Development opportunities for the insurance of agricultural crops...

Development opportunities for the insurance of agricultural
crops and livestock in Poland

dr inz. Joanna Pawlowska-Tyszko

Agricultural Finance Department
E-mail: tyszko@ierigz.waw.pl

Abstract

The experience of countries of the Community clearly indicate that the existing risk management
instruments (including insurance subsidized) are not fully utilized, and what more do not guarantee
fully the financial stability of farms. Hence appear the new needs for innovative risk management
tools in agriculture. The aim of the study will attempt to assess past experience in the implementation
of agricultural insurance in Poland (including subsidized recommended to UE.

For the analysis of the legal status were used the Polish insurance regulations and European Union
(EU) legislation in the range of the functioning of risk management tools recommended by the Com-
mon Agricultural Policy (CAP). Conducted analyses indicate that the market for crop insurance and
livestock is poorly used by Polish farmers. It is estimated that only 12% of farms in Poland insures
their crops. In the case of animals the situation is even more unfavourable, as in Poland are insured
only 5% of the animals. Moreover, the level of the utilization of subsidies for agricultural insurance
is low. In 2014, for crop insurance and livestock is allocated in the budget the amount of approx.
201 million polish zloty (PLN). The level of subsidies utilization amounted to about 80% and it was
about 10 p.p. lower than in 2013. In 2015, the amount of subsidies remained similar to the 2014
level and amounted to about 200 million PLN. The analysis shows that many farmers do not decide
to buy insurance. Lack of comprehensive system solutions for the protection of risk in agriculture
will force the need to introduce the new instruments Risk Management in Poland.
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Pe3iome

OnutsT Ha cTpaHuTe oT OOIIHOCTTA SICHO NTOKa3Ba, Y€ ChIIECTBYBAIIUTE HHCTPYMEHTH 3a
yIIpaBJIEHHUE Ha pUCKa (BKIFOYUTEITHO CyOCHJUPAHUTE 3aCTPAXOBKH) HE Ca U3MI0JI3BaHU HAITBIIHO U OLIE
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MoBeYe, HE rapaHTHUPAT HAITBJIHO (prHAHCOBATa CTAOMITHOCT Ha pepmute. Clie0BaTEIIHO CE MOSBABAT
HOBH ITOTPEOHOCTH OT WHOBAaTHMBHU WHCTPYMEHTH 3a YIPABJICHUE HA pUCKa B 3emeenueto. Llenra
Ha U3CJIEIBAHETO €, 1a C€ OIKTA J1a OIICHN HATPYMAHUST OMUT OT MPUJIATAHETO Ha CEJICKOCTOMAHCKO
3actpaxoBase B [lonma (BKIIOUUTENHO HAa CyOCUAMpPaHU 3aCTpaxoBKH npenopbuanu ot EC).

