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62.
CROP INSURANCE .

(R.Bs _ McMillan),

Introductonx.

Crop insurance s gaid to be one of the oldest forms
of insurance known, 1t having been practised in various
European countries for close on 200 years, The principal form
which it has taken has been insurance of cereal crops against
damage by hail. However, some schemes covered fruit and other
erops, while hail insurancc was often linked also with fire
insurance. Generally speak:ng, the initiative came not from
private firms, but from the farmers themselvos, the schemes
being launched In the form of groups or societies of farmors
Joining together for their own benefit. These groups were
genorally on too small a secile to be able to withstand the
losses in excoptionally bad scasons, and at an early stage
they had to be assisted by the State. This early intervention
by the State has meant that it is now customary for the State
to exercise supervision, if not 1n the fixing of rates and
conditions, at least in conducting some form of central bureau
for the compllatlon of statistical data on elimate and crop
vields, 1In some countries, of course, the State has taken a
more active part still, and conducts its own insurance scheme.
However, the most notable feature of these early European hail
insurance schemes was their non-profit-making nature,

Crop Insurance in Australie.

In splte of 1ts long history abroad, crop insurance is
relatively young in thls country, The present position in New
South Wales, for instance, is that it 1s still difficult to
obtain any form of crop insurance except against hail damage
to cereals, and even this form of 1nsuranee 1s still at an earl
stage of development. Actuel underwriting of hail insurance
began about 1912, and since that date a number of private
insurance companies operatinz in this State have becn accepting
thies business, but they apnsar to do so chiefly for the reason
that it tends to attract with it the morec profitable business of
workers' compensation and fire risk insurance. For the purposec
of assessing hall losses there was formed a body called the
Hallstone Loss Assescors! Ascociation which aets on behalf of
all the companies undertaking hall Insurance business, The
Asgsoclatlon has established six reglons, each with one loss
asscgssor acting on behalf of all the companies concerned, lor
the purpose of fixing premiums, the State has been divided into
two zones only, the premium rate for the northern part of the
State being 90/- per cent., end for the southern part 60/= per
cent, There has been virtually no intervention by the Government
in thls fileld; however, more recently farmers' organisations
have been pressing for the Government to intervent, presumably
in the hope that improved facilitles for farmers would result.
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Hall insurance on fruit crops in this State is at present
carefully avolded by the insupramee companics, A number of companies
had doalt with thls businesa in the past, but their losscs were so
severe, presumably because the risks had not becn correctly
antlcipated, that thsy now tond to avold this type of business. On
this point, 1t 1s Intercsting to note the comments of a Royal
Commission of Inquiry into the Frult Indust>y of New Couth Wales
in 1959, which gave considerable attention to the guestion of hail
insurcenee for frult, The Roral Comnission rzached the conclusion
that a properly organised swstem of hall insurance for ‘ruit
would be of substantlal bencfit to growers, that such a scheme
should be workable if organised under Government supervisilon, but
that it would need some rperiod of subzidy Lefore a proper actuarial
bagls lfor premiums could be roached on the basis of experisence,

The suecess of ha'l lnsurance schemes in Queensland, and
the repeated representations that this State should follow
Queensland's experience, make it of interest to outline briefly
the positlon In that State. Jueensland has hall insurance schemes
for wheat, barley and for fruift--in the Stanthorpe distriect. Each
of these schemes 1s adminintered by a board set up undsy the
Frimary Producers' Organis.tion and Marketing Acts, The scheme
covering whedat was introduced about 1926, Premiums are collected
by a levy on all wheat delivered, and are limited to 75 per cent.
of the value of deliveries, 'his Ffund may be supplemented from
reseryves, and on a number of occasions this has actually been done.
Crops are covered from the middle of Auguct to the end of January,
and compensation 1s paid only for full decstruction of the erop, or
if any remaining part of the erop 18 delivered to the State Wheat
Board. No claim is met unless losses are greater than 5 per cent.
of the crop, while no loss will be assessed at more than 24 bushels
to the acre, The aversge cost of this insurance to the grower has
worked out at slightly over 7d a bushel. The scheme appears to
have worked well and with tho Whole-heartod support of wheat-
growers, The barley scheme 18 roughly similar., The fruit scheme
has operated in the Stanthorpe area ¢ince 1933, and has been the
subject of soms experiment, In the early stages 1t was voluntary
but it was later found desirable to put it on a compulsory basis.

All-Risk Insuranec in the Uesats

Perhaps the most interesting development in the field of
erop ingurance recently has been the Introduction of an all-risk
insurance scheme Iin the United States, Bascd on the report of a
committee of Government and fdrmen represontatives formed in 1936,
all-rlsk insurancc was introduced by Aet of Congress in 1938
to cover the 1939 wheat hiarvest. Administored by the Federal Crop
Inﬂurance Corporation, as wpart of the United States Department of
Agriculturc, the schome aims at %1ving stabllity to farm incomes
by protecting farmors against all risks exeopt noglect and
malfeasance on thoir part, or fallure to vosecd, Both proemiums and
jlgﬁﬂﬁﬂuwara_caloulated in torm3 of bushels of whoat, and were
bayablo either in wheat or its cash equlvalont. Reserves were also
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carricd in terms of wheat, a faect which tended to give stabllity
to the market, The basis of calculation of premiums was that a
certain yield was guarantecd to the farmer, either 50 or 75 per
ccnt. of his average crop yicld, whichover he chose; calculations
were on an individual farm basis, so ac to balance each farmer's
nrospective compensation payments.with premiums paid over the
long period. Administrative costs were met by the Government and
wherever possible exlsting agencles were used, thus making 1t
possible to dovetall the scheme with other activitics of the
Department of Agriculturc aimed at encouraging the adoption of
better farm management methods. 4

