
Give to AgEcon Search

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search.

Help ensure our sustainability.

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their 
employer(s) is intended or implied.

https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/


Historic, Archive Document

Do not assume content reflects current

scientific knowledge, policies, or practices.



OUTLOOK '84
Session 25

PROGRAM OUTLOOK FOR

CROP INSURANCE IN 1984
PRESENTED BY: MERRITT W. SPRAGUE,

MANAGER FCIC
NOVEMBER 1 , 1983

AS WE MOVE INTO 1984, THERE ARE SOME EXCITING AND SIGNIFICANT CHANGES TO THE

CROP INSURANCE PROGRAM. THE 1980 ACT AUTHORIZING OUR ACTIVITIES SET THE STAGE

FOR A VASTLY EXPANDED AND IMPROVED PROGRAM DESIGNED TO BE THE PRIMARY DISASTER
PROTECTION PLAN FOR AMERICAN AGRICULTURE.

PROGRAM EXPANSION :

#

EXPANSION EFFORTS HAVE BEEN DRAMATIC. WE'VE MOVED FROM OFFERING CROP

INSURANCE UNDER LESS THAN 5,000 COUNTY PROGRAMS IN 1981 TO OVER 18,000 IN

1984. MOST OF THE EXPANSION OF INSURANCE HAS COME IN PRE-EXISTING LINES OF

BUSINESS; HOWEVER, A NUMBER OF NEW PROGRAMS HAVE BEEN DEVELOPED. WITHIN THE

PAST TWELVE MONTHS, NEW PROGRAMS HAVE BEEN IMPLEMENTED FOR CITRUS TREES, FRESH

VEGETABLES, AND HYBRID SEED CORN.

THE BOARD OF DIRECTORS HAS APPROVED FOR USE IN 1984, A SEPARATE TABLE GRAPE

CONTRACT AND NEW PROGRAMS FOR POPCORN, WALNUTS, AND CRANBERRIES. PRIORITIES
HAVE BEEN ESTABLISHED FOR DEVELOPMENT TO NEW OFFERS BEING MADE, PROBABLY IN

1985, TO PRODUCERS IN HAWAII (PROBABLY SUGARCANE, PINEAPPLES, PAPAYAS, AND

MACADAM IAN NUTS) AND PRODUCERS OF AMERICAN PIMA COTTON, MALTING BARLEY, FRESH

MARKET SWEET CORN, PEARS, ONIONS, AND HORTICULTURAL SPECIALTY CROPS. WE

EXPECT FURTHER EXPANSION OF EXISTING LINES OF BUSINESS AS WE MOVE TO OFFER
UNIVERSAL COVERAGE TO AS MANY PRODUCERS AS POSSIBLE OF A WIDE VARIETY OF CROPS.

IMPROVED SERVICE TO PRODUCERS :

PRIVATE INSURANCE COMPANIES ARE DELIVERING AN INCREASING AMOUNT OF CROP
INSURANCE UNDER REINSURANCE AGREEMENTS WITH FCIC. NEARLY 35% OF THE CROP
INSURANCE IN FORCE IN 1983 WAS SERVICED IN THIS MANNER - UP FROM 3% IN 1981.

NEARLY ALL THE CONTRACTS ON FCIC PAPER WERE SERVICED BY PROFESSIONAL PRIVATE
INSURANCE AGENTS AND ADJUSTERS OPERATING UNDER AGREEMENTS WITH THE
CORPORATION. ONLY THE HOME OFFICE INSURANCE FUNCTIONS RELATING TO SUCH
CONTRACTS ARE NOW HANDLED BY FEDERAL EMPLOYEES. WE CONTINUE TO EMPLOY A
LIMITED FIELD STAFF WHOSE PRIMARY FUNCTION IS TO SUPPORT OUR PRIVATE SECTOR
PARTNERS WHEN PROBLEMS ARISE.

THE TRANS I ST ION TO A PRIVATE SECTOR DELIVERY SYSTEM IS PROVING TO PROVIDE
STEADILY IMPROVING SERVICE TO POLICYHOLDERS.
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IMPROVED CONTRACT PROVISIONS

:

PERHAPS THE GREATEST TASK FACING FCIC THE PAST THREE YEARS WAS THE NEED TO

DESIGN CONTACTS AND COVERAGES WHICH TRULY MET THE NEEDS OF PRODUCERS FOR

PROTECTION. AS THE CONTACTS WERE REVISED, THEY WERE PLACED IN AN EASY-TO-READ
FORMAT TO EASE INCREASED UNDERSTANDING OF THE PROVISIONS.

