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FOREWORD

Before beginning my talk on the subject of
agricultural covers, I should l.ke to ex-
press my gratitude to the Federation of
Afro-Asian Insurers and Reinsurers, the
7ambia State Insurance Corporation and in
particular to Mr. W. B. Fyfe, the Secretary
of the Organizing Committee, for the oppor-
tunity to share with you my thoughts on this

important matter.
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A MCDEL FOR AFRO-ASIAN AGRICULTURAL INSURANCE
= A COOPERATIVE PUBLIC AND PRIVATE SECTOR VENTURE -

Dr. William M. Gudger

I. INTRCDUCTION

I should like to begin my talk today with some statistics
that must be all too familiar to my audience, perhaps refocusing
them somewhat to shed light upon the problem before us: whether
and how can we serve the agricultural sector with insurance and
reinsurance services that are all but taken for granted in other
fields of endevour. Let us begin with a brief look at the Afri-
can agricultural sector. The agricultural sector of Africa as a
whole is in the midst of a deep and prolonged crisis. Tradition-
al self-sufficiency in staple crops is being lost. Imports of
food grains grew three times faster than the population in the
1960's and the 1970's. Due to the increasing, and in some cases
crushing, debt hurden of the public sector, the continued ability
of most African states to import the food required for the growing

population is severely constrained. It is no exaggeration to say

that either Africa as a whole must become agriculturally self-suf-
ficient and cease to depend upon grains bought with scarce hard
currencies or surely will risk a major economic, social and political

cataclysm brought on by this inability to produce sufficient food.

The picture, however, is not as bleak as it agpears. First,

food grain yields in Africa are about % of what they are in Asia

<

and Latin America. The Green Revolution has yet to make its impact
upon the continent. Although wheat and rice are the major Green Rev-
olution crops, there is little doubt that the same techniques can be
applied to staple African food grains. Furthermore, 3 out of 5
Africans still work in agriculture. Thereis the labor, albeit un-
trained to produce the food. Land distribution has two very salient
features for future development. Population pressure on the land on
the whole remains guite low and ownership, unlike Latin America, tends
to be gquite egalitarian throughout most of Africa. Not only does Africa have

very low. man-to-land ratios, but farming is principally by family



units working 5 to 15 acres. I should also be noted that about %

of the continent's best watered and most fertile lands are not farmed,
Principally because of the Tse Tse fly. Thus Africa confronts a major
crisis in food production at the same time that it has at hand the phys
ical assets of land, population and egalitarian access to meet the

crisis.

Wwhat is required is obviously infrastructure, specific tech-
nical packages suited to dry lands as well as irrigated ones, agri-
cultural education and extention and credit systems “hat reach and
meet the needs of farmers who will take up the challenge of modern

farming methods.

Does insurance have a role in a modernizing agricultural sec-
tor? I believe that it does. Agriculture is not different from
other fields of human endeavor in that it requires some mechanism
of effecting orderly intertemporal transfers. 1Incdeed, agriculture
may be exposed to a far greater extent than are other classes of
economic activities due to its unique succeptibility to meteoro-
logical and climatological phenomena. It seems gquite clear that
agriculture is exposed to a plethora of risks beyond a producer's
control. Insurance has been and continues to be the best mecha-
nism for meeting uncertainty and unforseen financial losses. I
should like to emphasize this point: insurance is a financial
mechanism. In agriculture, 2s in other fields, it is a way of

protecting against a loss of economic resources.

All too often agricultural insurance has been misunderstood
even by its most vociferious advocates. Agricultural insurance
can not make an unviable project viable or a foolish venture less
so. Somebody always pays the bills, or, as we say in the American
idiom, "there ain't no free lunch". Areas struck regularly by
drought and flood are first of all candidates for irrigation and
drainage. Crops produced with poor technology or on inadequate soils
are not helped by insurance. If insurance is not a substitute for
infrastructure neither is it a substitute for technology, education
and extention. Should farmers lose because of price variability
due te government price, import,and exchange regulation policy,

insurance will not deal with these losses successfully.



agricultural insurance is instead the irdizatcd mechanism
to protect semi-commercial and commercial farmers againgr un-
forseen and unavoidable losses. It providos the guarantee and the se-
curity to permit a producer,be he agricultural or livestxk, to invest
additional rescurces in modern and more productive technignos
while protecting these resources agaiast less. While it is aotr
a substitute for infrastructure, for education and extentinn,
and for animal health programs, it can be 2 crucial supportive
element to encourage and incencivate farn moders.ization while

protecting the producer against unforseen loss.

Like other insurances, "for everv risk there *s a rate".
However, do not be surprised that if in the absence of & modern
farming sector that rate will turn out to bhe prohibitively high.
Agricultural insurance goes hand in glove with modern production
methods and supports them; it is not a substitute for them. To
ignore this lesson is to relearn a very costly lesson. Just a
surely as you as insurers would be reluctant to insure a poorly
constructed building put up ty a novice builder located onr shifting
soils, so too should vou consider both the technology and the
human element in designing acricultural covers. By this I mean
that insurance must be sold to those who have a reasconable emnecta-
tion of turninz a profit on their investment and who wisih Lo pro-
tect that investment through botih good husrbandry and througis insuranc
as apeans of intertemporal trarsfers--and who do nobt view insurance Aas
cither a lottery or as means of receiving vyet another state subsidy
These "non-serious" farmers poise a great moral hazard to the insur
and punish conscienticus farmers with high rate and administrative

costs.
II. THE STRUCTURE OF AGRICULTURAL INSURANCE

Public Sector Insurance

With these consideraticns 1w mind, I should like to procede
to the fundamental concern of thie rupnr: the rcle of the nublic
and private sectors in offeriny, managing, and payiry Too oovie
cultursl insurance. I have expanded slightly upon thae @ lc give

to me to include the private sector ir my congidevasr oo Tl



probiem faced is of such a magnitude that it is worthwhile to
bring to bear all the available knowledge and resources instead
of considering agricultural insurance to be only a public policy

problem.

