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Dear Mr., Blalr:

I am happy to submit ten copies in English of the Quarterly
Report for the first calender quarter of 1980 for the above cited
grant. | trust that the report will fulfill the requirements of
Section C (1) of Attachment | of the Crop Credit Insurance Grant.
This time you will also find enclosed the financial status of the
project as of March 3lst.

| would also appreciate your comments and suggestions on the
Quarterly Report, so that we can develop a reporting format better
suited to your neceds. Should you wish further information or docu-
mentation, please let me know.

Sincerely yours,

José& Alberto Torres
Director of Multizonal Projects
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QUARTERLY REPORT FOR JANUARY 1, 1980 - MARCH 31, 1980

FOR GRANT No. AID/LAC/IGR-1297

Pursuant to Section C (1) of Attachment 1 of the aoove cited
grant, | am happy to submit the following Quarterly Report summar’ -
zing the activities of all Project during the first calendar quarter
of 1980.

We believe that substantial progress has been achieved in
realizing the most important qgoal of the Grant. 1t is now highly
likely that we will in fact be able to assist both Ecuador and
Bolivia in establishing and operating agricultural insurers. Thus,
we are especially happy to report to you that first quarter 1980 has

been one of our most succesful.,
Should you wish any fucrther information, please contact us.
. /

RILLITR PR NV
Dr. William M. Gudger '*-E>

-~

Chief, Crop Credit Insurance Division
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EXECUTIVE SUMMARY

Project Activities in Panama

The Panamanian agricultural insurance program continues to be a
model program for developing countries. The insurer, Instituto de Seguro
Agropecuario (1SA) has quickly developed into an administratively and
financially strong institution manned by a well trained and highly moti-
vated staff. The insurer closed the first quarter in a very strong finan-
cial position, so strong in fact that consideration is being given to
expanding the coverage offered by including free group life insurance and/
or higher coverage for the same premium,

The program continues its strong emphasis on serving small farmers,
During the first quarter, ISA expanded the insurance offered to small
farmers by providing protection to about one hundred small industrial to-
mato producers. Data on farm sizes and net worth are not yet in, however
on-site inspections indicate that most producers sow between 1/2 and 1 1/2
hectares. This new crop is important for several reasons: It is dry season
irrigated and provides income diversification opportunity. The farmers have
requested the insurance and their participation remains voluntary. The
farmers have production contracts with guaranteed prices. As industrial to-
mato is produced in the dry season, ISA can write more annual coverage a-
gainst the same reserve. Finally, the tomito producers provide an ideal
research laboratory to allow our research team to top both economic and
behavioral variables that affect the small farmers' perception and manage-
ment of risk.

The I''CA/ISA program negotiated its second contract for the forth-
coming year. Under the terms of new ''convenio' IICA will continue its
programs of technical assistance, training and administrative support. The
major difference between the new and the old agreement is that |ICA will
assist the entire Panamanian program instead of working with an IICA/ISA
pilot project within the overall operations of ISA. This change was made
necessary by the arowing difficulty of separating operations for accounting
purposes and by the realization that ICA must focus its efforts on the
entire program if the project is to have maximum imnact.

Specific activities that deserve mentinn were the contracting of David
Guftason, a Washington based actuary, to review and revise the entire pre-
mium structure of ISA. Based on the report I1SA expects to move from a
level premium structure to one that varies by region, farmers experience,
cycle and other variables. Reserving and reserve accounting practices
were also considerably revised., Two Puerto Rican consultants also worked
closely with ISA, Puro Camacho, farmerly of Farm Insurance of Puerto Rico,
worked intensively with the field staff on loss adjusting, Victor Valecar-
cel prepared and excellent report together with the requisite forms to en-
able ISA ta offer a group life policy to its insureds (at a cost of $6.00
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Regarding the generation of new data to 'characterize' beneficiaries
of credit insurance programs, a questionaire has been designed and it will
be app!ied soon in four areas in Panama, one in Bolivia and one in Ecuador.
The questionaire will applied on areas were the insurance programs are
being implemented but it will provide information for all farmers in the
area; and it will be repeated every year. Two areas are of particular
interest in Panama, where farmers grow industrial tomatoes under a market
agreement, thus eliminating the risk on prices; yet important decisions are
made on the planting dates.

Procress is under way to design a farm-firm household behavior model
to test possible effects of credit insurance under different conditions.
Firsc tests of the model hav. been performed using preliminary data for
Guatemala, but real figures will be used from Panama. Also, a portfolio
management model is being conceptualized to analize costs and benefits of
expanding rural credit and insured credit to particular groups of farmers,
regions and crops. The model will be applied to the bank-insurance agency
pairs in the three countries with their own data base.

