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Abstract 

 

Risk management is an essential part of the farm management process. Nowadays every farm has to pay a special 

attention to the risk management in order to make the right investments and limit the losses. The grain sector is well 

developed in Bulgaria and has a great contribution to the gross added value from all agricultural products. This 

study aims to examine the tools and strategies that are used by the Bulgarian grain producers to reduce the risk in 

their farms. As a result, the most used tools and combinations of instruments for managing the risk are examined, as 

well as the connections between the different tools and strategies. 

 

Key  words: agriculture, grain, risk, instruments, Bulgaria 

 

INTRODUCTION  
 

The process of risk management can be 

defined as a specific system which is 

responsible for the effectiveness of identifying 

and mitigating the threads (risks) and the 

consequences of their occurrence. The main 

reason for every farmer to take actions related 

to managing the risks are the potential 

financial losses [4]. An essential part of risk 

management is the decision to choose the 

appropriate risk management tools and 

strategies to protect the farm from bankruptcy 

as a result of a variety of unfortunate events 

[5]. The risk management process consists of 

five steps [1]. The first one is to identify the 

risk itself and its nature. The second step is to 

analyze the risk, which involves establishing 

the likelihood of occurrence and determining 

the magnitude of possible consequences, as 

well as the correlation between the occurrence 

frequency and the magnitude of losses. The 

next step is to assess the different risk 

management strategies that are relevant to the 

particular farm. It is followed by choosing the 

most suitable and effective strategy. The last 

step of the process is to control and monitor 

the selected strategies. According to [3] and 

[6] risk management strategies are divided in 

three main categories, taking in consideration 

the results from [9] and [10]: 

-Risk prevention - risk prevention strategies 

are in place prior to the occurrence of the risk 

event, with the aim of reducing the likelihood 

of the appearance of the risk; 

-Risk mitigation - as with risk prevention, 

these strategies are undertaken prior to the 

occurrence of the risk event, but their purpose 

is to reduce the potential negative impact on 

the farm; 

-Coping with risk - The aim of these strategies 

is to mitigate the impact of the risk once it has 

already occurred. 

Each of the strategies includes various 

compounds of tools for managing the risk 

(Table 1). 

 
Table 1. Strategies and tools for risk management 

Level/Strategy Farm-level Market level 

Risk prevention -Diversification 

-Risk avoidance 

-Maintaining liquid 

assets 

-Best practices 

-Staff training 

 

Risk mitigation -Informal 

cooperation 

-Sharing technical 

equipment 

-Vertical integration 

-Using derivatives 

-Production 

contracts 

-Insurance 
Coping with risk -Other employment 

-Mutual assistance 

-Seasonal migration 

-Cost reduction 

Borrowing money 

-Sale of assets 

-Income 

diversification 

-Using bank loans 

Source: Kirechev, D. (2013), Siegel, P. and Alwang, J., 
(1999). 
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MATERIALS AND METHODS  

 

The first part of the paper is based on a 

research of theoretical review on the authors 

working in the field of risk management in 

agriculture. In order to make classification of 

the usage of the risk management tools, data 

with the grain producers’ preferences needs to 

be collected. 

One of the most popular methods for 

gathering behavior information is by survey 

and there are four main methods to reach the 

target respondents [8]: 

-Face-to-face interview 

-Telephonic interview 

-Mail questions 

-Internet questions 

In this case the preferred method was the face-

to-face interview. 

The survey was held in 2018 as part of a 

scientific project [2] that is focused on the 

integrated approach of the risk management 

process in agriculture. The presented analysis 

is part of the dissemination of PhD thesis as 

well.  Based on the mentioned theory and the 

presented risk management tools in Table 1, 

each of the respondents was asked which of 

the instruments they had used during the last 

season. The farmers were asked to answer 

closed-ended questions only with “yes” or 

“no” whether they used any of the risk 

management tools. The instruments 

themselves are divided into two categories: on 

a farm and market level. 

