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Olena Prokopchuk (Ukraine), Yulia Nesterchuk (Ukraine),
Yuriy Tsymbalyuk (Ukraine), Oleksandr Rolinskyi (Ukraine)

CURRENT TRENDS
IN AGRICULTURAL INSURANCE

MARKET OPERATION IN UKRAINE

Abstract

Creation of a strong agricultural insurance market in Ukraine as an effective resource
and instrument to strengthen the agrarian sector of economy from the point of view of
minimizing the risks affecting the commercial performance is one of the key stages in
the development of the Ukrainian insurance protection system in the agrarian sector
of economy. At the same time, the Ukrainian agricultural market is still in the stage
of formation and develops randomly, with no well-defined development strategy and
proper state support. The aim of the paper is to assess the current trends in the opera-
tion of the Ukrainian agricultural insurance market.

The authors study the peculiarities of the formation, the current stage of functioning
and further development of the agricultural insurance market in Ukraine. The results
of the study reveal the principle of the structural formation and functional character-
istics of the agricultural insurance market services in Ukraine - its mono-component
was discovered - in view of the fact that it is represented only by the system of insur-
ance of agricultural crops and perennial plantings (with the domination of field crops)
and the optional functioning of the latter — one third of the market forms formal com-
pulsory insurance in the context of state finance programs for farmers.

The authors summarize the complex of reasons that keep the development of the
Ukrainian agricultural insurance market grown and systematize its peculiarities that
are typical for this stage of the agrarian sector development. Researchers note the suf-
ficient development of agricultural insurance market tooling in Ukraine at this stage —
the market uses a sufficient set of insurance products that according to their qualitative
characteristics meet international standards in terms of both classical and parametric
insurance schemes.

Thus, the conducted research allowed to form the directions for the development of
the agricultural insurance market in Ukraine. The key one among them was its further
institutional development within the framework of private-public partnership, which
is proved by positive international experience and stimulate interests’ unity of this
market participants.

Keywords agricultural insurance, insurance coverage, agrarian
sector, farmers, risks, risk management, insurance
products, insurance companies

JEL Classification  G22, G28,Q13, Q18

INTRODUCTION

One of the key features of agriculture is its dependence on natural
conditions. Along with price volatility, the presence of commercial
risk and raiding, Ukrainian farmers are also suffering from weather
freaks and features of used production assets — biological assets.

Insurance is called to minimize losses from the latter. That is a system
of economic relations to guarantee insurance protection in order to
ensure the income stability and the available property conservation.

At the same time, the agricultural insurance market in Ukraine is still
undeveloped, and insurance products are not well-received among
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farmers. As a result, a certain imbalance arose — a powerful development of the agri-industrial com-
plex in Ukraine in recent years has not been accompanied by the proper development of the insurance
market, which goes against the generally established international practice. After all, the majority of
countries in the world where agriculture is successful (the USA, Canada, Spain, China, etc.) are char-
acterized by a high level of agricultural insurance development. Instead, Ukraine is an exception from
the general rule that determines the need to strengthen scientific research in order to deepen theoretical
and methodological principles and methodological and organizational aspects of agricultural insur-
ance development in Ukraine in order to ensure the level of its distribution at least comparable to that

of developed agrarian countries.

1. THEORETICAL BASIS

The control system of complex economic process-
es in the agrarian sector of Ukrainian economy
needs further improvement, which is conditioned
by transformational processes in the domestic
economy, and must ensure the process continu-
ousness of representation of agricultural produc-
tivity, stability of agricultural production and
producers’ income, promote food security and,
within certain limits, economic, environmental
and energy security of the state, as well as the for-
mation of social economic foundations for rural
development.

A market management system a priori predeter-
mines the need for well-developed and effectively
functioning insurance market, since it performs
functions that are related to protecting the in-
terests of the population and business entities.
Ukraine confidently moves forward and applies
new tools and approaches for the development of
the agrarian sector of economy.

Currently, Ukraine’s agricultural insurance mar-
ket, by its qualitative characteristics, almost holds
out the foreign analogues. In particular, there is
used a sufficient set of insurance products that, ac-
cording to their qualitative characteristics, meet
international standards, both in the context of the
classical and parametric insurance schemes, the
preconditions for the objective assessment of the
crops taken for insurance, as well as the determi-
nation of losses due to the occurrence of insured
events.

Various aspects of the functioning of such an
important financial instrument as agricultural
insurance market were investigated by a num-
ber of scholars and practitioners, among which
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Herasymenko and Zhemoida (2009), Martseniuk-
Rozaronova (2010), Navrotskyi (2012), Nesterchuk
et al. (2018), Pikus et al. (2018), Polchanov (2013),
Potiko (2017), Sholoiko (2014), Vilenchuk (2014)
and others should be pointed out.

In their works, the researchers studied the main
tendencies of the Ukrainian agricultural insur-
ance market in general and certain aspects of its
development, generalized the historical aspects of
its formation and start-up, studied the peculiari-
ties of insurance legislation, as well as the specifics
of the investigated market structure.

Some scientists have focused on the characteristics
of the agricultural insurance market in terms of in-
surance schemes, in particular, classical and par-
ametric ones (Barnett et al., 2008; Sholoiko, 2009;
Odening & Shen, 2014). Other researchers were
limited to market research by taking on the anal-
ysis of insurance systems — agricultural crops and
perennial plantings and farm animals (Dandekar,
1977; Vilenchuk, 2014; Porrini & De Masi, 2019).

