
EVALUATING RISK MANAGEMENT STRATEGIES: EVALUATING RISK MANAGEMENT STRATEGIES: 
Making decisions looking in the rear-view mirror Making decisions looking in the rear-view mirror 

arm and ranch decision makers make thousands of decisions every day. These decisions shape 
lives and determine futures, some of them in very significant ways. However, some argue that the 

ability to make good, quality decisions is contrary to human nature (Spetzler, et al.). Stress, time 
constraints, and uncertainty can amplify this situation and lead to mistakes that are difficult to overcome. 
The following draws from the work of Hammond, et al. (1999) and Spetzler et al. (2016) to present the 
seven characteristics of good decisions (Seven 
Characteristics of a Good Decision. Cornhusker 
Economics. Parsons. 2016). 

An appropriate decision frame 
To make a good decision, decision makers need 
more than just a list of choices. An appropriate 
decision frame captures the context in which 
the decision is being made. This includes both 
the internal environment and the external 
environment. Above all, it also includes the 
objective(s) the decision maker is trying to 
accomplish by making the decision. With an 
appropriate decision frame, the list of choices can 
be as large as needed to find the best alternative. 

Clear values to adhere to  
and objectives to accomplish 
Identifying the objective(s) to accomplish is part 
of properly framing a decision. These objectives 
need to be clear and align with the decision 
maker’s values. Why is this so important? Because 
the objectives form the decision criteria, help 

determine what information to seek, help explain the decision choice to others, 
and help determine how important the decision is to the people involved, as 

well as how much time and effort should be spent in making it. Looking back 
on a decision, the decision maker should clearly see how the choice made 
helped fulfill key objectives and adhere to the values better than the other 
alternatives available at the time. 

Creative alternatives to choose from 
Two basic principles should be kept in mind when generating alternative 

choices: First, the choice selected can never be better than the best of the 
alternatives available to choose from. Second, the decision maker can never 
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What is risk management?
Most people would prefer certainty over uncertainty and risk in many aspects of life. 
However, almost nothing is certain and, instead, uncertainty should be expected. Risk 
management can be thought of as one or more strategies created with the goal of 
reducing the consequences of negative outcomes, or to increase the likelihood of positive 
outcomes.

Process for risk management
A good risk management process 
can be used and re-used on a 
regular basis as a part of making 
management decisions. It starts 
by establishing where you are and 
where you want to go. This involves 
describing the internal and external 
contexts within which the decisions 
are made. 

Steps within a risk management 
process should include: 

1. Establish Context, including: 
a. internal context, b. external 
context, and c. objectives involved 
or risk criteria; 2. Risk Assessment, 
including: a. risk identification, b. 
risk analysis, and c. risk evaluation; 
and 3. Treatment Implementation, 
including: a. describe treatment 
options, b. evaluate treatment 
effectiveness, c. select treatment, 
d. implement treatment; These 
steps will ideally be completed 
within a context of ongoing: 
Communication and Consultation, 
as well as Monitoring and Review.
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Farm and ranch decision makers make thousands of decisions every day. These decisions 
shape lives and determine futures, some of them in very significant ways. However, some 
argue that the ability to make good quality decisions is contrary to human nature (Spetzler, 
et al.). Stress, time constraints, and uncertainty can amplify this situation and lead to mistakes 
that are difficult to overcome. The following draws from the work of Hammond, et al. (1999) 
and Spetzler et al. (2016) to present the seven characteristics of good decisions (Seven 
Characteristics of a Good Decision. Cornhusker Economics. Parsons. 2016).

An appropriate decision frame 
To make a good decision, decision makers need more than just a 
list of choices. An appropriate decision frame captures the context 
in which the decision is being made. This includes both the internal 
environment and the external environment. Above all, it also 
includes the objective(s) the decision maker is trying to accomplish 
by making the decision. With an appropriate decision frame, the list 
of choices can be as large as needed to find the best alternative. 

Clear values to adhere to and objectives to accomplish 
Identifying the objective(s) to accomplish is part of properly framing a decision. These 
objectives need to be clear and align with the decision maker’s values. Why is this so 
important? Because the objectives form the decision criteria, help determine what 
information to seek, help explain the decision choice to others, and help determine how 
important the decision is to the people involved, as well as how much time and effort 
should be spent in making it. Looking back on a decision, the decision maker should 
clearly see how the choice made helped fulfill key objectives and adhere to the values 
better than the other alternatives available at the time. 

