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Anotace

Cilem ¢&lanku je vyhodnotit vyvoj podpory Fizeni rizik v zemé&délstvi v Ceské republice v obdobi 2001 —2013.
Clanek rovnéz naznaduje mozny budouci vyvoj podpory fizeni rizik v CR. Data poskytnuta Podptrnym
garanénim rolnickym a lesnickym fondem (PGRLF) a Ceskou asociaci pojistoven (CAP) byla vyhodnocena
metodami popisné statistiky (aritmeticky primér, smérodatna odchylka, variacni koeficient). Zdrojem dat
pro mezinarodni srovnani byly sekundarni informace ziskané z vyzkumnych center Evropské komise. Autofi
konstatuji, Ze podpora fizeni rizik v CR po roce 2014 nebude vyuzivat evropské fondy z Programu rozvoje
venkova. Podpora bude zalozena na narodnich finanénich zdrojich, bud’ ve formé ptimé podpory (subvence
pojistného, ad hoc podpory) nebo nepiimé podpory preventivniho charakteru (ndkazovy fond, obnova
genetického potencidlu). Za ucelem eliminace neocekavané potieby ad hoc pomoci je nanejvys zadouci
zalozit a pribézné dopliiovat fond pro kryti katastrofickych rizik, ktera nemohou byt zvladnuta zeméd¢lci
ani pojistovnami. Fond by mél byt pristupny pouze zemédélcim, ktefi prubézn€ proaktivné pfistupuji
k fizeni rizik.
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Abstract

The aim of the article is to evaluate the development of risk management support in agriculture
in the Czech Republic in the period 2001 —2013. The article also tries to outline some possibilities for the future
risk management scheme in the Czech Republic. Data provided by the Support and Guarantee Agricultural
and Forestry Fund (PGRLF) and the Czech Insurance Association (CAP) was described using descriptive
statistical methods (mean, standard deviation, coefficient of variation). The data sources for international
comparison come from secondary sources made by the research centres for European Commission. Authors
identify that risk management support in the Czech Republic after 2014 will not use EU funds from the Rural
Development Programme. It will depend on national financial sources, either in the form of direct support
(premium subsidies, ad hoc aids) or indirect support of prevention (disease fund, recovery fund). In order
to eliminate unexpected need for ad hoc aid, it is highly desirable to establish and continuously contribute
a fund for covering catastrophic risks which cannot be managed by farmers or insurance companies. Such
fund should be eligible only for those applicants who continuously take risk management measures.
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Introduction premiums, plays a significantly more important

role than the livestock insurance (with 4% share)
Agricultural insurance is one of the most important worldwide (Iturrioz, 2009). This is because
risk management tools worldwide. Crop insurance a compensation for the ordered destruction

with a 90 % share of agricultural insurance of animals in the case of an outbreak of dangerous




diseases is usually legally mandatory' from public
sources.

It is more widespread in developed countries which
have good access to insurance and reinsurance
markets. Agricultural insurance in developed
countries originates in named peril products that
were originally offered by private companies
approximately two hundred years ago, first
in Europe and then in the United States. Today,
many complex agricultural insurance products
are offered, most of them heavily subsidized
by governments (Smith, Glauber, 2012).

The complexity of agricultural insurance
and the rate of its public support depend
on the risk exposure of regions. In the Europe,
the Euro-Mediterranean countries are the major
risk contributors. These countries not only have
the highest expected loss but also high volatility
of indemnity payments. On the contrary, the Nordic
countries have the lowest indemnity payments
and risk exposure (Yildirak, Gulseven, 2012).