Some Ukrainian scholars focused on the study
of insurance products and insurance schemes
that provide insurance protection for agricultural
commodity producers, in particular, Nesterchuk,
Prokopchyk, Tsymbalyuk, Rolinskyi, and Bilan
(2018), Sholoiko (2014).

The role of the state and the need for state sup-
port for the development of the insurance protec-
tion system in the agrarian sector of economy are
quite topical issues in the achievements of scien-
tists (Martseniuk-Rozaronova, 2010). It should be
noted that the application of subsidy programs, in
particular, insurance premiums, reinsurance, is
common world practice of promoting agricultur-
al insurance market development (Martseniuk-
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Rozaronova, 2010, p. 92). Governments of differ-
ent countries approach to the realization of this
issue in different ways. At the same time, it should
be noted that the most widespread among them
is subsidy payment to cover part of the insurance
premium to insurers. In general, for many coun-
tries, so to speak, the standard is to apply the prac-
tice of state support for the agricultural insurance
market. These countries include the United States,
Canada, and the EU. An example of a strong and
rapid development of the agricultural insurance
market in international practice is the Chinese
one. Over the last 5 years, the Chinese agricul-
tural insurance market has moved forward and
is now the second largest in the world after the
US (in 2017, the amount of collected insurance
premiums reached USD 5.7 billion) (Kenderdine,
2018; Rehman & Jian, 2014). The country has suc-
ceeded in establishing an innovative public-pri-
vate partnership that promotes sustainable agri-
cultural development, which in turn stimulates
China’s agricultural productivity growth against
the background of the global food security chal-
lenge (Kenderdine, 2018, p. 334). The development
of the agricultural insurance market in China is
supported by the government through subsidy
payment to cover part of the insurance premiums
to insurers (a total of 50%), one of the most accept-
able global practices in stimulating the develop-
ment of agricultural insurance market.

The undeveloped agricultural insurance market
due to the imperfect mechanism of its function-
ing and the lack of state support complicates the
economic situation in the country. World practice
shows that solving any problems is on one plane
with state support (Dalhaus et al., 2018; Halcrow,
1948; Koschyk & Wilson, 2013). This statement is
also quite relevant for Ukrainian realities — half
of all market premiums collected in 2017 are bo-
nuses of insurance related to agricultural produc-
ers’ financing programs. Therefore, at the present
stage, domestic agricultural enterprises require
the practical implementation of state subsidy for
insurance premiums, but for this purpose it is
necessary to review the whole system of insurance
protection and create an entirely new center for
agricultural risk insurance management.

A number of scientists are focusing on the study
of options combination for the formation of an in-
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surance protection system in the agricultural sec-
tor of economy (Hudz, 2015). The study of foreign
experience on this issue shows that in practice, dif-
ferent countries apply three key options for state
regulation of the development of the insurance
protection system in the agrarian sector of econ-
omy: an option of system state regulation, an op-
tion of the formation of an effective private-public
partnership and the option of conducting a pas-
sive state policy (Hudz, 2015, p. 221) At the same
time, more and more countries in the world tend
to adapt the experience of those countries, where,
in contrast to direct state support, a system agri-
cultural insurance model with state support was
introduced to agricultural producers.

Some theoretical and practical aspects of agricul-
tural insurance are broadly investigated by schol-
ars among whom it is advisable to identify works
of Mahul (2001, 2010), Santeramo (2018), Turvey
(2001), Wang (2012), Ziemele and Voronova (2013).
In their works, scientists largely focus on the gen-
eral aspects of functioning of the agricultural in-
surance system.

It should be noted that the works of individual
scientists thoroughly cover issues of insurance
schemes used in agricultural insurance. This as-
pect is covered by the researchers in the context
of classical, parametric and specific scheme of in-
surance. Parametric schemes in agricultural in-
surance are characterized by significant practices,
that is, the study of index insurance products for
the agrarian sector. These questions have been ex-
amined in depth by such scholars as Barnett and
Mahul (2007), Chantarat et al. (2007), Mentel et al.
(2018), Sarris (2013), Matsuda and Kurosaki (2019).

The transparency of index insurance, its simplic-
ity and the lack of necessity to travel to the esti-
mators’ place led to the significant popularity of
such insurance in the world. In a very short time
(since 2016), this product has gained popularity in
Ukraine.

At the same time, the realities of today are such
that the Ukrainian market of agricultural insur-
ance is currently disparate, not focused on solving
specific problems and still does not use the availa-
ble resources and its capabilities to the full extent,
and insurance products are not in good demand
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among farmers. In addition, parametric insur-
ance products in the Ukrainian market of agricul-
tural insurance are innovative and are in the stage
of implementation. Given this, at this stage, the
issue of the use of newest practices and methods
in agricultural insurance requires more and more
attention.

Consequently, the risk management system based
on insurance should be an integral part of agricul-
ture production. The development and implemen-
tation of the latter is an urgent need not only for
agricultural producers, but also for the state. On
the other hand, the distribution process of agri-
cultural insurance in Ukraine is carried out too
slowly, even despite a number of technical assis-
tance projects from international financial institu-
tions and donor countries.