MOST CONTRACTS INCLUDE CHANGES DESIGNED TO INCREASE THE PROTECTION AVAILABLE
TO PRODUCERS WHEN DISASTER BEYOND THEIR CONTROL STRIKES.

FOR EXAMPLE:

1. THE REDUCTION IN INDEMNITY PROVISION WHEN A NEAR TOTAL LOSS LED A
PRODUCER TO NOT HARVEST HIS ACREAGE WAS ELIMINATED.

2. REPLANT PROVISIONS HAVE BEEN ADDED TO SEVERAL POLICIES.

3. QUALITY ADJUSTMENTS HAVE BEEN ADDED TO FAIRLY REFLECT THE REDUCED
VALUE OF LOW QUALITY PRODUCTION.

4. STAGE GUARANTEES, WHERE APPLICABLE, HAVE BEEN INCREASED TO RECOGNIZE
CURRENT PRODUCTION COSTS.

5. THE LATE- PLANTED OPTION ALLOWS INSURANCE PROTECTION WHEN ADVERSE
WEATHER PREVENTS TIMELY PLANTING.

THE SINGLE MOST SIGNIFICANT CHANGE HAS BEEN A MOVE TOWARD YIELD GUARANTEES
BEING BASED ON ACTUAL PRODUCTION HISTORY RATHER THAN AN AVERAGE OF A GROUP OF
PRODUCERS. THE INDIVIDUAL YIELD COVERAGE PROGRAM (IYC) IS NOW AN OPTION TO
CONTRACTS OTHER THAN THOSE USING WHAT WE CALL THE GROWER YIELD CERTIFICATION
(GYC) APPROACH WHICH ALSO IS BASED ON INDIVIDUAL PRODUCTION RECORDS AND USED
FOR MOST SPECIALIZED CROPS. IN 1984, COTTON AND RICE PRODUCERS WILL HAVE
GUARANTEES BASED SOLELY UPON INDIVIDUAL PRODUCTION HISTORY (NO AREA
COVERAGE). WE EXPECT THE PRODUCERS OF CORN, GRAIN SORGHUM, TOBACCO, PEANUTS,
AND FORAGE INSURED IN 1985 TO BE OFFERED ONLY SIMILAR YIELD GUARANTEES.

THIS CHANGE FROM OUR TRADITIONAL WAY OF DOING BUSINESS PROMISES TO REACH A
HUGE NUMBER OF PRODUCERS WHO HAVE NEEDED RISK PROTECTION FOR YEARS BUT WHO
REJECTED CROP INSURANCE AS A POOR VALUE PRICED PACKAGE FOR THEIR OPERATION.

FOR THE FIRST TIME THE BETTER THAN AVERAGE PRODUCER IS TO BE OFFERED YIELD
GUARANTEES WHICH FAIRLY REFLECT HIS CAPABILITY AND WHICH ARE EQUITABLE IN

RELATION TO HIS LESS PRODUCTIVE NEIGHBOR. FOR THE FIRST TIME THE PREMIUM
RATES WILL REFLECT THE RISKS IN A TRULY FAIR FASHION. THE LOSS EXPERIENCE OF
THE PAST WAS BASED UPON ADVERSE SELECTION AND LOW PARTICIPATION RATES AND THAT
EXPERIENCE AFFECTED RATES TO AN UNACCEPTABLE EXTENT FOR MANY OF OUR NATION'S
BEST PRODUCERS. WE MUST HAVE ACTUARIAL SOUNDNESS! WE MUST SET RATES WHICH
WILL GENERATE SUFFICIENCT PREMIUM INCOME TO PAY THE LOSSES OVER AN EXTENDED
PERIOD OF TIME. I AM JUST AS CONCERNED, HOWEVER, WITH RATE EQUITABILITY AS
RATE SUFFICIENCY AND SO IS THE DIRECTOR OF THE CORPORATION'S ACTUARIAL
DIVISION.

WHAT IS THE PURPOSE OF THE CROP INSURANCE PROGRAM?

PERHAPS I SHOULD STATE WHAT IT IS NOT!
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IT IS MOT A COW TO BE MILKED REGULARLY!

