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Abstract 
 
The growing uncertainties faced by agriculture can be successfully 
managed by means of insurance. The Spanish agricultural insurance 
scheme is based on a mixed “public/private” model and is designed to 
guarantee crop and livestock farmers coverage for any uncontrollable 
natural phenomenon. The system is consolidated, with an establishment 
of 55%, and it now has the experience to advance, bringing in new 
coverages such as market risks. 
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Executive summary 
 
By means of insurance, crop and livestock farmers are offered an efficient instrument, 
subject to regulated standards and procedures, which, through the application of actuarial 
techniques, enables them to manage their risks and strengthen their business under their 
own responsibility. 
 
The aim of this document is to describe the fundamental aspects of the Spanish agricultural 
insurance scheme, indicating, especially, the main pillars on which it rests, as well as the 
lessons learnt in the over thirty years it has been in operation: 
  
We would particularly highlight the following fundamental aspects of the insurance scheme: 
 

 Its universality; 

 it favours dispersion of the risk and promotes compensation of its results; 

 the participation of farmers’ organisations; 

 management by private insurance companies, which operate as a coinsurance pool; 

 public support to the system; 

 the guarantee of reinsurance. 
 
The system offers coverage for the damage caused by virtually all adverse climatic 
phenomena in agriculture and the majority of health risks to livestock. There is a high level 
of take-up by producers, with an establishment among agricultural productions of 55%. 
 
From consideration of all the financial flows related to the application of insurance, we 
deduce that it is a policy of great interest, due to both its economic and social impact on 
rural societies and its effects on the national economy. 
 
The main lessons which can be learnt from its results and which could serve as a reference 
for the development of insurance systems in other countries include: 
 

 By transferring the risk to the insurance sector, farmers acquire the right to 
indemnities following an insured loss, without depending on political decisions of any 
type. 

 Insurance is one of the most appropriate instruments to mitigate the impact of the 
climate change on the agricultural sector. 

 Collaboration between the public and private sectors is decisive for the development 
of insurance models which are advanced and effective. 

 The debate is not about the advisability or otherwise of public participation in the 
development of insurance, but rather about defining the most appropriate type of 
participation and its limits. 

 
Insurance can be developed in all countries and for all types of agriculture, but it must be 
designed based on the experiences of each country. 
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1. Introduction 
 
During the first three quarters of the 20th century, the availability of an insurance scheme 
remained a largely unresolved issue in Spanish agriculture, and over that time there were 
up to ten different attempts to implement instruments that would guarantee farmers 
coverage of the damage caused by catastrophic phenomena. These attempts, which did not 
achieve the desired results, included different models, with greater or lesser degrees of 
public or private participation, which could be included in the management of agricultural 
risks (a comprehensive description of this period can be found in Burgaz and Pérez-Morales 
(1996)). 
 
In 1978, with the approval of Law 87/1978, these experiences gave way to the current 
system of agricultural insurance, which has now achieved the longest uninterrupted period 
of application of any insurance coverage specifically designed for the agricultural sector. 
 
This system of insurance focuses essentially on the coverage of natural risks, but 
agriculture in our countries now faces new, growing uncertainties, some of them well 
known by farmers and others, which have only appeared more recently. Among the latter 
are those related to the impact of the climate change on agriculture, which has not yet 
been properly assessed, the increase in risks to animal and plant health and those related 
directly to the volatility of prices and market risks, without forgetting issues related to the 
environmental impact of certain agricultural activities. 
 
These risks, moreover, come in addition to others which are common to all business 
activities, such as those deriving from the financial crisis, access to funding or the costs of 
energy and other inputs necessary for production. 
 
In any case, it is important not to lose sight of the fact that insurance is not the only 
available instrument for the management of risks in agriculture. The first level of 
management is the practices adopted by farmers on their own farms, in relation to the 
handling of crops, the dispersion of the risks or setting aside savings. 
 
At a second level, we find agricultural insurance and other management strategies based 
on the transfer of risk to a third party, such as catastrophe funds or different financial 
instruments. However, it is insurance that is currently most developed and which offers the 
best results.  
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2. The Spanish agricultural insurance scheme 
 

KEY FINDINGS 

 Agricultural insurance policies are designed as a mixed “public/private” system, 
capable of offering guarantees to farmers following damage due to uncontrollable 
natural phenomena.  

 The management of the insurance is carried out by private insurance companies 
which operate as a coinsurance pool. 

 The public administration is responsible for functions of coordination, control and 
promotion, aimed at bringing supply and demand together and favouring the 
development of the system. 

 The participation of crop and livestock farmers’ associations is one of the most 
characteristic features of the system. 

 

2.1. General description 
 
The Spanish agricultural insurance scheme is a mixed “public/private” system designed to 
be able to offer coverage to agricultural producers against the consequences of 
uncontrollable natural phenomena. 
 
In fulfilment of the provisions contained in Law 87/1978, the system has been introduced 
progressively, as and when the necessary viability studies have become available and the 
relevant institutions have acquired adequate experience.  
 
