
At the most recent 33rd International Associ-
ation of Agricultural Production Insurers (AIAG) 
Congress held in Kansas City I was asked to make a 
presentation on the “Reasons for Success of the U.S. 
crop insurance system.” To do so was both an honor 
and privilege.

First, let me say that the Congress itself was huge-
ly successful and well attended with more than 280 
participants from around the globe with guests from 
more than 30 countries. The Congress began with 
opening remarks from Dr. Kurt Weinberger, Presi-
dent of AIAG, who told the attendees “...We are here 
because the U.S. crop and revenue insurance pro-
gram is the most developed and the most efficient 
system for farmers in the world.”

The Keynote Speaker was the honorable Tom Vil-
sack, Secretary of the United States Department of Agriculture. Secretary Vilsack spoke about 
the importance of agriculture and the important role that farmers play in our lives. He then 
made the connection between agriculture and the need for a strong farm safety net and the 
important role crop insurance fills. “Crop insurance gives farmers hope during tough times and 
the gift of peace of mind.” He also detailed policy advancements made to the U.S. crop insurance 
system in recent years to improve its availability and affordability. 

In addition to Secretary Vilsack, Senators Pat Roberts and Jerry Moran of Kansas and Rep-
resentative Mike Conaway from Texas, provided video messages to the group since they were 
unable to attend the event. Each of these individuals had high praise for U.S. crop insurance and 
its importance in providing financial stability to the agricultural sector and the critical role of 
crop insurance in farm policy.

With that said, let me take this opportunity to expand upon my remarks from the Congress.

Measures of Crop Insurance Success
Perhaps the fundamental measures of success of crop insurance in the U.S. are participation 

based. Why participation-based measures? Two basic reasons: 1) for an insurance system, wide-
scale participation provides an adequate risk “pool” of insureds; and, 2) from a farm safety net 
perspective, wide-scale participation mitigates against the need for emergency disaster assis-
tance in response to a weather-related agricultural catastrophe.

For the U.S. we can point to a couple of readily available “participation metrics.” Participating 
land area insured is the most common measure. Starting in 1980 with the Crop Insurance Act, 
private sector insurance companies were brought into sell Federally supported crop insurance 
in order to incentivize delivery and participation. At that time, approximately 25 million acres 
were insured. In the extreme drought year of 1988, only 56 million acres were insured. Starting 
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Overview
The 2014 year was another successful 

demonstration of sales and service for the 
crop insurance industry. Yet, the year turned 
out to be frustrating in several aspects. Af-
ter two successive years of gross losses (in-
demnities exceeding premiums), the natural 
expectation was for a return to fewer losses 
and more normal returns. But that was not 
to be, as lower crop prices and pockets of 
production losses pushed the gross loss ra-
tio to 0.89, the fourth highest in the past  
decade. (Unless indicated otherwise, data in 
this article are as of April 20, 2015.)

The 2013/14 winter featured extended 
periods of extreme cold. While many areas 
had adequate precipitation, cold and variable 
temperatures, wind, periods of inadequate 
snow covering and dryness hurt the 2014 
winter wheat crop, which declined 11 per-
cent from 2013. Spring was slow to come, and 
planting delays occurred in the Northern tier 
of states. Later in the spring and during the 
summer while California suffered, weather 
generally cooperated elsewhere, and much 
of the nation had a more favorable growing 
season.

Corn and soybeans consistently had high 
ratings of “good” to “excellent” throughout 
the summer and into the fall, and production 
of many crops was up in 2014. Corn yield 
and production set record highs. With soy-
bean planted area up as corn area contracted, 
soybeans, too, featured record highs for yield 
and production. Other oilseeds also saw pro-
duction gains, such as sunflowers, canola and 
peanuts. The spring wheat crop was sharply 
higher with the Dakotas having record yields. 
Cotton and rice production were also higher, 
despite much lower rice area in California. 
Among specialty crops, vegetable and citrus 
production declined in 2014.