 

RESULTS AND DISCUSSIONS 

 

The survey that was conducted aimed to cover 

farms that are harvesting 5% or more of the 

total area under wheat for the prior year 

(2017). As a result, 35 grain producers 

harvesting wheat from Bulgaria were 

interviewed and the needed data regarding the 

variety of risk management tools and 

strategies they had applied was collected. 

Below the results of the following analysis are 

presented and they are divided into two 

categories. 

Usage of tools for risk management on 

farm-level 

Fig. 1 is presenting the usage of farm-level 

instruments by the surveyed grain producers. 

 

Fig. 1. Usage of different tools for risk management on 

farm-level  

Source: Own calculation. 

 

The results from the survey indicate that the 

most used risk management tool during 2017 

among grain producers is diversification. 

Diversification is said to be applied by 76.7% 

of the surveyed farmers as the main risk 

prevention tool. Also, as part of the risk 

prevention strategy, used by more than half of 

the respondents, are the avoidance of risk, 

best agricultural practices and maintaining 

liquid assets (56.67%, 53.33%, 53.3% 

respectively). As a result, the risk prevention 

strategy becomes the most used method 

among survey respondents.  

The second most common strategy is risk 

mitigation, which includes tools as sharing 

technical equipment, warehouses and informal 

cooperation. Both of these tools are used by 

63% of the respondents, which qualifies them 

as the most used tools after the diversification 

one. Tools that are part of coping with risk 

strategy are the least applied methods by 

farmers, used by less than half of them. 

It was also analyzed the usage of a 

combination of two different tools. The results 

for the farm-level tools are presented in Table 

2.   

The two most used pairs of risk management 

tools are diversification with informal 

cooperation and informal cooperation with 

sharing technical equipment. 
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Table 2. Usage of different combinations of tools for risk management on farm-level 
           Tool 
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Diversification 100%           

2

. 

Informal cooperation 50.0% 100%          

3

. 

Sharing technical 

equipment 

46.7% 50.0% 100%         

4

. 

Risk avoidance 43.3% 33.3% 33.3% 100%        

5

. 

Maintaining liquid 

assets  

43.3% 30.0% 26.7% 43.3% 100%       

6

. 

Best agricultural 

practices 

40.0% 40.0% 33.3% 36.7% 40.0% 100%      

7

. 

Other employment 33.3% 40.0% 33.3% 16.7% 13.3% 23.3% 100%     

8

. 

Mutual assistance  30.0% 20.0% 16.7% 26.7% 33.3% 30.0% 13.3% 100%    

9

. 

Seasonal migration 20.0% 

 

10.0% 20.0% 13.3% 

 

13.3% 6.7% 10.0% 3.3% 100%   

1

0

. 

Cost reduction  20.0% 

 

16.7% 13.3% 26.7% 26.7% 20.0% 6.7% 23.3% 0% 100%  

1

1

. 

Borrowing money 20.0% 

 

16.7% 13.3% 26.7% 26.7% 20.0% 6.7% 23.3% 0% 26.7% 100% 

Source: Own calculation. 
 

Other commonly used combinations of two 

different instruments at the farm-level are: 

best agricultural practices with maintaining 

liquid assets; informal cooperation with the 

employment in other sectors of the economy; 

maintaining liquid assets with avoiding the 

exposure to risk. The surveyed farmers find 

that the usage of seasonal migration is 

incompatible with cost reduction and 

borrowing money from friends and 

neighbours. Also, only 13% of the farmers 

have other employment and maintain liquid 

assets at the same time. On the other hand, 

92% of the farmers who have other 

employment outside of agriculture use 

informal cooperation with other farmers as a 

risk mitigation tool. During the analysis were 

made additional calculations on how much of 

the farmers using one specific tool are using 

the rest of the tools as well. The tables with 

the calculations are not shown in this paper 

but some of the results are mentioned.  

This comes from their side employment and 

the limited time they have to fulfill all their 

farm-related obligations. 