As an insurance scheme, and like the other branches of insurance, its development and 
application is carried out by private insurance companies, respecting the rules and 
principles of actuarial techniques. 
 
The public institutions that participate in the scheme are entrusted with tasks of study, 
coordination, control and promotion, aimed at reconciling farmers’ needs for protection and 
the risk coverage possibilities the insurance companies can offer. 
 

2.2. Principles of the system 
 
The Spanish agricultural insurance scheme is based on six basic pillars which guarantee its 
stability and are vital elements for its development: 
 
 Universality. The model can potentially be developed to offer protection to all crop and 

livestock farmers throughout the country (with the exclusion of areas which are defined 
as marginal for production), with the possibility of providing coverage to all agricultural 
productions and against all natural risks not controllable by the producer. It is a scheme 
which is open to all insurance companies that decide to participate in it. 
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 Dispersion of the risk and promotion of the processes for compensation of the 
results of the insurance. Maintaining the principle that it is voluntary, for both farmers 
and insurance companies, the system contemplates various strategies to, on the one 
hand, spread the insurable risks among all farmers, productions and territories and, at 
the same time, establish procedures to offset the risks of the system as a whole.  

 Participation of organisations representing farmers and livestock breeders. The 
important presence of these organisations in the system is one of its most characteristic 
features. This participation facilitates the process of adaptation of the insurance to the 
producers’ real needs, and at the same time is an important benefit in the tasks of 
promotion and dissemination of the scheme. 

 Management of the insurance by private insurance companies operating as a 
coinsurance pool. This management means that the system and its work procedures 
are in line with the principles of insurance techniques, and also enables the risk to be 
spread among all the companies in the coinsurance pool, which operate through a 
centralised structure and with uniform insurance conditions, as standardised coverage 
systems and models are used. 

 Public support to the insurance scheme. This takes the form of aspects such as the 
preparation of viability studies for the introduction of new coverages, which provide the 
insurance companies with the information necessary for the implementation of lines of 
insurance, while at the same time facilitating control of the problems deriving from 
“moral hazard” and “asymmetrical information”. Another interesting aspect is the Central 
Administration’s commitment to not grant extraordinary aid following the occurrence of 
damage caused by insurable risks.  

 Subsidies are granted to farmers for the payment of insurance contracts, with the aim of 
matching the financial possibilities of those requiring insurance to the supply conditions. 
On the other hand, adequate application of the subsidies makes it possible to contribute 
to the development of other public policies in agriculture. 

 Guarantee of reinsurance. The presence in the system of the Insurance Compensation 
Consortium (CCS) represents an important guarantee for the participation of private 
insurance companies, as it enables them to have a reinsurance contract to compensate 
for losses which exceed their capacities. 

 

2.3. Institutions that intervene in the system and their basic 
functions 

 
Figure 1, below, shows the different participating institutions and gives some idea of the 
complexity of the scheme. The core of the system is the relation between the two actors in 
the private sector  insurers and insured  which is based on the insurance contract entered 
into between the two. 
 
Around this contractual relationship, the public administrations intervene in the tasks of 
economic planning and support, on the one hand, and supervision and regulation of the 
insurance model, on the other hand. The participation of the Insurance Compensation 
Consortium as the reinsurer of the system is also noteworthy.  
 



The Spanish Agricultural Insurance Scheme: National experiences and recommendations 
____________________________________________________________________________________________ 

PE 438.593 13 

 

Figure 1: Institutions that intervene in the Spanish agricultural insurance scheme 

 
 
 
The distribution of the tasks assigned to the institutions is possibly one of the greatest 
successes of current regulations and has been one of the main strengths in the 
implementation of the system. This distribution is carried out taking into account the 
specific knowledge and the capacities of each institution. These functions are listed in Box 
1, but, given that cooperation among these institutions cannot happen spontaneously, 
ENESA has been given overall responsibility for coordination and contact among them, to 
make its development possible. 
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Box 1: Main functions of the institutions that intervene in the insurance system 

 
PRIVATE INSTITUTIONS 

 

Agrupación Española de Entidades aseguradoras de los Seguros Agrarios 
Combinados, S.A. (AGROSEGURO) 

AGROSEGURO is a public limited company responsible for managing the coinsurance pool 
composed of private insurance companies, in order to distribute the risk across the system 
as a whole. It has the following functions: 
 
 To draw up the contractual conditions and the rates to be applied to the insurance 

policies offered by companies.  
 Oversight of policies contracted through insurance companies’ sales networks, and 

management of the collection of premiums and the payment of indemnities. 
 Valuation of the damage caused by guaranteed losses and payment of the 

corresponding indemnities on account of the coinsurers. 
 The promotion and dissemination of the insurance scheme. 
 