A similar scheme was introduccd for cotton in 1942 and
investigatlion has also gone a falr way towards enabling the early
application of all-risk insurance to corn, citrus, tobacco and
rice. Yot in spite of the careful planning which had gone 1nto
the wheat and cotton schemes, they were licuidated by order of th
Us5s Congress as from the lst January, 1944, The recason for this
action was the failure to establish a sound actuarial basis for
the scheme and the inability to eliminate the "moral hazard", 1t
being possible for farmers to choose the years in which they wou
participate so as to collect compensation 1ln bad seasons and to
avoid premiums in good ssasons, As a result, the Corporation
regularly made an adverse selectlon of risks, and losses averaged
from 4 to 5 million dollars a year, or about a half of the amoun
of premiums collectod. Furthermore, these losses occurred durlng
a period when crops were gonerally above average. The Corporatio
was liguidated against the advice of tho three main growors!
organisations, against opposition inside Congress, and with the
unwilling consent of the Presidenti, Subsequently, .t appears to
have been made a plank in each candildate's poliey in the recont
Presidential election and now all-risk insurance is reported to
have beon re-introduced as from the beginning of 1945, Fuller
details are not yvet aveilable, but:presumably this moans that
all-risk insurancc will now be a permancnt foature of Amcrican

agriculture.

Problems of Crop Insurance.

Perhaps 1t is fortunate for New South Wales that hall
insurance has made considerably more progress elsewhere, for 1t
makes it possible to draw on other countries' experience and bui
more firmly on it. The main lessons learned appear Lo be these:

(1) Losses must be easy to assess. This implies the exlistence
of ample field stafl experilenced in loss asgessment, and the
existence of reasonable standards of product for the ‘
commodity concerned. against which losses can be gau%ed. Ir
affected crops cannot be fairly qulckly inspected; 1f it
becomes difficult to Judge whether losses have been caused
by hail or other uncontrollable factors, or by preventible
factors such as some diseases or neglect; or if it 1s hard
to state what stage the crop would reach had loss not
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occurred then there is a serious danger that misrepresent-
ation and exag eration of losses will prejudiece. the
success of any insurance scheme.

(11) Schemes must be broadlybased. Small groups are not in .
A poslitlion to accumilate the roserves necesuary -to meet
the losses which m'ght occur in a run of baod seasons, or
éven perhaps in one bad season, If o scheme ombraces a
large number of contributors and 2 wide area with reason-
able variety of climatie expericnce, and if as a rosult
losses 1n any one scason tend to bo restrieted to only a
fraction of the total pirticipants, then gtability is
more. easlly ascured.

(1i1) The actuarial basis must be sound. If premiums are not
accurately rclated to the actual phrsical risks then
farmers for whom premiums ape inordinately high will not
participate, while those: for vhom nremiums underestimate
the rlsk will tend to participate, thus meking it
inovitablec fer the scheme to incur losses over the long
poriod. Consequently, insurance must be based on accurate
knowledge of climctic data and of average. erap ~ield
experience, MLt

(1v) There must be some form of Government supervision.
Experlence ceems to Show THAt orop InSurance Tkes no
progrese unless the State takes the initiative in fixing
premlum rates, guaranteeling Schemes, or cven subsidising
them. It secms that onlya State-supervised scheme can
gain the wide spresd of Mok necessiry and cen afford to
ostablish premium rates elose to tho lovels suggested
by accurate actuar:ial eileulations. Farmere, with their
traditional lack of interest in insurance, apoear most
unwilling to pay premium rates hizh enough to suggest
that excessive recerves are being built up at their
eXpense,

Perhaps the 7dezl form of cerop insurance would be a
compulsory, State~superv:sed, all-risk dcheme, viith premium
rates baced on sach form!s individual experience. However, at
least 1n New South Halss, the-statistical information, both
for ecrops and growers, rslating to eich individual farm is
Simply not available, Therefore, it is at onece inpossible to
make an accurate assessment of each furmer's individual risk,
Compulsion, without which a sufficlently broad cover could
probably not be obtaincd, 18 unpalatable at any tins, and
Wwould be even more so if it eould bo demonstrated that the
Scheme was not based on data sufficiently accurate to avoid
injustice and anomalies as betweon particular farms.




56,

Some crops, too, ore more amenable to Insurance than
others, Ffor Instance, wheat /s a uniform commodlty, and it is
not difficult to judge a former's probable loss glven the
market value of the remainder of the season's crop., For frult,
assessment of loss is more 4.ffleult, since often it 1=
impossible to say how much d~mage has becn caused to the frult
by hail and how much by other causes affecting quality. TFor
cormoditice llke vegetable:, which are far from uniform, loss
and dcmage exin be due to o wide variety of couses, not the
lecst ‘important of which s negligence on the part of the
growver, With vegetables, too, the absence of any uniform
stondards of cuallty moke b difficult to judge the oxtont of
losses, and also make 1t ecoler for misreprosentation on the
part of growers to causc a drain on insurance funds. Then,
‘again, some commoditiles, such as rice and tobacco 1n this
State are grown only in fairly restricted reglons, where the
incidence of c¢limatlc factors causing loss would tend to be
uniform; this would make it difficult to spread the incidonce
of locses evenly, from one sexson to another.

_ The above argumcnts are not Intended to show that
satisfactory érop insurance schomes cannot be worked out for
every cormodity. They are merely intended to show that there
are roxl practical difficulties, which arc not the samo for
every comnodity, and that wi.de administrative experience and
. sound statistieul data arc necessary before a scheme can be
introduced. Indeed, the “-wortant contribution which
successful erop Insurancc can make to stabllity of form
incomes is such that every effort must be made which will
assist in 1ts satisfactory dovelopment.