Creative alternatives to choose from 
Two basic principles should be kept in mind when generating alternative choices: First, 
the choice selected can never be better than the best of the alternatives available to 
choose from. Second, the decision maker can never choose an alternative not considered. 
Looking back on a decision, the decision maker wants to be able to say that he/she 
generated an innovative list of alternatives, thought outside the box, and iterated some 
original alternatives into better alternatives. It is much better to have too many bad 
alternatives on the list than not enough good ones. At the end of the day, it is much easier 
to make a good decision when trying to decide between several good choices.

4. EVALUATING DECISIONS LOOKING 
     IN THE REAR-VIEW MIRROR
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Good information 
We live in the information age, but determining which information is important and 
reliable can sometimes be a challenge. Individuals can easily become overwhelmed with 
information that is either not reliable or not relevant to the decision. A good decision 
uses reliable and relevant information, while properly accounting for uncertainties. A laser 
focus on the objectives can help achieve this task. 

It is also important to remember that there are no future facts. At best, good factual 
information only describes the present and the past. Decisions are concerned about the 
future, and the future is full of uncertainties. The manager should use experts wisely to 
help gather relevant information about what the future could look like, but do so with a 
realistic view concerning uncertainty. When looking back on a decision, a manager wants 
to be able to say that all the relevant facts available at the time and the best information 
about what the future could hold were incorporated when making the choice. 

Clear tradeoffs and sound reasoning 
One of the most difficult challenges in making decisions is grappling with tradeoffs 
involving multiple objectives. This is one of the reasons people often try to monetize 
everything and treat decisions as profit maximizing choices. However, seldom can this 
be done without some difficult discussions about what something is worth. In other 
words, grappling with tradeoffs between objectives can be difficult and requires sound 
reasoning. For example, if it is more important to have the capacity to harvest a crop 
within 10 days than it is to save $2,000 in interest, then that should be reflected in the 
reasoning used to make the decision. 

Sound reasoning and 
evaluating tradeoffs also 
extends to consideration of 
downstream decisions. A 
decision made today usually 
impacts future decision 
opportunities and available 
choices. 

Decision trees can be useful 
in describing connections 
between alternative choices 
under consideration and 
the impact they have on 
downstream decisions. 

choose an alternative not considered. Looking back on a decision, the decision maker wants to be able to say 
that he/she generated an innovative list of alternatives, thought outside the box, and iterated some original 
alternatives into better alternatives. It is much better to have too many bad alternatives on the list than not 
enough good ones. At the end of the day, it is much easier to make a good decision when trying to decide 
between several good choices. 

Good information 
We live in the information age, but determining which information is important and reliable can sometimes 
be a challenge. Individuals can easily become overwhelmed with information that is either not reliable or not 
relevant to the decision. A good decision uses reliable and relevant information, while properly accounting for 
uncertainties. A laser focus on the objectives can help achieve this task. 
 It is also important to remember that there are no future facts. At 
best, factual information only describes the 
present and the past. Decisions are concerned 
about the future and the future is full of 
uncertainties. The manager should use 
experts wisely to help gather relevant 
information about what the future could 
look like, but do so with a realistic 
view concerning uncertainty. When 
looking back on a decision, a 
manager wants to be able to say that 
all the relevant facts available at the 
time and the best information about 
what the future could hold were 
incorporated when making the choice. 

Clear tradeoffs and sound reasoning 
One of the most difficult challenges in 
making decisions is grappling with tradeoffs 
involving multiple objectives. This is one of the 
reasons people often try to monetize everything 
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Describing risk outcomes
To better understand and communicate risk outcomes and their likelihood when a 
particular action is taken, it can be worth learning a few basic statistical concepts. 
A histogram is simply a graph with a bar for each possible outcome that is as tall as 
its probability. In the case of a graph depicting a coin toss, each bar is 0.5 high.  The 
probabilities for all of the outcomes will always add up to 1.0.

This simple coin-toss example 
can be expanded by adding 
additional bars when there 
are more outcomes. 

Consider rolling a pair of dice. 
The possible outcomes are 2, 
3, 4, 5, 6, 7, 8, 9, 10, 11 and 12. 
Only one combination yields 
a 2 and only one combination 
would deliver a 12. But there 
are six combinations that 
yield a roll of 7. The outcomes 
-- numbers between 2 and 
12 – can be plotted in a 
histogram. The vertical axis 
measures the number of rolls 
that leads to those numbers. 
If the tops of the bars are 
connected with a solid line, 
the result is known as a 
probability density function 
(PDF). A PDF is one way to 
describe risk outcomes and 
likelihoods. Most people 
know a PDF by the term 
bell-shaped curve and have 
likely seen one in a textbook 
somewhere.