The public support of agricultural insurance
should encourage farmers to increase the use
of agricultural insurance, to provide financial
stability to farmers and other actors in the agri-value
chain and to promote agricultural investment
and access to credit in vulnerable regions. Farmers
can exploit public support in many forms. Whilst
premium subsidy is the most common intervention,
other enabling measures are important, such
as the legal and regulatory framework, reinsurance,
technical and administrative assistance, and linkages
to government extension services in agriculture,
animal health or meteorology (Dick, Wang, 2010).
The public support of agricultural risk management
in less developed countries with high weather
sensitivity and high importance of agriculture
for households are especially provided World
Bank and FAO incentives (Larson, Anderson,
Varangis, 2004). In less developed countries, World
Bank together with micro-financing institutions
test new insurance products based on weather
indices (Miranda, Gonzalez-Vega, 2011; Sarris,
2013; Bobojonov, Aw-Hassan, Sommer, 2014;
Norton et al., 2014). However, the index insurance
in agriculture suffers from relatively low ability
to reduce volatility of crop yields because of wide
spectrum of non-weather factors affecting farm
yields (Elabed et al., 2013).

The agricultural insurance and its public support
should gain holistic visibility. [t means that insurance

!'In the Czech Republic it is the Act No. 166/1999 Coll., Veterinary

Act, § 67, 68.

is not separate risk management tool. There are
many other risk management tools for normal,
marketable and catastrophic risks (OECD, 2009).
The support of agriculture is included in Common
Agricultural Policy of the EU after 2014 together
with other risk management tools, e. g. mutual
funds (Meuwissen, Assefa, van Asseldonk, 2013)
and income  stabilization  tool  (Finger,
El Benni, 2014). Nevertheless, the alternative
risk management tools are not accepted in all
EU countries. Moreover, farmers can use direct
payments or other subsidies are income risk
management tools (Keeney, 2000, Spi¢ka, Boudny,
Janotova, 2009, Rezbové, Tomsik, 2012).

In the field of agricultural risk management,
cooperation between the private and public sector is
generally recommended. The cooperation between
public and private sector takes either a form
of public-private partnership (Nussbaum, 2007)
or a form of indirect cooperation through premium
subsidies. In general, governments try to reduce
the ad-hoc assistances for the agricultural sector.
On the other hand, farms face some systematic
risks which are commercially uninsurable.
So, there should be public assistance for farmers
facing systematic risks, such as drought.

In the Czech Republic, agricultural insurance is
an important risk management tool. It is offered
by several commercial insurance companies and it
is supported from public sources, especially through
the program "Support of insurance" provided
by the Support and Guarantee Agricultural and
Forestry Fund (PGRLF, Vavrova 2010).

The aim of the article is to evaluate the development
of risk management support in agriculture
in the Czech Republic in the period 2001 — 2013.
This article describes the current approaches to risk
management in agriculture and analyzes the situation
of agricultural insurance in the Czech Republic
compared with the OECD recommendations
and with the situation in other countries. Moreover,
the article also tries to outline some possibilities
for the future risk management scheme in the Czech
Republic.

The article follows the common structure.
After description of data and methodology,
the forms of insurance in the Czech Republic, USA
and European Unions are provided. Special part
of results is devoted to the agricultural insurance
scheme in the Czech Republic. The discussion
about support of risk management tools in the new
Rural Development Programme is provided
at the end of results. Conclusions summarize




the results and present suggestions for improvement
of'the Czech risk management system in agriculture.

Materials and methods

The method for identifying possible positive
and negative impacts of agricultural risk
management tools respects the holistic approach.
The holistic approach examines relationships
between sources of risk factors and risk management
tools in agricultural businesses. The risks are
divided into normal, marketable and catastrophic
in the holistic approach. Marketable risks are
designated as those risks whose effects can be
eliminated or effectively reduce by the purchase
of private insurance or futures contracts.
Catastrophic risks generally affect a large number
of farms throughout the region. It is usually not
possible to reduce catastrophic risks through some
private insurance, and thus government intervention
is required. State aid can also help developing
the private market of risk management tools
effectively. Thus, support for insurance should be
only temporary and after market stabilization should
be reduced gradually. It is generally recommended
not to use state intervention in the cases of normal
risks, which should be managed at the farm
level. The negative effects of such measures lies
in displacing other proactive measures at farm
level, such as the suppression of differentiated
appropriate activities and sources of income. In this
respect, the exceptions are the measures used
in the assessment of income tax, mainly consisting
of the possibility of averaging income over a period
of several years (OECD, 2009).

