Reevaluate Crop Insurance As Costs Have Changed
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atings changes made by
R the Risk Management
Agency (RMA) will cause
premiums for Group Risk In-
come Plan with the Harvest
Price option (GRIP-HR) to be
higher in 2012 as compared
to 2011. For 90 percent cov-
erage level policies, 2012 pre-
miums will average 10 percent higher than
2011 premium for corn across Illinois and 11
percent higher for soybeans. Higher GRIP-HR
premiums, along with lower COMBO product
premiums (see here), suggests that farmers who
have purchased GRIP in the past may wish to
evaluate crop insurance decisions, as relative
costs of the products have changed. The re-
mainder of this article first describes GRIP use,
and then details changes to expected yield and
premium occurring to GRIP in 2012.

GRIP Use in Illinois

In 2011, 1.3 million acres of corn were insured
using GRIP, representing 13 percent of all corn
acres insured. Use of GRIP in corn in 2011 is 60
percent lower than in 2006, when 3.2 million
acres were insured using GRIP. In 2011, 717
million acres of soybeans were insured using
GRIP, representing 10 percent of all soybean
acres insured. Soybean use in 2011 is 55 per-
cent lower than in 2006 when 1.6 million acres
were insured using GRIP.

Several reasons have been given for the re-
duction in use of GRIP including: 1) higher pro-
jected prices in recent years lead farmers
desiring to protect their own farms, 2) higher
volatilities in recent years increased GRIP pre-
miums at 90 percent coverage levels more than
farm-level products, 3) GRIP premiums have in-
creasing increased due to changes in ratings,
and 4) introduction of enterprise unit subsidies
have lowered the costs of farm-level products.
Decreasing use of GRIP may continue due to
2011 premium cost increases.

Expected Yields for Corn

Figure 1 shows each expected yields for corn
in Illinois. These expected yields are set by RMA
to reflect the most likely yield in a county. Ex-
pected yields are used to set GRIP guarantees.
Higher expected yields result in higher guaran-
tees and vice versa.

Expected yields for corn follow expected yield
patterns in Illinois. Higher yields occur in cen-
tral and northern Illinois. The five highest ex-
pected yields occur in central Illinois counties:
Warren (189.0 bushels), Macon (187.2), McDo-
nough (186.8), Woodford (186.1) and Tazewell
(186.1) Counties. Lower yields occur in south-
ern Illinois. The five lowest expected yields occur
in Perry (110.9), Franklin (121.3), Williamson
(121.5), and Jefferson (122.6) Counties.

RMA changed 2012 expected yields from 2011
levels. Overall, expected yields have increased
an average of .9 bushels in 2012. Not all coun-
ties have increases. Across all Illinois counties,
38 have increases in expected yields in 2012, 36
have the same yield in 2011 and 2012, and 21
have decreases in yields in 2012.

GRIP-HR Premiums for Corn

Figure 2 shows GRIP-HR corn premiums by
county. Premiums are for a 90 percent coverage
level at a 100 percent protection level, choices
resulting in the highest GRIP-HR premiums. At
a 90 percent coverage level, GRIP-HR premiums
can be reduced by lowering the protection level.
The lowest protection level is 60 percent, which
results in premiums that are 60 percent of
those shown in Figure 1. A 60 percent protec-
tion level choice also reduces payments to 60
percent of the 100 percent protection level.

Premiums in Figure 1 are shown for a $6.01
projected price and a .29 volatility, values at
2011 levels. Computing 2012 premiums using
2011 projected price and volatilities allows com-
parison of premium changes from 2011 to 2012
that are caused by adjustments to rates.
Changes reflect an assessment of the risks, with
premium increases indicating an assessment
that risks are higher. Actual 2012 premiums
will vary from those shown in Figure 1 because
the projected price and volatility will vary from
those used in generating premiums in Figure 1.

GRIP-HR premiums range considerably over
Illinois. Two counties have premiums over $120
per acre: Wayne ($127) and Hamilton ($121).
Five counties have premiums at $110 and $120
per acre: Clay ($112), Franklin ($110), McLean
(8110), Washington ($110), and White (S112).
At the low end, eight counties had premiums
below $70 per acre: Adams ($66), Brown ($69),
Clinton ($65), Crawford ($67), Jersey ($69),
Lawrence ($66), Macoupin ($69), and Madison
(866) Counties.

