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Research Review 


Crop Insurance for Agricultural Development: 
Issues and Experience 

Peter Hazell, Carlos Pomareda, and Alberto Valdes (eds.). 
Baltimore: Johns Hopkins Press, 1986, 322 pp., $32.50. 

By David Freshwater and David Trechter* 

Many countnes operate "multl-perll" crop Insurance 
programs to compensate partlclpatmg farmers when 
vanous enVIrOnmental factors cause low YIelds ThIs 
book leaves one wIth the overwhelmmg ImpreSSIOn 
that multi-peril crop Insurance has been an expen
sIve fallure The book, although pnmanly onented 
toward crop msurance programs m developmg coun
tnes, also exammes crop msurance m developed 
econonues In both enVIrOnments multl-pen1 crop m
surance has receIved large government subSIdIes, 
serYIced a IUDlted chentele, and had marginal suc
cess In stablhzlng farm Income Thts book addresses 
both theoretical arguments for estabhshlng crop in
surance (mciudIng potential Impacts on producer and 
lender mcentlves) and iustoncal expenences WIth 
such mSurance Roughly half the book has a theo
retIcal or conceptual focus, the other half IS devoted 
to case studIes of partIcular programs. 

Although each chapter IS wrItten by a different 
author or authors, the edItors have done a good job 
of refernng the reader to other chapters contalnmg 
relevant matenal The mtroductory and concludIng 
chapters, wntten by the edItors, prOVIde a useful 
overvIew and bnefly SummarIZe ll1l\Jor arguments 
and conclusIOns Anyone WIth even a passing m
terest In the economics of multl-penl crop msurance 
should read these chapters 

The' book has several shortcommgs The papers are 
grouped Into three parts, one fOCUSIng on demand for 
crop Insurance, one deahng WIth Insurance as a 
pohcy InstnJrnent, and one eXamIDlng the operatIOn 
of selected crop Insurance programs The part ex
anunlng Insurance as a tool for pohcy IS by far the 
least successful It IS not clear why some of the 
chapters are even In thIS sectIOn In partIcular, the 
chapters on' crop Insurance programs m MeXICO and 
Japan nught better have been placed m ,the em
pmcsl part of the book The bIggest dIsappomtment 

·The reVIewers are agncultural economists With the 
Agnculture and Rural EconomiCS DIVISion, ERS 

of thIS sectIOn, however, IS that It falls to deal 
posItIvely WIth the shortcomings of crop Insurance If 
crop Insurance IS a flawed tool, what changes could 
be made to Improve Its performance? If It IS an in
appropriate pohcy tool, are there alternatives that 
address the same objectIves? The authors address 
such questIOns, If at all, m a superliclal and uncon
VIncing way For example, the conclUSIOn of the 
chapter analyzmg MeXICO's program states that crop 
Insurance "mcreases I;'comes and employment m the 
farm sector and prevents a declme m aggregate pro
duction Perhaps these effects mIght more SImply be 
attained through Prlce pohcy " But IS thIS alterna
tive pohtlcslly feasIble? Can a prlce pohcy also 
address other problems, such as stablhty of Income 
or Improved access to credIt, whIch motIvate crop m
surance programs? The authors generally prefer to 
hst alternatIves WIthout submItting them to the 
same degree of scrutinY given to the crop Insurance 
program 

The other sectIOns of the book are more successful 
The authors tend to focus on a few common themes 
(1) crop Insurance works best as a mechamsm to 
stablhze farm Income when the pnnclpal factor affec
tmg mcome IS YIeld fluctuations, (2) multi-pen I crop 
msurance schemes are, expensIve to operate and sub
ject to moral hazard and adverse selectIOn,' and (3) 
subSIdized crop Insurance programs may prOVIde net 
SOCIal benefits, but may not be the most effiCIent 
means of achIeVIng SOCIaLgoals Conversely, crop m
surance programs are consIdered useful m well
defined contexts, such as Insurtng YIelds ag8lnst 
speCIfic natural hazards ThIs techmque can also be 
an effectIve way to foster the development of credIt 
for farmers, Since It protects lenders agaInst a major 
cause of borrower default, partIcularly If the lender 
receIves the crop Insurance payment dIrectly 

lWben Insurance coverage alters a pohcyholder's mcentlve 
structure 8uch that outcomes mvo)vmg losaes are encouraged, a 
moral hazard eXists Adverse selection Bnses when farmers WIth 
hIgher than average naD compnse B larger share of the in

surance pool than forecast when premIums were set 
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Those WIth an mterest m V S agrlCulture WIll find 
the chapter by Gardner and Kramer particularly 
useful It gives an account of the,development of the 
V.S crop msurance program, summanzes preVIous 
studies of program Impacts, and analyzes demand for 
crop msurance and Its mfluence on farmer behaVior 
Other chapters use V S examples m their analysIs 
In hiS chapter on the financial Viability of agncul
tural msurance, Pomerada exammes the V'S ex
penence m terms of admmIstrative costs, mdemruty 
to coverage ratios, and other operatmg variables 