Data provided by the PGRLF and the Czech
Insurance Association (CAP) was described using
descriptive statistical methods (mean, standard
deviation, coefficient of variation). The data sources
for international comparison come from secondary
sources made by the research centers for European
Commission (Meuwissen, van Asseldonk, Huirne,
2008; Bielza Diaz-Caneja, 2009).

Results and discussion

Forms of insurance for crop production

The oldest type of crop insurance is the hail
insurance. It covers the losses caused by single
risk. Hail represents the potential risk of losing
a substantial part of the crop production, especially
for small farms. There is a relatively low incidence
of occurrence and usually over the limited area
which results relatively low premium rates for most

of the field crops. Hail insurance can be extended
to include other natural hazards (especially fire,
flood, storm, landslide, damage through the winter
or spring frost). The principle of calculation
of damage remains the same - i.e. finding the actual
damage caused by the insured risk. The premium
for such insurance is proportionately higher.
Generally, such insurance can be termed as crop
loss insurance.

Another principle of insurance is the crop yield
insurance. The object of crop yield insurance is
to achieve the insured production volume, either
at the farm level or at the level of an insured crop
or group of crops. The compensation setting is
based on the actual yield if the insured yield is not
achieved. Such insurance was applied in the former
Czechoslovakia in the years 1986 - 1990 as
"The comprehensive crop yield insurance”, which
was part of the mandatory insurance for agricultural
holdings. Crop yield insurance is also broadly
applied in the USA.

A different approach to crop insurance represents
insurance based on weather indexes (weather
insurance) or weather derivatives. In this type
of insurance a desired weather characteristic
is selected (e.g. rainfall over a defined period)
and if the agreed threshold is not achieved, there
is a graduated payment according to how much
the actual result drops below the agreed threshold.
This system appears as promising in areas
with homogenous natural conditions where
fluctuations in income are caused almost
exclusively as a result of drought. The low
transaction costs are an advantage because it is not
necessary to identify any actual damage or yields.
The indemnity is entirely based on the exact data
measured at the meteorological station mentioned
in the weather contract. The basis risk is connected
with the incomplete correlation of actually yields
obtained with the values of selected meteorological
parameters measured at the meteorological station.
Recent research results show that the spatial
and production basis risks reduce the efficiency
of the weather derivatives. The potential
for expansion of weather derivatives remains
in the low income countries of Africa and Asia
with systemic weather risk (Spi¢ka, Hnilica, 2013).
The results of efficiency of weather derivatives
in Czech crop production shows similar efficiency
like in the Germany (MuBhoff, Odening, Xu,
2006; Weber et al., 2008). Kimura and Antén
(2011) recommend index insurance and weather
derivatives as effective tools for risk-management
of drought in Australian agriculture. Conversely,




for heterogeneous landscape conditions that
are characteristic in Czech agriculture, such
an approach does not seem to have a big potential.

United States of America

The current system of crop insurance in the United
States was established in 1938. The most often
insured crops are corn, soybeans, and wheat,
about 80% of the total area is insured (2008).
The total value of premiums in 2008/09 was
almost $ 10 billion. The insurance coverage is 50%
of the average yield and 55% of the expected
crop prices in the basic CAT (Catastrophic)
program. This basic coverage is fully subsidized
by the state. Farmers can buy a higher level
of insurance coverage with the Buy Up program,
where it is possible to arrange insurance from 50%
to 85% of the average yield and from 55%
to 100% of the expected price. The premium depends
on the actual production history (APH) on the farm.
In the case of price insurance the Risk Management
Agency provides price forecasts. The government
pays the administrative costs of agricultural
insurance and secures the reinsurance.

In the U.S., many stakeholders rated the system
very positively (Latham, 2010). They are some
critical assessments from the point of view
of moral hazard (Horowitz, Lichtenberg, 1993)
or adverse selection (Just et al., 1999).

