Interview with Salvador Mayoral, chairman of
the Latin American Association for the

Development of Agricultural Insurance (ALASA)

«There is not just a single model for agricultural

Insurance»

Latin America has been
identified as one of the
world’s regions with the
greatest interest in
agricultural insurance;
this is a consequence both
of its production capacity
and of the need to fix and
guarantee income in rural
areas. This region is a
universe of contrasts and
experiences that in ALASA
has a forum for exchange
and contact, as is
explained by its
chairman, Salvador
Mayoral, and as we could
see during the VII
Congress of this Pan-
American institution
which was held in May in
Seville (Spain).

Question: What benefits do-
es agricultural insurance pro-
vide in the area of agricultural
planning in Latin American
countries?

Answer: We start from the view-
point that agriculture insurance is
an efficient instrument for those
public policies that aim to overco-
me the backwardness of rural envi-
ronments and to develop the agri-
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cultural sector’s full potential in La-
tin American countries. In itself,
this insurance represents an im-
portant element in the rural chain
of production; it reduces the sec-
tor’s vulnerability; creates condi-
tions of greater solvency in the
production units, avoiding decapi-
talisation due to the effect of ran-
dom events, and reduces the need
for public resources to mitigate the

losses produced by catastrophic
events. In the last few years agri-
cultural insurance has taken an
evermore important place in plan-
ning the development of the re-
gion’s rural areas, this has been
helped by the liberalisation of the
markets and a number of factors
which have changed the profile of
rural risks. Producers are being fa-
ced by complex risks as a result of




TREBOL

globalisation. In addition to events
arising from the climatic or biolo-
gical profile of each country there
are other sources of constant
worry such as market fluctuations,
environmental risks and risks ari-
sing from the inappropriate use of
production techniques. And with
respect to livestocR insurance, the-
re is the possibility of plagues and
epidemic diseases with high morta-
lity rates spreading with between
countries. Above all, the develop-
ment of agricultural insurance and
new insurance schemes is somet-
hing that is fundamental for the
welfare of rural families since,
among other things, it contributes
to protecting the income of the ru-
ral population, which in this way is
not forced to move to big cities.

Q: How is agricultural in-
surance developing in Latin
America?

A: First of all it should be said
that it is not possible to talk about
homogenous development, rather
various degrees of development
depending on the area. However,
the development of new risk ma-
nagement instruments and relia-
ble information systems is still
pending in the region. In general
terms, there are countries where
the government plays an impor-
tant part and the private sector co-
[laborates in the development of
agricultural insurance. In these,
the state subsidises a percentage
of the producers’ insurance costs,
increases the insurable sums and,
in some cases, covers the risks
that are not insurable by the pri-
vate sector. On the other hand,
there are other countries that ha-
ve not managed to develop a sys-
tem for the management of risks
in the rural sector —neither public
nor private— because of the insta-
bility of their economies or the
lack of public resources. In these
countries the strategies in order to
deal with catastrophic situations

relegate or ignore the capacity of
agricultural insurance to mitigate
the effects of these. In these cases,
in general, companies insure spe-
cific risks that do not encompass
in the producers’ whole exposure;
as a consequence of this there is
not sufficient incentive for the
producer to become part of the
insurance system. In summary,
the development of agricultural
insurance in the region is limited
because of the presence of adver-
se economic conditions, which
are reflected in a lack of, or re-
duction in, governmental resour-
ces to promote risR coverage
schemes.

Q: Do the developments in
aquiculture form part of agri-
cultural insurance?

A: Aquatic and fishing activities
are a real alternative to increase the
range of food products in our coun-
tries, generate foreign currency and
stimulate regional development.
This sector therefore has enormous
potential for the insurance market
and its products. Whether it falls wit-
hin the range of agricultural insu-
rance depends to a great extent on
the development conditions of the-
se activities in each country.

Q: On an International sca-
Ie, the agricultural insurance
systems of the USA, Canada,
Mexico and Spain have great
prestige. Is it however possi-
ble to talk about an ideal in-
surance model?

A: The basic differences between
the agricultural insurance systems
have to do with coverage and the
development and participation of
the public sector. The United States
has an agricultural insurance sys-
tem where the state actively partici-
pates by subsidising the insurance
premium, covering private insuran-
ce's management costs, reimbur-
sing the private sector’s underwri-
ting costs and providing reinsuran-

ce and even catastrophe cover. Ca-
nada has a harvest insurance pro-
gramme, a subsidised savings pro-
gramme for farmers (NISA) and an
insurance network which guarante-
es the individual income of each
production unit by a percentage of
the past income of that unit (AIDA).
Spain has a public and private joint
participation system where the state
plays an important role by provi-
ding premium subsidies and reinsu-
rance whilst the private sector ad-
ministers the programme and con-
tributes to covering a portion of the
risR. In Mexico we are undergoing a
process in which the federal go-
vernment —in order to provide the
necessary incentives to stimulate
greater participation of private and
social players in the agricultural in-
surance markets— decided to ret-
hink the presence of Agroasemex,
and orientate it as a promotion ins-
trument, with functions as reinsurer
and development agency, responsi-
ble for partly backing the opera-
tions of the economic agents in the
markets, and the deepening of this
through the design of schemes
which provided broader cover and
the channelling of the subsidy of
the cost of insurance premium for
the producer, which on average is
around 30 percent.

International experience shows
us that there is no single unique ide-
al model of agricultural insurance.
But the best development is achie-
ved in countries where the produ-
cers, the insurance companies and
the governments work together in
jointly designing and promoting
new schemes.

Q: With regard to your
country, Mexico, what is the
current situation of agricultu-
ral insurance and what are
the present-day functions of
Agroasemex?

