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ABSTRACT

An agriculturist faces more risks such as monsoaiturk, price changes, disability of farmers, eite
Government intervenes directly in reducing thos&si The risk management technique may includeagteed prices,
subsidized credit, and publicly provide crop inswm& Even then, they may not be effective in aéhgtheir goals. The
risk of the farmer related to crop is more when parad to other risks. It is the crop insurance immed as appropriate
instrument to provide financial support to the farm This paper aims at understanding the facffestang the demand
for crop insurance and experience of crop insuramdew selected countries. The main factors aiffigcthe demand are
Product and raw materials price fluctuations, Maotiring facilities and income, Information of ingace, government

policies-insurance support, Risk factors, Marketdittons & product demand and farmer’s positiosaciety.
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INTRODUCTION

Risk is completely an unavoidable but can be mashagehe business of agricultural production. Agliaral
production can vary widely from year to year due uoforeseen weather, disease/pest infestationgpramdarket
conditions causing wide swings in yields and comityoprices. These wide swings in yields and oufputes generate
high variability in farm household income. When theings significantly reduce income in the shortrtethere can be
serious repercussions in the absence of effeciskernanagement tools. Moreover, the existence ofi sisks has been
found to alter households’ behaviour in line witteit level of risk aversion. In the empirical liure, many researchers
have found that risks cause risk averse farmeketless willing to undertake activities and investits that have higher
expected outcomes, but carry with them risks diifai (Adebusuyi, 2004). For example, it is not umooon to observe
farm households in developing countries being tahicto adopt new technologies even when thosentdabies provide
higher returns to land and labour than traditideahnologies. The extent of this reluctance beimgagtion to their risk
preferences (Yesuf, 2007). As a result, dealindp witks and risk aversion has become increasingiyngortant aspect of

farm management, especially in the developing wetiére insurance and credit markets are thin osings
REVIEW OF LITERATURE

In 1997, Knight and Coble prepared a survey ofcadftiral economic literature, summarizing reseawhducted
on crop insurance from 1980 to 1997. In their pap@ight and Coble examined econometric researcidwcted at the

aggregate and farm levels.
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At the farm level, Calvin (1992) and Coble et al996) indicated a positive and statistically sigift
relationship between the expected rate of returmsoirance and crop insurance participation. Goondavid Kastens
(1993) examined the effect of yield risk on farmersp insurance decisions. Their findings suggestat producers with

a higher level of yield risk, measured in termyiefd variation, were more likely to purchase ciogurance.

Calvin also reported that crop specialization hagasitive effect on crop insurance participationile
diversifying the farm operation via livestock hadhegative effect. Additionally, Just and Calvin 989 obtained results

which indicated that farmers who received disgségments in the past were more likely to insure.

Shaik, et al. [19] focused their efforts on the demand for rexe insurance in Mississippi, Texas, Indiana
Nebraska. They studied farmers’ decision to pureha®p insurance and their decision to purchasentgy or yield
insurance. Among other findings, their results ¢atié that farmers are more price sensitive wheidihgcwhether to
purchase crop insurance. Furthermore, the autlirsluded that farmers facing greater perceivedlyiisk and price risk

are more likely to purchase revenue insurance.

Crop credit insurance also reduces the risk of imeog defaulter of institutional credit. The reimbament of
indemnities in the case of crop failure enables frener to repay his debts and thus, his cred# lvith the formal
financial institutions is maintained intact (Hazetlbl., 1986 ; Pomareda 1986; Mishra 1996;).

The risk take may vary from area to area. It idipalarly burden to the small and medium scale faisnThere is
also strong evidence that farmers are typically-aigerse (Binswanger 1980 and Hazell 1982), antthieyy seek to avoid

risk through various managerial and institutionaichmanisms.
Objective

* To aware the factors affecting demand for cropriausce.

