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Abstract: Farming is a risky business. Every farmer has to cope with various kinds of natural, technological,
personnel- and market-related risks. The most important strategies in risk management in farming include
diversification of production and income, entering into contracts, vertical integration and insurance. Production
insurance allows for transfer of risk outside individual farms, allowing them to stabilize their income. Since
2006, insurance is obligatory in Poland for crops and is partially subsidized by the state. Popularization of
insurance is still lower than assumed in the programmes devised to provide support for agriculture. The aim of
this study is to assess the functioning of compulsory crop insurance subsidized by the state budget in Poland
and the reasons limiting its development. The analysed period included years 2006-2016, and for quantitative
data - years 2009-2015. The author used statistical data from Central Statistical Office and governmental
institutions. It was found that compulsory crop insurance developed dynamically in the early years after
introduction of the concept. Each year, about PLN 200 million was paid by the state budget to subsidize crop
insurance (ca. EUR 50 million). After year 2010, the area of crops insured reached 3 million hectares and it
stopped to increase despite the incentives. Farmers were most eager to secure those crops, which are
susceptible to natural risks, as well as those with high shares in the sowing structure. Rapeseed production was
insured almost entirely, production of sugar beets and corn - in about 30 %, and cereals - in 20 %. The most
significant barriers preventing popularization of crop insurance in Poland included: fragmentation of farms and
low workforce productivity, low income in farming, high diversification of production and income of farms, high
significance of direct subsidies in agricultural income, as well as high policy prices and low compensation
amounts. In addition, for insurance companies, crop insurance was not profitable. The planned increase in the
level of insurance subsidies to PLN 1.4 billion, increase in the level of subsidies to 65 % and the maximum level
of subsidized premium to 9 % should contribute to elimination of the barriers observed and achievement of the

planned level of crop insurance of 70 % of the area by year 2025.

Key words: risk in agriculture, agricultural insurance, subsidized crop insurance, risk mitigation strategies,
crop insurance constraints.
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Introduction

In every kind of human activity, the risk factor must be taken into account, as it can never be
fully eliminated. Risk is also a significant component of farming activity. Uncertainty is associated
with the weather, crops, prices, government policy, situation on the global markets and other
factors, which may lead to fluctuations in the level of farm income. Risk management is about
selection among various alternatives to mitigate the negative financial effect, associated with such
uncertainty.

In agricultural production, there are many various risks. The key five risks include:

e production risk,

e price- or market-related risk,
e financial risk,

e institutional risk,

e human or personal risk.

Farmers may undertake various actions to manage the risks encountered; most apply not one,
but many different risk management tools. Some of these are associated with a single type of risk;
others provide protection against several types (O'Donoghue, 2016; OECD, 2011).

The most popular risk management strategies in farming include (O'Donoghue, 2016,
Wicka, 2014):
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e diversification of production and sources of income,

e taking advantage of external financing sources,

e vertical integration in supply chains through takeover of ownership or shares,

e entering into contracts for sale of production and purchase of means of production,
e use of futures or options contracts,

e maintaining of liquid property,

e crop insurance against crop deterioration or natural disasters,

¢ employment outside the farm to increase the family income.

Agricultural production is subject to many risks. Only some of these can be mitigated by farmers
independently, for instance, through diversification of production (Pietrzykowski and Wicki, 2011)
or use of varieties characterized by diversified stress resistance (Wicki, 2010). Many farmers take
advantage of crop insurance to mitigate risks and reduce income fluctuation. Willingness to insure
crops depends on many factors. First of all, it is the observed variability of yields or crop losses
(Sulewski and Kloczko-Gajewska, 2014). It has also been indicated that farmers achieving high
income and having substantial assets are less eager to get insurance, keeping the risk at their
farms (Farrin et al., 2016). Those farmers, who have accumulated substantial property thanks to
savings, are able to take advantage of self-insurance even in the case of significant crop losses.

Not all farmers susceptible to risk decide to get insurance. Those, who do, indicate to insurance
companies that risks associated with their farms is unobservable. According to Makki and Somwaru
(2001), such is the case both when farmers purchase insurance and when the insurance amounts
are diversified or only some crops are insured.