Farmers’ organisations and cooperatives 
Their functions are: 
 
 Participation in the tasks of design and perfecting of the insurance. 
 They can act as the holders of collective insurance policies, formalised in representation 

of their associates. 
 They can also operate as insurers, setting up mutual insurance companies for this 

purpose, integrated into AGROSEGURO. 
 

PUBLIC INSTITUTIONS 
 

Entidad Estatal de Seguros Agrarios (ENESA) 
(State Agricultural Insurance Entity) 

This is an autonomous body dependent on the Ministry of the Environment, Rural and 
Marine Affairs entrusted with the general coordination of the different activities necessary 
to develop the system. Its most important functions are: 
 
 Preparation and monitoring of Agricultural Insurance Plans. 
 Granting of subsidies to crop and livestock farmers, to meet the cost of the insurance 

contract. 
 Promotion and spreading insurance policies. 
 Definition of proper agricultural aspects (prices of productions, yields, technical 

conditions of the handling of productions, etc.) contained in the insurance contracts. 
 Preparation of the technical viability studies necessary for the inclusion of new 

crops/animals and risks into the system. 
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Agriculture Departments of the Autonomous Communities 
These participate in the development of the system through collaboration and cooperation 
with ENESA in the application of the agricultural insurance policy and the granting of 
subsidies on the cost of the insurance, complementary to those granted by ENESA. 
 

Directorate General for Insurance and Pension Funds 
This department, dependent on the Ministry of the Economy and Finance, is entrusted with 
the supervision of the insurance sector in Spain. Its specific functions in relation to 
agricultural insurance are: 
 
 Oversight of the activity of insurance entities. 
 Approval of the coinsurance scheme of the insurance companies in the AGROSEGURO 

pool. 
 Preparation, jointly with ENESA, of the appraisal rules to be used in the valuation of 

damage and the criteria for the assignment of subsidies to the insured. 
 

Consorcio de Compensación de Seguros (CCS) 
(Insurance Compensation Consortium) 

The Consortium is a state company, dependent on the Ministry of the Economy and 
Finance, whose activities are subject to the private legal system. Its functions are: 
 
 To act as an obligatory reinsurer of the results of the agricultural insurance scheme. 
 To participate in the coinsurance scheme, contributing that percentage not covered by 

the insurance companies. 
 To exercise control over the appraisals carried out by the appraisers acting in the 

service of AGROSEGURO. 
 
 

2.4. Factors that have contributed to the success of the system 
 
Analysing the different circumstances within the development of the scheme, in the course 
of this thirty years it has been in operation, the following points have been particularly 
important in achieving the results that can be seen today, and which can be summed up in 
the following aspects:  
 
 The existence of a political and institutional commitment to promoting 

insurance as an instrument for the management of catastrophic risks in the 
agricultural sector. This commitment is clearly established in the consensus that was 
achieved during the parliamentary proceedings to enact Law 87/1978, which gives legal 
coverage to agricultural insurance. This commitment included among political groups 
and the representatives of insurers and crop and livestock farmers’ organisations. 

 Institutional collaboration is maintained in the definition of the agricultural insurance 
policy, which is established by the government, at the proposal of ENESA, and in not 
granting extraordinary aid to producers for damage caused by insurable risks. 

 The availability of a specific, stable legal framework that guarantees the 
development of the insurance activity. The legal framework that regulates the 
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system has undergone virtually without modifications, which has enabled producers and 
insurers to develop their business strategies and decisions, and to make the necessary 
investments to be able to operate in this sector. 

 Participation of public institutions in the preparation of the technical studies 
necessary to define the conditions of viability of coverages. As has been 
indicated, ENESA, in collaboration with the insurers, oversees the technical and actuarial 
studies necessary to be able to incorporate new risks and new productions into the 
system, placing the results at the disposal of the insurance companies, for application in 
the preparation of contractual and tariff conditions. 

 Consensus in defining the measures to be adopted to resolve or control the 
“traditional” problems of agricultural insurance. The joint work carried out has 
made it possible to establish adequate solutions to limit the negative impact of issues 
such as “moral hazard”, “asymmetrical information”, “adverse selection” and other 
problems which have traditionally been used to limit the implementation of insurance. 

 Limitation of the losses to be assume by the insurers. To facilitate the participation 
of private insurers in the management of agricultural insurance and limit the maximum 
level of risk to be assumed, on the one hand the impact of losses due to the handling of 
production has been controlled (by establishing specific rules for the handling of the 
operation and adopting excesses and deductibles of an amount which obliges the insured 
to bear these losses) and, on the other hand, a reinsurance system is guaranteed 
(applied through the Insurance Compensation Consortium).  

 Progressive implementation and development of the system. This progressive 
introduction has permitted a process of constant perfecting of the system, the learning 
and training of the technical teams and the generation of financial reserves. 

 Existence of work procedures to define the tasks to be carried out by each 
institution and to avoid political interference in the application of the 
insurance. Since the start, there has been a clear distribution of tasks among the 
different public and private institutions involved, avoiding interferences between the 
activities carried out by them. 

