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ABSTRACT 
 
Indian agricultural sector still depended mostly on monsoons. The erratic and  
uneven distribution of monsoon rains perpetuated yield/price volatility and hence farmers  
exposure to risk and uncertainty. In this scenario of high risk and uncertainty of rain fed  
agriculture, allocating risk is an important aspect of decision making to farmers. This  
indicates a need for contingent plans that will help to improve the handling of risky  
outcomes across individuals. Hence a development policy which includes explicit insurance 
arrangements for both farm as well as non-farm activities/workers helps in economic 
development of the country  through  specialization  and  also  helps  in  increase/stabilize  
income of the farmers/non-farm workers. In this backdrop, this paper tries to elicit the issues and 
challenges of Agricultural Insurance in India. 
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Introduction 
 

Agriculture production and farm incomes in India are frequently affected by natural  
disasters such as droughts, floods, cyclones, storms, landslides and earthquakes.  
Susceptibility  of  agriculture  to  these  disasters  is  compounded  by  the  outbreak  of  
epidemics and man-made disasters such as fire, sale of spurious seeds, fertilizers and  
pesticides, price crashes etc. All these events severely affect farmers through loss in  
production and farm income, and they are beyond the control of the farmers. With the  
growing commercialization of agriculture, the magnitude of loss due to unfavorable  
eventualities is increasing. The question is how to protect farmers by minimizing such  
losses. For a section of farming community, the minimum support prices for certain crops  
provide a measure of income stability. But most of the crops and in most of the state’s  
MSP is not implemented. In recent times, mechanisms like contract farming and future 
trading have been established which are expected to provide some insurance against price  
fluctuations directly or indirectly. But, agricultural insurance is considered an important  
mechanism to effectively address the risk to output and income resulting from various  
natural and manmade events.  Agricultural  Insurance  is  a  means  of  protecting  the  
agriculturist against financial losses due to uncertainties that may arise agricultural losses  
arising  from  named  or  all  unforeseen  perils  beyond  their  control (AIC, 2008).  

Unfortunately, agricultural insurance in the country has not made much headway even  
though  the  need  to  protect  Indian  farmers  from  agriculture  variability  has  been  a  
continuing concern of agriculture policy. According to the National Agriculture Policy  
2000, “Despite technological and economic advancements, the condition of farmers  
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continues to be unstable due to natural calamities and price fluctuations”. In some  
extreme cases, these unfavorable events become one of the factors leading to farmers‟  
suicides which are now assuming serious proportions (Raju and Chand, 2007). Agricultural 
insurance is one method by which farmers can stabilize farm income and investment and guard 
against disastrous effect of losses due to natural hazards or low market prices. Crop insurance 
not only stabilizes the farm income but also helps the farmers to initiate production activity 
after a bad agricultural year. It cushions the shock of crop losses by providing farmers with a 
minimum amount of protection. It spreads the crop losses over space and time and helps 
farmers make more investments in agriculture. It forms an important component of safety-net 
programmes as is being experienced in many developed countries like USA and Canada as 
well as in the European Union. However, one need to keep in mind that crop insurance 
should be part of overall risk management strategy. Insurance comes towards the end of risk 
management process. Insurance is redistribution of cost of losses of few among many, and 
cannot prevent  
economic loss.  

There are two major categories of agricultural insurance: single and multi-peril  
coverage. Single peril coverage offers protection from single hazard while multiple-peril 
provides protection from several hazards. In  India,  multi-peril  crop  insurance programme is 
being implemented, considering the overwhelming impact of nature on agricultural  output  
and  its  disastrous  consequences  on  the  society,  in  general,  and farmers, in particular.  
This  present  study  looks  at  the  genesis  of  agricultural  insurance  in  India, examines 
various agricultural insurance schemes launched in the country from time to time  and  the  
coverage  provided  by  them.  Major issues and problems faced in implementing agricultural 
insurance in the country are discussed in detail.  
 

Literature Review 
 

In the absence of formal risk sharing / diffusion mechanisms, farmers rely on traditional 
modes and methods to deal with production risk in agriculture. Many cropping strategies and 
farming practices have been adopted in the absence of crop insurance for stabilizing crop 
revenue.  Availability  and  effectiveness  of  these  risk  management strategies  or  insurance  
surrogates  depend  on  public  policies  and  demand  for  crop insurance (Walker and Jodha 
1986).  