In Poland, like in many other countries, insurance was first introduced as a possibility, and later
on became an obligation. The programme is subsidized. It was commenced in 2006; however,
it has not achieved the planned effect, that is, mitigation of fluctuations in farming income due to
risk factors thanks to commercial insurance. A substantial part of the risk is still borne by the state,
which supports farmers suffering from crop loss or reduction (Wicka 2014). This is due to the still
significant role of farming in Polish economy, particularly in employment (Wicki and Wicka, 2016).
However, only 3 million hectares of crops are insured, while the governmental programme
assumed about 6 million hectares; without support of the government, popularization of crop
insurance is not possible, as the farmers would not be able to pay 100 % of the premiums
(Bujoczek, 2017).

Crop insurance is an important component of risk management in agricultural production in
Poland. The aim is to provide farmers with financial resources to cover losses in the case of crop
loss or reduction due to weather risks. Thus, the market of crop insurance is very much dependent
on weather anomalies, which have become increasingly frequent (Bujoczek 2017). In the last
decade, they have also led to substantial losses in agriculture in Poland. Such phenomena as
substantial snowfall in the late spring, frost in the period of blossoming of fruit trees, strong winds
and heavy rains have led to destruction of large crop areas (TopAgrar, 2015, Top Agrar, 2017,
Luczak, 2017). An effective agricultural production insurance system should be aimed at
maintaining financial and organizational stability of the participating farms (Golebiewska and
Golebiewski, 2013; Klimkowski and Rembisz 2014).
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The present situation on the market of crop insurance in Poland

Crop insurance with premiums subsidized by the state budget has been present in Poland since
2006. Since then, the rules of insurance have been changed many times (Janowicz-Lomott and
Lyskawa, 2016). Modifications applied to provisions with regard to the subject and scope of
insurance, the level of subsidies from the state budget and definitions of different risks (Milewska
and Wicka, 2011). A motivation for the state action in this regard was willingness to popularize
insurance among farmers as the method of managing risk at farms. The last change with regard to
compulsory crop insurance took place in year 2017.

In 2006, in 27 EU Member States about 23 % of the crop value were insured. Insurance
amounted to euro 1 583 million, i.e. about 4 % of the declared value of yield. Spain, considered
the country with most developed insurance systems in agriculture, in the world, accounts for euro
564 million, with only 5.86 million hectares being insured, indicating a relatively low market
penetration (26 % of the area). Market penetration in Germany is much higher (7.26 million
hectares, i.e. 43 % of crop area), while the average amount of premiums is only euro 129 million.
This can be explained by the fact that in Germany insurance usually covers only one risk (hail)
(Clipici, Frant, 2013). The total amount of the subsidies to insurance premiums was
497 million euros, representing 32 % of the sum insured. Level of subsidies varies greatly from
country to country. In the EU, the highest subsidies to agricultural insurance were registered in
Italy and Portugal. In Italy, it was 80 % of sum insured. In other countries, such as the UK, the
subsidy is not applied at all. In average sum of compensation paid by insurance companies for a
specified year compared to the total amount of contributions from the same period - was in the
range of 60 to 70 % (Agricultural Insurance Schemes, 2008).

In Poland, agricultural crop insurance is subsidized by the state on the basis of the act of July
7th, 2005 on the insurance of crops and farm animals. Until year 2015, state subsidies to the
insurance premium amounted to 50 %. Starting from year 2016, as much as 65 % of the
premium has been subsidized. A prerequisite for receiving a subsidy is that the agricultural
producer enters into an insurance agreement for 10 risks and the premium being not higher than
9 % of the insurance amount. In the case of cultivation of soil of the poorest quality (class 5 and
6), the tariff rate can be specified as 12 % and 15 % of the insurance amount, respectively. In the
case of insurance rates exceeding 9 %, 12 % and 15 % of the total crop insurance amount,
respectively, subsidies to these rates are to be reduced proportionally to the percentage of their
increase, excluding tariff rates for the risk of drought and negative consequences of wintering
(MRIRW, 2018).