By focusmg attention on all-nsk crop msurance and 
the problems encountered With Its use m developmg 
countnes, the book leaves the impreSSion that crop 
msurance Is.a flawed tool However, the meVitabllIty 
of thiS ConclUSIon IS unclear. Many problems de
scnbed m the book arISe either because crop m
surance IS asked to serve a functIOn for which It IS 
not well swted or because the Information necessary 
for successful Implementation IS not available. The 
book does contam much useful InformatIOn Better 
organization and a more comprehensive analYSIS m 
the polIcy sectIOn would have enhanced It greatly 

Instead of mountmg surpluses, mcreasmg storage 
costs, and Treasury expendItures for farm commocbty 
programs, rlsmg consumer food costs have become a 
pnnclpal concern of people mterested in V S agncul
tural polIcy ,Associated With tins changed emphasiS 
IS a renewed, mterest m foreign trade polIcy for agn
cultural commodities and the effects of hberahzed 
trade on the V S food and fiber sector of the economy 

James, Vermeer, DaVid W Culver, 
J B ,Penn, and Jerry A. Sharpks 
Aprt11975, VoL 27, N02 
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Unking Macroeconomic and Agricultural
Policies for Adjustments with Growth: 
The Colombian Experience 

Vlnod Thomas and others. A World Bank PubUcation. 
Baltimore and London: Johns Hopkins Press, 
11185, 252 pp., $32.50. 

Reviewed by Hi Christine Bolling· 

The author and Ins collaborators are the World 
Bank's "old hands" on Colombia's economy and have 
produced several excellent World Bank reports. USing 
matenal taken from some of these pubhcatlOns, the 
authors have presented a study that IS both a tech· 
mcally excellent and very readable account of Colom· 
bm's macroeconomic and agricultural pohCles and 
their effects Any students of'ColomblB's agnculture 
should read tins book 

The authors make several background POints: 

• 	 ColombIa has a relatively smaIl modem sector 
supenmposed on a broad traditIOnal base It pro
duces more than 90 percent of Its own food, and 
agnculture IS stilI a mil/or Industry 

• 	 Nearly half ofColomblB'slegal foreIgn exchange 
earrungs are from coffee exports ColombIa has 
diversified from coffee,to protect Itself from the 
WIde swings c~actenstlc of a primary product 
economy [But, In 1986, coffee WIll again prOVIde 
the WIndfall foreIgn exchange earrungs that WIll 
pull ColomblB out of Its current econOlmc slump 
ColombIa's econonuc boom of the late seventIes 
was also due to a runup In internatIOnal coffee 
pnces] 

• 	 ColomblB has a low foreIgn debt at a tune when 
its neIghbors, both rIch and poor, have suffered 
the consequences of carrymg a large debt load. 
ColombIa's current debt SItuatIOn IS largely at. 
tnbuted to Its conservative Import pohcy. 

• 	 ColombIa IS a textbook case for pohcymakers 
because, at one time or another, the Government 
has tried nearly every type of mterventlon ex· 
change rate mampulatlOn, Import taxes, export 
taxes, export subSIdIes, Import hcensmg, and 
pnce controls through the Instltuto de Mercadeo 
Agropecuano (AgrIcultural Marketmg Institute 
aDEMA)) 

·The reVIewer 18 aD agncuitural economist WIth the Interna
tIonal EconOmiCS DIVISion, ERS 

The book proVIdes an analytIcal account of ColomblB's 
pohCles. Some of the problems that ColomblB has 
had to deal WIth are uruversaI to developmg coun· 
tnes' devaluation, mflation, and the vagaries of 
pnmary product markets Because ColombIa has got· 
ten through these problems more succesafully than 
moat developmg countnes, its expenences may be an 
object lesson to others 