The risk bearing capacity of an average farmer in the semi-arid tropics is very  
limited. A large farm household or a wealthy farmer is able to spread risk over time and  
space in several ways; he can use stored grains or savings during bad years, he can  
diversify his crop production across different plots. At a higher level of income and  
staying power, the farmer would opt for higher average yields or profits over a period of  
time even if it is achieved at the cost of high annual variability on output (Rao et al.,  
1988).  Binswanger (1980), after studying the risk in agricultural investments, risk averting 
tendencies of the farmers and available strategies for shifting risk, concludes that farmers‟ own 
mechanisms for loss management or risk diffusion are very expensive in arid and semi-arid 
regions.  

Individuals cannot influence the nature and occurrence of the risky event. The  
insurance agency has fairly good but generalized information about the insurer. However,  
this does not hold true in the case of agriculture or crop insurance. Unlike most other  
insurance  situations,  the  incidence  of  crop  risk  is  not  independently  or  randomly  
distributed among the insured. Good or bad weather may affect the entire population in  
the area.  

It is argued that farmers' own measures to reduce the risk in farming in semi-arid 
tropical India were costly and relatively ineffective in reducing risk in farming and to adjust to 
drought and scarcity conditions. Jodha finds that the riskiness of farming impinges  upon  the  
investment  in  agriculture  leading  to  suboptimal  allocation  of resources. He also finds that 
official credit institutions are ill equipped to reduce the exposure of Indian farmers to risks 
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because they cannot or do not provide consumption loans to drought-affected farmers (Jodha 
1981). 

Crop insurance is based on the principle of large number. The risk is distributed  
across space and time. The losses suffered by farmers in a particular locality are borne by  
farmers in other areas or the reserves accumulated through premiums in good years can  
be used to pay the indemnities. Thus, a good crop insurance programme combines both  
self as well as mutual help principle. Crop insurance brings in security and stability in  
farm income.  

The farmer is likely to allocate resources in profit maximizing way if he is sure that he 
will be compensated when his income is catastrophically low for reasons beyond his control. A 
farmer may grow more profitable crops even though they are risky. Similarly, farmer may 
adopt improved but uncertain technology when he is assured of compensation in case of 
failure (Hazell 1992). This will increase value added from agriculture, and income of the farm 
family.  

The above research studies have explained about available resources to farmers for 
managing risk, how they were compensated, what the losses they get and other issues in farm 
operations in both pre and post harvesting. This paper tries to focuses on what realistic issues and 
prospects in managing the risk when farmers lost their crops. 

 

Objectives of the Study 
 

The present study undertaken on the topic titled “Agricultural Insurance in India – Issues 
and Challenges” with the following objectives: 
1. To study the Agricultural Insurance in India. 
2. To study the issues and Challenges of Agricultural Insurance in India. 
4. To present pertinent suggestions based on findings to cope up with issues and Challenges of 
Agricultural Insurance in India. 
 

Research Methodology 
 

The study is based on secondary data only. The research work is carried out on the basis of 
descriptive research design. The major source of data for the study from the following: 

a) Reports, Bulletins, Journals 
b) Text books 
c) Websites 

The data so collected was examined for completion, comprehensibility, consistency and 
reliability. 
 

Agricultural Insurance Schemes  
 

1.  First Individual Approach Scheme 1972-1978  
Different forms of experiments on agricultural insurance on a limited, ad-hoc and scattered 
scale started from 1972-73 when the General Insurance Corporation (GIC)   of India introduced a 
Crop Insurance Scheme on H-4 cotton. In the same year, general insurance business was 
nationalized and, General Insurance Corporation of India was set up by an Act of Parliament. The 
new corporation took over the experimental scheme in respect of H-4 cotton. This scheme was 
based on “Individual Approach” and later included groundnut, wheat and potato. The 
scheme was implemented in the states of Andhra Pradesh, Gujarat, Karnataka, Maharashtra, 
Tamil Nadu and West Bengal. It continued up to 1978-79 and covered only 3110 farmers for a 
premium of Rs.4.54 lakhs against claims of Rs.37.88 lakhs.  
 

2. Pilot Crop Insurance Scheme (PCIS) 1979-1984  
In the background and experience of the aforesaid experimental scheme a study  
was commissioned by the General Insurance Corporation of India and entrusted   to Prof. V.M. 
Dandekar to suggest a suitable approach to be followed in the scheme. The 
recommendations of the study were accepted and a Pilot Crop Insurance Scheme was  
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launched by the GIC in 1979, which was based on “Area Approach” for providing  
insurance cover against a decline in crop yield below the   threshold level. The scheme Covered 
cereals, millets, oilseeds, cotton, potato and chickpea and it were confined to loanee 
farmers of institutional sources on a voluntary basis. The premium paid was shared 
between the     General Insurance Corporation of India and State Governments in the ratio of 2:1. 
The maximum sum insured was 100 per cent of the crop loan, which was later increased to 150 
per cent. The Insurance premium ranged from 5 to 10 per cent of the sum insured. Premium 
charges payable by small / marginal farmers were subsidized by 50 per cent shared equally 
between the state and central governments. Pilot Crop Insurance Scheme-1979 was 
implemented in 12 states till 1984-85 and covered 6.23 lakh farmers for a premium of Rs.195.01 
lakhs against claims of Rs.155.68 lakhs in the entire period. 
Following were some of the shortcomings that impinged upon the coverage of the 
crop insurance scheme.  
 Since crop insurance was linked to crop loans, many small and marginal farmers  