Each farmer can take advantage of subsidized insurance for production of: cereals, corn, rape,
hops, tobacco, field vegetables, fruit trees and bushes, strawberries, potatoes, sugar beets and
leguminous plants. Risks subject to insurance include hurricane, flood, heavy rainstorm, hail,
lightning, landslide, avalanche, drought, negative consequences of wintering and spring frost.

In Poland, only a few insurance companies are interested in sale of subsidized crop insurance.
Such insurance is offered by only five out of more than thirty companies, offering property
insurance. In 2018, these are the following companies:

1. Powszechny Zaklad Ubezpieczen S.A. with a registered office in Warsaw,

2. Towarzystwo Ubezpieczen Wzajemnych ,TUW"” with a registered office in Warsaw,

3. Concordia Polska Towarzystwo Ubezpieczen Wzajemnych with a registered office in Poznan,
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4. Pocztowe Towarzystwo Ubezpieczen Wzajemnych with a registered office in Warsaw,

5. InterRisk Towarzystwo Ubezpieczen SA Vienna Insurance Group with a registered office in
Warsaw.

The subsidized crop insurance system, developed in Poland, is based on a public-private
partnership, which is aimed at aligning of interests of both parties. The aim of the partnership is to
allow the public authorities to meet their obligations towards the society - in this case, by securing
farms, which, among other things, are responsible for Poland’s food security (Janowicz-Lomott and
Lyskawa, 2011).

Aim and methods

The aim of this study is to assess the functioning of compulsory crop insurance subsidized by
the state budget in Poland and the reasons limiting its development. Three research tasks have
been completed: 1) determination of the level of use of the amount designated to crop insurance
subsidy and area of crop subject to insurance compared to the planned use of these insurances, 2)
determination of areas of use of crop insurance according to plant species, 3) indication of the
most significant limitations to development of crop insurance.

The study was based on statistical data from the Central Statistical Office on crop area in Poland
and insured crop area. Data concerning insurance subsidies was obtained from reports of the
Ministry of Finance and the Ministry of Agriculture and Rural Development. The author also used
results of studies, presented in scientific publications.

The analysis includes the period of 2006-2016; however, detailed data on insured crop area is
available only for years 2009-2015.

Due to the structure of data and the relatively short data time series, the study was based on

structure and dynamics indicators; application of statistical methods was not justified.

Amounts of crop insurance subsidies

Since year 2006, when subsidies to crop insurance premiums were applied for the first time, the
amount in the state budget designated for subsidizing crop insurance has increased systematically.
In 2006, it amounted to PLN 55 million; in 2018 - PLN 853 million (Fig. 1).
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Fig. 1. Subsidies for crop insurance planned and paid out in the state budget
in years 2006-2018
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In years 2020-2026, insurance subsidies are to increase further to the amount of
PLN 1420 million yearly (Janowicz-Lomott and Lyskawa, 2016). This seems justified, taking into
account the fact that use of funds has increased from 19 % in year 2007 to 100 % in year 2016. In
year 2016, for the first time, the amount designated for subsidizing of insurance premiums was
exhausted, and some of the farmers were unable to take advantage of such insurance (Luczak,
2016; Nie podnosic dotacji..., 2016; Tornado w ubezpieczeniach rolnych, 2016; Ubezpieczenia

beda..., 2017, Bedzie wiecej pieniedzy..., 2016; Kolejki po polisy, 2016).

Area subject to subsidized crop insurance

According to legal provisions, the crop insurance obligation is applicable to 50 % of the area of
crops subsidized directly on behalf of the farmer. Plant species subject to protection have been
listed above. Every farmer, who fails to meet the insurance obligation, is subject to a minor
financial penalty, if lack of insurance is detected. Despite the financial sanctions, crop
insurance has not been applied to a satisfactory extent. In Poland, the sowing area is about
11 million hectares; thus, about 5.5 million hectares should be insured. In years 2009-2015,
insurance was purchased for about 3 million hectares. More detailed characteristics of crop

insurance have been presented in Table 1.

