.and livestock rearing goes with certainty th

_ : € Weathe
occur between time periods in which inve

outcome. Due to this the farmers ang ranch
strategies relevant to the risk and uncerta

I, prices and other socio-economic factors
stment decisions are made and the final
ers have to consider various management
Inty conditions. If everything in farming
en every farmer becomes a better manager,

but this is not the case with real farming situation. Only a few farmers can become

efficient, particularly those who could understand risk and uncertainty situations in

farming and ranchipg and follow the relevant risk management strategies. Let us now
know about how risk is different from uncertainty.

Risk and Uncertainty: A contrast

Earlier, i.e., in the past, the economists did not make any difference between risk and
uncertainty. Only about three decades ago, economists made a clear-cut distinction
between these two terms. According to recent view, risk is measurable, while
uncertainty is not measurable. Risk is defined as a situation when ali possible out-
comes are known for a given management decision and probability associated with
each possible outcome is also known. Risk is measured through.}?robabilit.y concepts.
Probabilities are assigned to the events. For exalI}Pler probability of rain, weather
forecast, etc. Subjective probabilities are based on judgment and experience of indi-
viduals and these may vary from individual to 1nd.1v1dufa\l. Sgb]ect1ve Pmbablhtli? alll‘e
measurable through certain concepts, but uncertainty s.ltuatlon prevails .V\-rhen a the
possible outcomes of events are unknown, then neither jche probab11.1t.y- nor the
outcomes are known. It is also difficult to estimate the.assocm"ced .probab1l1t1<.els. to tte
possible outcomes of the events. In that case, we assigh S}? b]fec;n/r';g:izaazlnlge;as(z
make the best estimates of true p.robab111t1es past(;d C;:alt :rolrrlldo i relipnl =9
experience. A pure risk situation is not seen in ihe ’
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tive probabilities to solve the decision problem in a s ation” ot risk, Noy, ]("lec,'

. It f
aware of different sources of risk. Ug |

SOURCES OF RISK

s of risks are convenien
hnical risk, 2) Price ris

The various source tly grouped‘ into three categorieg ’
Kk or marketing risk and 3) Financialz" )
risk ;

Production risk or tec

1 Production Risk

In industrial businesses
quantity of output for a given
standardized in industrial prod

agricultural production. Output o
weather, disease, insects, weeds and inadequate
predicted accurately and hence results in the variability of the output. In f, h

, the |

yield variations are due to many factors. Some are under control, while some oth

are not under the control of management. Thus, the production-risk is due to |4 er
many factors rather than a single factor. Weather risk and technical risk are the Igel
important components of production-risk. Yield risk may be arising due to Chaan-St
production costs, institutional factors, changes in management, etc. Input'Pricege In
subject to more variations than output prices some times. Then price trends also S are
production risk. The cost of production for unit of output is also changin dCause
productivity levels and magnitude of costs both over time and space. Végh ue to
technology is changing in a particular place, it would have greater bearin e
duction risk. The new technology, though it brings higher level of profit 81 tOn pro-
also involve greater variation of the output. Because of this factor the fa’r o
reluctant to adopt technology as per expectation. mers are

we have a technical input-output relationship with j
quantity of input ie., the production practiceno
uction. Such type of relationship does not eX.s .
f crops and livestock is subject to change dlst in
technology. These factors Cannl;f go
e

2. Price Risk or Marketing Risk

- Marlfeting risk is also called as price risk because prices are determined dyy
¥nt-eract1on of demfmd and supply in the market. Production of crops and liv ute g
is mﬂuencfed b,Y prices in the market which are beyond the control of farmers areifi OCk
consumer’s prices of commodities vary from year to year, season to season and xhlthe
seasonal variation. If there is less time lag between production and marketin aet' ‘blt "
we 1Sould expect less. price risk for agricultural commodities. But this is no% tl: Wlty'
\ffl\ut qumost of the agricultural commodities, because there is enough time for r'e Ca:e :