Agricultural Insurance Systems in European
Union

In the European Union, individual states use
very different systems of agricultural insurance.
The diversity of approaches and institutional
arrangements to agricultural risk management is
given by the heterogeneity of risks which threaten
Europe's farmers. In general, the higher risk of crop
damage occurs in southern European countries,
with particularly high risks of drought and other
significant effects of extreme weather events. Hail
plays an important role in the Central European
countries and with regard to climate change
more frequent occurrences of drought and local
torrential rains are predicted. In contrast, countries
in North Europe are less threatened by drought
or hail. Therefore a consistent willingness to have
a common risk management approach is improbable
in the European Union.

There are of state established institutions which
provided compulsory agricultural insurance
in Greece and Cyprus (Vilhelm, 2006).

In most countries private agricultural insurance is

supported by the public sector. Such a system is
used in the Czech Republic, the Slovak Republic,
Poland and Austria for example. In Austria, 50%
of the premium for crop insurance is subsidized
from public sources (half from the state disaster
fund, the second half from individual federal
states). Unlike the situation in the Czech Republic
the insurance subsidy is directly paid to the Austrian
hail insurance company. Insurance covers more
than 80% of agricultural land, of which more than
60% is insurance against more risks - freeze, hail,
storm, flood, drought and other risks (Weinberger,
2009).

Spain has had a complex system of agricultural
insurance based on the cooperation of the public
and private sectors, with special institutions
for its operation and development and state
reinsurance, for more then thirty years. The system
is financed by both the central Spanish government
and from regional budgets. Total premiums for crop
and livestock insurance under the system increased
from about 3 billion € in 1991 to almost 11 billion
€ in 2008 and total support for increased insurance
premiums over the same period ranged between
90 and 450 million € (Antén, Kimura, 2011).
The share of the insured value of the total production
was 72% for cereals, 76% for fruit and 79%
for livestock (Torafio, 2010).

On the other hand, in some countries, the agricultural
insurance system operates on a purely commercial
basis without government interference
(e. g.in Germany, Great Britain and the Scandinavian
countries). In some countries, such as in France
and in the Netherlands, the government plays
a significant role in providing insurance funds,
created in part by compulsory contributions
from farmers. In the European Union is not available
an insurance solution covering fluctuations
in prices of agricultural commodities offered unlike
the situation in the United States.

The European Union, under the Common
Agricultural Policy (CAP) allows support
of agricultural insurance from national sources.
The CAP Health Check measures in 2008 (article
68) allow to retain up to 10 per cent of national
ceilings for direct payments to provide support for
agricultural insurance or mutual funds for animal
and plant diseases. The support may be paid
up to 65% of the insurance premium, while
the share of EU CAP can be up to 75%.

The future public support of risk management
in agriculture has been frequently discussed




in recent years as a part of design of the new Rural
Development Programme (RDP) for the period
2014-2020. Regulation (EU) No. 1305/2013
of the European Parliament and of the Council
of 17% December 2013 on Support for Rural
Development by the European Agricultural Fund
for Rural Development (EAFRD) and Repealing
Council Regulation (EC) No 1698/2005 list the risk
management support in Article 36. Support under
this measure shall cover:

1. financial contributions to premiums for crop,
animal and plant insurance against economic
losses to farmers caused by adverse climatic
events, animal or plant diseases, pest
infestation, or an environmental incident;

2. financial contributions to mutual funds
to pay financial compensations to farmers,
for economic losses caused by adverse
climatic events or by the outbreak
of an animal or plant disease or pest
infestation or an environmental incident;

3. an income stabilisation tool, in the form
of financial contributions to mutual
funds, providing compensation to farmers
for a severe drop in their income.

“Support under point (a) of Article 36(1) shall only
be granted for insurance contracts which cover
for loss caused by an adverse climatic event,
or by an animal or plant disease, or a pest infestation,
or an environmental incident or a measure adopted
in accordance with Directive 2000/29/EC
to eradicate or contain a plant disease, or pest which
destroys more than 30 % of the average annual
production of the farmer in the preceding three-year
period or athree-year average based on the preceding
five-year period, excluding the highest and lowest
entry. Indexes may be used in order to calculate
the annual production of the farmer. The calculation
method used shall permit the determination
of the actual loss of an individual farmer in a given
year.” Unfortunately, the 30% threshold of a loss
from the average annual production of the farmer is
not suitable for EU countries with high share of large
agricultural companies (Czech Republic, Slovakia)
since the probability of damage exceeding 30 %
of the average annual production is low.