Most of the agricultural insurers of the world today are
public sector institutions. The U.S., Canada, Japan, Sweden and
other developed countries have government corpmorations to admin-
ister agricultural, usually crop, insurance. Mexico, Costa Rica,
India, the Philippines, and Zambia among others in the developing
world administer their programs as public sector programs or throusy

publicly-owned insurers.

It is most unfortunate that history seemes to show, at least
in Latin America, that public sector insurance is very inefficient,
requires heavy subsidies tnat frequently exceed the government's
financial capacity and frequently very heavily politicized. Insurance
is furthermore often used to cover up the ineffeciency of other
public institutions such as agricultural lending banksl/, I do not
mean this as a blanket indictment of public sector entrepreneurship;
nor is it to deny that government has a legitimate interest and

role in agricultural insurance.

Public sector insurers in my view suffer from several severe
problems that quickly converts them from insurers (if indeed they
were in the first instance, designed to be that) into subsidy or farm income
support programs. Public sector insurers first fall under bureaucratic
personnel rules, thus who is hired and fired escapes management's
control. Indeed management itself is often appointed and changed
based upon considerations excgenous to the financial results of
the company. There is usually little incentive to sell the prod-
ucts; the company usually offers a very limited range of products
in any case. Finally, management frequently is not overly con-
cerned about the financial results as they pass their losses on to
government. It is not surprising that in these conditions rein-

surance markets have been very cautious.

1/ In a recent World Bank Policy Paper, 15 programs in developing
countries and 7 programs in doveloped countries wers sriveved.
With few exceptions, they werae gevernment insurers hosvilv
sidized for premium and/or adminictrative costs Lo
commercial reinsurance, and that small number has yec
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this one losses would be staggering. It ie not in the interest of
anyone to endanger the world reinsurance system by placing very
large volumes of risks that can, and in some cases will, suffer

simultaneous losses.

Thus, -agricultural insurance is something of a paradox.
Only a public sector insurer has the financial muscle to absorb
the catastrophic loss potential and the high start-up costs.
It, however, tend to develop a relatively inefficient adminis-
tration and to violate traditional insurance principals to pursus
social goalsi( The private sector is of necessity driven by a
"bottom line discipline" and is consequently relatively efficient
in the administration and does not depart markedly for sound under-
writing, pricing, and loss adjustment practices. It,however,
can not reserve or reinsure against catastrophic losses charac-

teristic of agricultural business.

A Theory of Comparative Advantage

I should like now to propose a solution to this paradox
in which the public sector has the capacity but not the admin-
stration and the private sector can administer the business if
only it had the reinsurance capacity. The solution seem to me
to be a marriage of convenience and mutnal benefit in which the

private sector administers basic coverage and the state provide

the capacity.

Quite simgly what I propose is a scheme of cooperation
between the sectors in which the private sector brings to bear
its very substantial administrative expertise while the state
uses it financial strength to ensure the solvency of the scheme
and to facilitate extending coverage to groups that would other-
wise not be commercially insurable. Diagram N°1 outlines the

basic structure of the public-private partinership as it concern

3/ And, I say again, that I do not cppesc tho
Instead I argue that there are more cost e
menting them.
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capitalization of a national concessional reinsurance account could

replace the frantic scramble to reprogram funds for disaster relief.

To close, I should like to emphasize several points that seem
to be critically important to me. First, we must develop a new
model. To continue to use the public sector model is to run the
risk of developing prohibitively expensive programs that simply
can not be sustained ovic the long term. The self-evident facts
are that upon ci10se examination almost all the schemes in the de-
veluping countries are incfficient, heavily subsidized ang fre-
quently heavily politicized. 1In mecre than a few cases, corruption
is a significant factor. Public sector programs have become dis-

guised subsidies that are insurance in name cnly.

Second, the proper role of government is to facilitate and
encourage the development of a well-managed rural insurance market.
Just a government guarantees many other financial transactions
without engaging directly in them, it can grovide the basis for
the development of an orderly insurance market in the rural
areas by bearing the catastrophic risks which devolve upon it in

any case.

Third, agricultural insurance is a new field. There has

been no systematic research on the issue. We in our small insti-
tution have at least lit a candle in the dark and have illuminated
how much we do not know. Let me put an analogous situation before
YOU: Suppose that as insurers you could not avail yourself of the
research done on building methods and materials for your fire and
earthquake covers or had no informaticn on the cause of auto acci-
§ents or the effect of road construction and automobile building
methods on loss costs. If this were the case, vocur situation would
be similar to the one confronted in agricultural insurance. At
present there is a desperate need for research and devi.cpment. 1

call upon vou to collaborate to establish sucn a Research aad
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shares; we must work jointly to create the market; to develop truly
useful coverages for what is the largest and,ultimately as we all caft
from the land, the most important industry in the world. It is no smali
task we are embarked upon; the answer will not likely come in an i
stenium quantum leap but instead through a gradual accumulation of dais
and experiences. Finally, we can not wait until some does it for us
and writes us a textbook; as insurers and reinsurers it incumbent upon
us to act. It is we and we alone who will expand the frontiers of
insurance. Just as surely as two centuries ago some intrepid soul.:
turned insurance from the seas to the cities so too will it be some ¢f
us who begin to move from the cities to the countryside. That move
will be greatly facilitated through our collaborative efforts, our joinf

investments,and our mutual goodwill.,