5 odh ice
@uc lat((e) fvﬁ:en the com.mo'dlhes move from production centre to con:eumptioﬁ censtr: ,
angp Zodu tie cor.nmodlty is very much affected if there is a situation of weather risl;‘
incorie hai; i tontnsk. Demand for a commodity is mainly changing due to consumers’;
econon{ic 5 ezéuiit:f fld preferences, export and import policies and overall, general |
TN aken up by the Government with regard to price stabili dmr
; e less trade restrictions due to the increased d S Iization 8
prices of commodities will be ; : Hicreae emand in the foreign market, &
commodity pric St g Similarly, in the domestic markets, if the =
prices were very high, prices would be b / s
e brought under control by import ¢

policy. Thus trade policy i i
. y i.e., export i I
P A il A2 ngmi d;tigsnport (Exim) pol}cy j‘/vould have a greater impact §
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laﬂd fin nce of debts. In farmip, L USinegg 4 " Tateg d fisca s

C ‘leilra nd mixed, for inggy, S 0 livegyo, - equir dpo}llcnleS "
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F‘Ocessts of borrowed capital, 1

S SClentifi, malnancmg he pro duction
ot f risks including t},q; reful apng Ysis i o N@gemeng
il tYPeS ol r g their SOurceg to fg lo o

. r

- the risky farm edr?rfll oiizztsé t}:e farme.rs make Cisiong Using g :

m ectations regar 8 P ’ _Ob S and y161ds. ere why . mg Or?ne kind of the
G grance or certainty regardmg actual factg of these thineg (RIS that there i
10 an cisions. Let us look into g ¢, how the exp 8

,iarmanz used in the decision-mg

uf

- and the Outcome of the
o -} ectationg and Variationg are worked
. & Process. Expected values gre worked out
- for best estimates of unknown futyre e ¥
rO‘\}rtant components of decision-
mpo

s, s that the become on
i f
makmg Process, y € of the
' TWO types of averages are used

‘to work out an Expected valye, we take the actya]
+ prices (time series data) and yield to find oyt the simple AVerage over the specific
P eriod. Here, the problem is to decige on the number of years of data that
me Ebe considered to work out average. Here the choice depends u
shouisﬁmate of the decision-maker. Secong type of

Ve

pon the subjec-
average is called weighteq average.
Tiis method considers larger weights for the mor

€ recent data and smaller weights
for the remote data. This is illustrated in l'able 36.1.
or

TABLE 36.1 Working out Weighted Averages for the Prices,

Average annual price of commodity (Rs.) Weights Price x Weight

= 1 1,000
13 ' a8 2 2,400
004 1,200 " 4200
11995 1,400 i 4400
196 1,100 5 5,000
1997 1,000 ¢ 7 800
@ Ll 1 24,800

7,000 1,166.67

95

Simple average 1,180.9

Weighted average

f the annual average
have taken sum 0 iochted average we
: imple averages we ing out weighted a\
‘For work}n.g outb the Srlnﬁtl)lgr of years ie. (6).. For Ws:;;l %he total and C}mdi bYrti};Z
}})\rlces and d1y1ded y n(;l_ idual prices by weights, 0 cted value regarding the p
ta\‘i 0 multiply th‘(’ T) 1‘\;]1 ighted average is the expe
Yl of weight i.e., (21). Wei
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of the commodity. For the given data there is no prlcet risk f(f)r]thc ?"mmnq,
expected value is more than simple aver?ge. On the con v;ar)’, 1 tlicrc 18 Prig, rv‘y,
expected value would be less than the simple average. We can also worj ouy (lsk

tations through the concept of probabilities. by

|l(l

Expectation Through Probabilities

Another way of finding expectations is to chf)ose the probabili-ty value, w;, .

most likely to occur for the given price or yield or cost. In this procedure, ,, IS
to elicit probabilities associated with ea}ch possible outcome (expected Siel g
expected price). The outcome with the highest probability would be selecteg a g
most likely one to occur. This is shown in Table 36.2. S t

TABLE 36.2 Working out Expectations Through Probabilities,

Crop yield/acre in quintals Probability PrObability X Yigg |
11 0.1 1.1
14 0.4 5.6
10 : 0.1 1.0
12 0.3 : 3.6
18 0.1 1.8 .
Mean 13 Total 1.0 ?