could not participate in the crop insurance scheme because a majority of these  
farms have poor access to institutional credit.  

 The unit of insurance was very large.  
 Lack of awareness among the farmers about the crop insurance scheme.  
 Major commercial crops like cotton and sugarcane were excluded from the crop  

insurance scheme.  

3. Comprehensive Crop Insurance Scheme (CCIS) 1985-99  
This scheme was linked to short term credit and implemented based on the  
„homogenous area approach‟. Till Kharif 1999, the scheme was adopted in 15 states and 2 UT‟s. 
Both PCIS and CCIS were confined only to farmers who borrowed seasonal agricultural loan 
from financial institutions. The main distinguishing feature of the two schemes was that PCIS 
was on voluntary basis whereas CCIS was compulsory for loanee farmers in the participating 
states/UTs. Main Features of the Scheme were:  
1. It covered farmers availing crop loans from Financial Institutions, for growing food crops and 
oilseeds, on compulsory basis. The coverage was restricted to 100 per cent of the crop loan 
subject to a maximum of Rs.10, 000/- per farmer.  
 2. The premium rates were 2 per cent for cereals and millets and 1 per cent for pulses and 
oilseeds. Farmers‟ share of premium was collected at the time of disbursement of loan.   Half of 
the premium payable by small and marginal farmers were subsidized equally by the Central and 
State Governments (Tripathi, 1987).  
3. Burden of Premium and Claims was shared by Central and State Governments in a 2:1 ratio. 
4. The scheme was a multi agency effort, involving GOI, State Governments, Banking 
Institutions and GIC. 
 

4. National Agricultural Insurance Scheme (NAIS) 1999  
The National Agricultural Insurance Scheme (NAIS) was introduced in the country from the rabi 
season of 1999-2000. Agricultural Insurance Company of India Ltd (AIC) which was incorporated 
in December, 2002, and started operating from April, 2003, took over the implementation of 
NAIS. This scheme is available to both loanees and non-loanees. It covers all food grains, oilseeds 
and annual horticultural / commercial crops for which past yield data are available for an adequate 
number of years. Among the annual commercial and horticultural crops, sugarcane, potato, 
cotton, ginger, onion, turmeric, chilies, coriander, cumin, jute, tapioca, banana and pineapple, 
are covered under the scheme. The scheme is operating on the basis of both „area approach‟, 
for widespread calamities, and „individual approach‟, for localized calamities such as hailstorm, 
landslide, cyclone and floods.  
 

OTHER AGRICULTURAL INSURANCE SCHEMES  
 

Agriculture insurance in India till recently concentrated only on crop sector and  
confined to compensate yield loss. Recently some other insurance schemes have also  
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come into operation in the country which goes beyond yield loss and also cover the non- 
crop sector. These include Farm Income Insurance Scheme, Rainfall Insurance Scheme  
and Livestock Insurance Scheme. All these schemes except rainfall insurance and various  
crop insurance schemes discussed above remained in the realm of public sector.  
 

1. Farm Income Insurance  
The Farm Income Insurance Scheme was started on a pilot basis during 2003-04 to provide 
income protection to the farmers by integrating the mechanism of insuring yield as well as 
market risks. In this scheme the farmer’s income is ensured by providing minimum guaranteed 
income.  
 

2. Livestock Insurance  
Livestock insurance is provided by public sector insurance companies and the  
insurance cover is available for almost all livestock species. Normally, an animal is  
insured up to 100 per cent of the market value. The premium is 4 per cent of the sum  
insured  for  general  public  and 2.25  per  cent  for  Integrated  Rural  Development 
Programme  (IRDP) beneficiaries.  The government subsidizes premium for IRDP  
beneficiaries. The implementation of the livestock insurance as it obtains now,  
does not satisfy the farmers much. The procedure for verification of claims and their  
settlement is a source of constant irritation and subject of many jokes. 