The increase in production of major 
crops again is leading to increased carryover 
stocks and lower prices. The index of prices 
received for crops by farmers was down nine 
percent from January-December 2014, which 
followed a 19 percent decline in the prior 
12-month period. The weak farm markets 
resulted in sharp declines in crop insurance 
base prices for all major crops for 2014. The 
market price declines continued into 2015, 
reducing base prices again for all major 2015 
crops. The drop in 2014 base prices, com-

bined with lower volatility factors (which 
are used to set premium rates) for all major 
crops, contributed to a 15 percent drop in to-
tal program premiums. 

As of this writing, the program provided 
farmers with protection on $109.8 billion in 
crop value in 2014, and the crop year loss ra-
tio (indemnities divided by premiums) stood 
at 0.89. While an improvement over the past 
two years, the final loss ratio is expected to 
exceed 0.90 and keep the returns to the crop 
insurance companies anemic under the fi-
nancial terms of the current Standard Rein-
surance Agreement (SRA), which has been in 
effect since 2011. The cumulative underwrit-
ing gains of the insurance companies during 
2011-14 are likely to be in the range of only 
five-six percent of their cumulative retained 
premiums. Since underwriting gains are only 
part of gross revenue, pre-tax net income re-
turns would be considerably lower.

Corn and soybeans continued to be the 
top premium crops, accounting for two-
thirds of U.S. premiums in 2014, with wheat 
coming in third. Minnesota had the highest 
loss ratio among major states and Iowa had 
the highest level of claims among all states, 
with excess moisture and lower prices being 
the principal causes of loss in both states. 
Minnesota and Texas were second and third 
in claims while Oklahoma and Iowa were 
second and third in loss ratio among major 
states. By crop, loss ratios were highest for 
ELS cotton, olives, macadamia nuts, burley 
tobacco and pistachios. The losses on ELS 
cotton, olives and pistachios were all due to 
California’s persistent drought.

Implementation of the 2014 Farm Bill led 
the list of program and policy developments 
in 2014. The new Farm Bill was signed into 
law on February 7, 2014 and features many 
new products and changes for crop insurance. 
The new law reduced the 10-year projected 
outlays on farm programs by an estimated 
$14.3 billion but continued the emphasis 
on risk management and crop insurance by 
raising crop insurance projected funding by 
$5.7 billion. The increase in crop funding 
is primarily due to the addition of two new 
supplemental revenue programs, the Stacked 
Income Protection Plan, or STAX, for up-
land cotton, and the Supplemental Coverage 
Option, or SCO for other crops. These plans 
will be available for cotton and major crops 
beginning in 2015.

Implementation of the Farm Bill’s crop in-
surance provisions has proceeded timely and 
effectively during 2014, with opportunities 
for industry input into the Risk Management 
Agency’s (RMA) development of regulations 
and procedures. Farmers will have many new 
opportunities to expand coverage under the 
new programs and provisions. One concern 
continues to be the risk of loss for the pro-
gram and the companies created by the new 
products that will raise producer coverage 
levels, such as the provision to exclude loss 
history in years of low county yields (APH 
Exclusion) and by the use of premium rating 
methods that have limited or no historical ex-
perience on which to base rates. 

In addition to protection provided by the 
crop insurance program, farmers had $39.7 
billion in privately provided crop-hail insur-
ance protection in 2014. Farmers’ premiums 
for 2014, as currently reported to NCIS, were 
the largest in the history of the program at 
$992 million, up from $953 million in 2013. 
This coverage proved valuable in 2014 as 
it paid out $1.2 billion in losses as the pro-
gram had the largest hail losses in its history 
and became only the third year since 1948 in 
which the U.S. loss ratio exceeded 1.0. Cana-
da, too, experienced 2014 hail losses that were 
significantly worse than 2013. The Canadian 
2014 loss ratio was 0.84, as compared to the 
2013 loss ratio of 0.50. 