From Table 36.2 it is clear that the most likely output based on the
probability is 14-quintals/acre. Mathematical expectation of 13.1 quintal of ¢
ity per acre is less than the most likely yield of 14 quintals per acre, but it is
the average yield of crop i.e., 13 quintals per acre. :

highESt
Ommgy,
More thy,

Variability

Two factors viz., the variance and the expected value, in general should form the bag;
for selecting the best enterprise among alternative risky enterprises. Range is measurs
of variability and it refers to the difference between the lowest and the highest possiblz
outcome. Alternative enterprises should be preferred which have got smallest ray e
value, provided their expected values are the same. Similarly alternative enterprise
with lowest variance should be selected.

MEASURES TO MANAGE FARM RISK

1. Diversification

Selection of suitable crop and livestock enterprises is the first step in diversification.
Through diversification process, the farm entrepreneur produces several products
rather t}.1an single product with the hope that when the returns from one enterprise
is lowc it is compensated by the higher returns from the other enterprise. Through
diversification process we see that idle resources are put to use and income variability
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ocess. If the correlation coeffjc
I

5 Jtion Pm ust be selected as the most 5
lr : ;th zero correlation coefficient
V. e“::rpfises ;t;n- If their income variabilit
. ‘Ca .

g divefslf.ln the croppmgl SChecine' h
(,«’Felecte 1ammi ng moc.ie S an ‘gla(me't €ory models shoylqg be used to formul
.\"”’ﬁqk progrl ns under dlfferent. T1SKy situations, [f enterprises are selected b
l\{t farm P :r time in risky environment, the decisjon rule is t
“hlaetur s ~vhest expected income. When ?he Probabilities for
#‘tlr el hlt 4, then assume equal probabllity for
n :mated, . i

ent is Negatively significant, then the
uitable one g reduce the variability
are the mogt Suitable enterprises, fnr.
y.and ranges are legs such enterprises

ate

ased on

“fith g™ rvival strategy should be adopted
iions ith minimum net returns. Stable ent
Bl % es

» PV e erprises should be preferred rather
f“terp‘slky enterprises particularly in situation of farm risks.
f
ot
| [psurance

have many types of insurances in farming to reduce production risk and
a
e

| risk. Crop insurance scheme reduces production risk. Livestock insurance

fial® Jes safety against the fatal diseases of cattle. Farm assets are insured against
rov! .

Jary, fire or any other damage. The decision whether to go for insurance
meft(l,tbifjgu dged by the following equation.
or

=FO0-1-P

o iihere,

Wh: - Profit obtained by goipg for insurance.

f = Financial reserve requ%red. ' : "
0= Opportunity cost fo; fmapaal resource in terms of %.
r = Interest earned on financial reserves.

P = Insurance premium paid by the farmer.

Ifn >0, it is desirable for the farm to go for insurance i.e., the returns from the

nsurance policy are more than the cost and similarly, if T < 0, it is worthless to do
nsurance.

. Agronomic Practices

To reduce production risk, crop rotations, suitable varieties, deep tillage, mulch-
g efc,, should be adopted.

“ Market Risk Management

. I lg

i Semng the Farm Products at Different Points of Time;. Dyte t(;)flrli?\nCIf}}eoﬁlalgg\fa;;?i?lz

farmerg sell their produce immediately after the .h.arv.est.h ur argk skidlue to Tanke
Periods generally prices will be low for commodities s e mles If the farmers
UTiva]g. Such Sale}s) at harvest period are said to be .dlstre_ss Safor'their products.
AVoiq Such selling' practices, they can get remunerative prices

ts and prices
OWledge regarding supply and demand fo_r the farm products |




prevailing in different markets and other market information is essentj
perishable commodities, storage facilities, freezing facilities, processing faq
efc., are required to get remunerative prices. Hedging is another measure 54
by the farmers and the traders to safeguard against price-risk. Hedging prae
devised and followed by studying the future markets. :
(ii) Government Price Polices and Programmes: Minimum support price, procure
price, levy price, issue price, efc., are set for various agricultural commodit
the Government every year to bring about price stabilization. Support price
vides protection for the farmers against fall in the prices of farm products;

5. Financial Risk Management

For reducing the financial risk we require many strategies, which are aim
liquidity and solvency of the farm business. Solvency by definition refers to bus
ability to meet the long-term financial requirements of the farm. Liquidity strafy
should aim at as to how to build up the farm business to meet the short-term
requirements. At macro level fiscal policies formulated by RBI are aimed at to]
vide different measures to safeguard against the financial risk.



