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Why Bother Making
Decisions?

A The only way you can purposefully
Influence your life is through your
decisions.

A It is your opportunity to earn a
competitive advantage.

APrOACT, donodét just r ea
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PrOACT

APri Problem Definition
I Define the decision opportunity

A Identify/Define your decision
opportunities over the next 18 months.

T Worksheet 1
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Decision List
Create a list of decisions you are trying to make.
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PrOACT

A O Objectives
I ldentify your objectives
I What are you trying to accomplish?

A Identify/Define your objectives for each
of your decision opportunities.

T Worksheet 2
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jdentifying Objectives
Create a wish list of values or objectives you hope to achieve by
facing the decisions in front of you.
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PrOACT

A AT Alternatives

I ldentify alternatives for accomplishing decision
objectives

A Ci Consequences
I Understand conseguences of each alternative

A Identify alternatives and consequences for
one of your decision opportunities.

I Worksheet 3
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Decision Process Framework

Problem Definition/Description of Decision Opportunity:

Objectives:

Alternatives:

Consequences:

Objective Consequences
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Consequences:

Objective Consequences

SaAIIRUIL|Y
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Tradeoffs:

Risk and Uncertainties:

Linked Decisions:
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PrOACT

A T Tradeoffs

I Analyze tradeoffs between alternatives
I Eliminate inferior alternatives

A PrOACTively arrive at a good decision.

A Continue to PrOACTIvely identify decision
opportunities and make good decisions.

A Reminder: Focus on objectives.
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Making Good Decisions in the
Presence of Uncertainty
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Definition of Risk

A RISK is the effect of uncertainty on your
objectives.!
I Risk Is objective focused.
AWhat are you trying to accomplish?

I Risk management explicitly addresses
uncertainty

Al f you ignore the risks
are probably in trouble or soon going to be.

I Risk has both positive and negative effects.
IANSI/ASSE/ISO 31000 Risk Management Principles and Guidelines

Integrated Production Systems




Sources of Risk In
Agriculture

1. Marketing/Price Risk
2. Production Risk

3. Institutional/Legal Risk
4. Human Risk

5. Financial Risk

= BusinessiRisk
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Financial Risk

A Financial risk is the extra risk that results from
financial obligations associated with financing.

A Contributing factors include

I Anything that would negatively affect cash flow and
the ability to meet debt obligations or other financial

responsibility %
A Controls %
I Maintaining a financial cushion < \%

I Practicing leasing and contract strategies
I Maintaining up-to-date financial information
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Market Risk

A Fluctuations in prices paid for inputs and received for
outputs by the firm after committing to plan of action.

A Contributing factors include A Controls
National and regional production i Forward pricing or contracting
Demand (including quality issues) Diversified market timing

|'
1
Government programs I Diversified production
Seasonal effects I Selecting low price risk enterprises
1
1
1

Obtaining market information
Marketing/value add agreements
Crop Insurance
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Production Risk

A Fluctuations in yield (physical quantities of

production)
A Contributing factors A Controls

I Weather i Selecting low production risk

I Timing of operations enterprises

I Pests i Using low-risk production practices

I DISCASe e | Diversification

I Genetics |4 g WA i Maintaining flexibility and extra capacity
I Wildlife

I Utilizing land over a wide spread area
I Crop insurance
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Institutional Risk

A Anything that changes the rules of the
game.

A Contributing factors include
I Changes in social attitudes

I Changing regulations about land
use and environmental quality

I Changes in government programs

I The possibilities of lawsuits for accidents or
misuse of chemicals
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Institutional Risk

A Anything that changes the rules of the
game.

A Controls
I Maintaining a liability
Insurance program
I Keeping informed of new

regulations and
Interpretations of the law
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Human Risk

A Any risk attributed to the humans involved
INn the operation.

A Contributing factors include
I The possibilities of losing a key employee
I Health issues/injury risk

I Morale or the mental state of the work force
I Skill set and training of employees
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Human Risk

A Any risk attributed to
the humans involved In
the operation.

