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EXECUTIVE SUMMARY

Nepal is an agriculture country with 65.5% actively population engaged on agriculture
and contributing more than 27.1% GDP of the country (MoAS, 2017/18). Government
of Nepal, has given emphasis for the promotion of high value but low volume cash
generating crops. Fruit crops are important crops for vital nutrients and vitamins. The
total productive area coverage under fruits is 120023 with annual production of
1177640 metric tons with productivity of 9.81 t/ha in whole Nepal (MoAD, 2018/19).
The major fruit transaction is carried out in Bagamati province because of its highest
population of about 5529452. Despite the physiographic some Nepal imports large
quantity of fruit investing of billions of currency. With the education and health
awareness among the consumers have led the increased demand every year which
compelled the country to invest more money on importing the fruits from outside the
world. In order to be in line with the increased fruit demand, there needs to motivate
the farmers on fruit cultivation and Bagamati province need to utilize the marginalized
steep lands on commercial fruit production. The farmers will be convinced once they
get acquainted with cost of the production along with the B'C ratio of specific
commodity. The study related to production cost analysis of major fruits grown
throughout the Bagamati province was carried out to design and implement the eco-
friendly improvised technologies at Bagamati province in order to motivate the
farmers towards orcharding enterprises.

The districts were selected on the basis of fruit zone which representing the whole
province. Four districts, Chitawan, Sindhuli, Ramechhap and Dolkha, representing the
whole province were selected. The major fruits studied were papaya, banana, sweet
orange, mandarin orange, lime and kiwi which has been prioritized by Bagamati
province as well. A desk study was done to collect all the necessary materials and
information related to this study. Both primary and secondary data were collected in
the study period. The primary data were collected through household survey, key
informants interview and focused group discussion. Secondary data were collected
from various national repositories, district profiles and all other valid sources. For
primary data, the questionnaire was designed and pretested. it was then subjected to M
water portal, which a data entry software (as our data collection was paperless). The
questionnaire was then deployed to M water surveyor installed in mobile phone of
enumerators. they were then trained to use the software. after that, they collected
information from 135 respondent (35 from each four district). The final batch students
of B.Sc.Ag. from Institute of Agriculture and Animal Science were selected as the
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enumerators. As the study was focused mainly on production cost analysis of major
fruits (papaya, banana, sweet orange, mandarin orange, lime and kiwi), the
respondents were selected on the basis of the specific growing farmers with the close
coordination with Agriculture Knowledge Center (AKC) at district level. A total of 8
enumerators carried out the HH survey on 135households. The collected data was then
entered in Ms-Excel version 2013 and imported to Statistical Package for Social
Science (SPSS) version 23 and coded properly. Both descriptive and inferential
analysis was done as and when needed. The data were then presented in bar diagram,
tables and other options.

From the survey conducted at Bagamati province it was found out that 65% of the
farmers were involved in commercial farming whereas 35% were involved in semi
commercial farming. Talking about the reasons of doing fruit farming, 46.9% said it
to be highly profitable The most effective financial support for initiating fruit farming
was government (36.9% of respondents) followed by other sources. 32.7% of farmers
obtained seedlings/saplings from local nurseries followed by local government
(28.8%) and AKC (18.5%). 63% of farmers have knowledge on sapling selection and
conservation. 29.03% of farmers obtained information on sapling selection from
government followed by NGO/INGO (25.8%) and friends (22.58%). 54% of farmers
have knowledge on asexual propagation. 100% of farmers using saplings over
seedlings were satisfied.60.65% of respondents in studied district were involved in
papaya cultivation, 58.2% in banana, 65.3% in sweet orange, 68.4% in mandarin,
67.3% in lime and 76.5% in kiwi cultivation. Farmers usually prefer early
establishing/fruiting cultivars with both high yield in terms of quality and quantity.