3a aHaIM3 HA IPABHUS CTATyC Ca U3IIOI3BAHH MOJICKU 3aCTPAX0OBATEITHH PEITIAMEHTH U 3aKOHOIATEIICTBO
Ha EBponeiickus cbio3 (EC) B 00xBara Ha (yHKIIMOHUPAHE HA MHCTPYMEHTHTE 3a YIIPABJICHHE HA PUCKA
npernopbyanu ot O6miara cenckocromnancka nonmutuka (OCII). V3BbpiieHUTe aHATU3Y TOKA3BAT, Ye
rasapa 3a 3aCTPaxOBKHU Ha 3eMEIEJICKH KYITypU U TIOOUTHK € c1abo M3IOJI3BaH OT MOJICKUTE (hepMepH.
OnensiBa ce, ye camo 12% ot depmure B [lonma 3acTpaxoBar TEXHUTE 3eMEIEICKH KyaTypH. B
Cllydasi ¢ J)KUBOTHUTE CUTYaIUsATa € Ollle o-HeOmaronpusTHa, karo B [lomima ca 3acTtpaxoBaHu camo
5% ot xxuBoTHHUTE. [IpH TOBa, HUBOTO HA M3IOI3BaHE HA CYOCH/INH 32 CEIICKOCTONIAHCKH 3aCTPAaXOBKU
e Hucko. [Ipe3 2014, 3a 3acTpaxoBKa Ha 3eMEJICIICKU KYITYPH U JIOOUTHK € TIPEABUICHA B OFO/KETa
cymara ot npubnu3utento 201 mummona noscku 3motu (PLN). HuBoTo Ha n3non3Bane Ha cyOcuInn
ce paBHsiBa Ha 0K0J10 80% 1 TO € ¢ 10 mpoueHTHH MyHKTa o-HUCKO OT ToBa npe3 2013 r. [1pe3 2015
I., cyMaTa Ha cyOcuauuTe ocTaBa moaobHa Ha HUBoTO OT 2014 u BB31MM3a Ha okoo 200 MuIMoHa
nosicku 3101 (PLN). AHanu3bsT nokassa, ye MHOTO (hepMepH He Ce pelaBar Ja KyIsiT 3aCTPaxoBKa.
Jlunca Ta Ha BceoOXBAaTHU CHCTEMHH PEIICHUS 32 3aIUTa OT PUCKA B 3€MEIEIHETO IIe HAJOKH

BBBEKJAHETO HA HOBU MHCTPYMEHTH 3a YIIpaBieHUE Ha pucka B [loma.
Ku1r04oBH 1yMHU: HHCTPYMEHTH 3a YIIPABICHUE HA PUCKA, YIIPABICHUE HA PUCKA B 36MENIEIINETO,

OCITI, 3acTpaxoBKa Ha 3eMEJEJICKH KYJITypu

INTRODUCTION

Along with the development of the economy
and broadly understood developments in an
enterprise and its environment, different risks
arise. Economic entities and natural persons thus
increasingly recognise the need for insurance
cover against effects of random events, natural
disasters or accidents. Such cover is ensured by
different insurance offered by insurance under-
takings and companies. Insurance may therefore
be defined as a “multi-regulator of national
economy development processes distorted by
random events, natural disasters and accidents”
(Banasinski, 1996, p. 16). Its operation is based
on the (direct or indirect) distribution of regu-
latory costs on predetermined units using this
tool. It should also be noted that insurance is a
form of compensating for random damage with
respect to natural persons and economic units
representing various sectors. This distribution is
particularly important for insurance policy-making
by insurance businesses. State policy, which may

significantly influence the structure of the insur-
ance portfolio or the planning of the economy’s
demand for assurance, is also important for the
development of insurance. A special role of the
State in this area is recognised in the agricultural
sector to which both compulsory and voluntary
insurance is addressed. The State’s function in
agricultural insurance is not only to regulate and
control, but primarily to protect. This applies to
the State-subsidised insurance of agricultural
crops and livestock where the State is somewhat
a safety buffer for both insurance undertakings
and farmers.

The aim of this study is to assess the experience
to date in implementing the subsidised insurance
of agricultural crops and livestock in Poland in
terms of opportunities for its further development
(popularisation).

The legal status was analysed based on the
applicable Polish insurance provisions and EU
legislation on the operation of risk management
tools recommended by the CAP. A statistical analysis
was developed based on FADN (Farm Accoun-
tancy Data Network) insurance data and MARD
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(Ministry of Agriculture and Rural Development)
data compiled based on budget acts. All the data
covered 2009-2014. Research covered a sample
of about 12 thousand farms being a FADN farm
sample. The data collected were assessed based
on selected agricultural insurance business ratios,
1.e. the damage incidence ratio and the financial
loss ratio'. The data collected were presented in
tables and figures.

Characteristics of the business insurance scheme
in Polish agriculture

Providing cover against risk effects allows
for uninterrupted agricultural activity which is
important in view of ongoing agricultural develop-
ments. There is currently an increase in risk due
to, among others: reduced market intervention
and an announced reduction in subsidies, the
opening of EU markets leading to their destabi-
lisation, increased risks of animal disease (avian
influenza, BSE) and plant disease (varroasis)
epidemics as a result of trade liberalisation or
more severe extreme weather events resulting
from climate change.