Mutual funds for adverse climatic events, animal and
plant diseases, pest infestations and environmental
incidents are eligible for support if a mutual fund:

- is accredited by the competent authority
in accordance with national law;

- has a transparent policy towards payments
into and withdrawals from the fund;

- has clear rules attributing responsibilities
for any debts incurred.

The financial contributions of mutual funds may
only relate to:

- he administrative costs of setting up
the mutual fund, spread over a maximum
of three years in a degressive manner;

- the amounts paid by the mutual fund
as financial compensation to farmers.
In addition, the financial contribution may
relate to interest on commercial loans taken
out by the mutual fund for the purpose
of paying the financial compensation
to farmers in case of crisis.

Moreover, the condition of support of risks which
destroy more than 30 % of the average annual
production is compulsory for all risk management
tools in the RDP! The Dutch experience
(Meuwissen, Assefa, van Asseldonk, 2013) shows
that mutuals are well equipped to insure risks that
are uninsurable in the commercial market. This is
especially true for animal and crop disease risks.
However, experience has demonstrated that mutuals
are not always successful, even with substantial
public support. Lack of members caused several
mutuals to be discontinued only a few years after
their foundation. In order to secure the benefits
of mutuals, it is shown that there is a need
to carefully balance size of risk, affordability
of premiums, financial robustness and solidarity.

Finally, income stabilisation tools are closely
connected to mutual funds. Supported income
stabilisation tool shall only be granted where
the drop of income exceeds 30 % of the average
annual income of the individual farmer
in the preceding three-year period or a three-year
average based on the preceding five-year period
excluding the highest and lowest entry. Finger and
El Benni (2014) conclude that income stabilisation
tolls significantly reduce income inequality,
in particular by increasing lower quantiles
of the income distribution. Nevertheless,
the countries with low level of cooperation
and integration in agriculture will not apply
support of establishing mutual funds and income
stabilisation tool (e. g. the Czech Republic).

Agricultural insurance in the Czech Republic

Agricultural insurance in the Czech Republic has
operated on a voluntary basis in the Czech Republic
since 1991. Formerly, the agricultural insurance had
the form of mandatory insurance for all agricultural
holdings (i.e., especially agricultural cooperatives
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and state farms) and was operated by the state
insurance company until 1990. Seven commercial
insurers offered agricultural insurance actively
in2013. According to the Insurance Act, agricultural
insurance can be offered by any commercial
insurance company licensed by the Czech National
Bank and issued relevant insurance conditions.
State reinsurance does not exist in the Czech
Republic, unlike in Spain or United States. Creating
a state reinsurance company for the reinsurance
of agricultural risks was one of the proposals when
deciding the optimal form of state involvement
in agricultural insurance.

Agricultural

in

insurance had no
1991

state support
1999. The Ministry

the period

of Agriculture began support through the No. 8
subsidy program - the animal contagious diseases
fund and subsidies for agricultural insurance
from 2000. The subsidy for agricultural insurance
was conditioned by the non-spending of financial
resources for superior subsidies. No subsidy
for agricultural insurance was paid for this reason

in

2003. The state-owned Support and Guarantee

Agricultural and Forestry Fund (PGRLF)
introduced instead a new program "Support
of insurance" in 2004. This support of insurance
was implemented as the retroactive reimbursement
of premium costs paid by the insured farmer
for crop insurance (insurance against hail, fire,
storm, flood, landslides, spring frost or frost)
and livestock insurance (insurance against death
or being killed as a result of a natural disaster,
or other dangerous diseases of an infectious
or parasitic origin). The purpose of this support
is to make insurance protection for farmers more
accessible. The support from 2004 increased
from 30% of the premium for crop insurance and
15% of the premium for livestock insurance to 50%
for both types of insurance since 2009. Subsidy
is available for small and medium holdings and
it is provided only for insurance premium, that
was really paid, which implies, that the real share
of support on premium written is less than
50 %. Figure 1 shows the development of the crop
insurance; figure 2 provide an overview on livestock
insurance in the period 2001 — 2013.
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Figure 1: Crop insurance in the Czech Republic
between 2001 and 2013.

