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What is RISK?

• Certainty- lack of doubt

• Uncertainty- doubt about future events

• RISK- potential variation in 
the outcome of future events
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What is RISK?

• RISK- potential variation in 
the outcome of future events
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Risk
Uncertainty

What is RISK?

• Cost of Loss
– Income

– Resources

– Productive capacity, etc.

• Cost of Uncertainty 
– Worry, doubt, fear, misallocation 

of resources, etc.

– With potential for gain or loss 
comes moral or ethical implications
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HUMAN Dimension of Risk Management
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HUMAN Dimension of Risk Management

• Emotions = physical state of our body as it 
responds to external stimuli

• Emotions are separate from our feelings
– Emotions- result in us from our actions (body state)

– Feelings- result in us from our perspective on 
our actions (consciousness)

• Emotions have been found by 
research to be necessary
for decision making*
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* MIT Technology Review, A. Damasio, 2014.



Types of Risk Preference
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Risk 
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Risk 
Loving 6

Personal Perspectives on Risk

• Generational differences

• Gender differences

• Life stage/family 
differences

• Life experiences
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Risk Tradeoffs

• Upside: Greater risk taking 
usually leads to greater wealth 
over time

• Downside: Losses from risk 
taking can potentially be 
devastating

• Managing risks are a matter of 
evaluating tradeoffs

• How much risk (uncertainty) 
are you willing to accept for 
possible higher returns?
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Sources of Risk in Agriculture – Ag Risk 5

1. Marketing/Price Risk

2. Production Risk

3. Institutional/Legal Risk

4. Human Risk

5. Financial Risk
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Strategies for Managing Risk

1. Avoid it

2. Reduce it
a) Reduce the probability it will happen

b) Reduce the impact if it does happen

3. Transfer it outside 
the business
a) Insurance

b) Contracting

4. Increase capacity to bare
a) Increase reserves

b) Maintain flexibility

5. Accept it
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Strategy Impacts
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http://RightRisk.org/controls

Evaluating Alternatives
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Risk Treatment

• Selecting one or more 
options for modifying 
risks and implementing 
those options

• Involves a cyclical process
of assessing a risk treatment 
and deciding whether 
residual risk levels are 
acceptable

• If not, then selecting a new 
risk treatment and 
assessing the effect of that 
treatment until the residual 
risk matches the risk goal(s) 14
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http://RightRisk.org/tools
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Actions
Buy

More

Hay

Do

Nothing
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Hay
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Severe

Mild

Normal

19



Winter

Weather

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe $36,159 $34,365 $31,524

Normal $50,997 $51,497 $51,997

Mild $52,997 $53,997 $54,997

Which would 
you choose?
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Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997
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Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Exp. Value $48,857 $49,058 $49,085
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Maximize 
Expected Value

Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Min. Value $36,159 $34,365 $31,524
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Maximize 
Minimum Value



Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Max. Value $52,997 $53,997 $54,997
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Maximize 
Maximum Value

Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997
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Most Likely 
Outcome



Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Max. Regret
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Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Max. Regret $2,000
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Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Max. Regret $2,000 $1,794
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Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997

Max. Regret $2,000 $1,794 $4,635
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Minimize 
Maximum Regret



Winter

Weather
Prob.

Actions

Buy

More

Hay

Do

Nothing

Sell

Some

Hay

Severe 1/6 $36,159 $34,365 $31,524

Normal 4/6 $50,997 $51,497 $51,997

Mild 1/6 $52,997 $53,997 $54,997
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• Risk management is an active 
learning process that involves 
considering tradeoffs and 
making decisions to alter or not 
alter the probability distribution 
for a future event.
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How much risk is right for you?
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How much risk is right for you?
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http://RightRisk.org/News

RightRisk Newsletter
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Risk Management Profiles

http://RightRisk.org > RM Profiles



40http://RightRisk.org > Courses

http://California.eRightRisk.com
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Contact info:

jparsons@eRightRisk.com
970-215-8043

jhewlett@eRightRisk.com
307-760-9515