The gravity of the problem may be indicated
by risk consequences reflected in e.g. large agri-
cultural production losses or farmers’ investment
reluctance due to their fear of increasing risk. The
problem is aggravated by the fact that there are
no risk management instruments, which would be
appropriate to the scale of risks, in Poland, but also
in many EU Member States. Therefore, numer-
ous EU Member States are currently looking for
opportunities and ways to solve the problem.

Having reviewed Polish legislation on risk
management instruments, it may be concluded
that there is a severe shortage in new agricul-
ture-oriented solutions, which could effectively
mitigate risk effects in the sector, including index

' The accident (damage) incidence ratio is the ratio of the
number of claim settlements to the number of concluded
policies. However, the financial loss ratio is the ratio of
the total amount of settled claims to the total amount of
paid premiums.
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insurance, mutual funds or income stabilisation
funds recommended as part of a safety net by
the European Commission. Having reviewed the
insurance scheme in Polish agriculture, however,
it may be concluded that insurance is the most
common form of risk mitigation in the sector.
Under the applicable law, three types of insurance
are compulsory for farmers:

* insurance of farm buildings against fire
and other random events, such as hurricane, flood,
flooding, hail, snowfall, torrential rain, etc. [Act on
Compulsory Insurance..., 2003, Article 4(3)];

»  third party insurance (the so-called TPI
of farmers) in respect of running a farm. This
insurance provides cover for not only a party
liable for damage, but also an injured party. It is
worth noting that such insurance is compulsory
not only for a farm owner, but also for a farm
tenant and user [Act on Compulsory Insurance...,
2003, Article 4(2)];

»  State-subsidised insurance of agricultural
crops and livestock. This instrument covers the
insurance of at least 50% of the farm’s UAA
against the risk of damage caused by hurricane,
flood, torrential rain, hail, lightning, landslide,
avalanche, drought, adverse effects of wintering,
spring frosts and emergency slaughter [Act on
insurance of agricultural crops..., 2005, Article
3(2)]. Other risk groups fall beyond the scope of
compulsory insurance and may be insured on a
commercial basis as part of the voluntary insur-
ance of crops and livestock.

Besides compulsory insurance, the Polish insur-
ance scheme includes voluntary, non-compulsory
insurance which is taken out not because of law,
but based on a voluntary contract between a
farmer and an insurance undertaking. Voluntary
agricultural insurance includes: the insurance of
movable property, breading and pond rearing, a
forest stand and permanent crops as well as the
insurance of crops and livestock not covered by
compulsory insurance.
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Polish experience in implementing the State-
subsidised insurance of agricultural crops and
livestock

The insurance of crops and livestock has a
long tradition in Poland. Nevertheless, the ex-
perience to date in its implementation indicates
the need for certain changes in the scheme to
popularise such insurance. This is confirmed by
research conducted by many researchers, who
deal with the issue, pointing out various factors
limiting its purchase, including: the price of a
policy (Hecka, and Lyskawa, 2013), a subjective
(low-level) assessment of risks and the amount
of possible losses by farmers (Janowicz-Lomott
and Lyskawa, 2016), claim settlement problems
(Pawtowska-Tyszko, 2011).