2. AIM

The aim of the paper is to assess the current trends
in the functioning of Ukrainian agricultural in-
surance market.
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| changes with a sharp and long cooling) 1 | ® Total absence of precipitation 1
i i change | '
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1 ® Negative impact on the process of plants | | ® Breakdown of autumn sowing campaign |
1

1 vegetation | Threat | |
J 1 1 1
e Heat periods with prolonged fixing | ) e Temperature variations of the winter period |
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| ® Total absence of precipitation ! change i !
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! ! ! of winter crops 1

3. RESULTS

3.1. Modern vectors of the agrarian
sector of Ukraine’s economy

3.1.1. Impact of climate changes on the
development of agriculture production

Large-scale weather calamities are a major obsta-
cle to Ukrainian agricultural producers who are
often of national or regional nature. Moreover, it
should be noted that their frequency has increased
significantly in recent years.

The effects of global climate change make them
fall increasingly in Ukraine. In many regions,
temperature rise and drought can become factors
that will ultimately limit the agricultural produc-
tivity — one of the most important sectors of the
Ukrainian economy. The threats to the agrarian
sector of Ukraine’s economy caused by climate
change are grouped in Figure 1.

This situation leads to a high level of uncertainty in
agricultural business, increases the cost of credits

Source: Author’s generalization.

Figure 1. Threats to the agrarian sector of the Ukrainian economy caused by climate changes
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Table 1. Historical retrospective of large-scale weather-related calamities faced by Ukrainian

agricultural producers

Source: Author’s generalization.

- . Region of . .
Weather calamities Period & Results Main point
coverage
Temperature fluctuations (alternating
Prolonged low temperatures Winter All over the Significant loss of winter Fen?peratures from positive to nega.tlve
and winter temperature ; ; ; i indicators), which led to the formation
:2002-2003 i country i crops : . .
changes : : : : of an ice crust and the freezing of
~ iwinterwheat
: { { Prolonged absence of precipitation
i South and east . ; )
Summer 2007 | oYt ANGEAst L) (oo of the harvest i against the background of high air
: of the country : H
; : : temperatures
Drought e s brolonaed absence of precinitat
i Autumn 2012 : All over the i The threat of autumn ; ro.onge absence o preum é ?n
. . against the background of high air
:and 2015 i country i sowing campaign :
7777777777777 o °  temperatures
Summer 2008 West of the Loss of the harvest Prolonged intense rain storms
food country
Winter 2017 West of the ' Loss of winter crops : Inter.mse preapltatlor? in the form of
country continuous heavy rain and snow

without which agricultural production is impos-
sible and increases the proportion of non-returns.

Historical retrospective of large-scale weather-re-
lated calamities faced by Ukrainian agricultural
producers is presented in Table 1.

Analyzing Table 1, it should be noted that part of
the damage caused by weather calamities could
be covered by insurance companies in the form of
insurance payments, which would be a great help
for Ukrainian agriculture. In an attempt to mini-
mize the latter, the state is forced to systematically
resort to financial assistance in the form of direct
payments from the reserve fund. The mentioned
budget fund is formed for unforeseen expendi-
tures that are not permanent and could not be
foreseen when drafting a budget (Sholoiko, 2014).

By making direct payments, the state actually
stimulates the development of the agricultural in-
surance market due to the key characteristics of
the latter: the lack of appropriate documentation
and compliance with production technology; the
lack of requirements for appropriate acts of agri-
cultural producers so as to avoid or minimize the
risks.

The effectiveness of reimbursement to agricultur-
al producers through the agricultural insurance
system is more significant compared to the state
program in the form of direct payments from the
reserve fund of the budget.

http://dx.doi.org/10.21511/ppm.17(3).2019.05

It should be noted that the funds of the state budget
reserve fund for measures to eliminate the conse-
quences of emergencies, which are natural, are
devoted disproportionately to losses, covering on
average no more than one third of the size of the
latter, and also without consideration of the actual
state of insurance level in the region, which did
not stimulate farmers to take part in insurance
and caused low compensation efficiency of part of
paid insurance premiums (Figure 2).

Today, the agrarian sector remains one of the most
promising and active sectors of the Ukrainian
economy’s development, providing the state with
leading positions in the world global food mar-
ket, a guarantor of world global food security and
profits and domestic economic growth. At present,
the agrarian sector of economy accounts for 42%
of the currency export revenues of Ukraine (do-
mestic exports in 2017 reached a level of USD 36.4
billion, of which USD 15.2 billion was accounts for
agricultural products).

The positive dynamics of agriculture production
development in recent years is mainly due to two
key factors: the implementation of effective inno-
vative technologies and the presence of relatively
favorable weather conditions in recent years.

At the same time, all this requires a stable finan-
cial support. World practice shows that recources
directed at the development of agricultural pro-
duction must be supported by agricultural insur-
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Source: Data of the National Commission that carries out state regulation in the
financial services markets (designed, constructed and presented by the authors).

