arcia, Assoc. Research Specialist (Panama)

Mr. Hector Guerrero, Financial Management Specialist

Mr. Gerardo Mendoza, Crop Credit Insurance Specialist (Bolivia)

ISA (Panama):

Lic. Virginia B. de Velasque:z, Directora General

Ing. Sergic Melais, Director Naciomal de Programacion

Dr. Ceferino Ballesteroc, Director Nacionmal de Seguro Ganadero

Lic. Irma E. de Zambrzno, Directera Nacicmal de Finanzas

Lic. Sandra J. Brugiatti, Direcrorz Naciomal de Serviciocs
Administrativos

Lic. Manual Nazas, Director de Promocion/Divulgacion

Cther:

Mr. Harlan Davis, RDC, USAID/Panama

Mr. Jchn Campusano, Director Gemeral, Agricultural Insurznce
Program, Ecuador

Mr. Ramon Torres, Agricultural Bank, Dominican Republic

Lic. Nereida Jimenez, Attorney, Agricultural Bank, Dominican
Republic

Mr. Antonio Velasquez, AID/W

Mr. Nelson Maurice, Project Manager, FCIC/AID/W
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