The research program in Mexico has continued with an anlysis of the
existing information in ANAGSA and other institutions, which could make
possible an appraisal of the effects of rural credit insurance. The socio
political nature of the Mexican program has particular points of interest,
most of which have already been appreciated by our staff. Appropriate
statistical data for further work is not available and the financial resources
of the project assigned for research in Mexico are insufficient to engage
in new data generation proces-es,The later are in turn not casily obtainable
without having the project's own insurance operations program, Serious
considerations are being given to limit to Mexican component of the project
to training activities,

The first research results of the rural credit insurance program will
ba available in the third quarter of this yecar.

Budgeting Activities

During this period, the activities were related to programming disburse-
ments for 1SA (Panama) and ABA (Belivia); preparation of preliminary expense
accounts procedures for ABA; follow up contracts and other payments for Con-
sultants:; final review of operative budget for 1980 and preliminary budget
for 1981. Late in March the Financial Specialist attended o Seminar on
Reinsurance Financial Strategies in New York, According to the new budget
by objectives, now in preparation, a careful review of future activities nec-
essary to complement the program should be done for a realistic assignment
of financial resources,
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INSTITUTO INTERAMERICANO DE CIENCIAS AGRICOLAS
INFORME DE SUPERVISION, SEGUIMIENTO Y APOYO TECNICO - PROYECTO
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terms of their attitudes, capitalization, income, improvement of quality of
life, etc. To appraise the benerits of the program it is necessary to compare
farmers within the program agairst a control group of those not included, whether
they have credit or not. The methodology to generate information to make pos- . .
sible the analysis of these issues is fully discussed below. In summary it
implies continuously generating and analyzing intormation among farmers within

and outside the project in specific areas,

The analytical methods of researchinc these issues are:

a) models of the farm-firm houschold unit, based on actual infor-
mation, to measure and predict the effects -f insurance in con-
junction with other programs. A linear programming model has al-
ready been designed and tested with ‘fiqured' data. Field data
will be "plugged in" in the near future.

b)  Without insured credit. including also those that do not use cre-
dit at all, GBesides n king annual comparisons, it is more impor-
“tant to cxemine the evolution of farmers from year to year, par-

ticularly uader the occurrence of natural disasters.

2,2, Implications for the Insurance Agency and the Bonling System

The reasons for 1imited cxpansion of credit to small farmers are
widely documented, The strongest arquments, from the banks' point of view, are
too high admirtastration costs, too  low productivity and management, high expo-
sure to risky and low capacity to repa/ment,  Under these arquments, there are
specific actions that o uld be taken to expand credit to small farmers in order

to move them out of thetr arginality,
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It is hypothesi: :d ihat credit insurance could be an efficient
mechanism to assistin the expansion of credit to small farmers. Insuring
the credit allows the banks to solve at least part of their problem; that
of recovering their investment in the event that because of natural risk,
farmers loss their harvest and are unable to pay back the loan. On the
other hand, farmers will receive from the insurance agency, complementary
technical assistance, which would in turn help to increase the marginal re-

turns on credit.

It is clear that insured credit brings benefits for the bank
and under some condit on., benefits the farmer. The question is, to what
extent the costs of running an insurance program (including the costs naid
by farmers) a-e smaller than the benefits. Certainlv the insurance agency
must develop its own capacity to rnanage the program to minimize the proba-
bility of default; i.e., it must take a pori olio mane ement approach to
ifé investients (insurance operations) so as mnaximize the cconomic and social
Lenefits ol exeending the program to larger nuibiors of wunll Taracrs within
the parameters of actuarially expested outcomes vhich will keep the program
finandally solvent, Here again, if this program is compulsory at a national
ievel the insurance agency has limited power to discriminate, but it does
have the capacity to establish pre: iums and coverage levels according to

actuarial principles.

One yecar or one cropping scason with a positive or neqgative balance
for the insurance agency s not cnough to conclude whether the program has pro-
duced net bhenefits or not,  As iU was mentioned hefore, the program tries to
establish o retridistribution mechantam for qood and bad years, hence any cost-

benefit analysis must be made on o long term basis,



SEY AN

The basic elements of judgement for the ageacy to administer its
portfolio are the ¢ :gree of variability that characterizes cach of its invest-
ment alternatives and the co-reiation between the expected outcomes of all ai-
ternatives open. On this basis the agency can "integrate" its portfolio in a
way that it fulfills national social and economic goals, subject to behavioral
and managerial constraints. Government intervention of price support und price
stabilization programs, etc, would ¢ ffect the composition of t' : insurance port-

folio and the outcome of tte management strategy.