Until 1990, most agricultural insurance was
statutory (including the insurance of crops and
livestock), thus making it necessary to pay a fixed
pecuniary obligation in the form of a premium
arbitrarily fixed by State authorities without the
need for concluding an insurance contract — the
so-called ex lege insurance. Agricultural crops
(cereals, fodder plants intended for animal feed,
potatoes, sugar beets as well as meadows and
pastures) were subject to the insurance obligation
which covered, among others, the risk of hail,
flood, fire and precipitation. Compulsory insur-
ance was extended to livestock and covered the
death of cows, bulls, horses aged 2+ and pigs of
over 25 kg in weight. Until 1990, the insurance
obligation applied to farms with an area of over
0.5 ha. In 1990, the introduction of the Act on
insurance business brought significant, not only
for agriculture, changes in the Polish insurance
scheme. The Act created a favourable environ-
ment for the development of free competition and
enabled the privatisation of existing insurance
companies. Its provisions formed a basis for opting
out of statutory agricultural insurance which was
replaced with voluntary insurance (since 1990
until now), including with subsidised insurance
since 2005. In 2008, subsidised insurance became
compulsory, but only 50% of cultivated crops were

subject to the insurance obligation. Moreover, no
clear rules for enforcing the obligation have been
developed to date and thus not all farms discharge
it. Under an amendment to the Act, the area of
the farm covered by the insurance obligation was
increased to 1 ha.

Once the obligation to insure crops and animals
was lifted in the early 90s, interest in taking out
such insurance policies on farms decreased as
shown in Figure 1.

About 3 million insurance policies were sold
until 1990; the number dropped drastically after
1990 from 852 thousand in 1992 to the lowest
level in the analysed period, i.e. 32 thousand in
2001. As a result, farms lacked adequate insur-
ance cover which significantly increased the
risk of agricultural activity, particularly due to
intensifying adverse weather changes (flood of
1997, droughts of 1992 and 2006, annual rain-
storms with hail). Therefore, the situation forced
policymakers to use ad hoc aid and became an
impetus for introducing State-subsidised insur-
ance. Reasons for introducing State-subsidised
insurance include:

» asignificant increase in costs of voluntary
insurance cover after 1990,

*  high intensity of adverse weather condi-
tions,

* anincrease in State expenditures to help
farmers in case of disaster events, the so-called
ad hoc aid, and an attempt to rationalise State
budget expenditures allocated for ad hoc aid,

*  popularisation of voluntary insurance
cover,

* inclusion of subsidised insurance in risk
management tools recommended by the European
Commission.

Subsidised insurance was introduced to Polish
agriculture in 7 July 2005 by virtue of the Act
on insurance of agricultural crops and livestock
[Act on insurance... 2005]. In accordance with the
Act, subsidies to premiums in respect of insur-
ance contracts are financed from the State budget
funds set forth in Section 32 (Agriculture) of the
Budget Act. Furthermore, the State provided for
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Figure 1. Total number of crop and livestock insurance policies in Poland in 1987-2014 (‘000)
Source: own study based on Statistical Yearbooks of the Central Statistical Office, Warsaw 1986-2009 and
data from reports of insurance undertakings submitted to the MARD, Warsaw 2009-2014
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Figure 2. Schematic flow of subsidies to subsidised crop and livestock insurance premiums
Source: own study based on the Act on insurance of agricultural crops and livestock (2005).
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Figure 3. Number of concluded crop and livestock insurance policies in 2005-2014
Source: own study based on 2005-2016 data from the Polish Supervision Authority and the MARD.

Table 1. Comparison of crop and livestock damage incidence and insurance loss ratios in 2009-2014

Source: own study based on FADN data, 2009-2014.

Specification Research period

2009 2010 2011 2012 2013 2014
Crop accident 11.7 6.81 18.32 30.77 4.1 10.39
(damage) incidence
ratio (number of
claims)
Crop loss ratio 151.71 43.83 140.17 235.54 24.77 45.95
(%0)
Livestock accident 5.79 3.93 5.30 4.92 2.46 2.88
(damage) incidence
ratio (number of
claims)
Livestock insurance 25.30 19.96 18.84 22.41 9.21 32.30
loss ratio (%)

an earmarked subsidy in the Act to cover some
claims in respect of damage caused by drought.
These expenditures are also covered from State
budget funds under Section 83 (Provisions). The
funds allocated for this purpose may be mobilised
after concluding a subsidy contract by the insur-
ance undertaking with the minister responsible
for agriculture. Once companies, which may
conclude State subsidised insurance contracts,
are selected, the farmer submits an application
for an insurance contract to a selected insurance
undertaking. The number of subsidised insurance
contracts concluded by farmers with companies
is limited by the amount of subsidies granted to a