» Toreveal the issues in crop insurance.

e To recognize the experience of crop insurancevingelected countries.
Crop Insurance

Crop insurance is purchased by agricultural prodycencluding farmers, ranchers, and others to gutot
themselves against either the loss of their cramstd natural disasters, such as hail, drought,flaods, or the loss of
revenue due to declines in the prices of agricaltbommodities. The two general categories of énsprance are called

crop-yield insurance and crop-revenue insurance.
Crop-yield insurance: There are two main classesay-yield insurance:

» Crop-hail insurance is generally available fronvaté insurers (in countries with private sectoe)ause hail is a
narrow peril that occurs in a limited place andaitsumulated losses tend not to overwhelm thealagiserves of
private insurers. In early 1820s, crop-hail insgemvas available to farmers in France and Germa@hgt is
among the earliest forms of hail insurance fromaeatuarial perspective. It is possible to implemtet hail risk

into financial instruments since the risk is isetht

*  Multi-Peril Crop Insurance (MPCI): Coverage in this type of insurance is not limitequst one risk. Usually

multi-peril crop insurance offers hail, excessiairand drought in a combined package. Sometintzhti@nal
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risks such as insect or bacteria-related diseaseslso offered. The problem with the multi-peribjg insurance
is the possibility of a large scale event. Sucteaent can cause significant losses beyond thedrsuinancial
capacity. To make this class of insurance, thepare often bundled together in a single poliafled a multi-

peril crop insurance (MPCI) policy.

» Crop-Revenue Insurance:Crop-yield times the crop price gives the croperayes. Based on farmer's revenues,
crop-revenue insurance is based on deviation filtanntean revenue. RMA uses the futures prices oresiar
times listed in the commodity exchange marketslegi@rmine the prices. Combining the future pricéhviarmer's
average production gives the estimated revenueheffarmer. Accessing the futures market offers kmsab
revenue protection even before the crop plantedrdts a single guarantee for a certain numbeotérd. The
policy pays an indemnity if the combination of thetual yield and the cash settlement price in tiverés market

is less than the guarantee.
Farmers' Demand for Insurance

Reviews of empirical literature on agricultural unance demand show that there are three ways #vat leen

utilized to determine the willingness to pay (WT®¥farmers for insurance.

» Itinvolves directly asking the producers, whatytheould be willing to pay for an insurance schemsatibed in

detail to them and is related to the literaturecontingent valuation method (the contingent vatratipproach).

» Involves inference in the willingness to pay framalysis of the patterns of production and othdrabmur of

producers. This is based on a revealed preferecbaigue (the revealed preference approach).

 The third method involves the use of theory alonghwhe combination of microeconomic household

information, and market information to estimateiiadtly the appropriate premiums.

The idea here is to calculate farmers’ willingnesgay by comparing their utility in a world witma without
insurance and determining what they would be vgllia pay to be indifferent between moving from evald to another

(the indirect approach).
Factors Affecting Demand for Crop Insurance

Important of effective factors on insurance demaede classified into seven factaig., includes “Product and
raw materials price fluctuations”, “Manufacturingcilities and income”, “Information of insurance®government
policies-insurance support”, “Risk factors”, “Matkeonditions & product demand” and “farmer’s pasitiin society”.
(Loghman Rashidpour)

ISSUES OF AGRICULTURAL INSURANCE
Role of Government

As mentioned before, crop insurance to be sucdessjuires public support. This could be in termsuabsidy
on premium, meeting part of administrative expandit and reinsurance etc. Global experience shioatsdue to special
nature of agriculture production, in several coigstr premiums payable by farmers is subsidized byegqment.
Agriculture is not just dependent on weather coodd, but also suffers the brunt of natural digastl will be quite in

order for crop insurance to be regarded as a suppasure in which government plays an importalat, teecause of the
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benefit it provides not merely to the insured farsndut to the entire national economy due to thevdrd and backward

linkages with the rest of the economy.
Perils to be Covered

Fundamental issue in the design of a crop insurackeme is whether to cover all or certain spatifisks. The
former implies yield insurance. In other words,iasured farmer is eligible to get indemnity if thield is below certain
guaranteed level for any reason. As it is veryidiff to identify losses arising out of uninsuregests, it 50 is more
practical to ensure yield rather than “yield los® do specific factors”. A scheme based on nameitspe feasible if the
insured crops are affected by specific perils, taudamage, which are measurable. If a scheme agesscoverage of all
risks, it is necessary to provide adequate safeiguarminimize the incidence of moral hazard (J2094).

