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Agricultural insurance systems: from the

nerspective of public private partnerships (PPP)

PPP In China’s Crop Insurance (CCI): present

situations
PPP in CCI : problems

PPP in CCl : recommendations for further reform
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| Agricultural insurance systems: from the
perspective of public private partnerships (PPP)

* Public Private Partnerships (PPP): conception and motivation

— PPP refer to contractual agreements formed between a public
agency and private sector entity that allow for greater private
sector participation in the delivery of transportation projects, and
other public service.

— reasons for public agencies to enter into PPP include:

» Accelerating the implementation of high priority projects by
packaging and procuring services in hew ways;

» Turning to the private sector to provide specialized management
capacity for large and complex programs;

» Enabling the delivery of new technology developed by private
entities;

« Drawing on private sector expertise in accessing and organizing the
widest range of private sector financial resources; and,

» Allowing for the reduction in the size of the public agency and the
substitution of private sector resources and personnel
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« Agricultural insurance systems
— Private non-subsidized (P)
— Private partially subsidized (PS)
— Public non-subsidized (G)
— Public partially subsidized (GS)

— Public compulsory partially subsidized (GC)
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Table 3. Agricultural insurance systems in non-EU Countries

Country Single- | Combined Yield Revenue Whole- Whole- Area Indirect | Stabilisation | Calami- | Ad- | Date of
risk insurance | insurance | insurance | farm yield farm index index- accounts (9) ties hoc most
insurance {2) {3) (4) nsurance | revenue | iNsurance | INSUrance fund aids recent
(1) (5) insurance (7) (8) (10) (11) info
(6) available
Argentina P P - - - - - # - - - 2002-04
Australia - - - - - - - - 5 - GF 2000
Brazil - PS PS - - - PS - - - 2002-04
Canada (P - GS - GS = S - 2005
Chile PS - - - - - - - 2002-04
Cuba - G(GS) GS - - - - - - - - 2002-04
Colombia - PS - - - - - #H - - - 2002-04
Ethiopia - - - - - - - G# 2005
Honduras - P - - - - - - - 2006
India - - - - - - P P# 2005
Japan GC+GS GS GS - - - GF 2000
Malawi - - - - - - - #H - 2005
P+PS+
Mexico GS #7? - 2002-04
Mangolia P+GC#) #H 2005
Marocco P PS5 - - Ps - 2005
Micaragua #H 2005
Peru - - - - i3 2005
South-
Africa P P P - - - 2002-04
Ukraine P(S#) - - - - - P# - GF 2005
Pilot
experience
Uruguay PS P in 2002 - - - - - - GF - 2002-04
USA - - PS PS - PS PS5 - - - GF 2005
Wenezuela P - - - - - - - GF - 2002-04
Source: Prepared from information in Alasa (1992), ENESA (2004), Ibarra and Mahul (2004), Skees et al. (2005), Skees and Enkh-

Amgalan (2002), Skees et al. (2001), Stoppa and Hess (2003), The World Bank (2005)
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Figure 7. Agricultural risk management tools and insurance systems in EU countries (BG, RO)

Country Single- Combined Yield Revenue Whole- Indirect Stabilisati Calamities Ad-hoc Date of
risk insurance insurance | insurance | farm yield index- on fund aids information
Insurance insurance | insurance | accounts
Austria P3 Ps PS - - # - GF GF 2006
Belgium P - - - - - - GF & GC 2006
Bulgaria P P - - - - - GF GF 2006
Cyprus GC GC - - - - - - GF 2006
Czech Rep. P3 PS - - - - - - GS7? 2006
Denmark P - - - - - - P+ GC GF 2008
Estonia P - - - - - - - 2006
Finland P P - - - - Ps - GF 2006
France P P P53 # P35 # - =3 2006
Germany P - - - - - 57 GF 2006
Greece G GC+E5+G - - - - - - GF 2006
Hungary P P - - - - - - GF 2006
Ireland P - - - - - - - GF* 2008
Italy P53 Ps Ps - - - - GF 2006
Latvia P3 - - - - - - GF? GF 2008
Lithuania P3 - - - - - - GF GF 2008
Luxembourg P35 PS5 PS5 HHT - - - - GF* 2008
MNetherlands P - - - - - - GC 2006
Poland P(3#) - - - - - - GF GF 2006
Portugal P53 Ps - - - - - G5 2006
Romania PS5 PS - - - - - - GF 2006
Slovakia P3 P3s - - - - - ? ? 2006
Slovenia P53 P - - - - - - GF 2006
Spain P53 Ps Ps § - P3 5 - GF 2005
Sweden P P - - - - s - GF 2000
UK P - - - - § - - GF * 2006