Source: CAP, PGRLEF, own calculations

Figure 2: Livestock insurance in the Czech Republic
between 2001 - 2013.

45%

40%

35%

30%

~+=Other crops
~@-Special crops

25% /

20%

Livestock

15%

=>=Tree nursery

10%

0%

> @ >
O N
S S S

9%)

o &
£ N
S P

Source: CAP, PGRLE, own calculations

Figure 3: Rates of premium subsidies in the Czech Republic.
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Figure 3 shows the development of rates of premium
subsidies in agricultural insurance provided
by the PGRLF in the period 2001 —2013. The years
2014 and 2015 are estimates.

The crop insurance premium volumes have
increased by 94.8 % from 2001 to 2013.
The fluctuation of loss ratio was relatively high.
The losses paid were higher then the premiums
in four of thirteen years. Alternatively, livestock
insurance showed a steady decline. The loss
ratio in livestock insurance has been relatively
low and stable. A higher loss ratio (at most 55%
of total premiums in 2003) was seen in the years
from 2001 to 2003, particularly in connection
with cases of BSE. The overall downward trend
in premiums corresponds to the decreasing numbers
of farm animals in the Czech Republic.

Tab. 1 shows differences between crop and livestock
insurance. The differences are described through
sums, means, standard deviations and coefficients
of wvariation of the parameters of agricultural
insurance in the Czech Republic in last thirteen
years, which illustrates the above mentioned
characteristics.

The coefficient of variation of indemnity
from the crop insurance is 0.462 whereas
the coefficient of variation of indemnity
from the crop insurance is 0.346. It is clearly
shown that crop production is riskier than livestock
production since the weather affects the crop yields
rather than livestock production.

The share of insured livestock was estimated
at 80%. Private insurance refers as well to cases
of slaughter emergency of animals by the outbreaks
of dangerous diseases which are compensated
by the state according to the Veterinary
Act. Compensation by the state together
with the indemnity of the affected farmer’s private
insurance contract usually covers the damage not
only of the lost animals but also the damage caused
by the disruption of animal production. Unlike
this solution the private business interruption

insurance is offered for such cases in some other
EU countries. The epizootic diseases are usually
a standard exclusion in private livestock insurance
in many countries.

The increasing rate of premium subsidies of crop
insurance from 2001 to 2010 had a positive effect
on the evolution of the total acreage of insured
crops. The data refers to crops grown on arable
land, vineyards, hop gardens and orchards. In 2010,
the acreage of insured crops reached 1.5 million
hectares. The share of the insured area was 48%,
taking the total area of arable land, vineyards, hop
fields and fruit orchards from the Czech Institute
of Surveying, Mapping and Cadastre (CUZK).
The share was 58% according to data
from LPIS, which is related to the registered
users of agricultural land and better represents
the market potential for crop insurance. In recent
years, the acreage of insured crops has slightly
increased and reached 1.6 million hectares in 2013.

On the basis of the development of crop insurance
penetration it can be noted that the premium
subsidy has met its purpose and helped to develop
the agricultural insurance market, especially crop
insurance. This argument is valid only for actual
insurable risks. Commercial insurance does
not cover some important risks to crops in the
Czech Republic; in addition to price risk, the risk
of drought particularly but also the risk of rains
at harvest time. The risk of draught, especially,
has a much more systematic character than most
of the present commercially insurable risks . This
should lead to more government attention in this
area.