Table 1
Subsidized crop insurance in Poland in years 2009-2015
It Subsidized crop insurance in Poland in year
em

2009 2010 2011 2012 2013 2014 2015
Area of insured crops (million ha) 2.81 2.85 3.03 2.75 3.40 3.27 2.82
Insurance contracts (pcs) 144 134 138 135 151 142 139
P 080 986 425 707 101 492 108
The value of insurance (million PLN) - 7844 | 10238 | 12087 | 14 232 13327 | 13695
Average insurance sum - | 58108 | 73965 | 89068 | 94 190 | 93528 | 98 449

(PLN per contract)
Average insured area (ha per contract) 19 19 22 20 23 23 20
Sown area in Poland (million ha) 11.6 10.4 10.6 10.4 10.3 10.4 10.7
(s';Z;e of the insured area in sown area 24.2 27.3 28.7 26.4 | 33.1 31.4 26.3

w_un

-" - no data available,;

Source: author's own work based on Statistical Yearbook of Agriculture: CSO for years 2010-2016

Some fluctuations have been observed in terms of the share of insured crop area in total sowing
area, ranging between 26 % and 33 %. However, a growth trend, which was expected to emerge

as a result of subsidizing of the insurance premium, has not been observed.
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Table 2
Structure of area of crops insured under subsidized crop insurance scheme
in years 2009-2015
Insured area in percent
Group of crops

2009 2010 2011 2012 2013 2014 2015
Cereals 59.71 59.66 55.76 58 56.56 53.25 55.54
Potatoes 2.27 0.55 0.52 0.5 0.42 0.77 0.60
Sugar beets 1.03 1.45 1.61 2.6 1.37 1.84 1.73
Rape 31.55 29.13 32.84 27.4 31.08 30.49 27.90
Maize 3.93 7.04 5.74 9.1 8.12 11.12 10.62
Legume crops 0.59 1.08 0.66 1.04 0.63 1.04 2.22
Fruit from berry
plantations and fruit 0.49 0.27 1.75 0.25 0.23 0.30 0.46
trees
Field vegetables 0.29 0.38 0.87 0.66 0.36 0.56 0.56
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: author's own work based on Statistical Yearbook of Agriculture: CSO for years 2010-2016

In years 2010-2015, the structure of insured crop area was dominated by cereals (Table 2), like
the sowing structure. Every year, it exceeded 53 % of insured area. A high share in the insured
crop area was also recorded for rapeseed, at the level of 30 % of the total insured crop area.
Farmers also showed increased interest in insuring corn - the share of this crop in the total insured
crop area increased from 7.0 % in 2010 to 10.6 % in 2016. Studies on this area indicate that
farmers most often insured the crop species, for which insurance premiums were the lowest. This
means they don’t believe insurance protection to be effective and do their best to meet their

obligations while minimizing the associated costs.

Table 3
Share of crops insured under subsidized crop insurance scheme by groups
in years 2009-2015

Species Share of insured area in total production area in percent

2009 2010 2011 2012 2013 2014 2015

Grains 19.5 23.6 22.9 20.7 25.7 23.3 20.9
Rapeseed* 109.4 87.6 120.0 104.8 114.7 104.9 83.2
Maize (grain and silage) 15.9 27.5 22.9 23.7 25.7 29.9 24.5
Potato 12.6 3.9 3.9 3.8 4.2 9.1 5.8
Sugar beet 14.4 20.1 23.9 34.1 24.0 30.5 27.2

* — production area as in June, insured area according to insurance contracts
Source: author's own work based on Statistical Yearbook of Agriculture: CSO for years 2010-2016

In the examined period, rapeseed was encompassed with the broadest scope of insurance.
Taking into account winter losses, it can be stated that almost 100 % of rapeseed crops were
insured. It should be noted that the insured area applies to sowed area, and sowing area data is
recorded at the end of June. On the average, ca. 10 % of rapeseed sowing area is liquidated due
to winter damages (Hecka and Lyskawa, 2013). As for other important groups of plants (cereals,
grain maize, silage maize, potatoes, sugar beets), the share of insured area was 20 to 30 %
(Table 3). A relatively constant share of insured area for key crops was observed; only for maize,
there was a substantial increase at the level of more than 5 % annually and for beets it was almost
10 % annually. It can be seen that crops with high income are more willingly insured. These are
crops grown on a large scale on the farm and on better soils. Farmers who have small farms or
poor soils are less interested in such insurance. For the same reason, farmers who produce

livestock and produce mainly feed have little need to insure crops.
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Barriers and chances for development of crop insurance in Poland