It was found that the cost of mandarin was found to be NRs. 145143.7 for first year
and NRs. 113804 for second year. The cost of production increased by 10% each year
upto 10 years and remain same for about 25 years. Whereas the production starts from
fourth year and production increased up to 15 years and then decreased by 20% and
remain same for about 25 years. From the survey it was found out that B:C ratio was
found to be maximum at 7th year i.e. 2.55 and about B:C ration of 1.54 was found up
to 25 years of the mandarin establishment.

It was found that the cost of banana production was found to be NRs. 164142.6 for
first year and NRs. 121776.6 for the second year. The cost of production increased by
10% for the third year and the banana plantlets are replaced from the fourth year for
high yield. Whereas the production starts from second year and is maximum on third
year. From the survey it was found out that B:C ratio was found to be maximum at 3rd
year i.e. 1.32 and about 1.27 on third year.
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It was found that the cost of sweet orange production was found to be NRs. 116400.2
for first year and NRs. 88903.8 for second year. The cost of production increased by
10% each year up to 15 years and remain same for about 25 years. Whereas the
production starts from fourth year and production increased up to 15 years and then
decreased by 20% and remain same for about 25 years. From the survey it was found
out that B:C ratio was found to be maximum at 8th year i.e. 3.06 and about B:C ration
of 1.80 was found up to 25 years of the sweet orange establishment.

It was found that the cost of lime production was found to be NRs. 189408.2 for first
year and NRs. 136343.45 for second year. The cost of production increased by 10%
each year up to 15 years and remain same for about 25 years. Whereas the production
starts from fourth year and production increased up to 15 years and then decreased by
20% and remain same for about 25 years. From the survey it was found out that B:C
ratio was found to be maximum at 6th year i.e. 2.43 and about B:C ration of 1.07 was
found up to 25 years of the lime establishment.

It was found out that the cost of papaya production was found to be NRs. 170355.3 for
first year and NRs. 125741.8 for the next five year. The cost of production remains
same from second year to fifth year and the papa plants are replaced from the sixth
year for higher yield. Whereas the production starts from second year and is
maximum on fourth year and decline again on 5th year. From the survey it was found
out that B:C ratio was found to be maximum at 5th year i.e. 6.61 and minimum of
about 4.07 on second year.

It was found that the cost of kiwi production was to be NRs. 380632.5 for first year
and NRs. 155666.5 for the second year and the production cost was increased by 10%
each year up to 15 years and remain same for about 25 years. Whereas the production
starts from fourth year and is maximum on 10th to 15th year and later on decreased by
20% for about 25 years. From the survey it was found out that B:C ratio was found to
be maximum at 10th year i.e. 4.04 and about 2.94 B:C ratio can be obtained upto 25
years.

63.38% requested technical assistance regarding fruit cultivation. 37% of farmers
have obtained trainings on fruits, 31% have obtained cash incentives, 20% have
obtained technology support, 8% have obtained market information and 2% of
farmers obtained infrastructure support and boring construction. 75.2% of respondents
were satisfied with what they were doing. Moreover, 86.7% of them were having the
plan of extension of their business or seeking modification. 43.02% were planning to
increase the area, 22.58% for better postharvest handling and labeling management
and 9.3% are diversifying the product. 3.49% were planning for being deviated.
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Executive summary

The journey of crop insurance has begun since the Insurance Board (IB)implemented Crop
and Livestock Directives (CALD) 2069 (B.S) in Nepal. There are 26 types of policies
endorsed in crop and livestock sector and policies in crops are mostly prepared and executing
in the field. Very recently, the IB is launching CALD 2077 (B.S) by replacing older
directives. Following this directive, the Government of Nepal (GoN) has been providing75%
subsidy in premium to be paid by farmers. The IB is involved in formulation of insurance
policy of each crop in coordination with Department of Agriculture under the execution of the
MOALD. The government and its allied agencies taking insurance as a service-oriented
business, which has GDP contribution of 2.82% in FY 2018 and its contribution is steadily
going on. In the FY 2070/71, the premium value (fees) collection was Rs 0.76 million, with
Rs0.43 million 427658 government supported premium subsidy Analyzing data of seven-year
from 2070/71 to 2076/77 showed that compound growth rate of sum insured, premium
amount, subsidized premium, claim paid and number of crop policies sold were 95%, 95%,
97%, 80%, 22%, respectively. The highest compound growth rate for the same period was
232%, 219%, 228%, 121%, 38% for sum insured, premium, subsidized premium, claim paid
and no of policies of Poultry sub-component. In these scenarios, this study had following
study issues:

1. What were the crop production risk and uncertainties increasing to the crop growers?
Were these risks and uncertainties addressing by the voluntary insurance programme?