The relationship between the sharing some of 

the technical equipment and inventories tool 

among farmers and the mutual assistance tool 

can be described as average, meaning that 

42% of the respondents who are relying on 

mutual assistance tend to share their 

equipment and inventory with other farmers. 

On the contrarily, only 26% of the farmers 

who share their equipment use mutual 

assistance as a tool. This can be explained to 

some extent by the fact that the farmers who 

share their machines and inventory in some 

cases have a written or oral agreement with 

the other farmer. It is also possible for them to 

share the costs of purchasing and maintaining 

the machines. Thus, farmers who seek help 

from their colleagues to mitigate the 

consequences of risky events are more likely 

to do so accidentally and without negotiation. 

All of the farmers who said that they were 

using the cost reduction as a tool also 

indicated that they borrowed money from 

friends or others and are accounting for 

almost 27% of all respondents. The same 

portion of respondents indicates that they 

have used risk avoidance and maintain liquid 

assets. In this case, 87.5% of them also used 

assistance from other farmers (mutual 
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assistance) to cope with the effects of risk 

events. 

Usage of tools for risk management on 

market level 

The same analysis was made for the market 

level tools (Fig. 2) where the results show that 

the most popular tool used by 70% of the 

respondents is the bank credit. The second 

and fourth most used tools are the sale of 

assets (63.33%) and income diversification 

(53.33%). The usage of those three 

instruments forms the strategy for coping with 

the risk as the most preferred strategy on 

market level by the Bulgarian grain producers. 

 

 
Fig. 2. Usage of different tools for risk management on 

market level  

Source: Own calculation. 

 

The tools from the second most used strategy 

for mitigating the risk on market level are as 

follows: production contract (56.67%), 

vertical integration (53.33%), insurance 

(30%) and the usage of derivatives (30%). 

The staff training, which is part of the strategy 

for preventing the risk, is used by 40% of the 

farmers.  

In Table 3 are presented the combinations of 

different tools on market level, which are used 

together at the same time by the farmers. As 

most used combinations were pointed the 

usage of bank loans with sales of assets 

(46.7%) and using bank loans with income 

diversification (43.3%). While the least used 

pairs of tools are the insurance with using 

derivatives (3.3%) and sale of assets with 

using derivatives (6.7%). 

Most of the farmers (67%) who are using 

bank loans are selling some of their assets as 

well, while only 29% of those same farmers 

(who are using bank loans) tend to use 

derivatives. Also, 77.8% of the farmers who 

insured their crops are using production 

contracts. 

Table 3. Usage of different combinations of tools for risk management on market level 
           Tool 
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By analyzing the relation between the tools at 

farm and market levels, it can be concluded 

that everyone who uses insurance as a risk 

management tool, also diversifies their 

production. Besides that, 92% of the farmers 

who invest in providing a proper training 

programme for their employees also use 

diversification as a tool for risk management. 

Furthermore, well-established is that 88% of 

people who borrow money from friends and 

acquaintances also take out loans from banks. 

 

CONCLUSIONS 

 

After examining the usage of the different risk 

management tools, it was found that no single 

farm utilizes all the available tools. However, 

the surveyed grain producers were familiar 
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with all of the mentioned tools and had some 

basic knowledge about them. 

The most popular strategies turned out to be 

different on farm and market level. The 

surveyed farmers are tending to use risk 

management tools from the risk prevention 

strategy on farm-level, while on market level 

they prefer to use the tools for coping with the 

risk. The most used instrument on farm and 

market level are the diversification and the 

bank loans respectively.  

Although insurance is mentioned as one of the 

most popular and effective instrument in 

different risk management studies, in this 

survey the results show that is one of the least 

used tools from the Bulgarian grain producers.    

The process of risk management describes 

farm decisions on how they should deal or 

face various risks if they occur. Based on the 

research it can be concluded that all of the 

surveyed grain producers are using different 

risk management toolkits and strategy mixes 

to fit the specific needs of their farm. 
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