2016 2017
100 350 316
80 300
60 250
40 200
22,5 150 130 127
0 50 9,1 18,2
Funds of the state Size of losses, million 0 —— [r—
budge*‘c r‘eserve fund, UAH Cherkasy region Transcarpathian region Zhytomyr region
million UAH

Transcarpathian region

M Funds of the state budget reserve fund, million UAH

m Size of losses, million UAH

Figure 2. The size of losses and funds of the state budget reserve fund for measures to eliminate
the consequences of natural calamities in the regional context in 2016—-2017

ance (Figure 3), which guarantees the possibility
of their return to creditors in case of occurrence
of insured events.

In Ukraine, this instrument for minimizing pro-
duction risk is still not too demanded by agricul-
tural producers. And this greatly enhances their
lack of money and limits the ability of the banking
sector and investors to properly finance the agrar-
ian sector. Against the background of its dynam-
ic development, this problem has become much
more widespread in recent times, and therefore
needs to be solved.

3.2. Ukraine’s agricultural insurance
market

3.2.1.Features of Ukraine’s agricultural
insurance market functioning

The most general criteria that make it possible to
investigate the state of the insurance market, its
structure and level of development are indicators
of the number of concluded insurance contracts,
the amount of insurance premiums and insurance
indemnities, as well as the same indicators in the
calculation of the insurance contract (Figure 4).

A mechanism for the risk minimization in the agrarian sector of economy and ensuring the
stability of agriculture production as an important condition to ensuring food security of

the country.

Agricultural insurance

protection.

An effective risk management mechanism in the agrarian sector of economy, which
ensures the stability of production and incomes of agricultural producers and sustainable
development of the agrarian sector of the economy.

One of the most effective ways of risk management, which makes it possible to combine
the interests of participants of the agricultural insurance market and the state most
favorably in order to ensure sustainable economic growth, citizens well-being and social

A way to ensure the stability of agriculture production and incomes of the rural population
as a prerequisite for sustainable economic growth and ensure the country's food security,

as well as the well-being of its citizens,

by maximizing the opportunities of the insurance

market and the effective use of state resources.

Figure 3. Agricultural insurance definitions
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Source: Data of the National Commission that carries out state regulation in the financial services markets

(designed, constructed and presented by the authors).
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Figure 4. Trends in the market of Ukraine’s agricultural insurance services in 20052017

Considering the peculiarities of the agricultural
insurance market functioning, it should be not-
ed that this segment of the Ukrainian insurance
market in 2017 was characterized by changes to
improve its main indicators. In particular, the
number of insurance contracts for agricultural
crops and perennial plantings in 2017 increased
to 957 pcs. The largest number of contracts was
concluded in Ternopil region — 98. According to
this indicator, Dnipropetrovsk region ranks sec-
ond - 94, and Poltava region ranks third - 75.

The sum of collected insurance premiums in the
national currency in 2017 increased by 30% to
UAH 204.4 million, which is the highest indica-
tor since 2005. Also, the size of insurance pre-
miums in terms of the insurance contract was
significantly reduced: if in 2005 this indicator
amounted to UAH 14.1 per contract, then in 2017
- UAH 213.5 per contract. That is, the growth rate
was 15 times in 2017 compared to 2005, and dur-
ing the analyzed period of 2005-2017, there was
a tendency towards its annual growth, except for
2007 and 2014.

As a rule, agricultural producers pay a special

attention to the indicator of the amount of in-
surance indemnity, reflecting the seriousness of

http://dx.doi.org/10.21511/ppm.17(3).2019.05

insurers’ intensions to fully fulfill their obliga-
tions. In that regard, it should be noted that after
the end of the year 2017, insurers looked decent
— the amount of insurance indemnity amounted
to UAH 7.6 million, of which 92% (UAH 7 mil-
lion) accounted for the winter period and only 8%
(UAH 0.6 million) - in the spring-summer period.

At the same time, analyzing the indicator of the
amount of insurance indemnities in the calcu-
lation of the insurance contract, here should be
noted the decrease in the value of this indicator
by 8 times in 2017, compared with the previous
year. However, the analysis of this indicator for
the period of 2005-2015 makes it possible to con-
firm that its volatility and fluctuations are both
decreasing and increasing. Only in 2016 the in-
dicator reached its highest value - UAH 88.3 per
insurance contract.

The next indicator characterizing the develop-
ment of the insurance market is the level of in-
surance payments (Figure 5). The indicator of
the insurance payments level under the insur-
ance contracts concluded for the time period
of 2005-2017 showed significant volatility (ap-
proaching to the level of 30%), having reached
the maximum value in 2009 - 32.9% and the
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Source: Data of the National Commission that carries out state regulation in the financial services markets
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Figure 5. The level of payments*
(in terms of the insurance and agricultural insurance markets of Ukraine), %

minimum in 2013 - 16.2%. It should be empha-
sized that the level of agricultural insurance
payments during the investigated period did not
have a clear-cut tendency and reached an aver-
age of 23%.

The obtained results testify that the Ukrainian
insurance market in general and the market of
agricultural insurance services in particular are
in the stage of formation. In addition, one of the
reasons for this situation is the numerous refusal
of insurance companies to pay insurance indem-

nity for formal reasons. Considering developed
world agricultural insurance markets, it should
be noted that this indicator is on average 75-80%.