A: It is going through profound
changes. In order to boost the deve-
[opment of the national rural insu-




rance system and due to the need to
expand the markets, the federal go-
vernment decided to transform
Agroasemex into a public policy ins-
trument which seeks to standardise
the system for managing rural risks
and to extend agriculture insurance
as a means of decreasing uncer-
tainty in rural areas. Agroasemex
acts as a development agency, in ot-
her words it is a federal government
instrument in order to promote the
participation of the social and priva-
te sectors and to develop the mar-
kets through the design of schemes
which widen geographical, produc-
tion and risk coverages, and bring
this to rural segments which still do
not have access to insurance. It also
captures fiscal resources to be used
for premium subsidies for produ-
cers. Another important function
which it has is as reinsurer and to
support the operations of economic
agents which operate in the rural
marRets and to encourage the parti-
cipation of reinsurance agents, it
aims also to develop alternative
schemes and instruments which
allow costs to be decreased and to
expand the frontiers of what may be
covered by agricultural insurance.
In summary, Agroasemex is focused
on seeRing risk coverage instru-
ments, including types of alternative
risk transfer.

Q: How do the new techno-
logies contribute to the im-
provement of agricultural in-
surance?

A: These technologies affect all
areas of production and the mar-
ket; it is obvious they form the dri-
ving force behind the changes.
Computer and data transmission
technologies allow more people to
have access to information and for
this information to be of better
quality in all areas, from availabi-
lity of economic data to meteorolo-
gical and phytosanitary informa-
tion. Technologies are used in all
production processes, packing, sto-

rage, transport evaluation, etc. We
already know that good informa-
tion allows appropriate decisions
to be taken and that, if this infor-
mation is of high enough quality,
this leads to the development of
structured insurance formulas such
as derivatives, bonds, futures and
options.

Q: On what foundations
should agricultural insurance
be based for it to be well ac-
cepted and have continuity?

A: All analysts agree that suc-
cess depends on the joint partici-
pation of private insurance and
reinsurance companies together
with producers and to have public
policies that act as an incentive to
the development of the market
and the design of alternative agri-
cultural insurance schemes that
allow them to expand. It is clear
that neither governments nor pri-
vate initiative can, on their own,
provide the market with the types
of guarantees that producers de-
mand. This requires the combi-
ning of efforts in the processes of
design and financing, together
with the development and imple-
mentation of the systems and pro-
ducts. Even more than this, multi-
line policies or those generating a
financial yield or income, to men-
tion only a few, have been viable
in countries that have a transpa-
rent and ordered legal and institu-
tional framework favouring the
interaction of the players, the har-
monisation of the insurance and
reinsurance industry and the con-
sequent development of the mar-
Ret. It is true that international ex-
perience shows that the schemes
that cover the range of risks which
producers and the governments
themselves are interested in with
the greatest efficiency and in the
greatest proportion involve a sig-
nificant participation of the state
in legal, technical and economic
aspects.

Q: Is it possible to concei-
ve of harvest insurance wit-
hout government subsidies?
How do you see this aid wit-
hin the context of the WTO
discussions?

A: There are many ways of vie-
wing these matters. For example,
in Europe, Germany has an enti-
rely private agricultural insurance
system where the state does not
subsidise the cost of the premiums.
In a perfect world, the insurance
markets should be able to provide
various risk management tools for
the rural sector, but the problems
inherent in the markets and —given
the unstable nature of agriculture—
the possibility of systemic risks
which [imit the development of a
private marRet, make the interven-
tion of governments justifiable and
necessary. This is a type of insuran-
ce in which the characteristics
which define a peril as being «insu-
rable» are not set, either because
the risks are not independent or
due to biased information invol-
ving high monitoring costs in order
to reduce adverse selection and
moral hazards. Also, the possibility
of systemic or catastrophic hazards
motivates the search for financial
solutions, mainly involving inter-
national reinsurers. But the agri-
cultural reinsurance markets are [i-
mited because of the high degree
of specialisation which they requi-
re, and while it is true that interna-
tional financial markets allow me-
chanisms to be developed to distri-
bute risks with a higher positive
correlation than agricultural risks
—such as prices, rates of interest or
exchange rates— agricultural pro-
duction risks do not show the same
degree of correlation as do, for
example, price variations. It is then
that the state must intervene in or-
der to guarantee the continuity
and development of agricultural
insurance, creating, among other
aspects, the legal infrastructure for
the development of risk coverage
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markets and a reduction in the cost
of agricultural insurance through
premium subsidies.

With regard to the second matter,
derived from the redefinition of glo-
bal policies which are consistent
with the openings of commercial
flows and the decrease in those do-
mestic aids with distorting econo-
mic effects, for the first time in
many years farmers have markets
which are freer in terms of produc-
tion and marketing. There is greater
freedom on the part of the producer
to take decisions, which also implies
greater exposure to market risks.
The integral handling of risks has

become a fundamental element in
the adjustments towards market
conditions that are increasingly [i-
beralised and efficient, but also mo-
re demanding and selective, which
with time will incline agriculture to-
wards specialisation and the exploi-
tation of its comparative advanta-
ges. It is important to point out the
growing importance of agricultural
insurance within the framework of
the international agreements of the
World Trade Organisation (WTO)
where aid that is given for its deve-
lopment has, under certain condi-
tions, the consideration of internal
aids which are not subject to the

obligation of reduction, which is an
inducement towards exploring new
types of aids and more efficient pu-
blic policies, with regard to the ne-
cessities and characteristics of each
country. This gave rise to the cha-
[lenge to adapt our insurance sys-
tems to an economic environment
which requires an increasingly spe-
cialised coverage of specific risks,
which will affect the restructuring of
the insurance sector and will push it
to cross boundaries and link itself to
those marRets —principally financial-
which complement and increase its
capacity to provide a solution for
these new types of risks.