 

2.5. Main results 
 
One of the most evident proofs of the considerable success achieved in the protection of 
agricultural risks is the list of currently insurable productions and risks. In 1980, the first 
year of application of the system, insurance practically only guaranteed the damage caused 
by hail and fire. 
 
Currently, it can be said that, with some limitations, virtually all natural risks are covered, 
in both agricultural and livestock productions. Box 2 gives a list of the risks currently 
insurable. 
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Box 2: List of insurable productions and risks 

Agricultural Productions 
All agricultural productions, both trees and annual crops: 
 
 All uncontrollable climate risks (with guarantee of yield loss in dryland agriculture). 
 Diseases deriving from uncontrollable climatic factors. 
 Lack of emergence, due to climatic reasons, in annual crops. 
 Coverage of damage of the year’s production and the wood damage. 
 Damage caused by wild animals. 
 

Livestock productions 
All types of livestock: 
 
 Death, necessary slaughter or emergency slaughter due to accidents, attacks by wild 

animals, floods, forest fires or non-epizootic diseases. 
 Problems related to birthing and still born calves. 
 Financial consequences deriving from diseases such as tuberculosis, brucellosis, 

peripneumonia, BSE, classic swine fever, Aujeszky’s disease, foot and mouth disease, 
African horse sickness, salmonella and avian flu. 

 Removal of dead animals from farms. 
 

Aquaculture productions 
All species produced in aquaculture facilities: 
 
 Death of animals due to accidents, sea surges, attacks by predators, and floods. 
 Death due to contamination and certain diseases. 
 

Forestry productions 
Areas occupied by conifers, cork trees and reforested agricultural land: 
 
 Coverage of damage caused by: fire, wind, floods and torrential rain. 
 
 
One of the most important indicators of the results achieved by the agricultural insurance 
policy is the degree of establishment of the insurance in the respective sectors, which 
evaluates the level of response by farmers to insurance. For all agricultural productions, the 
average establishment is 55%. 
 
However, the level of take-up of the system shows considerable variability across sectors, 
as shown in Table 1. These percentages have been achieved progressively as a result of the 
ongoing process of improvement and adaptation. 
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Table 1: Degree of establishment of insurance, by sectors 

Agricultural 
productions 

Degree of 
establishment 

(%) 

Livestock and 
aquaculture 
productions 

Degree of 
establishment  

(%) 
Winter cereals 79 Dairy cows 51 
Pome and stone 
fruits  

78 Beef cattle 18 

Bananas and 
tomatoes in the 
Canary Islands 

100 Sheep 8 

Citrus fruits 51 Aquaculture species  26 
Vegetables 46 
Vines 39 
Olive trees 14 

Removal of dead 
animals from the 
farm  

90 

 
Source: Ruiz Zorrilla (2010) 

 
The main values which define the situation of insurance in 2009 are shown in Table 2. 
 
 
Table 2: Main results of insurance in 2009 

Main aspects  

Number of policies taken out 481,600 
Insured surface area (ha) 5,789,222 
Number of animals insured (million) 268.69 
Value of insurance (million €) 10,677 
Cost of insurance (million €) 711 
Subsidies from ENESA (million €) 262 
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2.6. Guidelines for the future development of the agricultural 
insurance policy 

 
The lines of action of the agricultural insurance policy over coming years are aimed at 
achieving the following objectives: 
 
 To achieve universal protection of the agricultural sector against the 

consequences of uncontrollable natural phenomena. Though there are fewer and 
fewer productions and risks that do not have an insurance option, the work now being 
carried out should enable us to make the insurability of the agricultural sector fully 
universal in 2013. 

 To improve the conditions of insurance, the management procedures, the 
information and the quality of the service received by the insured. Constant 
improvement of the system is one of its characteristics, both in the adaptation of the 
insurance to the insured’s conditions and the evolution of the agricultural activity itself, 
and in the management and contracting processes, favouring the establishment of 
renewable insurance, simplification of the contracting processes and the loyalty of the 
insured. 

 To advance in the design of new risk management and agricultural crisis 
models, within the framework of agricultural insurance. Insurance, as an 
instrument for risk management, can provide solutions that make it possible to mitigate 
the effects on agricultural business of uncontrollable crises. There are therefore plans to 
study the possibilities of implementation of coverage in the form of an “income safety 
net” of agricultural business, in accordance with that established by the World Trade 
Organisation in the definition of “green box” subsidies.  

 To assist producers in adapting to the consequences of the climate change, 
through the experience gained in risk management. Agricultural insurance is one 
of the most efficient instruments available to farmers to minimise the financial 
consequences of the climate change. 

 



Policy Department B: Structural and Cohesion Policies 
____________________________________________________________________________________________ 

PE 438.593 20 



The Spanish Agricultural Insurance Scheme: National experiences and recommendations 
____________________________________________________________________________________________ 

PE 438.593 21 

3. Economic aspects of agricultural insurance schemes 
 

KEY FINDINGS 

 The participation, or not, of the public powers in the development of agricultural 
insurances is a permanent point of discussion in the theoretical debate.  