Source: Prepared from information in the fact sheets provided by the experts in each country
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Figure 1 Agricultural insurance systems from the perspective of PPP
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Il PPP in CCI: present situations

e Public: premium subsidy by government
* Private: operated by commercial insurers

* PPP: risk-sharing by government and

commercial insurers
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1 Public: premium subsidy by
government

« Way of subsidy

— Linked between the local and central government

« Ratio of subsidy

— flat proportion

o Extent and level of subsidy
— Designated categories of insurance
— Designated liability of insurance

— Designated insured sum
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Assumption of subsidy among local
governments

— Flat proportion

— Different proportion

— Take the circumstances into consideration
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2 Private: operated by commercial
Insurers

e Operated by commercial insurers
— Make full use of exiting resources

« Allowing competitions among insurers
— Improving efficiency of service
— Extending insuring capacity
— Spread risk in wider range



=3 ANERXKIWIREZEER insurers operated in six provinces

PRI 42 5 £ 4K (operating inseres)
7L AMR(PICC). ¥ 4£B4~(CIC)
Jiangsu
EXN 24 (AHIC)
Jilin
i %) AMR(PICC). ¥ 4£B:4~(CIC)
Hunan
9 )| APK(PICC). #F4£BL4~(CIC). * EH =4 (Groupama)
Sichuan
2 AMR(PICC). ¥ 4£B4~(CIC)
Xinjiang
N L APR(PICC). =4£AHIC).  4£854~(CIC)
Inner Mongolia




(=) “RFEE": RRSBUA 7B

o NFAZEIBINFIFINS, $5al2 NG BURTAEIHNZEERR
— BRHREK
o WBUT SRS K F A
o ZH AT RS B 8T EVA B PR 64 L)
- RPER
o HEUFARPERE
o BUFRET TR0 e B & 2 4% 0 K2 &R 5 RIa4
- BEEKX
o PRS28] RILN e
o EHILE R AZ IR K @ LA ARMERS, RIS 3] e FH LR EEE
T AREAT,



3 PPP: risk-sharing by government
and commercial insurers

* Rights and responsibilities, especially risk sharing between public

and private sectors depends on patterns of partnership

— Joint insurance between insurers and local governments
* Risk shared by government and insurers
* How to define their responsibility for risk?
— Insurers commissioned insurance on behalf of local government
* Risk taken by government
* Whether government will and able to take potential risk?
— Self-supported by insurers

* Risk taken by insurers

» Whether insurers have sufficient reserves to pay for catastrophic losses?
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Figure Premium revenue of crop insurance from 2003 to 2007
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Development of subsidized crop

insurance of 2007

JKAG rice s Zwheat ZKcorn K & soybean A% fL.cotton
ARk E (=) 6896.37 836.25 4467.77 488.6 2099.67
Quantity insured
BBRRP (FPR) 1937.42 152.3 555.68 30.35 142.76
Farmers insured
K28 (fLT) 123.51 15.87 98.63 8.6 97.69
Amount insured
K (A7) 5.42 0.85 10.85 0.54 4.38
Claims
wEZaRPE (HP 161.88 5.08 176.58 18.06 5.33
R
Beneficiary farmers
B (L) 8.03 1.18 9.22 0.7 6.23
Written premiums
EH (%) 31.67 4.65 36.36 2.76 24.57
Percentage
AKEEE®E (%) 52.12 19.41 4412 25.56 78.21
Ratio of coverage
Hr. Tk 70.06 16.7 25.27 12.35
ER N 30.14 61.78 8.87
i 52.09 60.09
w9 )| 32.4 24.88
i 17.87 11.49 7.25 14.17 99
AR 44.99 43.99 36.56
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Development of subsidized crop insurance of 2007 in six pilot provinces

pa ERIN yfea) w9 )| #7 §% SEdc
ZBRE (ML) 0.68 5.92 5.2 2.93 6.59 4.04
Written premiums
W (fLT) 0.46 8.67 4.15 1.17 4.29 3.29

Claims
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Il PPP Iin CCI : problems

Problem of public sector: limitation of subsidy

Problem of private sector: correlated risk,
asymmetric information, trust of customs, high

transaction cost
Problem of PPP: limitation of risk sharing

Problem of PPP: illegibility of boundary
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1 Problem of public sector:
limitation of subsidy

e Subsidy of Linkage
— Regressive effect

— Unfair

e subsidy of flat proportion

— Lack of linkage to local fiscal capacity

* Designated extent and level of subsidy

— Not adapt to diversity of demands
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2 Problem of private sector: correlated risk,
asymmetric information, trust of customs, high
transaction cost

e |n assessing the insurability of crop loss risks, two of
these conditions are particularly relevant:

— The risks should be such that they occur highly independently
across insured individuals.