3. Weather Based Crop Insurance / Rainfall Insurance  
During  the  year  2003-04  the  private  sector  came  out  with  some  insurance products 
in agriculture based on weather parameters. The insurance losses due to vagaries of weather, i.e.  
excess or deficit rainfall, aberrations in sunshine,  temperature  and humidity, etc. could be 
covered on the basis of weather index. If the actual index of a specific  weather  event  is  less  
than  the  threshold,  the  claim  becomes  payable  as  a percentage of deviation of actual index. 
One such product, namely Rainfall Insurance was developed by ICICI-Lombard General Insurance 
Company.  
 

Issues Related to Agricultural Insurance  
 

Issues related to agriculture are of two types. One, issues concerning or related to existing 
scheme namely NAIS, and two, issues of general nature which go beyond the present 
mechanisms for agricultural insurance.  
 

1. Issues Related to Nais 
The farming community at large does not seem to be satisfied with the partial expansion of 
scope and content of crop insurance scheme in the form of NAIS over Comprehensive Crop 
Insurance Scheme (CCIS). There are issues relating to its operation, governance and financial 
sustainability. After extensive reviewing, gathering perceptions of  the  farming  community  
and  discussion  with  experts  from  AIC,  agricultural department, bankers, academicians and 
other representatives in Andhra Pradesh on the performance of NAIS, some modifications have 
been suggested in its designing to make to it more effective and farmer- friendly.  
 

2. Reduction of insurance unit to Village Panchayat level  
As of now, the National Agricultural Insurance Scheme is implemented on the  
basis of "homogeneous area" approach, and the area (insurance unit) at present is the  
Mandal / Taluk / Block or equivalent unit, in most instances.  These  are  large administrative  
units  with  considerable  variations  in  yields  and  impact  of  natural  
calamities. However, under the Indian conditions, implementing a crop insurance scheme at the 
"individual farm unit level" is beset with problems, such as:  
 Non-availability of the past records of land surveys, ownerships, tenancy and yields at 

individual farm level  
 Small size of farm holdings  
 Remoteness of hamlets and inaccessibility of some farm-holdings  
 A large variety of crops varied agro-climatic conditions and package of practices. 
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 Inadequate infrastructure.  
 

3. Threshold / guaranteed yield  
Presently, Guaranteed Yield, based on which indemnities are calculated, is the  
moving average yield of the preceding three years for rice and wheat, and preceding five  
years for other crops, multiplied by the level of indemnity. The concept does not provide  
adequate protection to farmers, especially in areas with consecutive adverse seasonal  
conditions, pulling down the average yield. It is proposed to consider the best 5, out of the 
preceding 10-years‟ yield.  
 

4. Levels of indemnity  
At present, the levels of indemnity are 60 per cent, 80 per cent and 90 per cent  
corresponding to high, medium and low risk areas. It is perceived that the 60 per cent  
indemnity level, does not adequately cover the risk, especially in the case of small/  
medium-intensity adversities, since losses get covered only if and when, the loss exceeds  
40 per cent.  
 

5. Extending risk coverage to prevented sowing / planting, in adverse seasonal conditions  
The NAIS under the existing mode covers risk only from sowing to harvesting.  
Many a times sowing / planting is prevented due to adverse seasonal conditions and the  
farmer loses not only his initial investment, but also the opportunity value of the crop.  
 

6. Coverage of post-harvest losses  
In some states, crops like paddy are left in the field for drying after harvesting.  
Quite often, this „cut and spread‟ crop gets damaged by cyclones, floods, etc., especially  
in the coastal areas. Since, the existing scheme covers risk only up to the harvesting,  
these post-harvest risks are outside the purview of insurance cover.  
 

7. Settlement of claims  
The processing of claims in NAIS begins only after the harvesting of the crop.  
Further,  claim  payments  have to  wait  for the  results of Crop Cutting Experiments  
(CCE‟s)  and  also  for  the  release  of  requisite  funds  from  the  central  and  state  
governments. Consequently, there is a gap of 8-10 months between the occurrence of loss  
and actual claim payment.  
 

General Issues  
 

Even several years after the initiation of first agriculture insurance project in 1972, the 
coverage and scope of agriculture insurance remains far from adequate, eventhough the need 
for various forms of insurance for agriculture sector has been widely expressed.  Some  of  
the  issues  related  to  expansion  of  agriculture  insurance  and improving its effectiveness 
are discussed below.  
 

1. Role of Government  
As mentioned before, crop insurance to be successful requires public support.  
This  could  be  in  terms  of  subsidy  on  premium,  meeting  part  of  administrative  
expenditure, and reinsurance etc.   Global experience shows that due to special nature of  
agriculture production, in several countries, premiums payable by farmers is subsidized  
by government. Agriculture in India is not just dependent on weather conditions, but also  
suffers the brunt of natural disasters.  
 