It is rather risky to be engaged in farming. At the
same time, domestic farmers are mainly insured
only when they are required to obtain a credit or
receive money from institutions in other way. At
the present stage, this possibility is provided by a
program of state forward grain purchase. As can
be seen from the data in Figure 6, state financ-
ing programs of agricultural producers in the

Source: Data of the National Commission that carries out state regulation in the financial services markets

204,4

Insurance premium, million UAH

~
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Insurance premium, million UAH
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wn
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0 200

(designed, constructed and presented by the authors).

793
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I meos| 062

400 600 800 1000 1200

M Insurance related to the participation of agricultural producers in state financing
programs (signing of forward contracts for agricultural products)

m VVoluntary insurance

Figure 6. Indicators of the Ukrainian market of agricultural insurance in the context of voluntary
insurance contracts and insurance related to participation in farm financing programs (2015-2017)

64

http://dx.doi.org/10.21511/ppm.17(3).2019.05



context of the Agrarian Fund of Ukraine (AFU)
and the State Food and Grain Corporation of
Ukraine (SFGCU) hold a significant share of
the agricultural insurance portfolio. Thus, their
share in the total number of concluded contracts
and the insured area reaches almost a fourth part,
in the insurance amount - half (except for 2015).

Obligatory insurance in the case of contracts for
forward purchases, of course, strengthens the
position of the agricultural insurance market to
a certain extent. At the same time, it takes place
more formally, especially taking into account
the insurance parameters under such contracts,
which markedly differ from others, and sidelines
the real insurance protection. As a result, such
a formality acts as a chilling effect both for in-
surers and for policyholders regarding the use of
insurance protection as an effective risk manage-
ment tool in the agrarian sector of the economy.

So, in the year 21017, 8 of 13 insurance com-
panies represented in the agricultural insur-
ance market are cooperating with the Agrarian
Fund of Ukraine (in particular: USIC ASKA
(Insurance Company), SIC Ingo Ukraine
(Insurance Company), IC PZU Ukraine
(Insurance Company), ’Ukrainian Fire and
Insurance Company’, IC Universalna (Insurance
Company), IG TAS (Insurance Group), IC

Problems and Perspectives in Management, Volume 17, Issue 3, 2019

Krayina (Insurance Company), IC Ukrfinpolis
(Insurance Company).

At the present point in time, insurance protection
in the agrarian business of Ukraine is formed by
two segments: the first one is insurance of agricul-
tural crops (with field crops-dominated) and the
second is the insurance of agricultural animals
(which is actually formal and used for other pur-
poses) (Figure 7). It should be noted that the farm
animal insurance system is actually a formal in-
strument used to achieve other non-insurance-re-
lated goals.

Data on insurance payments in the context of vol-
untary insurance contracts and insurance asso-
ciated with participation in farm financing pro-
grams for 2015-2017 are shown in Figure 8.

From the analyzed Figure 8, it is showed that the
share of voluntary insurance is dominant in pay-
ments on the agricultural insurance market and
reaches over 80% on average over the researched
period. And only about 1/5 of the insurance pay-
ments are covered by insurance contracts associat-
ed with participation in farm financing programs.

Characteristic features of the current state of the
agricultural insurance market are summarized
and reflected in Figure 9.

Source: Data of the National Commission that carries out state regulation in the financial services markets
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Figure 7. Indicators of the Ukrainian agricultural insurance market in terms
of the components of insurance systems (2017)
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Source: Data of the National Commission that carries out state regulation in the financial services markets
(designed, constructed and presented by the authors).
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Figure 8. Dynamics of insurance payments (ths. UAH) in the context of voluntary insurance contracts
and insurance associated with participation in agricultural financing programs in 2015-2017

Source: Author’s generalization.

CHARACTERISTIC FEATURES OF THE CURRENT STATE
OF THE AGRICULTURAL INSURANCE MARKET IN UKRAINE
Low demand for insurance by agricultural producers:
* |ow share of insurance;
* insurance application is mainly not as a method of risk management, but as an auxiliary measure
in obtaining a bank credit;

* the doubts of agricultural producers in the effectiveness of such an instrument and distrust of
insurance companies.

>

Deficient offer by insurance companies:

* low share of agricultural insurance in the portfolio of insurance companies;

* absence of a proper species diversity of insurance products in the portfolio of insurance companies

> that meet the needs of policyholders;

® distrust of insurance companies to agricultural producers;

* underestimation of the agricultural insurance potential by policyholders and, accordingly,
reluctance to ‘invest’ in this ‘cost’ type of insurance.

Unrealized state tasks to regulate production and income in the agricultural sector of the economy:
L, * from time to time, the question arises of the need to provide direct state assistance in case of
catastrophic loss.

Figure 9. A set of characteristic features of the current state
of the agricultural insurance market in Ukraine
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Data of the National Commission that carries out state regulation in the financial
services markets (designed, constructed and presented by the authors).
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Figure 10. Ukrainian agricultural insurance market in terms of classical
and parametric insurance schemes (2017)

3.3. Classification characteristics of
insurance products in agrarian
business of Ukraine

Currently, a number of agricultural insurance
schemes have been formed and are functioning
in the world, based on different approaches. They
differ in the level of risk coverage, applied specifi-
cation, as well as the degree of state participation
in insurance systems. Key among them should be
the following: insurance of crop, cultures, animals,
income, etc. For each of these systems, a combina-
tion of insurance products with an extensive mar-
keting line of the latter is provided and offered.