U.S. Weather and 
Production of Major Crops

Winter 2013/14. The production cycle 
for the major 2014 crops commenced with 
planting of winter wheat beginning in August 
2013. Most of the nation had near to above 
average fall rainfall and by the end of Septem-
ber, seeding was slightly behind the 5-year 
average pace, but exceeded that pace over 
the next month and most acreage was rated 
good to excellent in late November. Planted 
acreage was 42.4 million, down about two 
percent from 2013, with an increase in Hard 
Red Winter (HRW) wheat, particularly in the 
Central and Northern Plains, which was off-
set by a sharp drop in Soft Red Winter (SRW) 
wheat. White wheat in the Pacific Northwest 
was down from a year earlier.

The 2013/14 winter was extremely cold 
with much snowfall in the Midwest. Many 
Corn Belt states had the coldest winter since 

with the 1994 Crop Insurance Reform Act, 
insured acreage grew to 99.6 million acres, 
and has increased steadily to the current level 
of approximately 297 million acres. This 297 
million acres represents a participation rate 
where 90 percent of planted land is insured. 
Clearly, this is a measure of successful partici-
pation in terms of U.S. crop land area insured.

A second important measure of participa-
tion is the level of coverage per land unit area. 
Going back to 1996, only around 10 percent 
of U.S. cropland was insured at a level of 70 
percent or greater. Publicly-supported invest-
ments in U.S. crop insurance have resulted 
in greater incentives for farmers to purchase 
higher levels of coverage. In 2014, more than 
80 percent was insured at coverage levels at, or 
greater than, 70 percent. 

Both measures, land area insured and lev-
el of coverage per unit land area, demonstrate 
high rates of participation in U.S. crop insur-
ance. These high participation rates help to 
explain why farmers and policy makers were 
willing to transition away from traditional 
farm programs to risk management-based 
crop insurance in the 2014 Farm Bill. Another 
point worth noting is that, during the drought 
of 2012, there were no calls for emergency 
disaster assistance, a key indication of the 
importance of sustaining high rates of crop 
insurance participation on a national level.

Reasons for Success
Participation being a measure of success, 

let us now turn to several of the reasons for 
success in U.S. crop insurance. Reasons for 
success could be an exercise in determining 
which came first “the chicken or the egg?”

1) A Contractually-Based 
System

Government and commerce in the U.S. 
are fundamentally grounded in the rule of 
law and the ability to enforce contracts. These 
two elements allow for the development of 
public and private institutions, the abili-
ty to exchange, and the ability to establish 
expectations. 

U.S. crop insurance is essentially a series 
of contracts or governing statues that enable 
farmers, insurance companies, and the tax-
payer - represented by the Federal govern-

ment - to exchange and transfer agricultural 
risk. One can start at the most basic level. 
Crop insurance coverage is defined by the 
crop insurance policy; it is a contract between 
the crop insurance company and the farmer. 
The crop insurance agent that sells and ser-
vices the policy has, in turn, a contract with 
the crop insurance company. In the United 
States, crop insurance companies hold the 
Standard Reinsurance Agreement (SRA) with 
the USDA. The SRA is a cooperative financial 
agreement that defines the terms and condi-
tions under which crop insurance companies 
must operate. Governing all of these series of 
contracts is the Federal Crop Insurance Act 
which is the result of the legislative process. 
Every “link in the chain” of the U.S. crop in-
surance system is contractually based and 
enforceable. The importance of a contractu-
ally-based process cannot be underestimated. 