2. Involvement of Public or Private Sector  
The above discussed crop insurance schemes have been developed in the public sector are often 
of multi-risk or all-risk type. Most of these schemes are linked to agricultural credit. Public 
sector insurance companies are helped by government in various forms like: a) bearing fully or 
partly the cost of administration; b) sharing a part of the indemnity, or paying a part of the 
premium with a view to ensuring that farmers can afford to buy insurance. Private agricultural 
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insurance has been in existence from 2003-04 in the form of rainfall / weather insurance in 
India. Private sector insurance is voluntary and it covers specific risks which are insurable. There 
is no direct government support to private sector players (Sinha, 2004). It is worthwhile to seek 
increased involvement of private sector in agriculture by extending similar support to them as 
available to public sector.  
 

Prospects of Agricultural Insurance  
 

The farming community in India consists of about 121 million farmers of which  
only about 20 per cent avail crop loans from financial institutions and only three fourth of  
those are insured. The remaining 80 per cent (96 millions) are either self-financing or  
depend upon informal sources for their financial requirements. Most of the farmers are  
illiterate and do not understand the procedural and other requirements of formal financial  
institutions and, therefore, shy away from them. Therefore, while the institutional loanees  
are insured compulsorily under the NAIS, only about 15 per cent of the non-loanee  
farmers avail insurance cover voluntarily. This is quite indicative of the enormous  
insurance potential that exists for addressing the needs of the farming community and  
enhancing the overall efficiencies as also the competitiveness of the agriculture sector.  
This also signifies the tremendous potential of agriculture insurance in the country as a  
concept, which can mitigate the adverse impacts that such uncertainties would have on  
the individual farmers.  
 

Conclusion 
 

Despite   progress   of   irrigation   and   improvement   in   infrastructure   and  
communication the risk in agriculture production has increased in the country. The risk is  
much higher for farm income than production, as is evident from lower risk in area and  
higher risk in production. State wise results show that only in the states where irrigation  
is very reliable, it helped in reducing the risk. Those states where irrigation is not very  
dependable continue to face high risk.   In some states farmers face twin problem of very  
low productivity accompanied by high risk of production. As, with the passage of time,  
neither technology nor any other variable helped in reducing production risk, particularly  
in low productivity states, there is strong need to devise and extend insurance products to  
agricultural production.  

Despite various schemes launched from time to time in the country agriculture  
insurance has served very limited purpose. The coverage in terms of area, number of  
farmers and value of agricultural output is very small, payment of indemnity based on  
area approach miss affected farmers outside the compensated area, and most of the  
schemes are not viable.  

Crop insurance program works as collateral security, therefore also benefit banks. When 
claims are paid, banks first adjust the claim against their outstanding dues, and balance if any 
is credited to the farmers. Therefore, the Crop Insurance Scheme also benefits the banks. In 
Philippines, banks are made to share a part of the premium burden. For rice where the premium 
is 10.81 per cent, borrowing farmer pays only 2.91 per cent, while the government pays is 5.90 
per cent and the lending institution, 2.00 per cent. A similar arrangement can be recommended 
for participating banks in India.  Such arrangement would also bring non-loanee farmers into 
the fold of banking network, thus institutional lending of crop loans.  
Remote  sensing  is  the  emerging  technology  with  potential  to  offer  plenty  of supplementary, 
complimentary and value added functions for agricultural insurance. The present technology 
available shall not only provide the insurers with tools like crop health condition, area-sown 
confirmation, yield modeling which are very important, but also strengthen the position of 
insurers vis-à-vis re-insurance market. Some of the possible applications of for agricultural 
insurance could be as follows:  
1. Estimating actual acreage - sown at insurance unit level to check the discrepancy  
of “over-insurance‟. 
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2. Monitoring crop health through the crop season, and investigation on ground for advance 
intimation of yield reduction. 
3. To check adequacy and reliability of CCE data. 
4. Developing satellite based crop productivity models for cereals and other crops. 

The Insurance Regulatory and Development Authority (IRDA) has stipulated that  
every new insurer undertaking general insurance business, has to underwrite business in  
the rural sector to the extent of at least 2 per cent of the gross premium during the first  
financial year, which is to be increased to 5 per cent during the third financial year of its  
operation. Crop insurance is included in the rural sector insurance for this purpose. The  
business targets stipulated in rural insurance apparently are very small. Those who do not  
meet even these small targets are getting away by paying penalties of nominal amounts.  
If private insurers are to be spurred to enter the rural insurance market in a significant  
manner, the business targets have to be raised substantially by IRDA. 
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