The authors stress that pohcymakers cannot make 
agncultural pohcy m IsolatIOn, nor can the macro
economIc pohcymakers Ignore the effect their decI· 
SlOns have on the farm sector They often must make 
tradeoffs among sectors, and they may find them· 
selves m a web of offsettmg pohcles 

In the chapter on export pohcy, the authors cover ex· 
change rate management (through the "crawhng 
peg" exchange rate), export loans, and subSIdIes 
They conclude that ColombIa has benefited more 
from an export·orlented pohcy than from Import 
substitutIOn 

In the unport pohcy chapter, the authors develop a 
ratIOnale for Import tanffs and hcenslng They,then 
show how these mstruments cause mcreased domestIc 
prIces, meffiClent allocation of resources, and losses 
m consumer welfare They also show the tradeoffs 
among pohcles For example, hIgher tanffs are used 
to compensate for overvaluatIOn of the peso WIth a 
hIgher tanff, the Importable sector grows partly at 
the expense of the exportable sector Moreover, m· 
creases m protectIOn tend to depress overall economIc 
actIvIty The authors also note that trade hberahza· 
tlOn should proceed m stages to reduce short·term 
dislocatIOn (many pohcymakers choose to Ignore thIS 
pomt) 

The latter chapters pertain specifically to agrIculture 
The authors use the pnce mterventlOn chapter to 
discuss the role of IDEMA m ColombIa's agrIcultural 
pnce·support program 

The chapter on pnce stablhzatlOn IS less country· 
specific Although pnce stablhzatlOn IS a goal of Col· 
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-ombla's;agricultural pohcy, the authors say that It IS 
often unclear whether Colombia's pohcles stablhze 
pnces, Incomes, or BOme other economIc factor Price 
stablhzatlon may bnng other problems dIstortIOns m 
productIOn mcentlves and a failure to react to price 
Signals m world markets 

Coffee gets a special chapter because of Its Importance 
to Colomllla's economy Although coffee exporta raised 
export earrungs, these wmdfall earnmgs had to be 
carefully managed to aVOId excessive mflatIOn The 
authors dISCUSS current coffee production technology 
and the pohcy IBSues specmc to coffee export taxes, 
mandatory depOSits of export receIpts m the Central 
Bank, stock and pnce policy, and dJversmcatlOn 
programs 

Other chapters melude Government expendItures on 
agnculture and mput pohcles Fmally, the authors 
sum up how these pohcles, whose aim IS "to bnng 
about economic adJustment while sustammg growth:" 
are fanng They show what pohcy Issues Colorr:bla 
will face m the near term. 

The authors have wntten thJa book cleverly Although 
they use empincal studies, they leave the mathe
matical modelmg for the appenchxes and footnotes 
Several of these appenchxes are worthy of mentIOn. 
Appenchx A showcases economiC models that support 
the authors' conclusions on the mteractlon of coffee 
pncss, money supply, and mflatlon m Colombia. 
Models m appenchx B Illustrate how changes m m· 
ternationaI coffee pnces aff~ the competltlveneBS of 
coffee With other IMport gooda and nontradables m 
Colomb18 

Appenchx C contalns a model for predictmg nOlDlnaI 
interest rates m a semi-mdustnalized, seml-open 

country like Colombia With explanatory vanables of 
money supply, real mcome, expected devaluatIOn of 
the domestic currency, and a risk premium term Ap. 
pendix F detalls Colombia's marketing system for 
coffee, emphasIZing the pnce mecharusm and coffee 
taxes Other,appendixes·graplncally present the 
welfare cost of price stablhzatlon and measure van
ability in international, producer, and consumer 
pnces, producer graBS mcomes, and net profits for 
mne crops. 

The book hae a few mmor weaknesse~ In dJscUBSmg 
protection and effiCiency (p 68), the authors take the 
easy way out In the calculstion of nOlDlnal rates of 
protectIOn by comparing farm gate With, internatIOnal 
pncss for several commochtles and then by noting In 
the text how pncss should be more pr9Clsely Iden
tified The authors are long-time students of Colom
bian agriculture and presumably have more acceBS to 
pnce, transportatIOn cost, and marketmg cost mfor
mation than do most researchers 