2) Multiple-Levels of Cost 
Sharing

Consistent with the series of contracts just 
discussed, U.S. crop insurance is characterized 
by multiple levels of cost sharing among the 
various stakeholders. Farmers pay a portion 
of the premiums, approximately $4 billion an-
nually over the past several years. In addition 
to premiums paid, farmers shoulder the risk 
associated with the deductibles on their re-
spective policies. For example, following the 
2012 drought, farmers received $17 billion in 
indemnity payments to cover losses after pay-
ing approximately $4.1 billion in premiums 
and shouldering deductibles of approximately 
$12.7 billion. Although not typically consid-
ered as “cost-sharing” in the traditional sense, 
the compensation paid to crop insurance 
agents is used to establish small businesses in 
the rural economy and provide a source of lo-
cal jobs and infrastructure. Next, we have the 
private sector crop insurance companies who 
share risk with the farmer and USDA and 
provide capital investment for the business. 
The capital investment provided by the crop 
insurance industry is essential for the efficient 
sales and service of approximately 1.2 million 
crop insurance policies. The risk exposure on 
these policies represents over $100 billion in 
annual liability for 2015. Lastly, the U.S. tax-
payer shares in a portion of the cost of the 
farm safety net, providing premium support 
in order to ensure crop insurance is affordable 

and covering a portion of crop insurance in-
demnities in catastrophic years.

3) Affordability
We have discussed the importance of af-

fordability in a previous issue of this publica-
tion, “Where to Now, St. Peter? Affordability 
Now,” Crop Insurance TODAY®, September, 
2014. Starting with the Federal Crop Insur-
ance Act of 1938, U.S. farm policy has demon-
strated a commitment to the concept of af-
fordable crop insurance coverage for farmers. 
Initially, the government provided for deliv-
ery expense with no premium support. Fol-
lowing the 1980 Act and beginning in 1981, 
delivery expense along with premium support 
up to 65 percent coverage levels was provided. 
Beginning in 1994 and subsequent legislation 
in 2000 and 2008, increased levels of premi-
um support were provided. The U.S. policy 
of affordability has resulted in wide-scale 
participation resulting in improved actuarial 
performance by expanding the risk pool and 
negating the political demand for costly ad 
hoc disaster legislation. 

4) Regulatory Oversight
Another key “ingredient” for the success 

of U.S. crop insurance is the presence of reg-
ulatory oversight. In the U.S., there are two 
levels of regulatory oversight. First, there is 
state regulation of the industry by individual 
state insurance departments. In general, crop 
insurance companies, their agents and ad-
justers must be licensed in the states in which 
they operate. Under state regulation, the in-
dustry must meet market conduct standards, 
file premium rates and policy forms, and re-
quire continuing education of their agents 
and adjusters.

At the Federal level, this industry is regu-
lated by the USDA’s Risk Management Agency 
(RMA). The industry is regulated by the pro-
visions of the Federal Crop Insurance Act and 
the Standard Reinsurance Agreement (SRA). 
Proper regulatory oversight helps prevents 
fraud, waste and abuse in crop insurance and 
regulatory oversight protects farmers, taxpay-
ers and all other crop insurance stakeholders.

5) Efficiency of Private-
Sector Delivery 

The public/private partnership, that is the 
foundation for U.S. crop insurance, combines 

Continued from page 1
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the strengths of both to create an infrastruc-
ture that provides comprehensive risk man-
agement coverage to farmers and ranchers. 
We have already mentioned that this system 
is the envy of other world governments and 
here is why: it works. It works because of the 
12,000 crop insurance agents who makes sure 
that farmers make wise decisions when de-
termining which policy(ies) to use and that 
they have adequate levels of coverage should 
they suffer a loss. It works because of the 5,000 
certified loss adjusters who have been highly 
trained to determine the cause and amount 
of crop lost so farmers are paid fairly and as 
quickly and efficiently as possible. For ex-
ample, in 2011, Texas farmers received $2.6 
billion in indemnities due mostly to drought. 
Of this, more than half, $1.3 billion, was paid 
to farmers by mid-September of that year. It 
works because the Federal government and 
private-sector crop insurance companies 
share in the inherent risk involved in a nation-
wide system where more than $100 billion in 
liability is protected. Lastly, it works because 
farmers benefit from a large number of pol-
icies, options and coverage levels available 
through Federal crop insurance and through 
state-regulated private-sector insurance prod-
ucts. We say all of this to drive home the point 
that the private-sector delivery system is effi-
cient and it can adapt and grow in order to 
meet the future risk management needs of 
U.S. agriculture.