Involvement of Public or Private Sector

The above discussed crop insurance schemes hawedbeeloped in the public sector are often of rmigk or
all-risk type. Most of these schemes are linkedhgoicultural credit. Public sector insurance conigsirare helped by
government in various forms like: a) bearing fudlypartly the cost of administration; b) sharingaat of the indemnity, or

paying a part of the premium with a view to ensgiiimat farmers can afford to buy insurance.
Lessons from Few Countries

In 1929 a group of farmers started a pool schemiehwvas the beginning of crop insurance in Southcaf
Many hazards are covered in this program, andifidile main risk. Initially, multi-peril insuranagas subsidized, but for
the past 15 years it has not been subsidized. Ndaingte players have now entered the field of drigurance. These
companies fix the premium amount based on theryistiod past of the particular risk. Estimation afrthge is the biggest
challenge faced by the crop insurers. Several csapk as maize, wheat, sunflower and citrus arereolv South Africa is
an example of how farmers can get the benefit op dnsurance through private companies even aftérdvawal of

subsidies.

As in India, crop insurance in Canada was impleetitrough an area approach. Research by Turveiskamd
pointed out that the area approach was not onlylanibed but also ineffective. The empirical rededrom different
farms confirmed the belief that individual approdatcrop insurance is better for reducing risk, ibaiso implies the use
of higher premiums. The area approach in Canadeedréo be inequitable, as it did not ensure a déstribution of

benefits among the farmers. Farmers with yieldsedbto the average would be the ones to get tisé broefits.

In Philippines, crop insurance programme is impletaé through Philippines Crop Insurance Corporation
(PCIC) which was established in 1978. Major cropseted are rice and corn. High value crops suckiastomato,
potato, garlic, and other root crops are also axemder interim insurance coverage. The coveradjenited to cost of
inputs plus an additional amount up to 20 per dbetreof on an optional basis. Multi risks covesypding comprehensive
coverage. Coverage is available under (a) muki csver, which is a comprehensive coverage agahogt losses caused
by natural disasters as well as pests and diseaské) natural disasters cover, which is limitectdverage against crop
losses caused by natural disasters only. Premites ssie charged on actuarial basis. The Governsudsidy in premium

goes up to 50 per cent. In case of borrowing fasiriending institutions will also share part of gfremium.
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In Japan, the agricultural insurance scheme wabléstted in 1947. At present, the scheme is contpbo$é

programmes: Rice, Wheat and Barley insurance, @are insurance, Livestock insurance, Fruit & Fitaée insurance,

Field crop insurance and Green House insuranceniie features of the scheme are as follows:

The Central government reinsures the programmes.

In principle, implementation of three programmag, ,\Rice, Wheat and Barley insurance, Livestogumnce, is

compulsory.

As for Rice, Wheat and Barley insurance, Sericelinsurance, the participation of farmers who gthese crops

over a certain size of cultivated area or a cedaale of operation is compulsory.
The Central government subsidizes farmers with gfattieir premiums, and

The Central government subsidizes the insurers péathof their office expenses.

CONCLUSIONS

Crop yield insurance is snowed under the problefsformation, moral hazard, and adverse selectibis. not

the absence of farmers' demand, this is positiatethe cause of the universal lack of privatelyvied crop yield

insurance. The information and incentive problemessaibstantially the same as those affecting areait markets, and it

may be less difficult to solve these problems bgrapriately changing the credit system than byoihticing insurance.

While a case can be made for tied or compulsoryraree of collateral-specific risks, this does apply to crop

insurance, and especially to subsidized crop imagraA major source of demand for crop insurancg iméact come not

from farmers themselves but from highly regulatediricial systems, which are unable to adjust thageof their credit

contracts to the high costs of lending to particgl@ups.
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