2. What were the institutional efforts in managing and implementing crop insurance to
the in the context of these risk and uncertainties faced by the micro actors?

3. What was the effectiveness of existing crop insurance programs being implemented in
Nepal?

4. Which crops /commodities and locations were most suited in implementing crop
insurance program presently for the Bagamati Province?

For the aim of accessing effectiveness of crop insurance and suggesting appropriate modality
for Bagamati Province, study has set following specific objectives. The specific objectives of
the study were:

1. Documenting present status of crop insurance programs and analyze key constrains

and issues and institutional efforts in managing and implementing crop insurance in
Nepal;
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2. Ranking types of risk and uncertainties in farming, their coverages by insurance
programme, mapping moral hazards of stakeholders, and risk-income trade-up into
decisions of voluntary to mandatory crop insurance programme;

3. Analyzing effectiveness of existing crop insurance programs in terms of changed
indicators, crop by ranking satisfaction level of the insurers in the context of
continuity and sustainability matter;

4. Analyzing relationship of insurance continuity with socioeconomic determinants,
SWOT analysis and recommend an appropriate crop insurance modality making crop
insurance more effectiveness in Bagamati Province.

NAES mobilized the study team to collect the secondary and primary data/information for
accomplished this study. The primary data were collected from the three sources: household
survey, focus group discussions, key informant survey and case studies collection. For
collecting primary survey, study selected five districts: Chitwan, Makawanpur, Dhading,
Kavrepalanchowk, and Nuwakot district. The household survey completed with organizing
interview schedule of randomly and proportionality selected 64 respondents of five districts
with the use of pre-tested structured questionnaires. Among survey respondents, 87.5% were
male and 65.6% represented Brahmin, Kshetri and Thakuri ethnicity. Further information
collected by organizing four interaction meetings (for FGD) and organized key informant
survey with 37 key experts. The collected data were coded, tabulated and analyzed by using
excel and Stata and displayed results in the form of table, graphs and flow charts. Study used
index of importance, annual growth rate, compound growth rate, logistic regression model as
methods of data analysis. Draft results were presented at validation workshop and at ADD
meetings and finalization if it done with their inputs of the exports.

Highlights of major findings of the study are presented in the following points:

e Six insurance companies such as Premier ICL (for Dolakha, Ramechhap, Sindhuli),
Himalayan General ICL (Lilitpur, Kavrepalanchowk, Sindhupalanchowk), Rasuwa
(General ICL), RastiyaBima (Kathmandu), Sanima General (Bhaktapur), and Shikhar
(Nuwakot, Dhading, Makawanpur and Chitwan) were responsible for crop insurance
in Bagamati province out of twenty non-life companies. However, top-five
companies in terms of insured sum, premium collection, crop policy sold indicators
were Shikar, NLG, IME General, United, and Himalayan General ICL in a respective
order. Irrespective of policy guideline any of the insurer could consult companies
working in the district and renew insurance, so field reality was different than Crop
and Livestock Directives (CALD) 2077.

e Crop insurers consulted staffs of the companies than those agents. The Shikar
insurance had policy of recruiting technicians (mostly JTA and Officers level) staffs
and mobilize them into policy purchase, evaluation and loss estimation;
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Majority of crop insurers did insurance for commercialized crops such as banana,
coffee, strawberry, papaya, wheat seed, kiwi, dragon fruit, and cardamom. Banana
crop insurance was highest (45%) followed by fresh vegetables (25%). Insured area
was 156 ha, with the average of 1.7 ha. Almost farmers have 8 years farming
experience and their average reaching time to those head-quarter based office was
0.9 hour. Almost of those insurers were joined in the local organizations such as
farming cooeratives and groups.