6) The Intangibles: 
Collaboration and 
Commitment 

It goes without saying that crop insurance 
does not get done without people. In my ex-
perience with the industry there are two “in-
tangibles” of the human element that particu-
larly stand out to me. These are Collaboration 
and Commitment. Let’s take each one of these 
notions separately and expound on them. 

Collaboration:
Collaboration takes many forms in crop 

insurance. In one sense, the very contrac-
tual nature of the business is collaborative. 
Contracts do not ultimately get done with-
out some form of collaboration between the 
contracting parties. That said, there are other 
more compelling examples of collaboration in 
our industry. 

Our organization, National Crop Insur-
ance Services (NCIS), is a prime example of 
the collaboration that exists in crop insur-
ance. NCIS is a member-based organization 
whose function is to service every aspect of 
the business in which the benefits of mem-
bership accrue to collective activity. This col-
lective activity is multi-faceted, and ranges 
from Industry sponsored research aimed at 
improving the loss procedures used by crop 
insurance adjusters to the collection of an In-
dustry-wide statistical database used by our 
member companies to develop actuarially 
sound premium rates.

As part of our collaborative efforts, NCIS 
is comprised of a series of functional stand-
ing committees whose purpose is to review 
and evaluate the various operational compo-
nents of the crop insurance business. These 
standing committees, comprised of industry 
subject matter experts, meet and conduct 
routine conference calls on a wide range of 
issues including: industry training and com-
munications, data processing standards and 
collection, review of loss procedures and 
policy revisions, as well as a host of other is-
sues facing the industry. These collaborative 
efforts include national training conferences 
working with RMA staff and lastly, NCIS 
participates regularly at the meetings of the 
National Association of Insurance Commis-
sioners (NAIC) – the body of state insurance 
department officials tasked with the responsi-
bility of regulating insurance at the state level. 
Insurance is a people-oriented business and 
the business of crop insurance does not get 
done without the collaborative efforts of the 
entire industry.

Commitment: 
“...the state or quality of being dedicat-

ed to a cause or activity...”

For crop insurance in the United States, 
there are two critical levels of commitment 
which contribute to our success. First, there 
has been a commitment on the part of the 
crop insurance industry itself to provide fi-
nancial stability to the agricultural sector and 
service the risk management needs of the 
American farmer. 

Commitment on the part of the U.S. pri-
vate-sector delivery system can be traced back 
to the late 1800s. U.S. companies, including 
NCIS members such as Farmers Mutual Hail 

Insurance Company of Iowa (founded in 
1893) and the Crop Division of Great Amer-
ican Insurance Group (began in 1915), have 
demonstrated a long-term sustained commit-
ment to serving the risk management needs 
of America’s farmers and ranchers. At the 
industry level, companies have collectively 
committed to agronomic research resulting 
in the development of standardized loss ad-
justment procedures for industry since the 
early 1900s. Industry commitment to the de-
velopment of a collective actuarial database 
began in 1948 with the establishment of the 
Crop Hail Insurance Actuarial Association 
(CHIAA). The private sector commitment to 
agricultural risk management through crop 
insurance is truly a success story in American 
agriculture.

I believe it is also safe to say there has been 
a “history of policy commitment to agricul-
tural risk management through crop insur-
ance.” As we have often talked about the his-
tory of U.S crop insurance in this publication, 
we can briefly retrace agricultural policy de-
velopment through crop insurance starting in 
1938, highlighting the Acts in 1980 and 1994 
up to the most recent legislation, the 2014 
Farm Bill. Each of these policy milestones has 
signified a reliance on the use of crop insur-
ance to successfully manage the agricultural 
risks facing the American farmer and ranch-
er. The success of crop insurance we observe 
today is the result of the commitments made 
by our policymakers and stakeholders in the 
agricultural community.