EVERY LOSS PAID WILL ULTIMATELY REFLECT THE COST TO THE PRODUCER. PAYMENT OF

MANY LITTLE LOSSES CAN BE COMPARED TO MATCHING QUARTERS WITH POLICYHOLDERS.
HE WINS ONE - WE INCH UP THE RATE - GET IT BACK IN THE NEXT FEW YEARS -

ADMINISTRATIVE AND LOSS COSTS BALLOON - EVERYONE LOSES.

IT IS NOT A MEANS TO GUARANTEE A PROFIT!

PROFIT MARGINS IN PRODUCTION AGRICULTURE ARE SO NARROW TODAY THAT MARKETING
SKILL IS ESSENTIAL FOR SUCCESS. THE RATE FOR A POLICY WHICH WOULD GUARANTEE
NET INCOME WOULD BE SO HIGH THAT A PARTICIPANT WOULDN'T HAVE NET INCOME WHEN
HE OTHERWISE WOULD HAVE.

IT DOES NOT RELIEVE A PRODUCER OF THE NECESSITY TO DO THE BEST JOB POSSIBLE!

THE COST IS BASED UPON EACH PRODUCER MAKING THE MAXIMUM EFFORT WHICH IS

PHYSICALLY AND ECONOMICALLY FEASIBLE. OUR RULES REQUIRING RECOMMENDED

MANAGEMENT PRACTICES WILL BE ENFORCED. IF A PRODUCER'S CROP IS REDUCED
BECAUSE OF WEED COMPETITION, HE WILL BE SUBJECT TO A GUARANTEE REDUCTION FOR
UNINSURED CAUSE OF LOSS IF HIS FAILURE TO FOLLOW RECOMMENDED PRACTICES
CONTRIBUTED TO THE LOSS. FAILURE TO APPLY NITROGEN TO A CORN CROP OR FAILURE
TO USE IRRIGATION CAPABILITY WHEN REQUIRED WILL BE TREATED IN A SIMILAR
FASHION. LAST PLANTING DATE PROVISIONS WILL BE -ENFORCED. WE WILL CONDUCT
WHATEVER NUMBER OF GROWING SEASON INSPECTIONS ARE NECESSARY TO ASSURE
COMPLIANCE WITH CONTRACT PROVISIONS.

WHAT THEN IS CROP INSURANCE?

IT IS AN EFFECTIVE fUSK MANAGEMENT TOOL FOR ALL PRODUCERS. ONE THAT WILL KEEP
A GROWER IN BUSINESS WHEN CONDITIONS BEYOND HIS CONTROL SIGNIFICANTLY REDUCE
HIS CROPS OR DESTROY THEM COMPLETELY.

IT IS A HEDGE AGAINST BAD WEATHER AND OTHER PRODUCTION PROBLEMS. A SMALL BET
PLACED TO PROTECT A HUGE INVESTMENT IN A GROWING CROP.

IT IS AN INVESTMENT THAT WILL PAY OFF, RATHER THAN COST, OVER THE LONG RUN.
THIS IS TRUE BECAUSE THE FEDERAL PREMIUM SUBSIDY AND THE ADMINISTRATIVE AND
OPERATING EXPENSES ARE PAID BY THE US TREASURY.

IT IS A PROTECTION AGAINST A CATASTROPHE THAT MIGHT WELL PUT A PRODUCER OUT OF
BUSINESS.

IT IS A QUALITY PRODUCT OFFERED AT A FAIR PRICE.

WHY HAVEN'T PRODUCERS BEEN KNOCKING DOWN DOORS TO BUY CROP INSURANCE?

IN MANY AREAS OF THE COUNTY, PROTECTION AGAINST THE RISKS COVERED BY CROP
INSURANCE IS NOT A GENERALLY ACCEPTED BUSINESS PRACTICE. PRODUCERS INSURE
THEIR HOUSES, BARNS, LIVESTOCK, AND MACHINERY - THEY PURCHASE LIABILITY
INSURANCE, THEY OWN HEALTH, LIFE, ACCIDENT, AND PROPERTY CASUALTY POLICIES -

YET FAIL TO COVER THE GREATEST RISK THEY ACCEPT' - THOSE RELATED TO WEATHER.
I SEE THIS SITUATION CHANGING! AS LENDERS AND EXTENSION AGENTS, AS FARM
MANGERS, AND AS GOOD SUCCESSFUL FARMERS SUPPORT, ENCOURAGE, AND RECOMMEND CROP
INSURANCE TO THE PRODUCERS WITHIN THEIR SPHERE OF INFLUENCE.
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