One of the contnbutmg authors states: "It IS neces
sary to mcrease the real quantity ofmoney, reqmnng 
that an mcreaee m the rate of growth In nommal 
money not be matched by Iugher eqwproportlonal m
Ilatlon (pp 190-91) TIus feat can be accomplIShed m 
the real world economy only m the very short run 
Although the authors cntlCJZe the Colombian coffee 
mdustry for carrying too large a stock, the country 
Will benefit from Windfall profits from that stock In 
early 1986, the Brazilian coffee mdustry suffered 
crop losses from drought, drivmg up mternatlOnal 
pneea Such IS the fate of an author's putting predJc
tlOn into pnnt These cntlcisms aside, the book is a 
worthwlule study of considerable breadth and depth. 
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Removal of Price Supports and Supply Controls for 
U.S. Tobacco: An Economic Analysis of the Impact 

Daniel A. Sumner and Julian M. Alston, Washington, D.C.: 
National Planning Association, 1985, 60 pp. $8.00 

Reviewed by Barbara Stucker· 

Sumner and Alston have tackled a touchy subject 
the consequences of removmg prIce supports and sup
ply controls for US tobacco The authm s deserve 
credIt for eXamInIng thIS sacred cow of farm com
modIty programs In theIr own words, "EliminatIOn 
01 phasmg out of the federal tobacco program would 
have Impacts on the pnces and quantities of sevelal 
plOducts and would significantly affect the mcome 
and well bemg of millions of people" Their analysIs 
does not address the social Issues and controversy 
over the confhctmg Federal poliCies of farm support 
and public health Theirs IS nota social assessment 
of a ShIft m pohcy away from pnce supports and sup
ply controls, It IS an economic analysIs of the change 
m the well-bemg of producers, the tobacco mdustry, 
and exporters The book analyzes changes m pnces, 
supply, and demand for tobacco that mIght result If 
protectIOnism were abolished or reduced 

The book begms With an extremely bnef deSCriptIOn 
of the U S tobacco program Fifty yeal s of history 
al e condensed to a smgle page No cntIclsm IS m
tended here, Simply an observatIOn that the authors 
are anxIOus to get mto the analysIs without becom
mg bogged down m hlstoncal legislatIOn They con
centI ate on the current program and ItS operatIOn 
They explam supply controls and support prices with 
the light degree of depth to give the reader a good 
understandmg of the tobacco program and ItS pecu
lIantles, but not m such detaIl as to slow the reader 
down 

Tobacco IS a pecuhar crop, and that's what makes 
thiS economiC analysIs Unique The authors must 
unravel a tangle of restnctlOns on producmg and 
marketmg tobacco before they can assess the "good 
and bad" of deregulatIOn They begm by exammmg 
who owns productIOn nghts-that IS, how many 
quota holders produce tobacco, as opposed to how 
many producers lease the nght to raise tobacco Pat
tews of ownel ship valY by State, as do lease rates, 
occupatIOn of ownels, SIze of quotas, and number of 
allotments 

·The reVIewer IS an a.grlcultural economist With the National 
Economics. DIVIsion, ERS 

The authors then contmue to wave theIr econOffilC 
wands over the tobac!=o sector, ehmInatIng pnce sup
pm ts here, wlthdrawmg allotments there, and VOIla 
EqUlhbn urn IS achIeved, productIOn expands, pnces 
fall, exports rise, demand mcreases domestICally, effi
CIency IS attaIned In least-cost reg,.ons, and Industry 
revenues bulge Areas of expanSiOn are blessed wIth 
Increased Income, whereas losers experIence the,con
tl actwnary costs of dlslocatlOn and lost Income 

Perhaps the hand IS qUickel than the eye m thiS 
case Of course, a change In pt:1ce Vis-a-VIS a reduc
tIOn In price supports would affect supply and de
mand So would freedom of productIon These are not 
enhghtenmg results But the degree of change pre
sented by the authors IS of such magnitude that both 
their results and the questIOns I alsed by those 
results 3I e worth mentIOnIng here 

• 	 An Increase m tobacco productIOn of 50-100 
percent, 

• 	 A reductIOn In the price of tobacco of 20-30 
percent, 

• 	 An mcrease of 100 percent m U S tobacco 
exports, 

• 	 An Increase In the quantity of U S tobacco 
demanded by 50 100 percent, and 

• 	 An mcrease of 15-60 percent or more In total 
revenue to the tobacco mdustry 

Aren't any negatives assOCiated with deregulatIOn of 
the tobacco Industry? Yes, the authors Illummate 
them as well 

• 	 A loss of up to 2-3 percent m personal mcome 
m counties with a hIgh dependence on mcome 
from quota ownel ShiP, 