In Poland, it was assumed that crop insurance would be popularized within 2 to 3 years from its
introduction. Despite subsidizing of 50 % of the premium, no more than 30 % crops were insured
in the subsequent years, although the expected level was at least 50 %. The most important
identified barriers preventing popularization of crop insurance include: high share of small farms,
characterized by low level of sales (Golebiewska, 2011), low share of plant products in production
sold, high share of farms specializing in animal production or characterized by a diversified
production profile, low workforce productivity (Golebiewski, 2013; Wicki, 2012). In addition, a low
level of changeability of farming income was observed, which was due to high share of direct
subsidies related to CAP in total income (Hecka and Lyskawa, 2013; Wicka, 2014). Farmers also
pointed to the fact that insurance was too expensive for them, while the compensation received
was too low to cover the losses suffered (Plonka, 2017; Kaczala, 2015).

From the point of view of insurance companies, the value of compensation paid for losses was
high and crop insurance was not profitable for them despite the warranted subsidies (Janc, 2016).
After year 2010, crop insurance generated no profit for insurance companies. Therefore, neither
farmers nor insurance companies were interested in developing the scope of insurance.

From the perspective of the state, the high number of damages due to extreme weather
conditions leading to losses in agricultural production results in the necessity of providing
non-insured farmers with support, paid directly from the state budget. This has resulted in the
decision to provide additional subsidies for insurance. In order to increase profitability of insurance
for farmers, the level of insurance premium subsidies was increased from 50 % to 65 %. Insurance
companies are to have a warranty of minimum profitability of such insurance, as the acceptable
premium level has been increased from 5 % to 9 % of the insurance total - that is, it has been
almost doubled. At the same time, a fourfold increase in crop insurance subsidies has been
warranted from ca. PLN 200 million to more than 800 million. In the coming years - until year
2026 - these are to reach even PLN 1.4 billion. It is expected that 70 % of crop area in Poland will
be insured. Taking into account the situation observed in the field of crop insurance in Poland, it
can be concluded that stagnation has occurred in the last 10 years, despite government support.
The share of insured crops reached only 30 %. The planned increase in the amount of subsidies,
increasing the share of subsidies in the insurance premium and increasing the upper limit of the
insurance premium, should lead to an increase in the share of the insured area to 60-70 % in the
next 5 years. In such development of crop insurance in Poland, the most important obstacles
identified are the following: low compensation in relation to incurred damages, rare occurrence of
losses exceeding 25 %, high share of subsidies in income in small and medium farms, which

constitute the majority in Polish agriculture.

Conclusions
The analysis conducted leads to the following conclusions.

1) Crop insurance may be perceived as an important tool in coping with effects of risk associated
with plant production. Since 2006, Poland has implemented the programme of obligatory
subsidized crop insurance. The programme was to encompass about 50 % of total sowing area
in Poland; so far, the level reached has been 30 %. The farmers were primarily interested in
the insurance of cash crops, such as rape or sugar beets. Cereals or potatoes were insured in

only a small percentage.
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2) In the following years of the program's operation, less funds were used for subsidies to crop
insurance than planned in the state budget. This was usually 50 to 80 %.

3) The most significant barriers, preventing popularization of crop insurance, include its
insignificant impact on the level of income of farmers. This is mainly due to small farming areas,
diversified production and sales, stabilization of income as a result of transfers within the
framework of CAP. Other limitations include high premium costs and difficulty in claiming
damages. Insurance will not attract the attention of small farms, with low income from
agricultural production.

4) Increase in the premium subsidy by 30 %, increase in the premium value by 50 %, as well as
increase in the subsidy amount from PLN 200 to 850 million may lead to increase in interest in
crop insurance in Poland. Achieving of the planned level of 70 % of crop area being insured should
be possible in 5 years.

5) Commercial insurance as the means of protection against plan production risk is not an effective
method of coping with farming risk in Poland yet. Insurance may be effective method under the
condition of a very high level of state budget support, which limits the risk of both the farmer
and the insurance company. This means that the crop insurance system in Poland is an element

of public support for agriculture with less and less farmers' participation.
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