Mostly crop insurers did general risks coverage-types mentioned in the policy
contract especially in fire damage, inundation, insect and disease pest, climatic
factors. In line with, farmers ranked 14 were important risks and uncertainty factors
based on index of the importance. Among these, covid-19 loss as the highest (0.85),
cumulative damage of wind, hail and thunder as second (0.84), and disease as third
(0.77). Indemnity loss payments in last six year paid for thunder/wind as first (46
cases) and diseases loss (10 cases). Among the insurers, 36% believed that crop
insurance would solve the risk/uncertainty coverage. However, not covering damage
of wild life (92%), postharvest loss (84) and theft (46%) were top-three worries of
the crop insurers. 41% crop insurers only satisfied due to cover and uncover
prospective.

Study assessed moral hazard behavior of crop insurers, agents and companies, which
were major operational stakeholders. Study reported a few cases in conflict of
interest (Col) and trade-off management due to mismatch of terms of conditions of
contract not followed. Along side of crop insurers, about 30% did expenditure of 75-
100%, as mentioned in the contracted policy. Moral hazard specified and unclear in
multi-harvest vegetables and mushroom cases. These were nothing issues as much as
highlighted by the company staffs. Crop insurers submitted delayed report because of
low response of agents or technical staffs in few districts. This was because of low
commission to the field technician. Loss report submission and getting indemnity
took three to twelve months and 47% farmers reported receiving the reimbursement
with the hassle. Claiming full and getting part of its loss (partial to moderate), was
done by few companies. Study did not find transparency in loss estimation and
payment modality of the indemnity, which was almost applied for all insurance
companies. Orientation of high-premium earning enterprises and less attention to
crop insurance was example of market-based instrument of the insurance companies.
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Regarding the insurance effectiveness analysis study measured indicators such as
growth rate of insured sum, premium charges, subsidy, # of policies increased over
the period, any inequalities in loss estimation and indemnity payments, affordability
of premium charges, satisfaction of the crop insurers in overall rating, changes
before and with insurances and SWOT analysis. Provincial progress of selling
policy, insured sum in last seven year was steadily growing and there was not
question of premium affordability since 94 reported good affordability until and
unless 75% subsidy of federal government. About 50% respondents said it had been
transferring risk to the company. The larger and largest investors were used to
insurance as regular activity. In comparison to non-insurance durations, insurers
faced both positive and negative benefits: increased caring cost, farming confidence,
coordination, loan utilization and actual yield aspects. Researcher felt that insurers
further need consultations (64%) about the risk adaptation and its coping
mechanisms. Making ineffectiveness of insurance contract was reported by the
uncovered risk and uncertainties dominants in study localities such as damages
caused by wild animals and stray animals (92%), post-harvest loss (84%), and theft
(46%). Majority of the area had monkey, wild boar and stray animal losses, which
caused losses at night. Thus, further success of crop insurance would be improved in
case these factors to be incorporated in the policy. About one-third insurers enforced
by the bank provisions provincial programme. Data shows that two-third (72%)
respondents confirmed continuation of crop programme. Factors of continuation of
buying contract was due to state subsidy and adhering risks always in the field. The
causes of non-adoption were unsatisfied with the insurance services, low duration of
contract and even not covering any marketing loss. In fact, consumers were
demanding product- based contract by preferences, but local insurance companies
sold input based. A bit support had been taking place by Local governments in the
proportion of premium changes of the crop insurers in Bagamati Provinces. In fact,
crop insurance schemes brought by the government is thought as supply driven,
irrespective of high need but it has not been attracting even commercial growers.