 Insurance schemes become more sustainable when the public participation is 
reduced in setting of rates and in the determination of the contractual conditions. 

 The insurance facilitates stability in the cash flow of revenue generated by the 
agricultural business, reducing the likelihood of bankruptcy. 

 The financial flows generated through public participation in insurance schemes 
demonstrate that this is an interesting public policy, for both its economic and social 
impact and its results on the national economy. 

One of the recurrent questions when analysing the results of the application of agricultural 
insurance schemes is whether public participation is advisable in their development and 
what the consequences of this are. In this section, we present arguments to look at this 
debate in greater depth, most of them from the results obtained in the application of the 
Spanish agricultural insurance scheme, and to contribute to a better knowledge of the 
financial aspects of these system. 
 

3.1. Sustainability of the insurance model 
 
More and more countries are providing some kind of public support to facilitate the 
development of agricultural insurance schemes. The advisability or otherwise of this public 
participation and the evaluation of its impact on the sustainability of insurance models over 
time is a widely debated issue in specialised literature. 
 
Hazell (1992) was the first to analyse this question from the academic point of view, 
indicating that an insurance model can be considered sustainable and can operate within 
the framework of the activities carried out by private insurance entities if the sum of the 
financial flows of the system (indemnities plus administrative costs) is lower than the sum 
of the premiums collected by the system1. 
Applying this criterion in six different countries, Hazell obtained the results which are shown 
in Table 3. He concluded that insurance models which have some kind of public support are 
unsustainable, and this conclusion has remained the orthodoxy almost to the present day.  
 

                                                 
1  In other words, if the following condition is met: (A + I) / P < 1. Where A: administrative costs of the model; 

I: indemnities paid to the insured; and P: premiums collected. 
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Table 3: Sustainability of different insurance models 

Results 
Country Insurer Period analysed 

I/P A/P (A+I)/P 
Brazil PROAGRO 1975/1981 4.29 0.28 4.57 
Costa Rica INS 1970/1989 2.26 0.54 2.80 

1947/1977 1.48 1.17 2.60 
Japan  

1985/1980 0.99 3.57 4.56 
Mexico ANAGSA 1980/1989 3.18 0.47 3.65 
Philippines PCIC 1981/1989 3.94 1.80 5.74 
USA FCIC 1980/1989 1.87 0.55 2.42 

 
Source: Hazell (1992) 

 
This same criterion was subsequently applied by Skees (2000), from the US insurance 
system results, to likewise demonstrate this lack of sustainability, with the result shown in 
Table 4. 
 
 
Table 4: Sustainability of the US insurance model 

Results 
Country Period analysed 

I/P A/P (A+I)/P 
USA 1999 2.71 0.96 3.68 

 
Source: Skees (2000) 

 
For better understanding the nature of these insurance models, it is important to take into 
account that, in the majority of cases, they were aimed to guarantee the repayment of the 
credits granted by public banks (usually the owners of the insurance company), more than 
to compensate the farmer for losses suffered in the operation. As Hazell predicted, the 
technical limitations and the bad economic results achieved meant that, after more than 
thirty years of these experiences, these insurance models have either disappeared and 
have been replaced by other models (such as in Mexico, the Philippines and Brazil), or they 
have evolved towards models which are more open to private initiative, such as in the 
United States, or they are undergoing revision, as in the case of Japan and Costa Rica. 
 
To analyse the sustainability of the Spanish agriculture insurance scheme, as a prototype of 
a mixed, private-public model, we have used that same criterion, obtaining favourable 
results, as can be seen in Table 5, for two different time periods. Comparing the results of 
these periods, it is clear that there has been an improvement in the sustainability of the 
system, as a result of the constant work to improve the system.  
 
 
Table 5: Sustainability of the Spanish insurance model 

Results 
Country Period analysed 

I/P A/P (A+I)/P 
1980/2002 (1) 0.82 0.18 1.00 

Spain 
1990/2009 (2) 0.68 0.15 0.83 

 
Source: (1) ENESA (2004) 

(2) Compiled by author 
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3.2. Effect on the stability of income of farming concerns. 
 
Among the reasons traditionally given when listing the benefits that derive from the 
existence of insurance schemes is that they enable farmers to reduce the volatility of their 
income, following the impact of natural phenomena which are beyond their control.  
 
The analysis of the results of the agricultural insurance application in Spain, the insurance 
effect on the stabilising can clearly be seen, as shown in Figure 2. This figure shows the 
evolution of income obtained from sale of the cereal production and the portion of income 
which comes from indemnities paid out by insurance entities, over the period 1990-2008 
and for all winter cereal producers. 
 