In Ukraine, the current market of agricultural in-
surance is presented in terms of the classical and
parametric schemes of insurance (Figure 10).

Analyzing the data of Figure 10, it should be noted
that the share of the insured area in the total crop
acreage of crops at the end of 2017 according to
the classical insurance scheme was 2.5%, while to
the parametric - 1.6%.

The total number of insured crop acreages in
Ukraine in 2017 amounted to 1,077 thousand hec-
tares, of which 420 thousand hectares were in-
sured by using the index insurance scheme (that is,
this insurance scheme covered almost 40% of the

http://dx.doi.org/10.21511/ppm.17(3).2019.05

total area of insured crops in Ukraine). The num-
ber of concluded insurance contracts prevailed ac-
cording to the classic insurance scheme as well. At
the same time, given the innovative nature of this
insurance scheme in Ukrainian insurance prac-
tice, its achievements in the domestic agricultural
insurance market are quite significant (its imple-
mentation in the framework of pilot projects took
place from 2016).

Today, the domestic agricultural insurance mar-
ket uses a lot of classic insurance products, which
have been developed according to international
standards since 2009. It should be noted that the
object of classical insurance products are individ-
ual risks — depending on their number, the insur-
ance is classified as mono-risk (insurance from the
named risks) and multi-risk (complex).

According to the classic scheme, agricultural risks
were insured in the context of multi-risk and mo-
no-risk product proposals with their branched
marketing line (Figure 11).

Analyzing the data of Figure 11, it should be not-
ed that among the classical insurance products in
the Ukrainian agricultural insurance market mul-
ti-risk product offers have received wide advertise-
ment that provide a full and blanket insurance
protection of crops in general and field crops, in
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Source: Author’s generalization.
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Figure 11. Set of the classical (traditional) insurance products used in agrarian enterprises of Ukraine
in 2017 in the context of seasonal gradation

particular. Moreover, considering this aspect from
the position of seasonal gradation, it is worth not-
ing that multi-risk insurance products are popular
both in winter and in spring-summer period.

A set of parametric (index) insurance products
used in agrarian enterprises in Ukraine in 2017 is
reflected in Figure 12.

Analyzing Figure 12, it should be noted that there
are many types of index insurance products, while
Ukrainian insurance practice at this stage is limited

by the main two of them: weather and yield. Weather
index insurance products dominate among the latter.

In addition, it should be noted that their implemen-
tation is still limited in terms of territorial cover-
age (these products cover only a few regions of the
country) and are currently distributed to a limited
range of crops (wheat and maize). Thus, at present,
parametric insurance at the Ukrainian agricultural
insurance market operates within the pilot project,
which makes a significant potential for its further
development, due to its numerous advantages.

Source: Author’s generalization.
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Figure 12. Set of parametric (index) insurance products used
in agrarian enterprises of Ukraine in 2017
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4. KEY PROBLEMS
OF THE UKRAINIAN
AGRICULTURAL
INSURANCE MARKET
BACKGROUND

Among the reasons for a mediocre development
level of the Ukrainian agricultural insurance mar-
ket, it is first of all worth highlighting the prob-
lem of trust of the insurance process participants
to each other. In this context, it should be noted
that in Ukraine, the sale of insurance services is
carried out mainly in a direct way with no involve-
ment of insurance intermediaries, that is, directly
by insurance companies. World practice is some-
what different - in developed countries, the key
role in the implementation of insurance services
is given to insurance intermediaries. The insur-
ance industry of Ukraine operates in such a way
that only 5% of the insurance market is served by
brokers, whereas in the US and Canada - up to
95%, in Italy - 92%, Germany - 87%. In Europe,
for serving of one insurance company, ten brokers
are needed, while in Ukraine, there is only one
broker for twenty insurance companies.

It should be noted that in the domestic insurance
market in recent years, there are about three hun-
dred insurance companies, only less than a dozen
(or about 4%) of which are engaged in the insurance
activities in agriculture. And a significant propor-
tion of insurers have a negative reputation, which
eventually casts a shadow over the whole market.
At the same time, the situation has changed some-
what with the completion of the Ukrainian insur-
ance industry by foreign insurers. Over the past
few years, the presence of foreign capital has sig-
nificantly increased in the Ukrainian insurance
market, which has significant potential for devel-
opment, not fully realized yet.

Foreign investors, when entering the Ukrainian
insurance market, note that Ukraine is of interest
in their dynamic growth in the insurance sector,
as well as the number of potential insurers. Along
with this, they bring to the market what it lacks
- experience, technology, principles of business
process, and most importantly, what was most
lacking in the Ukrainian insurance industry - the
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culture of insurance business. Each foreign insur-
er tends to be a market leader, resulting in a severe
competition, which is part of the overall strategy
of many companies to strengthen their positions
and expand their presence in Central and Eastern
Europe.

Also, among the reasons for insufficient develop-
ment of the agricultural insurance market, one
can distinguish its perception as a separate (in-
dividual) instrument. It results in the fact that in
recent years in Ukraine, crops are insured on an
area not exceeding 0.7 million hectares or on-
ly 2.6% of the available crop acreage. The maxi-
mum value - 2.4 million hectares or 9.7% - this
figure has already reached in far 2007, and since
2009 does not exceed 3%, having in recent years
a tendency towards decreasing. Such a decrease
of the analyzed indicator is quite logical, since
by 2009 there was a program of state support
under the condition of compulsory agricultural
insurance.