Logistic regression results showed that food self-sufficiency, crop loss duration,
access time to reach insurance office, number of employed family in a house, type of
farming enterprises, experience in farming, level of awareness on risk transfer and
age of the household head among the 15 variables selected were significant. Output
of these variables were important to consider while designing crop insurance
products.
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e SWOT analysis results showed that weakness and threat points to be taken as major
intervention areas for improvement of inefficiencies in crop insurance.

Study proposed the working modality of crop insurance for the crop insurers of Bagamati
province. Modality is area based as well as insured sum-based incentives especially low
holding farmers can encourage via group approach. A one-door-fund is suggested to
established under Chief Minister and named it as Chief Minister-Crop Insurance
Incentives. Establishing “Crop Risk Assessment and Rapid Surveillance Think Tank
Unit” is under Agriculture Development Directorate (ADD) is strongly suggested. That unit
would be responsible in policy formulation, updating, risk analysis, scientific loss assessment
management and publication in close coordination with MoLMAC, Insurance Board and
MOALD. Also, Insurance would be the past of Agriculture Extension programme throughout
the province. The NRB, Insurance Board, DOA, MoLMAC will act as macro actors in policy
provision and execution. This model is not new but slightly modified pubic-community-
private partnership model and will be well institutionalize and sustainable. Along with the
modality, study has done policy recommendations and some suggestions:

e  The role of MOALD is still crucial to execute provincial ministers, coordinate with
donor agencies, Parliamentary Committee of Natural Resource, and line-ministries
especially the Ministry of Finance (MoF). This study suggests building a policy
guideline by preparing crop insurance as mandatory to all regular farm development
and food production programme, donor funded Programme as well as Prime Minister
Modernization Projects (PMAMP). As far as possible group-based insurance
approach would be less costly and have low transaction cost, will be suggested to
launch. It will encourage existing crop insurance companies to be mobilized in farm-
based service delivery. The ministry also suggested to bring a policy that all card
holder would involve in crop insurance work. Preparing diverse insurance products
not only for large land-based but also value based insurance programme. Study
suggests to study landholding-based and sum ensure package as suggested in the
working modality. Same ministry is strongly suggested to direct Bima Samiti for
updating CALD.

e The MoALC Bagamati Province also suggested in building guideline of
incorporating crop insurance policy for all grant-based food production programme.
Provisions are suggested to build up so that existing AKC and VHLSC would run
crop/livestock insurance as part of the extension programme. Poor participation due
to unaware farms should be the intervention point and major thrust of MoLMAC.
Replicate weather-based insurance in crops is also suggested in Bagamati Province
districts.
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The MOLMAC is suggested to direct ADD and AKC to start faster technology
(smart phone and remote sensing) in Bagamati province to capture and upload the
data of crop cutting to reduce the delays in claim payments to the farmers. Smart
phones will be used to capture and upload data of crop cutting to reduce the delays in
claim payment to farmers. Remote sensing will be used to reduce the number of
crop-cutting experiments.

The Agriculture Development Directorate (ADD) was suggested to act as
coordination hub for provincial agriculture programme in terms of establishing Crop
risk assessment and rapid surveillance think tank unit. This system will support
keeping database in the ADD, execute ministerial level subsidies and monitoring of
the insurance companies works, prepare guideline for ensuring at least
entrepreneurial support program attach into crop insurance. The Office is suggested
in strengthening farmers in technical specification as part of insurance requirement at
least for variety selection, authentic seed/sapling sources, virus free testing, line
planting and other intercultural operations. Organise orientation training and follow-
up in crop insurance.

Insurance Board is strongly suggested to amend CALD 2077 by bringing additional
policies such as indigenous crop farming, floriculture and Nursery Management
along with keeping space of exploring of demand based diversified insurance
scheme, prioritize value-based insurance system, harmonize micro insurance and
crop insurance, update record keeping as per district, and monitor the insurance
companies and mandatory to employ at least Agriculture Officer level in a district
office. Not least but not last, respective insurance companies are strongly suggested
faster service in loss estimation, periodic crop monitoring, facilitate loss claim faster,
provision of farm-get oriented services and transparent indemnity payment system.

t
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