 
Figure 2: Percentage distribution of annual income of the winter cereals sector in 
Spain 

 
Source: Burgaz FJ (2010 a) 

 
As it can be seen, in the years 1992 and 2005, when the drought had a considerable 
impact, the indemnities provided by insurance coverage represented just over 10% of the 
sector’s total income. Significant percentages were also registered in 1995 and 1999. 
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3.3. Financial flows 
 
Public subsidies inyected to the agricultural insurance cannot be considered solely under 
the perspective of a transfer of public resources to the agricultural sector, because, as can 
be seen in Figure 3, their implementation generates considerable financial flows which 
mean that the balance is positive for the public treasury. This figure includes the flows that 
occur in Spain as a result of insurance, and the data presented correspond to the annual 
average values for the period 1990 to 2007. 
 
Figure 3: Financial flows generated by the agricultural insurance system 
 
 

 
 
 
The description and interpretation of the amounts of the different flows included in Figure 3 
are as follows: 
 
 The most visible aspect is the transfer of credit made to insured producers, as a subsidy 

on the cost of the insurance. Its average amount, in the years under consideration, was 
a total of 141.2 million euros. Often, when the economic aspects of insurance are 
analysed, only this amount transfered is highlighted, forgetting the other aspects 
outlined below. 

 The application of the insurance scheme itself implies the government’s commitment for 
not granting “ex–post” aids to farmers affected by insurable risks. If this criterion had 
not been applied, the Government would have had to establish aid to compensate for 
catastrophic damage during the years under study, whose amount in the agricultural 
sector as a whole can be estimated at 730.3 million euros a year. 
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 If we consider both amounts jointly, we can make a first balance of the system, 
consisting of a saving to the Public Treasury of 589.1 million euros a year, as a result of 
the difference between them. 

 To complete the financial analysis, we have to take into account the fact that the 
indemnities paid by the insurance companies to farmers is a  stake of their operating 
income and therefore are subject to taxation, which represents a revenue to the 
treasury of 15.0 million euros a year. 

 Finally, and though there is no specific quantification, we must also consider that, given 
that insurance is an instrument for the stabilisation of producers’ incomes, this facilitates 
the maintenance of the economic activity in rural areas and the reduction of non-
payments in commercial transactions. Both situations generate the corresponding tax to 
the Public Treasury. 

 
As a general consideration of the overall financial flow it generated through the application 
of the agricultural insurance scheme reveals that it is a policy of great interest for national 
governments, due to both its economic and social impact on rural societies and its positive 
results on the national economy. 
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4. The lessons learnt with the agricultural insurances 
 

KEY FINDINGS 

 The transfer of the risk to the insurance sector, throught a insurance, the insured 
acquire the right to receive the legally-stipulated indemnity following a loss. 

 Agricultural insurance is one of the best instruments to mitigate the economic 
impact on farmers as a result of the climate change. 

 The existence of an adequate atmosphere of collaboration between the public sector 
and the private sector (including insurers and farmers’ organisations) decisively 
contributes to the development of advanced, efficient insurance models. 

 Today, the debate cannot be about the advisability, or not, of public participation in 
insurance systems, but rather about defining what is the most appropriate type of 
participation and its limitation. 

 Insurance can be developed and implemented in all countries and for all kinds of 
farmers and livestock breeders, applying in each case the model best suited to the 
specific conditions.  

 
From the analysis of the results obtained in the application of the Spanish agricultural 
insurance scheme, and taking into account the experiences of other countries, we can draw 
various conclusions which we can establish as generally applicable principles for the 
achievement of the aforementioned objective. 
 

4.1. Agricultural insurance as a proven, efficient solution for the 
coverage of risks. 

 
The arguments that explain the efficacy of agricultural insurance schemes are well known, 
some of the most evident ones of which are dealt with in the following points: 
 
 In situations in which decreasing levels of income are registered in farms, losses of 

production due to natural phenomena are increasingly difficult to offset from the 
financial reserves of the farmers themselves, given their increasing dependency on 
outside funding.  

 With the liberalisation of agricultural policies is being translated to the producers the 
responsibility for managing the risks which affect their operations. As, more and more, 
business criteria and access to markets are implemented, farmers must bear the risks 
inherent in their activity. By taking insurance, they have the advantage of being able to 
demand the legally-stipulated compensation following a loss.   

 As a result of this liberalisation, it is less and less socially justifiable to finance, from 
public funds, losses of yields that have been damaged by insurable natural phenomena. 
At the same time, it is increasingly accepted that subsidies should be given to farmers in 
order to facilitate access to insurance coverage, especially if we take into account the 
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fact that, in the case of damage from natural disasters, the state will not need to make 
direct payments.  

 But insurance also presents other aspects of interest, as it provides the public authorities 
with an ideal instrument to promote the development agricultural policies (such as the 
fight against diseases, the technological improvement of farms or the improvement of 
practices for the handling and management of productions).  

 
But in order to achieve efficiency in the application of insurance, it is necessary for the 
system to contemplate certain restrictions in its design, there being some limits that cannot 
be breached, especially the following two: 
 

 Insurance cannot be a mechanism to generate additional income to the agricultural 
activity itself. Insurance must act as a mechanism to stabilise the average historic 
income of the operation, to counter the consequences deriving from the occurrence of 
catastrophic phenomena covered by insurance contracts. 