Given thcse basic issues, it can be asserted that the insurance
agency mvst possess the analytical tools for determining premiums and coverages
and for managing its portfolio. It must also develop statistical information on
the historical behavinr of yields as well as on the probability of occurrence
of the dicasters against which it is insuring. The data needs and procedurcs
for genercting it, are discussed in the following scction,

In terms of the an 1 tical tools the two elomonts nust be developed:

- A stotistical-actuisrial mot odology to calculate the premiums
and coverages on the basis of historical data, when availabe; and
- A portfolio management mo .t for the insurance aqency and for the
bank, which allows both institutions to appraisce the costs and
benefits of extending insurance to particular reagions, g oups of
producers, crops, technologies and 1ivestock species,  Proyress

is underway to structure this model, which could in general teems,

be applicd to anv bank-inwurance agency pairy but with specific

data and bahaviora) constraints for cach particular country,
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adequate software. Even if the project covers only three countries (Panama,
Ecuador and Bolivia) plus research activities in Mexico, the amount of data
to be generated and processed each year is large enough to demand processing

by electronic means.

It is convenient at this point to identify two levels of manage-
ment: a) in the countries, where the main concern is data processing for rou-
tine insurance management and; b) in the headquarters of the research program
where alternative methodologies are to be tried; differents tests to be per-
formed and where the use of sophisticated statistical and o.timization pro-

grams is indispensable.

Given tne dimensions of the program in Ecuador and Bolivia in its
earlier stanes, there is no need for a local computarized management of the
data. However it should be produced and organized in a way that it is trans-
ferable to the headquarters of the research program to facilitate the research
activities. In the case of Panama, where the program is entering its fourth
year (the sccond with TICA's support) and where 1SA is now issuing about one
thousand policies per crop cycle (two thousands per rcar) there is need for
their own computarizec system of data management, With this consideration, a

small computer (Hewlett Packard 45B) boy be 4 ordered by ISA.

Management of the data for the research activities in handled at
TICA's computer center in San Jose,  The center haw an 18M-360/40 machine
with 240 K bites of memory, o group of well trained technicians and the appro-

priate software for advanced stativtical and optimization work,
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c. Consultants to orient the analytical work and to do specific jobs,
Annually they all add to approximately 200 expert-days. One of the consultants,
now helping to organize the research program in Mexico, will be hired on a full
time basis (as Research Specialist) as soon as t!e Mexican program is put in
full operation; hopefully towards September of this year,

d. Field Personnel, to assist on specific surveys and data prozessing,
who are national technicians hired on a "“job specific” appointment.

e. The project relies heavily on the insurance agencies field specialists

for data gathering and on IICA's computer center staff for data processing.

4.2. Program of Activities

The program officially begins in each country when the insurance
agency is created and the government signs an aqreement with TICA, By this time
one or more arcas have been tentatively selected for the implementation of the
insurance program. It is at this point that as pmt of the research-operation
activities, the arca must be ‘characterized' . Thercafter the procedures imply
gathering existing historical duta (yield and wveather ), and processing that
material and establishing premivss and coverages.  Inoa parallel vay the re-
scarcher in the invurance agency contributes to the design of the various do-
cuments issucd along the insurance operations (e Annex A) and ore nizaticn of
the data files. At the end of cach crop cycle a new survey st be run to
evaluate the efvocts of the program and to make the comparalive analysie,

Simultancously, the development of analytical procedurcys and metho-

dologics and processing of wne data collected in the countries, goes on in the
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4.4. Pro ram of A tivities for 1980-198]

It is anticipated that in general terms the *oddox¢=o sequence z*d;

be completed during 1980-1981:

A.

m.
Heedouarters

wmkmmmmm:mxwru Conceptual Framework

A.1 Formulatior of the Basic Conceptual Framework and
Work Strategy;

A.2 Design of a Basic Rural Household Behavior Model,
applicable in several countries

A.3 Design of a Basic Bank-Insurance Portfolio Manage-
ment Model applicable in the small country cases;

A.4 Developing the Basic Methodology for Determination
of Differential Premiums and Coverages with aggre-
nated Data;

A.5 lesign a Methodology to Appraise Costs and Benefits

of Credit Insurance at Different Levels.,

Generation and Oroenization of Stetisti ,.n.:fc,;..w..f .