World practice confirms that in countries where the
agrarian sector has a powerful development, there
is a high level of agricultural insurance. Analyzing
Figure 13, it should be noted that in countries such
as France (35%), China (36%), Spain (65%), Canada
(70%), and the United States (82%), the share of
insured areas from all sown ones, respectively, is
fairly high. In 2017 in Ukraine, this indicator is ap-
proaching the level of 3% (Figure 13).

The next reason for the poor level of agricultural
insurance distribution in Ukraine is the lack of a
proper culture of agrarian business — farmers do
not consider agricultural insurance as its integral
part.

In addition, it should be taken into account that
different groups of farmers have significantly dif-
ferent need for insurance protection (Figure 14).

Agroholdings, in general, work with land in dif-
ferent regions of the country. And if in one area
there were unfavorable circumstances that caused
a shorfall of crops, then on the back of more fa-
vorable conditions in another area in which the
land of such an agricultural holding is available,
compensation for lost income and income equali-
zation will be provided.
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Figure 13. The world insurance market of agricultural crops
in the context of the main indicators in 2017

Source: Author’s generalization.

VARIATION OF INSURANCE PROTECTION NEEDS OF AGRICULTURAL ENTERPRISES, DIFFERENT BY SIZE
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Source: Author’s generalization.
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Figure 15. International practice of state support for the development
of the insurance market in the agrarian sector of the economy

Instead, in the vast majority of agricultural enter-
prises, all land is concentrated in one region. And
ifagricultural crops in this region were affected by
unfavorable weather conditions, then their owner
loses a significant part of the crop and, according-
ly, a significant part of the income.

Another important constraint on the development
of agricultural insurance in Ukraine is the ob-
scurity of mechanism for the functioning of this
market tool of risk management. In practice, the
situation is often widespread in which farmers do
not understand how the agricultural insurance
system works in agriculture. It should be noted
that farming is rather risky activity. At the same
time, farmers are mostly insured only when they
are required to obtain a credit or receive money
from institutions in another way.

The solution of this problem, first of all, can be the
use of such an instrument as a ‘client-oriented ap-
proach’ — the establishment of an active and long-
term dialogue between the participants in the in-
surance process with maximum consideration of
the needs and interests of a particular individual
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client. In order to achieve a positive result in dia-
logue with them, one should be guided by an indi-
vidual approach.

Such a client-oriented approach is used by coun-
tries with developed agricultural insurance. Thus,
insurance in agriculture is an important market
tool of risk management.

5. LONG-TERM
DEVELOPMENT VECTORS
OF THE AGRICULTURAL
INSURANCE MARKET IN
UKRAINE

The analysis of international agricultural insurance
practice shows that this insurance segment devel-
ops rather quickly and works efficiently only under
condition of long-term and scaling state support. It
should be noted that in countries where the govern-
ment does not pay due attention to agricultural in-
surance, its development is slow and unsystematic.
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Asarule, that states are interested in the resumption
of proceedings of agricultural products to provide
insurance protection for agricultural producers and
stabilize their income over time period, support ag-
ricultural insurance. In subsidizing practice, differ-
ent types of subsidies financing (programs) are used.
They are aimed at supporting agricultural insurance,
the key of which are grouped in Figure 15.

The prevalent world practice of stimulating the de-
velopment of agricultural insurance is the applica-
tion of subsidy programs, in particular insurance
premiums, reinsurance. The most widespread
among the latter is the subsidy payment to cover
part of the insurance premium to insurers, as op-
posed to Ukrainian practice, which provided for
the full payment of insurance premiums to the in-
surer and the subsequent possibility of obtaining
compensation from the state budget.

The application of such a practice avoids problems
with diversion of current capital from agricultur-
al producers, which should otherwise initially pay
the insurance premium in full, and then wait for
the compensation of its part from the state in the
form of a subsidy.

Alternative types of the formation of the insur-
ance protection system in the agrarian sector of
the economy can be:

o system state regulation, which provides for
the full provision of all the functions of insur-
ance protection in the agrarian sector of the
economy.

This option is associated with significant public
expenditures aimed at providing insurance pro-
tection in the agrarian sector of the economy, as
well as the formation of unequal opportunities for
obtaining state aid depending on the region and
the creation of a noncompetitive environment in
the financial services market.

o formation of an effective private-public part-
nership, which embodies the effective use
of state resources and maximum use of the
agrarian and insurance market opportunities.

Such a symbiosis allows the state to minimize the
costs of supporting the development of agricultur-
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al insurance and focus on the performing of pure-
ly managerial functions, supporting through the
mechanism of subsidizing agricultural insurance
premiums the production of priority agricultural
products. Involving the private sector in the per-
forming of the state support program provides
competition in the segment of agricultural insur-
ance, increases the responsibility of insurers and
strengthens control over their activities. At the
same time, the state ensures the formation of a leg-
islative base for the development of the agricultural
insurance system, regulates the activities of insur-
ance companies and ensures the most effective use
of agricultural insurance as an instrument for the
implementation of agrarian policy.

«  passive state policy, which provides for the for-
mation of insurance protection system in the
agrarian sector of economy on the principles of
market self-regulation without the state partic-
ipation. According to this option, the state re-
tains the functions of administrative interven-
tion in the absence of economic control levers.