 Likewise, the terms of the contracts must be drafted taking into account that insurance 
cannot provide coverage of risks that are not independent of the handling of the 
farming. 

 
In addition to the above, it must be taken into account that interest in the development of 
insurance has grown as a result of the great possibilities it offers in the mitigation of the 
possible impact on the financial results of farms as a result of the climate change. As is well 
known, more than other productive activities, agricultural production is directly affected by 
climatology and especially adverse climatic conditions. 
 

4.2. The greatest possibilities for success in the implementation of 
an insurance model are achieved when it is developed in a 
framework of cooperation between private and public 
institutions 

 
Based on the experience in the application of the Spanish agricultural insurance system and 
the increasingly frequent presence of public institutions in the insurance models of different 
countries, we believe that there is no room for debate about the advisability or not of the 
participation of public administrations, as it was the case until recently, but rather about 
defining what is the most appropriate type of participation and what its limits should be. 
 
In addition to the above, it seems evident that there is a need for direct participation, 
within the framework of a regulated procedure, by farmers’ representatives in the process 
of defining the risk management policies, in the prior work for the definition of insurance 
contracts, and even in the application of the insurance through mutual companies or other 
forms of collective risk management.  
 
Starting from the conviction of the need to clearly define the responsibilities and 
competencies of the institutions that participate in the insurance scheme, from the 
experiences available we can specify the principles that must govern public participation in 
insurance systems. The aim of these is to reconcile good development of insurance (and 
therefore good protection for the agricultural sector) with open functioning of the insurance 
market: 
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 The public administration must not define the contractual conditions nor determine the 
tariffs to be applied - both tasks must correspond to private insurance companies, as 
they will have to assume the economic results deriving from the application of the 
insurance. 

 Public agriculture departments will participate in the carrying out of the technical 
studies necessary to establish the conditions of insurability of the risks and productions, 
as well as in the adoption of measures that limit the impact of moral hazard and 
asymmetrical information. 

 The public administration must ensure that insurance companies keep a tight control on 
administrative expenses, most particularly in the cases where the premiums are 
subsidised.  

 The public administration must actively participate in the tasks of promoting and 
information to the farmers, so that the application of the insurance is carried out with 
the greatest transparency, guaranteeing farmer knowledge of the conditions of the 
contract and the procedures for the evaluation of the damages. 

 The insured and the public administration will jointly establish the procedures so that all 
producers farmers can have access to insurance coverage. 

 Subsidies can be granted on insurance contracts, to facilitate access to insurance by 
farmers, maintaining them during the time and at the amounts which are vital to 
achieve expansion of insurance. 

 Administration must establish appropriate forums for effective collaboration among 
insurers, insured and the public administration. 

 In order to help the expansion of the insurance, the public administrations will not grant 
extraordinary “ex–post” aids after the occurrence of damages which can be insured. 

 To facilitate the functioning of the scheme and give continuity to its application, it is 
necessary to have a body of law to regulate it. 

 
When public participation in insurance schemes is analysed, the granting of subsidies to the 
insured is frequently focused on. However, there are many tasks which, in collaboration 
with the insurance companies and with farmers’ organisations, can be promoted to optimise 
the result of insurance schemes. 
 

4.3. Foreseeable trends in risk Management instruments. 
 
As the final point of the lessons learnt from the experience in Spain, after more than 30 
years of application of agricultural insurance, we can outline what may be the future trends 
in the evolution of national insurance models. The points that could define these trends 
would be the following:  
 

 Improvement and strengthening of risk mitigation strategies and 
adaptation of productions to the environment. One of the preliminary aspects 
to which special attention must be paid is in relation to the development of the first 
stage in risk management strategies, which is none other than risk mitigation and 
the corresponding adaptation of productions to its consequences. 
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 Increase in the coverage offered by risk management systems. There is 
greater sensitivity among farmers due to the consequences of the climate risks and 
those related with the market or the health of their agricultural productions on the 
economic result of their business. 

 Reduction in the costs of management models. In the current situation of 
economic crisis, reducing costs must be a priority for those managing the application 
of the insurance. Due to this, coverage models are being designed which require 
lower administrative costs and with lower premiums. Likewise, reductions are being 
made in public resources, with measures such as not granting “ex–post” aid for 
damage caused by the occurrence of insurable phenomena. 

 Simplification of the management models and improvement in adapting the 
insurance to the reality of the insured operation. In this regard, the lines of 
work are aimed, on the one hand, at designing coverage models which are simple to 
apply, in terms of both contracting and valuation of the damage, while at the same 
time advancing in the design of insurance policies which are increasingly adjusted to 
the characteristics and needs of the farmer, capable of offering greater insurance 
options and providing levels of guarantees and costs of the insurance which are in 
line with the results of the operation. 