— The insurer and insured should have nearly symmetric
information regarding the probability distribution of the underlying
risk.

e Traditional yield insurance, however, does not satisfy
such conditions in the following respects:
— Correlation of crop risks

— Asymmetric information
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 To provide sustainable insurance,

— The provider of insurance must appear sufficiently reliable to the
target group of potential clients, who are expected to commit
their premium payments to the provider and trust the latter to
grant compensation when the insured risk occurs.

— the insurer must be able to offer insurance at a reasonable price.

* The requirements constitute a difficulty for any

one who wants to insure low-Income earners.

— commercial insurers cannot offer cheap policies, be cause their
administration and transaction costs do not depend on the
amount insured

— commercial insurance companies suffer from a lack of reliability
In the eyes of the target group
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7 i 14 YR AT AT 5
i 1975-1981 4.57
5 K A 1970-1989 2.80
H A 1947-1977 2.60
1985-1989 4.56
2.5 5 1980-1989 3.65
FHRE 1981-1989 5.74
£ 1980-1989 2.42
1999 3.67

R : Skees, J..2003. Risk management challenges in rural financial markets: blending risk
management innovations with rural finance. Presented at the International Conference: Paving the Way
Forward for Rural Finance, June 2-4, Washington DC, USA.



Financial performance of agricultural insurance programmes: costs
VS premiums

Country Time period (I+A)/P*
Brazil 1975-1981 4.57
Costa Rica 1970-1989 2.80
Japan 1947-1977 2.60
1985-1989 4.56
Mexico 1980-1989 3.65
Philippines 1981-1989 5.74
USA. 1980-1989 2.42
1999 3.67

*1 — indemnity payments; A —administrative costs; P — collected premiums
Source: Skees 2003a.
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3 Problem of PPP: limitation of risk
sharing

e |nsurers commissioned insurance on behalf of local

government
— Government exposed to catastrophic risk
— Moral hazard of insurers

o Self-supported by insurers

— Insurers do not have sufficient reserves to pay for catastrophic
losses

e Joint insurance between insurers and local governments
— How to define respective liability for potential risk?
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4 Problem of PPP: illegibllity of
boundary

« Should government intervene in sale and claim of crop

iInsurance?

e Should government intervene in product design and
pricing?
— If priced by insurers, who and how to evaluate the soundness of
the premium?

— If priced by government, should insurers take the outcome of

government’s behaviors?



* Preconditions for PPP to work properly

— How to keep political interference to a minimum and
how to motivate the government agency to be an
active and prudent purchaser of risk protection on
behalf of the people?

— The purchaser has to have the competence to be
able to select qualified providers, set performance
standards, bargain with them on rates, and monitor
their performance.



Measurement Of Governments’ Capability, 2005

Point estimate

Point estimate

Government Control of Government  Control of
Country effectiveness corruption Country effectiveness corruption
1. Sweden 1.83 2.10 13. Russia -0.45 -0.74
2. New Zealand 1.80 2.24 14. Uganda -0.48 -0.87
3. United States 1.59 1.56 15. Kenya -0.78 -1.01
4. Portugal 1.03 1.13 16. Bangladesh -0.90 -1.18
5. ltaly 0.60 0.41 17. Nigeria -0.92 -1.22
6. Turkey 0.27 0.08 18. Ethiopia -0.97 -0.79
7. China -0.11 -0.69 19. Ecuador -1.01 -0.81
8. India -0.11 -0.31 20. Belarus -1.19 -0.90
9. Argentina -0.27 -0.44 21. Congo -1.31 -1.01
10. Egypt -0.35 -0.42 22. Congo, Dem. Rep. -1.64 -1.34
11. Tanzania -0.37 -0.73 23. Korea, North -1.82 -1.32
12, Dominican Republic -0.41 -0.66

SOURCE: World Bank, Wordwide Governance Indicators: 1996-2005 (Washington: World Bank, September 2006).
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IV PPP in CCI : recommendations
for further reform
For public: to optimize fiscal policy of subsidy
For private: to improve the efficiency of supply

For PPP: to perfect the mechanism of risk

sharing

For PPP: to define the boundary of government

and insurers
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1 For public: to optimize fiscal policy of subsidy

 To change the linkage between central and local

governments

e To link subsidy of central government with the

different capacity of local governments

 To decentralize the decision of subsidized

categories, liability ,amounts etc.
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2 For private: to improve the
efficiency of supply

 Feasibility of Index Insurance in China

— Advantages

* Less moral hazard

» Less adverse selection
Lower administrative costs
Standardized and transparent structure
Availability and negotiability
Reinsurance function
Versatility