specific insurance undertaking. Once the contracts
between the farmer and the insurance company
are concluded, the farmer pays some part of his/
her premium and the minister responsible for ag-
riculture pays the subsidy. Subsidies are therefore
a part of insurance premiums due to insurance
undertakings in respect of concluded insurance
contracts. The insurance undertaking receives
subsidies once a quarter based on an applica-
tion it submitted. Insurance undertakings, which
concluded subsidy contracts and/or compulsory
crop insurance contracts and which entered into
a co-insurance agreement, are also entitled to the
earmarked subsidy to cover some claims of farm-
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Table 2. Balance of flows of crop and livestock insurance premiums and claims in 2009-2014
Source: own study based on 2009-2014 data from Annual Reports of the Polish Financial Supervision Au-

thority and the Budget Act.

Research years 2009 2010

Specification

2011

2012 2013 2014

Gross writ- 94213 113 207
ten premium in
PLN ‘000 (paid

by the farmer)

165 207

181 791 163 734 164 110

State subsidies 131 139 96 679

to premiums

126 141

162 412 164 407 161 363

Collected pre- 225352 209 886

miums in total

291 348

344 203 328 141 325473

Claims 77 410 65 113

202 192

472 663 83 736 115 477

Subsidies to 150 000 100 000
claims in respect

of drought

100 000

68 641 80 000 99 500

Claims in total 227 410 165113

302 192

541304 163 736 214 977

Balance of -2058 44 773
premiums and

claims in total

- 10 844

- 197101 164 405 110 496

ers settled in respect of losses caused by drought.
The subsidy constitutes 60% of the difference
between the total amount of claims settled in
respect of drought and the amount representing
90% of premiums paid in case of damage caused
by drought. If the amount planned for this purpose
is not used, it may be transferred to a financial
envelope for subsidies to crop and livestock insur-
ance premiums in a given year. Figure 2 presents
a schematic flow of subsidies to subsidised crop
and livestock insurance premiums.

The legislator intended to popularise subsidised
policies, hence the Act was amended on several
occasions to tailor it to needs of all stakeholders
(farmers, insurance undertakings and the State). The
most important changes in this area include:

* extension of the material scope of and an
increase in the sum of insurance and the amount
of the subsidy (amendment to the Act of 27 April
2006 and 7 March 2007).

» since 1 July 2008, the compulsory insur-
ance of crops against the risk of drought, hail,
flood, adverse effects of wintering and spring
frosts for at least 50% of the farm’s UAA which
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received direct payments to agricultural land
within the meaning of provisions on agricultural
land payments and the separate sugar payment.
The compulsory insurance of agricultural crops
stems from EU requirements.

* since 1 January 2010, the limitation of
State aid in case of a disaster to half the rate of aid
if at least half of crops lack insurance cover. This
limitation was introduced in all 27 EU Member
States [Regulation (EC)..., 2006].

* launching of work on draft blanket insur-
ance for farmers (including the insurance of crops
and livestock) — July 2016.