A Controls

I A backup management plan =
I A plan to deal with the possible loss of a key employee
| Maintaining a health and life insurance program

I Establishing and maintaining an estate plan

I A good employee benefit package

Integrated Production Systems




e
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. Build your internal capacity to bear
a) Increase reserves
b) Maintain flexibility
5. Accept it
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Risk Management Culture

NYou have a ri sk manage

default 1 f you donot ha
Christopher Mandel
Sedgwick, Inc.
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Key Principles of a Good Risk
Management Culture

1) Ability to anticipate decisions

2) Adequate resources and capacity to respond
to changing conditions

3) Free flow of information into and throughout
the organization

4) Willingness to learn and adapt

5) Risk management is embedded in all
decision making processes
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AGRICULTURAL ECONOMICS

December 21, 2016

agecon.unl.edu/cornhuskereconomics

Cornhusker Economics

Seven Characteristics of a Good Decision

Year AWhks
Market Report ‘ Ago Agn | 1211
Livestock ond Products,
Weekly Average
Mebroska Slaughter Steers, "
3565% Choice, Live Weight. .. .. .. 116.36 MNA
Nebrosko Feeder Steers,
Med. & Large Frome, 550600 k. .. .. 1B1.58 NA 145.49
Hebroska Feeder Steers,
Med. & Lorge Frome 750-8001h. . . . 15211 MNA 13776
Choice Baxed Baef,
B00-T50 b, Carcass. ... ... ... 0313 MNA 19205
‘Western Com Belt Base Hog Price
Carcass, Negotioted .. .. ... ....... 51.32 NA 53.21
Pork Carcass Cutout, 185 |b. Carcass
SiS2ELean .. ...l 7ral MNA 76.41
Slaughtar Lambs, wooled and shom,
135165 |b. National.. .. ... 146.22 MNA 138.63
Mational Carcass Lamb Cutout
FOB. ... 360.03 NA 350.69
Crops,
Daily Spot Price:
Wheat, Na. 1, H.!
Imperial, bu. .. ... 393 NA 272
Com, Ma. 2, Yellow
Columbus, bu. . ... ... .. .. 351 MNA 306
Soybeans, Mo. 1, Yellow
Columbus, bu. . ......... ... eza MNA 0.29
Grain Sorghum, No.Z, Yellow
Dorchester, owt. . ...........o... 573 NA 470
Oats, No. 2, Heavy
Minneapoiis, Mn, bu. .. rar NA 297
Eeed
Alfaltn, Large Squore Bales,
Good to Pramium, RFY 160-185 "
Northeast Mebrosko, ton. .. .. ... .. 177.50 MNA
Alralto, Lorge Rounds, Good
Platte Valley, ton. ... ............. 77.50 NA 67.50
Grass Hay, Large Rounds, Good
MNebroska, ton. . . B5.00 MNA E5.00
Dried Distillers Grain: gisture
MWebroska Average. . .. ... ... 13200 MNA 110.00
‘Wt Distillers Grains, 657 0% Maisture
Nebrosko Averoge. . .. ............ 51.00 NA 43.50
* No Market

It is the policy of the University of Nebraska-Lincoln not to discriminate based upon age, race,
ethnicity, color, national origin, gender-identity, sex, pregnancy, disability, sexual orientation,
genetic information, veteran's status, marital status, religion or political affiliation.

People make thousands of decisions every day.
These decisions shape lives and determine fu-
tures, some of them in very significant ways.
However, some argue that the ability to make
good quality decisions is contrary to human na-
ture (Spetzler, et al.). Stress, time constraints,
and uncertainty can amplify this situation and
lead to mistakes that are difficult to overcome.

In a recent survey by the Department of Agri-
cultural Economics at the University of Nebras-
ka and the Nebraska Department of Agriculture,
it was revealed that 54% of Nebraska agricultural
producers are currently experiencing a great
amount of financial stress. In stressful times, it is
important to focus on making good decisions.
But, what do good decisions really look like? In
what follows, I draw on the work of Hammond,
et al. (1999) and Spetzler et al. (2016) to offer
seven characteristics of a good decision.

1. An appropriate decision frame

To make a good decision, you need more than
just a list of choices. An appropriate decision
frame captures the context in which you are
making the decision. This includes both the in-
ternal environment and the external environ-
ment in which you are making the decision.
Above all, it also includes the objective(s) you
are trying to accomplish by making the decision.
With an appropriate decision frame, you can
grow your list of choices as large as needed to
find the best alternative to get you from where
you are currently at to where you want to go

after making the decision.
&BMWW ]:IF
las .
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Take Home Points

A A good risk management culture leads to
good, informed decision-making.
I The focus is on achieving objectives.

I You should proactively looking for opportunities to
make smart choices.

I Donot be a purely reactiyv
A Good decision-making skills can be learned.
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Contact Info: JayParsons
jparsons4@unl.edu
103B Filley Hall, 4024721911
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