— Challenges

Basis risk

Precise actuarial modeling
Education

Market size

Market size

Microclimates

Forecasts
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o Self-help mutual groups are much better prepared than
commercial companies to meet the demand of low-
Income earners for insurance

— because they do not suffer from high administration and

transaction costs, information asymmetries and the target
group’s mistrust of them

* Their administration costs are low
« knowing one another for longer

 members usually originate from the same social stratum and, hence,
feel at ease in dealing with each other
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 To link two kinds of institutions: the

“linking” or “partner-agent” model

— NGOs and self-help groups are superior to
commercial insurers in product sale and product
servicing.

— Insurers have comparative advantages in designing

Insurance products, doing the product and overall risk
management and investing any cash reserve
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3 For PPP: to perfect the
mechanism of risk sharing

e To establish reinsurance mechanism between
government and insurers to share risks

— Insurers are liable for the policies they write but are
protected from catastrophic losses by the government

— EXxperiences of USA: a standard reinsurance
agreement (SRA) between the private companies and
the RMA

e a complex reinsurance contract that specifies how private
companies and the USDA share premium revenue and loss
exposure
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4 For PPP: to define the boundary of
government and insurers

e To establish a special managing institution

e To define the function and responsibility
of the managing institution

e To define the role of commercial insurers



2.

BA i 57 € Al AR B BY & FR A 44 B9 BR S S BR BE

— AR EE RS ARG R T 4T h 3 R

R a B e ke 2. T FRIT; I REMIRGAEE, AT RITR
B R R H AT LS A St TF R, ABST R AR 8] IR H
640 4 HAL

7 70 6 R ARAEIR T A

6] 7 AL PR 8] SRARBUR M AR 34

R 9 A B AR 3] PAT SR et 89 i SLATAS & Fo MEE

77 B AR 5] 5 & BEAUMAERIK P 69k B, defR T ANEZ A R4E . RAR A
X, FHmEARE. FFREFFLIRE;

R 9T ) A A R AT A B ) S ARAT

R 9T RAF YR ST At o+ AR A 09 T K A 237

Y B RAEWARTE TAEF-HE, VAMBAER LARFEE M B T . RFEREAARIZA
1E ) .



Main Responsibility of the Risk
Management Agency

 (1)Drafting clauses and defining premium

rates of national categories of insurance.

e (2)Distributing subsidies for privately
owned insurers and premium subsidies for

farmers.



* (3)Negotiating with privately owned insurers,
signing the Standard Reinsurance Agreements

and providing reinsurance.

« (DlInspecting and supervising the implementation
of laws and agreements of privately-owned

Insurer.

« (5)Establishing the crop insurance data base and

defining the premium rate.



e (6)Settling the accounts between the Federal
Crop Insurance Corporation and privately-owned
Insurers, such as transfer of subsidies for
premium income and expenses etc, and
compiling sheets monthly, every six months or

annually.

« (7)Constituting standards of crop loss settlement

and general standard of loss settlement.



(8)Revising contract provisions, developing new products
and primarily examining new products developed by

privately-owned insurer.

(9)Developing and maintaining software for categories of

Crop insurance.

(l0Forecasting and determining prices of various

agricultural products used in the insurance program.

(IDCompiling manuals of crop insurance for employees of

the Risk Management Agency ,insurers and agents.
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Functions of the Regional Offices of the
Risk Management Agency

(1) Provide training of risk management for farmers.

(2) Sign written reinsurance contract with privately owned

Insurers.

(3) Spread current crop insurance plans and help to

develop new categories of insurance.

(4) Present opinions for the reasonability of the premium

rate.



(5) Study the shortcomings of crop insurance

schemes and putting forward a revision program.

(6) Participate in loss adjustment and handle

appeals and arbitrations about crop insurance.

(7) Launch extensive insurance publicity.

(8) Present opinions of revision for manual and

publicity books of crop insurance.
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Role of Privately-Owned Insurers
In Crop Insurance

* (1)Concretely operate the government’s crop insurance
scheme through agricultural insurance business(i.e.

sales, writing policies and other service).

* (2)Develop new products of the crop insurance
supplementary to crop insurance program of government.
The developed products should be reported to and
ratified by the Risk Management Agency in order to

obtain the subsidies.



e (3)Independently determine retained
Insurance liabilities and sign Standard
Reinsurance Agreements with the Federal
Crop Insurance Corporation, and reinsure

with the government.

e (4)Cede to the reinsurance market, seek
support of commercial reinsurers,

according to retained insurance liabilities.
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Thank you for your attention.....
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