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value, provided their expected values are the same. Similarly alternative , torm
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 diversificl
Through diversification process, the farm entrepreneur produces several pri#
rather than single product with the hope that when the returns from one entef
is low, it is compensated by the higher returns from the other enterprise. T
diversification process we see that idle resources are put to use and income V&
of the enterprises is reduced. This means the farmer should select enterpris&=
cropping scheme with less income variability. Income variability for the eneF
would be lessened through diversification, if the following relationships am6E2
and yields of products were established. If the prices and /or incomes 0!
have correlation nearer to + 1, then such enterprises should not be inc]
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© have many types of insurances in farmin
\\:al risk. Crop insurance scheme reduces pr

8 . .

ides safety against the fatal diseases of cattle, Farm assets are insured against

# burglary, fire or any other damage. The decis;

( . ’ cision whether to go for insurance
— ot is judged by the following equation.,
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han @ 1 = Profit obtained by going for insurance.

F = Financial reserve required.
0= Opportunity cost for financial resource in terms of %,
= Interest earned on financial reserves.
_ § I'=Insurance premium paid by the farmer.
181§

ure @ 17>0, it is desirable for the farm to go for insur

ance i.e., the returns from the
ble @™urance policy are more than the cost and similarly, if & < 0, it is worthless to do
e | asurance,
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| ) Agronomic Practices

10 redyce Production risk,

| crop rotations, suitable varieties, deep tillage, mulch-
4% . should be adopted.

Varket Rig)e Management

I : e i
50mcommodlty Prices are changing to a greater degree, then the price risk arising
Market ;

1 1S more, Following are the methods proposed to reduce the marketing
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h’mgrshsilp atr ™ Products at Different Points of Time: Due to financial obligations

€ir produce immediately after the harvest. During thc(ei hax;veistmg
ally prices will be low for commodities in the rnarketf 1}1‘e fo arge

tiojg " Sales at harvest period are said to be distress sales. If the a;m;rss
The knuc selling practices they can get remunerative prices for their p;o ucts.
“Wledge regarding s’upply and demand for the farm products and prices
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L A m arkets and other market inforp,,
P dxff:;rgpt n:torage facilities, freezing facilitie: o
serishable commodities, £ P . Ak 8, pro
P . required to get remunerative prices. Hef!glng is another
;: t&“}ﬁm and the traders to safeguard against price-rigjk Hed,
devised and followed by studying the futurg markets. |

‘i) Government Price Polices and Programmes: Mmm.mm Support pric,
price, levy price, issue price, efc., are set for various agricultur) . N
the Government every year to bring about price stabilization Supp., 0
vides protection for the farmers against fall in the prices of farp, .. h

f

5. Financial Risk Management

For reducing the financial risk we require many strategies, which ..
hiquidity and solvency of the farm business. Solvency by definition refer - j|
ability to meet the long-term financial requirements of the farm. Liquid: g
should aim at as to how to build up the farm business to meet the short
requirements. At macro level fiscal policies formulated by RBI are aime 1|
vide different measures to safeguard against the financial risk.