• 	 ElurnnatlOn of the capital value of tobacco 
productIOn rights and the consequent loss of 
about $800 mllhon In annual mcome to quota 
owners, 
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• 	 Major costs of dIslocatIOn and dIsruptIOn If 
pnce SUppOltS and plOductlOn restllctlOns 
were ehmInated suddenly, and 

• 	 Some Increase m prIce varIabIlIty for tobacco 
relative to the 1950-80 pellOd 

The results of the analysIs ehclt the questIOn why IS 
deregulatIOn draggIng ItS feet, when the consequences 
seem to fit so well wIth current aVe! all farm pohcy 
obJectives? Despite the negative consequences asso
cIated wIth deregulatIOn, they are negatIve mostly 
for landowners who, we should be remInded, are 
largely not the producers ExpanSIOn In productIOn 
that would be absorbed by regammg lost export mal
kets IS a dommant theme of fal m polIcy In the 
elghtJes, here IS a case where that policy could be 
successfully Implemented 

The authors cautIOn agamst ImmedIate and SWift 
deregulatIOn for several reasons FIrst, postulatmg 
what the tobacco mdustry would look !Ike m the 
absence of regulatIOns IS hke pamtIng a pIcture 
blIndfolded Tobacco has been legulated In varyIng 
degrees fm mOle than half a century No one can be 
sure of the results of del egulatlOn, because no one 
has seen such an ammal It IS no longer the tobacco 
mdustry of the thirtIes Thus, the authm s admIt 
theu confidence must be checked on thiS scme 

N ext, even If pohcymakers wIshed to I edlstllbute 
wealth flam nonfarmmg landownel s to plOducers, 
the loss of wealth to mdlvlduals, to counties, and to 
regIOns whIch have come to depend on that wealth 
would be enormous, highly concentrated m a few 
areas, and devastating Tobacco quota ownel bhlp IS 
most concentrated m NOlth Carohna, fOl example, 
provIding over 5 percent of the State's total agI Icul
turallevenue One county alone m North Calolma 
would, accordmg to deregulatIOn proposed hel e lose 

$19 mllhon, or about 14 percent of ItS total revenue 
from agI Iculture When pohcymakers are faced with 
an equally pressmg concern of alleVIatIng financIal 
Stl ess, as they certaInly have been thus far m the 
eIghties, the gaInS flOm deregulatIOn pale somewhat 

Still, the authors offel a compromIse phase out pI Ice 
suppm ts and supply conti ols, If ImmedIate deregula
tIOn IS economIcally and othel wise unpalatable The 
tradeoffs between slow and SWift, they suggest, are 
smallel costs of dIsruptIOn and smaller losses to 
quota ownel s at tbe expense of other people who 
would benefit from ImmedIate elImmatIOn 

Tbls book concludes wltb two leVIeWS one flam a 
representatIve of the tobacco Industry (James H 
StaIkey, VIce PIesldent ofUmversal Leaf Tobacco 
Company, Inc ), tbe otber from a veteran agrICUltUl al 
economIst (Harold F Brelmyer) Altbougb both re
vIews commend tbe authOl s for tbelr undertakmg, 
tbe leVlewel sIess tban fully embrace the results of 
tobacco deregulatIOn Starkey suggests that the 
SIngle bIggest problem WIth the tobacco plOgram IS 
pI Ice, whIch bas bampel ed tbe ablhty of U S tobacco 
to compete In wm Id tI ade and led to dISIllUSIOnment 
WI th tbe tobacco progra m on all fronts BreImyel 
concedes tbe problems of the tobacco program, but 
also ad nuts lemembellng the pre-1933 years, when 
I!tohacco farmers we1 e probably agncultUl e's pOOl est 
m the years Just befm e tbe plOgram began Tobacco 
productIOn was the refuge of tbe ImpoverIsbed Entry 
was so easy, Jobs so SCaIce, and acreage so expand
Ible " Brelmyer concludes, as does thIS reVIeWel, that 
by explOl Ing vanous Issues In program-makIng fOl 
tobacco, Sumner and Alston have provIded a useful 
sel vIce Given tbe patb on wblch U S agrIculture IS 
currently headed, pohcymakers can only welcome 
analyses tbat consIder changes In farm commodIty 
programs deSIgned to speed agrIculture on ItS path to 
recovery and stlOng performance m tbe years abead 

*u S Gr,."rnml.lll Prlntlng OfflL(. 1<180 490 HS/lOS71 
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