There are various possibilities for further
development of agricultural insurance.
The relatively high support of commercial
insurance could lead to the extension
of the insurable risks in agricultural insurance
products, as in Austria. Another possibility is
the creation of a public fund as a financial instrument
which would allow farmers to be compensated

. . Standard deviation Coefficent
Parameter Sum (mil. CZK) | Mean (mil. CZK) (mil. CZK) of variation
) premium 9494.8 730.4 198.7 0.272
Crop insurance
indemnity 8212.4 631.7 292.0 0.462
Livestock insurance | premium 4042.7 311.0 64.9 0.209
indemnity 1818.7 139.9 48.5 0.346

Source: CAP, PGRLEF, own calculations

Table 1: Differences between development of premium and indemnity of crop and livestock insurance
in the period 2001 —2013.




for uninsurable risks (Prasilova, Hoskova, 2010).
The Agricultural Association of the Czech Republic
suggests in this connection the creation of tools
for risk and crisis management, with particular
emphasis on coverage of uninsurable risks?
from state budget after 2014.

The Czech Republic will not adapt support of risk
management tools from the RDP due to specific
size structure of Czech farms. The premium
subsidies will be still provided from state budget
by PGRLF. In the period 2014 —2020, the ad hoc aids
from the state budget are allowed by Framework
program for dealing with risks and crises
in agriculture - no. SA.37221 (2013/N). Estimated
total budget for ad-hoc aids for the whole period
2014 - 2020 is 12 250 mil. CZK (= approximately
500 mil. €). The Framework enables to compensate
losses caused by:

- natural disasters (earthquakes, landslides,
floods, storm / hurricane and landslides),

- extraordinary events
and industrial accidents),

(major fires

- adverse weather events (heavy rain, flooding,
drought, frost, ice, ground frost, hail).

Ad-hoc aid will be paid in the form of direct
payments. Each applicant has to give confirmation
on indemnity or risk uninsurability otherwise
the aid will be reduced up to 50%.

Conclusion

The aim of the article is to evaluate the development
of risk management support in agriculture
in the Czech Republic in the period 2001 — 2013.
This article describes the current approaches to risk
managementin agriculture and analyzes the situation
of agricultural insurance in the Czech Republic
compared with the OECD recommendations
and with the situation in other countries.

The diversity of approaches to risk management
in agriculture in the world and the countries
of the European Union reflects various risks that
farmers face in different countries. In the current
period, the major sources of risk are the growing
impacts of climate change and globalization
of markets. The first case causes more frequent
extreme weather events; the latter generates
fluctuations in commodity prices and less
dependence on the local production. Cooperation
between the private and public sectors is generally

2 For losses caused by drought was paid 5 billion CZK in form of ad

hoc state aid in 2000.

considered as the optimal way to offer more
effective tools of risk management. Normal risks,
marketable risks and catastrophic risks specify
the role of risk management at farm level, private
market level and state intervention. The boundary
between insurable and uninsurable risks is vague
and different in various countries. For example,
drought is often considered to be a systematic
risk and therefore uninsurable, which is the case
of the Czech agricultural insurance market.
A similar conclusion applies to the risk of dangerous
animal diseases. In this case the risk in the Czech
Republic is generally insurable.

The Czech experience shows that support
from public sources has helped to develop
the agricultural insurance market. It would be
desired to use the public sources for the heretofore
uninsurable risks and to find the possibility
for its insurability or to create a fond for such losses.
In the case of livestock diseases the subsidized
insurance covers also such cases which are
indemnified by state according the Veterinary Act.
A Dbetter solution would be to replace current
livestock insurance by business interruption
insurance for animal production.

The future of risk management support in the Czech
Republic consists in ongoing premium subsidies
from the state budget, state-financed ad hoc aids
(or other equivalent tool for uninsurable risks),
support of risk prevention from disease fund
for livestock production and recovery fund for
crop production. The direct payments will help
farmers to increase the income level. The Czech
Republic will not use any risk management support
from the new Rural Development Programme
in the period 2014 — 2020. Furthermore, it would
be appropriate to focus attention on the creation
of state co-financed instruments covering
catastrophic losses. A possible solution is a creation
of fund for uninsurable risks. The new instrument
would replace the ad hoc state aid efficiently
and effectively.
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