 Incorporation of new technologies into the application of the insurance and 
increase in technological innovation. The increase in the development of 
insurance systems is favouring studies aimed at improving the technologies applied 
in the management of the insurance models. In this area, particularly promising are 
the advances being seen in the use of satellite images and geographic information 
systems. 

 Greater prominence of “3P” strategies (Private/Public/Partnership). In 
analysing the evolution of insurance models applied in different countries, it has 
become more and more apparent in recent years how the increase has been in 
models based on institutional alliances between the public sector and the private 
sector.  

 Increase in the range of available management models, enabling producers 
to choose those which best meet their needs. The evolution has been unfolding 
in the insurance market and in financial markets is leading to the appearance of new 
risk management models which, in many cases in a manner which is complementary 
to agricultural insurance systems, can increase the options offered to producers to 
limit the volatility of their incomes. In this regard, financial products are appearing 
such as climate derivatives, futures markets, catastrophe bonds and other financial 
instruments. 

One of the main challenges still pending an adequate response is the design and 
application of models of “micro-insurance”, of particular interest in developing 
countries.  
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5. Proposals for the development of agricultural 
insurance in the European Union 

 
Responding to the invitation made, we will now make a number of proposals for the 
development of agricultural insurance in the European Union: 
 
 Recommendations of EU and national actions addressed to improve the 

existing national insurance systems. 
 

In all the countries of the Union, there is extensive experience in the application of yield 
insurance, with over 150 years of history in some cases. However, in the majority of 
countries coverage only applies to damage caused by hail, fire or storms. 
 
Extending the current coverages in these countries would require greater involvement 
of national governments, to remove the obstacles that impede the adequate functioning 
of an insurance scheme, especially in matters such as the preparation of studies about 
risks and their insurability, greater cooperation with farmers’ associations and insurers 
in order to match supply and demand, or the granting of subsidies on the cost of 
insurance. 
 
As for the EU, its involvement should be essentially aimed at establishing a broad 
common framework which makes it possible to develop national insurance systems, 
with their current schemes of organisation and functioning.  
 
A step further in the participation of the EU could be in the direction of establishing a 
system of coverage for major catastrophes which, due to their magnitude, exceed the 
capacities of national insurance schemes and prevent them from going bankrupt. In 
simple terms, this could be expressed as “reinsurance of national reinsurance systems”.  

 
 Role of the public sector in setting up a regulatory framework for insurance 

against price volatility. 
 

The volatility of prices currently constitutes a serious uncertainty that destabilises the 
development of European agriculture. But, just as insurance has demonstrated that it is 
capable of offering an adequate response to problems related to natural catastrophes, it 
can also provide solutions to mitigate the effects of the serious crisis in prices. 
 
Therefore, if insurance is used for the management of market risks, the role of the 
public sector should be the same as that indicated in the previous point, though in this 
case its involvement must be greater, especially with regard to studies, as these risks 
have only been insured on few occasions. 

 
 Possible public support to agricultural insurance and, specifically, whether the 

CAP should subsidise premiums. 
 

The granting of subsidies to farmers in order to meet the cost of insurance is an 
important element, though not the only one nor, possibly, the fundamental one, to 
boost the development of insurance systems. In the course of this document, different 
reasons have been put forward which justify these public subsidies. As has been 
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indicated, their benefits (financial and social) are greater than their possible 
disadvantages. 
 
With regard to the possibility of subsidising insurance from CAP funds, we believe that 
the member states should have the possibility of choosing between the subsidy coming 
from national funds or from CAP funds or, simultaneously, through both channels. 

 
 Possible complementarities or incompatibilities, between the market 

instruments of the single CMO, other financial instruments and the insurance 
systems. 

 
There are different strategies available to the farmer to manage risks, ranging from 
instruments to be developed on the agricultural concern itself through to complex 
financial instruments which make it possible to transfer the risk to the capital market. 
The important thing is to know that each one of these instruments has specific 
possibilities and limitations in its use, which must be respected in order to obtain the 
best results. 
 
Therefore, a priori, we would say that all the instruments available must be 
complementary, provided we respect their conditions for application. We believe, 
however, that for the coverage of market risks the logical thing would be to use 
agricultural insurance as a basic instrument and complement it with additional 
guarantees. 

 
 Possible approach involving earnings or income insurance in the EU after a 

transitional period of implementation (2014 to 2020?). 
 

The current WTO agreement defines as admissible, and in the green box, a form of 
insurance aimed at providing coverage of market risks, “income insurance” or a “safety 
net”, provided that certain conditions are met. This possibility has not been used at any 
time by any EU country, though the Commission spoke of it in 2005 [COM (2005) 74]. 
 
The WTO’s conditions are very restrictive, as the threshold of 30% that is established is 
excessively high, and it should therefore be revised in the future. However, we believe 
that this coverage option should be the object of development, though it would only 
permit the protection of farmers’ incomes in very serious market crises. 
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