After all the positives...
Amazingly enough, as the stellar track-re-

cord and hard-fought successes of crop in-
surance were on full display—a late Octo-
ber—11th hour—surprise budget deal was 
struck that would cripple agriculture’s farm 
safety net. Specifically, this destructive pro-
posal would have forced a new SRA renego-
tiation before the end of next year around an 
arbitrary rate-of-return target so low that it 
would have effectively ended private-sector 
delivery.

Agriculture rallied to defend crop insur-
ance. Farmers from across the country called 
on their congressional delegations demand-
ing that the cuts be stopped. Commodity 
organizations pulled out all the stops to ed-
ucate lawmakers about the need for effective 
and affordable risk management tools. Input 
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providers and agricultural lenders weighed 
in, explaining how the cuts would ripple 
throughout an already struggling rural econ-
omy. Economists and academics spoke intel-
ligently against the budget reductions, urging 
lawmakers to pause and consider the unin-
tended consequences. 

Perhaps most importantly, the crop insur-
ance industry came together like never before. 
Companies, agents, and trade associations all 
worked in harmony to confront a common 
threat and organize allies. It made for a few 
sleepless nights, but in the end, the harmful 
proposal appears to be neutralized. 

In the coming months, as the industry 
evaluates the proposed budget activity of this 
October, there will undoubtedly be a few key 
takeaways to reflect upon.

First, our customers are willing to defend 
a crop insurance system delivered by the pri-
vate sector. That did not happen by accident. 
It happened through superior customer ser-
vice and speed of delivery. That level of ser-
vice must continue; it is this industry’s top 
priority.

Second, while crop insurers are fierce com-

petitors in the marketplace, we are capable of 
extraordinary feats when we pull together 
behind a common cause. When companies, 
re-insurers, agents, and all of the industry’s 
associations and coalitions unite, we have the 
ability to overturn legislation that was largely 
thought to be unstoppable. Let us not go our 
separate ways now, but have unity and coop-
eration be commonplace moving forward.

Finally, it is obvious that crop insurance 
remains in the center of the agricultural pol-
icy debate. Despite a successful farm bill and 
rural support, the 2014 Farm Bill and the crop 
insurance system will constantly come under 
increased scrutiny. We must never rest on our 
laurels. A long-term strategy to maintain and 
improve farmers’ risk management tools is a 
necessity.

With a reflective eye to the future, we 
now turn to the stories in this issue of the 
TODAY® magazine. First, I briefly men-
tioned earlier the International Associa-
tion of Agricultural Production Insurers 
(AIAG) Congress that was held in Kansas 
City in late September. We provide you 
with several photos of the speakers and ex-

cerpts from their presentations, as well as 
candid shots from the events and farm tour, 
which I think may have been the highlight 
of the Congress for those who attended. Be-
cause the intent of the Congress was to ex-
amine crop insurance systems from around 
the world, we thought you would be inter-
ested in how crop insurance operates in a 
few of those countries. Ashley Craft gives 
us a look at “Crop Insurance Around the 
World” as she highlights crop insurance 
in Brazil, Argentina, China, and Canada. 
There is also an article about the successful 
loss adjuster school season we just wrapped 
up at NCIS. More than 1,000 loss adjust-
ers attended our 13 schools and field days 
that covered crops like corn, wheat and 
soybeans but also lentils, grapes and pears. 
NCIS named its two recent scholarship re-
cipients a few months ago and you can read 
more about Mar’Kayla Bethea and Anon 
Anderson and their higher-education goals 
and dreams of working in agriculture after 
graduation. We hope you enjoy all that this 
issue has to offer and we would like to wish 
you all a very Happy Holiday season.

National Crop Insurance Services

Visit our website
www.cropinsuranceinamerica.org

Let us know what you think by sending us a comment on our Facebook 
page www.facebook.com/cropinsuranceinamerica.
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