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Designed as a quick?reference guide udents, extension agents, and farm managers.

1. What Is Risk Management?

Concept Definition
Risk The probability that a future event will occur and the magnitude of its impact on
farm objectives (income, production, sustainability).
Risk A systematic process to identify, assess, prioritize, and mitigate or transfer risks

Management so that their effects on the farm are reduced to an acceptable level.

2. Why Is Risk Management Critical in Agriculture?

1. High Exposure to Natural Variability — Weather, pests, diseases, and market fluctuations
are inherent to farming.

2. Financial Vulnerability — Small margins and high fixed costs make adverse events quickly
threaten solvency.

3. Policy & Regulatory Changes — Subsidy reforms, trade tariffs, and environmental
regulations can alter profitability.

4. Sustainability Goals — Managing risks supports long?term soil health, water use efficiency,
and climate resilience.

3. Types of Agricultural Risks

Category Main Sources Typical Indicators

_ _ Weather extremes, pests, diseases, Yield variance, crop loss
Production Risks

input failures percentages

Market price volatility, demand shifts, Price index fluctuations, price?
exchange rates risk premiums

Price Risks

Credit availability, interest rate changes, Debt service ratios, loan default
cash?flow timing rates

Financial Risks



Introduction to Risk Management in

Category Main Sources Typical Indicators
Legal & Institutional Policy reforme,qe@iml@ Hdltlitldﬁe Subsidy eligibility changes,
Risks trade barriers compliance costs

Human?Resource  Labor shortages, skill gaps, health & Labor cost trends, absenteeism
Risks safety incidents rates

o Poor farm planning, technology ROI on new equipment, adoption
Strategic Risks

adoption failures rates

4. The Risk Management Process

1. Risk Identification

o Walk?through of the farm (field, livestock, processing).
o Review of historical data (weather, yields, prices).
o Stakeholder interviews (farmers, buyers, insurers).

2. Risk Assessment

o Probability: Low / Medium / High (or quantitative probability).
o Impact: Monetary loss, production loss, reputational damage.
o Use tools: Monte?Carlo simulation, scenario analysis, sensitivity analysis.

3. Risk Prioritization

o Plot on a Risk Matrix (Probability vs. Impact).
o Focus first on high?probability/high?impact risks.

4. Risk Treatment Options

Strategy How It Works Example in Agriculture
. Eliminate the activity that Stop planting a highly disease?prone variety in
Avoidance . _
creates the risk. a region.

Mitiati Reduce probability or impact  Adopt drought?resistant seeds, improve
itigation
J through actions. irrigation efficiency.

Shift financial burden to another Purchase crop insurance, enter forward
Transfer

party. contracts.
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Strategy How It Works Example in Agriculture
Shari Distribute risk amoA@JEiI)G UFI(ﬁ'lnl fiQer cooperatives for bulk marketing
arin
J parties. or joint input purchasing.

Retent Accept the risk and budget for  Set aside a contingency fund for minor pest
etention
possible losses. outbreaks.

5. Implementation

o Develop an action plan with responsibilities, timelines, and resources.
o Integrate risk controls into daily farm management (e.g., SOPs
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