and treat decisions as profit maximizing choices. However, seldom can this be done without 
some difficult discussions about what something is worth. In other words, grappling 
with tradeoffs between objectives can be difficult and requires sound reasoning. For 
example, if it is more important to have the capacity to harvest a crop within 10 
days than it is to save $2,000 in interest, then that should be reflected in the 
reasoning used to make the decision. 
 Sound reasoning and evaluating tradeoffs also extends to 
consideration of downstream decisions. A decision made today 
usually impacts future decision opportunities and available choices. 
Decision trees can be useful in describing connections between 
alternative choices under consideration and the impact they have 
on downstream decisions. 
 Finally, these tradeoffs and reasoning take place in a world 
that is filled with uncertainty. This must also be reflected in the 
process. Appropriate scales should be used and the tradeoffs should 
reflect the accuracy of those scales. It is sound reasoning to treat 
two values as equal if they are close enough given the uncertainty 
surrounding them. As a decision is considered, the decision maker 
will want to say that sound reasoning was used in evaluating how 
well each alternative choice would help accomplish the objectives 
for making the decision. 

Choice alignment with values and objectives 
Good decisions are choices that are well-aligned with the decision maker’s values and objectives. These important 
factors may be forgotten when assessing alternatives or making a final selection. Often, it is too easy to focus 
on a single objective that begins to dominate the selection process. A quick reflection on choice alignment with 
values and objectives can help prevent the decision from mirroring an imbalance among the priorities. 

Committed implementation 
Finally, a good decision must be accompanied by a commitment to implement it. When the decision maker 
evaluates the decision, she/he should carefully consider on how committed they are to fully implement the 
choice. The decision maker will want to be able to say that the choice was implemented completely and that a 
committed effort was made to make it a success. 
 It is important to realize that even with all seven of these characteristics in place, good decisions can still 
lead to bad outcomes because of uncertainty. That is why the quality of a decision should not be judged solely 
on the results. Results are obviously important, but habits that produce these seven characteristics of good 
choices are even more important because they will more consistently produce good results. 

See RightRisk.org under Courses > 
Evaluating Risk Strategies tab for more details.
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~ Other RightRisk News ~~ Other RightRisk News ~

News Release - JUNE 7 | RightRisk

Federal Reserve Beige Book: Summary on the Ag Sector
   ECONOMIC ACTIVITY was little changed overall in April and early May. Four Districts reported 
small increases in activity, six no change, and two slight to moderate declines. Expectations for future 
growth deteriorated a little, though contacts still largely expected a further expansion in activity . . .

For more see:  RightRisk.org\News
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Evaluating strategies
Risk management is a necessary, but sometimes frustrating, activity. Very good risk 
management strategies can still lead to bad outcomes because of the uncertainty 
involved with how the future will actually turn out. That is why it is important to judge 
the quality of a risk management strategy on the information available at the time the 
strategy is selected and not solely on the final results. 

Results are obviously important, but even high-quality risk 
management strategies don’t come with guarantees in the 
face of significant uncertainty. However, they should lead to 
more positive results more consistently. 

Another point to keep in mind is that a strategy is not 
carried-out by a single decision. As such, a series of decisions 
is required to keep things on track to achieve the desired 
outcome. Multiple decision points require management 
to remain committed to the strategy across time and in 
the face of changing conditions. As a result, strategies can 
fail for a number of reasons, but likely most often flounder 
where decision points across time do not add up to provide 
consistent support for the strategy selected. This would be 
especially true where various decisions are made and carried 
out by more than one member of the management team. 
Where there are more individuals involved, the greater the 
variation in understanding of the level of commitment and 
the level of personal conviction by the individuals that the 
selected strategy is the best course forward.

It may seem elementary, but it is worth repeating. Good strategies don’t always work 
out. It is okay to consider past results when making the next decision, but don’t let them 
suggest that a better choice was available for the previous decision. Risk management 
strategies are focused on the future. Too much focus on the past can lead to biased 
decisions and fatal results. Just because a cropping decision turned out poorly does not 
mean that the entire crop rotation must be reconfigured.
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Highlighted Publication:  Highlighted Publication:  
Evaluating Risk StrategiesEvaluating Risk Strategies
    An eBook designed to accompany the Evaluating Risk Strategies online module. Over 30 
pages provide an introduction to risk strategies and sources of risk, risk terminology, and how 
is risk estimated, risk management strategies, what a strategy is, risk management goals and 
objectives, policies and plans, evaluating risk strategies, evaluating decisions, recognizing stra-
tegic decisions, changing strategies, and quantifying variations in outcomes, as well as evaluat-
ing decisions looking in the rearview mirror, and how to tell if a strategy successful.

To read more or to access the text, see: 
RightRisk.org > Courses > Evaluating Risk Strategies
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