On average, GRIP-HR premiums at the 90 per-
cent coverage level in 2012 are 10 percent
higher than 2011 premiums. Only two counties
have premium reductions from 2011 levels:
Green (-3 percent) and Grundy (-1 percent). The
largest increases occurred in Madison (16 per-
cent) and Richland (15 percent) counties.

Some of the premium increases are due to
higher expected yields. However, even counties
with the same or lower expected yields have
higher premium. For example, the 36 counties
that have the same in expected yields in 2011
and 2012 have an average increase in premi-
ums of 9 percent. The 21 counties with lower
expected yields have a 7 percent premium in-
crease.

Expected Yields for Soybeans

Figure 3 shows expected yields for soybean.
Similar to corn, the highest expected yields are
in northern and central Illinois. The five high-
est expected yields occur in Carroll (56.8
bushels), Piatt (565.8), Champaign (54.8), Dou-
glas (54.9), and Moultrie (54.8) Counties. The
lowest yields occur in southern Illinois. The five
lowest yields occur in Randolph (36.1 bushels),
Perry (36.6), Massac (37.5), and Jefferson (38.9)
Counties.

The 2012 expected soybean yields average .9
bushels higher than 2011 expected yields
across all Illinois counties. Three counties have
expected yield decreases: Grundy (-1.3 bushels),
Massac (-.60 bushels), and Union (-.10
bushels). Thirteen counties have no change in
expected yields while 81 have expected yield in-
creases.

GRIP-HR Premiums for Soybeans

Figure 4 shows GRIP-HR premiums at a 90
percent coverage level and 100 percent protec-
tion level. Premiums range across counties. Five
counties have premiums $80 per acre of over:
Piatt (883 per acre), Jo Daviess (883), Carroll
(883), Champaign ($80), and Stephenson ($80).
The six counties with the lowest premiums are
Randolph ($48 per acre), Bond ($51), Johnson

(854), Washington (854), Williamson ($54), and
Monroe (854) Counties.

At 2011 projected price and volatility levels,
2012 premiums for GRIP-HR 90 percent cover-
age levels polices average 11 percent higher
than 2011 premiums. The highest increase of
14 percent occurs in ten counties: Jefferson,
Winnebago, Perry, Wayne, Stephenson, Peoria,
Monroe, Lee, Whiteside, and Marion Counties.
The six counties with the lowest increases are

Figure 1. 2012 Expected
Yields for Group Products,
Comn.

Figure 2. 2012 GRIP
Premium at 2011 Factors
for Corn ($6.01 Projected
Price and .29 Volatility).

Figure 3. 2012 Expected
Yields for Group Products,
Soybeans.

Figure 4. 2012 GRIP
Premium at 2011 Factors
for Soybeans ($13.49
Projected Price

and .23 Volatility).

Saline (3 percent), Henderson (4 percent), Ed-
wards (5 percent), Fayette (5 percent), McDo-
nough (5 percent), and Warren (5 percent)
Counties.

Summary

Even given these premium increases, pay-
ments received from corn GRIP products aver-
aged over time likely will exceed premiums that
are paid by famers. This is possible because of
risk subsidies associated with these multi-peril
crop insurance products. Compassions of his-
torical yields suggest that average payments will
not exceed premiums for soybean products.

While expected payments exceed premium for
corn, recent premium increases make GRIP rel-
atively less attractive compared to the farm-level
COMBO products. Moreover, COMBO product
premiums have decreased, further providing an
incentive to switch to COMBO products. Farm-
ers who have purchased GRIP should evaluate
whether the returns, costs, and risk reductions
still favor GRIP. A

DR. GARY SCHNITKEY: Professor/Farm Man-
agement Specialist, Department of Agricultural
and Consumer Economics, University of Illinois

Corm

Link Directly To: ABM

syngenta

Link Directly To: SYNGENTA

1I_
1

Link Directly To: VERMEER



www.syngenta.com
http://www2.vermeer.com/vermeer/region;jsessionid=44056117c3c77d681610740d61fbd0885279dc7a02789071d3a27004481ccddc.e38Obx4MaxaTbO0LbxiNahiNaxiPe0
http://abm1st.com/agriculture/