B.1 Design of o Conputer-tased System for Panag.onent of
the Inwurance Data ir the countries (for inmediate
i oplication in Panamy);

B.2 Design and Orqanization ot the Rescarch Data Manage-
ment System at TICA's Computer Center;

B.3 Design and Test of the Field Questionadre

to Characterize and ¢valuate Larmerys in areas where

the project 15 to be (or being) feplemented,



Panamé
B.4
B.5
B.6
B.7
8.8
Bolivia

B.10

B.1N

B.1?2

Ecuador 4 44

8.14
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Organize and Analyze existing three year data (1977-79)

of insurance operations ior three crops and livestock in
ISA;

Orcanize and Analyze Existing Historical Yield and Weather
Data (1960-1978) at tne Direccifn de Estadfstica;
Determ:nation of Diferentiated Premiums and Coverages for
Maize, Sorghum, Rice and Beans;

Run the First Surveys to Characterize of grain producers in

the Province of Chiriauf (June 1980) and for tomato producers
in the provinces of Cocle and Los Santos (July 1480).
Run the Second Survey of Lvolition of Farmers in

the Provinces of Chiriquf, Cocle and Los Santos (June 1981)
Organize and Analyze [xisting Historical Yield and Weather
data available in the Direccion de bstadistica,
Determination of Differential Premiums and Coverages for
main crops (subject to the availability of information from
8.9);

Run the First Survey of Characterization of farmers in the
Arca of Melga {(July 1980);

Run the Second Survey of  Evolution of Farmers in the

Area of Melga (July 1981).

Orqganize and Analyse Exicting Historical Yield and Weather
Data, in the DirecciGn de Patadfstica;
Determination of Diftferential Premiume and Coverages for Main

crops (Lubject to the avaflability of fnformation from B.13):



Mexico

B,15

B.16

B.18

8.19

.8.20

Impleme

.1

C.7
€.3

C.4

C.5
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Run the First Survey of Characterization of Farmers
in the Area chosen ’or th: proj:ct, August 1980;
Run the Second Survey of  Evolution of Farmers

in the Area chosen for the project, August 1981,

Organize and Analyze Cross ‘oction-Tim Series Informa-
ion Available at Chapingo's CEICADAR, to anal Joint

efféets of Credit Insurance and otheffﬁomﬁagénts of the

Rural Deve]opment Strategy; }

Design Stratedy of Survoys in two or three areas where

CEICADAR actually supports rural development programs and

where insurance is an Ygportant comjonent,

Run First Characterizatior\Qurveys in the two or three

areas chosen ((:tober 1980);

Run S cond  Fvolution in the two or three

areas chosen,

ntaticn and Use of Models and Analytical Procedures
Irplesent and Use a Farm Household Eodel for represen-
tative Farms in the Province of Chirquf, Panama;

leplesent and Use of a Portfol io Nanagement Model for ISA;
Irplesent and Use of a Farm Houschold | ade) for a Repre-
sentative Farm tn the Aree of Melga, Coclicbanha, Beliviag
Irplesentation and Use of Farn Household Podels for Repre-
sentative Faosy in the Arcas of CHICADAR, Mexico;

Cuntinyous Analysis
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D. Disemination of Results

D.1  Co.atinuous Support to Operational Activities;
D.2 Production of Research Articles and papers for International
Confuiences;

D.3 Sponsor & Couference on Risk and Rural Credit Insurance.

5. Expected Output of the Resrarch Program

Credit insurance is being promoted under the assumption that it has signi-

ficant jossitive effects for rural development especially the expansion of ru-
ral credit. Tne assumption appears valid on theoretica) orounds as well as
tentstive empiricial ones, The ongoing crop insurance and credit insu-
rance proarans in d.veloping countries, with as a many as 20 years of experience,
are prod.  ng ~elatively succesful resul.s. There is not as yet enough evidence
as to what are the static and dynamic effects of insurod credit and what are

the socio-cconomic cocts and benefits, Hences before expanding credit insurance

- programs around the vorld, there is need to know oa the basis of cmpirical
evidence the benefits of such programs.,

It is with this objective in mind that the rescarch program of JICA's rural
credit insurance pro’ectscarried on as a pilot project, c.pects to produce the
following outputs:

¢-  Ixteastve discussion of the theoretical basis for credit insurance;

the factors that limit or condition its effectiveness; the possible effects at

the farn level, the banks and the rural weotor 1% a whole,
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b. Organization of rural credi. insurance progr-ms, that can be admirictrec
following the basic principles of actuarial work and portiulio management, but
with a capacity to anticipate and respond to pclitical lecisions.

c. Demostration of the costs and benefits of insured rural credit for the
proration of rural wellbeing, particularly for those groups that would have
otherwise remained in a status quo position.

d. Comparisons of the effectiveness of credit insurance under varying cir-
cumstances found in the several areas of the countries included; for different
groups of farmers; in regions with alternative degrees of exposure to natural
risk; under the existence or lack of complementary programs as price supports,

input s .bsidies, extension, etc.