These activities contributed significantly to
the popularisation of such insurance as confirmed
by data presented in Figure 3. It should be noted
that more and more such policies are taken out
every year. It is worth noting that many farmers
choose to take out such insurance without State
subsidies. In 2010-2013, the number of unsubsi-
dised policies exceeded the number of taken out
subsidised policies as shown in Figure 3.
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The reason for this may be the fact that the
insurance of crops and livestock covers primarily
risk factors with the lowest insurance costs or that
insurance undertakings may have no appropri-
ate offer (this applies particularly to the risk of
drought). This is also confirmed by the experience
of insurers who, in the form of subsidised insur-
ance the scope of which is set out by statute, offer
only policies covering selected risk factors. This
means that real tariff rates are often higher than
allowed by statute (5-6% of the sum of insurance)
and thus the farmer may insure only certain risk
factors as part of insurance covered by statute. A
certain problem thus arises, making insurance taken
out on a fully commercial basis the only alterna-
tive to selected types of risk. Despite statutory
amendments in the area of subsidised insurance,
its potential for stabilising the income situation of
farmers remains untapped. The problem may be
aggravated by using ad hoc aid for dealing with
effects of natural disasters. This task is financed
from the special-purpose reserve of the State
Treasury. In 2009-2014, about PLN 1.2-1.4 bil-
lion was allocated for this purpose [Budget Act,
2009-2014], i.e. 6 times the subsidy allocated for
premiums and claims in respect of the insurance
of crops and livestock. Research based on FADN
data revealed that only 487 farms, i.e. less than 1%
of individual FADN database entities, benefited
from ad hoc aid in 2009-2014. Nevertheless, the
use of ad hoc aid may limit demand for insur-
ance policies, primarily in small farms (1-20 ha
of UAA) which, as shown by FADN data, are the
largest beneficiaries of such aid.

Having analysed (both subsidised and unsub-
sidised) crop and livestock insurance loss ratios,
it may be concluded that the ratios varied in the
analysed period as shown in Table 1.

The highest ratio was recorded in 2009, 2011
and 2012 with respect to crop insurance. The loss
ratio in this period ranged between 140% in 2011
and 235% in 2009. This means that insurance may
be unprofitable for insurance undertakings in times
of intensifying adverse weather changes as con-
firmed by data included in Table 2. In 2009, 2011

and 2012, the amount of settled claims exceeded
the value of collected premiums. In 2009, claims
exceeded premiums by only 0.8%, in 2011 — by
3.8%, while in 2012 — by 57.3%. Taking the per-
spective of the entire research period (2009-2014),
however, the balance of premiums and claims is
positive, i.e. PLN 109 671 thousand, which means
that the value of collected premiums exceeded
the total amount of settled claims by about 7%. It
should be noted, however, that the unprofitability
of insurance undertakings in years of intensifying
adverse weather events may discourage insurance
undertakings from concluding such contracts (this
applies particularly to crop insurance policies) and
thus slow down their popularisation process.

Having analysed the damage incidence ratio,
it may be concluded that it was relatively high, in
particular with respect to crop insurance, i.e. from
11 to over 30 claims per 100 concluded contracts.
This means that, in extreme cases, about 30% of
farmers suffered damage in case of adverse events
which disturbed the normal course of economic
activity. Against this background, the ratio with
respect to livestock insurance was much more
favourable and ranged between about 2.5 and
about 6 events per 100 concluded contracts. If we
assume that the number of concluded crop and
livestock insurance policies has remained almost
unchanged since 2009 (about 140-150 thousand
policies), the foregoing may indicate an increase
in weather risk in the analysed period and hence
the need for popularising such insurance or of-
fering other alternative tools providing cover
against its effects.

CONCLUSIONS

The research revealed the need for popularising
subsidised insurance, particularly crop insurance.
Analyses indicate that many farms in Poland lack
insurance cover. In the analysed period, about
140-150 thousand policies were taken out.

In accordance with the analyses, the fact that
ad hoc aid, which is mobilised in case of emergen-
cies, operates in parallel with the insurance offer,
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and the mismatch between the offer and needs of
farmers, particularly with respect to maximum
tariff rates, hinder the popularisation of insur-
ance among farmers. Taking the perspective of
insurance undertakings, demand-limiting factors
should include the short-term unprofitability of
insurance and its high loss ratio.

Crop and livestock insurance may be devel-
oped if: currently offered products are tailored to
needs of farmers and the changing environment,
farmers become more aware of the legitimacy
of and the need for taking such activities, tariff
rates and the amount of premiums are tailored to
subsidies so as to ensure that farmers are provided
with cover against different types of risk, ad hoc
aid is limited.
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