Thus, the foreign experience of agricultural insur-
ance contains several models of interaction be-
tween the participants of this market, which are
formed depending on objective conditions and ex-
isting economic traditions. At the same time, more
and more countries in the world tend to adapt the
experience of those countries, where, in contrast
to direct state support, a system agricultural in-
surance model with state support was introduced
to agricultural producers.

Currently, Ukraine is still in the process of find-
ing the optimal model of agricultural insurance
in view of the development state of this segment of
the insurance market and the state budget capaci-
ty. Further development of an effective agricultural
insurance market in Ukraine should be carried out
within the framework of a private-public partner-
ship with a well-defined system approach to its con-
struction, which is proved by positive international
experience. At the same time, an important aspect
is the use of benefits from previous years, in par-
ticular in the part of agricultural insurance tools,
which at this stage is a very bit as good as inter-
national practices and takes into account previous
mistakes in realizing the further formation policy
of the insurance protection system in Ukraine.
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Examples of the successful functioning of the
insurance market in the agrarian sector of econ-
omy, based on the cooperation of the state and
the private insurance sector, are the insurance
systems of such countries as the USA, Canada,
Spain, Turkey and some others, where there is
a symbiosis between the state and private insur-
ance companies in the agricultural insurance
market.

When choosing an optimal model to implement
agricultural insurance in the framework of form-

Problems and Perspectives in Management, Volume 17, Issue 3, 2019

ing an effective private-public partnership in
Ukraine, it is necessary to stimulate the creation
of an association of insurers — insurance pools. A
key feature of this model is that insurance for ag-
ricultural products should remain voluntary, and
system risk coverage will be provided by private
insurance companies on the basis of joint and
several obligations (co-insurance). This model
has been operating for a long time in Spain and
Turkey, with more than two thirds of insured
farmers in Spain, almost 90% of crops and 70% of
animal inventory.

CONCLUSION

The article analyzes the current trends in the functioning of the Ukrainian agricultural insurance mar-
ket, summarizes the reasons that impede its effective development, and, on this basis, the directions and
prospects for further development of this segment of the insurance market are substantiated:

1. The features of the structural formation and functional characteristics of the market of agricultural
insurance services in Ukraine are determined. In particular, it is determined that at the given time
interval, insurance protection in the agrarian business of Ukraine is formed by two segments: the
first one - insurance of agricultural crops (with field crops dominant) and the second - insurance
of agricultural animals (which is actually formal and used for other purposes). It should be empha-
sized that the farm animal insurance system is in fact a formal tool used to achieve other non-insur-
ance-related goals. In other words, in practice, the Ukrainian agricultural insurance market is mo-
no-complex - represented only by insurance system of agricultural crops and perennial plantings.

Regarding the functional characteristics of this segment of the insurance market, it should be noted
that it is characterized by conditionally voluntary nature - in fact, voluntary insurance reaches no
more than 70%, whereas a third of the market forms a formal compulsory insurance in the con-
text of state financing programs for agricultural producers in the context of the Agrarian Fund of
Ukraine (AFU) and the State Food and Grain Corporation of Ukraine (SFGCU).

2. 'The discrepancy between the development dynamics of the agrarian sector of economy and the
volume of agricultural insurance in Ukraine was revealed. Today, the agricultural sector remains
one of the most promising and active sectors of the Ukrainian economy’s development, providing
the state both with leading positions in the world global food market, guaranteeing world global
food security and profit and domestic economic growth. At the same time, all this requires a sta-
ble financial support. World practice shows that funds directed at the development of agricultural
production should be supported by agricultural insurance, which guarantees the possibility of their
return to creditors in case of an insured event.

3. 'The complex of reasons hindering the development of the agricultural insurance market in Ukraine
is summarized and the peculiar features specific to this stage of development of the agrarian sector
are systematized. According to the results of the research, the key ones include: lack of trust among
the participants in the insurance process to one another; perception of agricultural insurance as a
separate and, at the same time, an individual instrument; lack of necessary culture of agribusiness;
mechanism incomprehensibility of functioning of this market tool of risk management.

/3
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4. According to the results of the research, it was revealed that at this stage the agricultural insurance
market uses a sufficient set of insurance products that, according to their qualitative characteristics,
comply with the international standards. The general tendency towards expansion of the spectrum
and quality of insurance services for agricultural producers in the context of both abovementioned
insurance schemes is noted. It was determined that according to the classical scheme, agricultural
risks were insured in the context of multi-risk and mono-risk product proposals, and in parametric
terms — in the context of weather and yield index insurance products.

The prospects of both insurance schemes in Ukrainian insurance practice are associated with the
further expansion of the product line range within each of them, which is primarily oriented to the
needs of agricultural producers.

5. 'The further construction of an efficient and effective agricultural insurance market in Ukraine
should take place within the framework of a private-public partnership, which embodies the effec-
tive use of state resources and maximizes the use of the opportunities of the agrarian and insurance
markets. The formation of an effective model of public-private partnership in the field of agricultur-
al insurance should be carried out by encouraging the creation of insurers’ associations and ensur-
ing the subsidization of the cost part of insurance premiums by means of state support funds for
the agrarian sector.
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