These results will be used for two purposes:
a. To oriert the ongoing insurance operations in the countries,
improve their »ffectiveness and;
b. To create  knowledge about rural ¢:edit insurance
itself, which would avoid mistakes in theestablist.ient and admi-
nistration of similar progrems in other Latinlacerican countries,
A few last comments are worth mentioning:

- The 1 esearch program i its current structure will not address issues re-
lated to reinsurance; thi- could however be addressed at a later point in time.
- Although a program of activities is presented only for 1980 and 1981 ;
it is expected that the last year of the project: 1982, would follow a similar

orfentat ton,
- Greater availability of financial rescarces may allow expansion of the

rescarch program,









El csgucma presentado en la Figura 1 ha sido elaborado para el caro particular
de Bolivia rvepicndo a rano las notas el=borrdas «n 1a NAA sohre:a) Fechan, Platos y
Formas para I':{tir el Soguro, Dar y Contestar avisos de Sinlesiros e lnspeccionos;
b) Los for-ularios a ser vsados por la RRA para cv plir tofa la secuencia de o, eraclo-
nes como parte del sequro y c)  La lista de datos de los re 1suros.






Localizacién: Caserio o Cantdn

Nombre del cultivo que se desea

Rendimiento esverado (en base a

Gastus en: maquinaric, preparacién

Gastos en: mano de obra p/labores

ABA. LISTA Y CODIGO DE LA INFORM

CION A SER GENERADA ENTRE 1,

ASEGURADOS

Gantos en: insecticidas y fungicidas

Gastos en: mercadeo productos agrfc.

Inatituci6n que proveerd el crédito

ANALISIC DE LA SOLICITUD (ACLGURADORA)

Feclha de ;QccpciGH de la solicatud

Rechazo Condicionado (tii=1; no=2)
Raz6n del rechnzo (varias opclones

Rechazo Definitivo (k1-1; no-2)
Hazon del rechazo (varian opciones

VARIABLE SECCION NOMURE DE LA VARIABEE
1 SOLICITUD_QF ASL:GURAMIENTO
1 Nombre del Agricultor
2 No. de Cé&dula (o documento de
identificacién)
3 No. de solicitud
4 Fecha de presentacién de la
solicitud
5 Sabe leer y escribir
{8i=1; no=2)
6 No. de miembros de la fam.
7 Edad del agricultor
8 Idioma (espanol=1; quechuas2
quechua y espanol=3)
9 'Otro dato'
10 T:mano d¢ la finca
1 Valor de los activos
12 Localizaci6én: Departamento
13 Localizacién: Provincia
14 Localizacién: Distrito
15
6 Comunidad
16
aseqgurar
17 Variedad de cultivo
18 Area a ser scembrada
19 Con riego o sin riego
20
experiencia)
21 Precio esperado a la venta
22 Epoca esperada de sicmbra
23
Y cultivo de tierras.
24
25 Gastos en : fertilizantes
20 Gastos en: semillas
27
28 Gastos en: materiales varios
29
30 I'onto-de) erddito nolicitado
3
(c6'ligo)
32
2
33 Fecha de
34 Aceptaciin (5i=1 ;7 no-2)
35 Fecha de Aviio de Aceptacion
3o
37
codificadan)
30 Fecha ' de Avino de lecharzo
39
40
codificadan)
3

PHESENTACION DY SEGURDA sonrerrun

(0 cnmienda . la primera en renpucnta a

un rechazo condicionado)

recuplazar entre lan variablen la 3
aquellan que han +ido modificadas y crear

la correnpopdiente 1A a JIA






ANNEX B

RURAL CREDIT INSURANCE RESEARCH TEAM

Research Coordinator: Carlos Pomareda

Consultants: Andy J. Hogan
Robert Aubey
David Gustafson
Peter Hazell

Roaer Norton

Research Associates: Rafael Celis (Sede Central)

Carlos Pastur {Rolivia)*
Tomas Fuentes (Panama)*

to be devermined (Fcuudor)®

* f{nanced by the sub-grant and not by the research program,






