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ABSTRACT

This study was conducted with the following two objectives in mind.

First, it was conducted to find out the difference between the volatility risk
and downside risk of farm price and check out the validity of the method of
measuring the downside risk and the proper control level of the target price
for the loss compensation policy.

Second, the study was conducted to analyze the effect and limitation of the
loss compensation policy on the real loss of the individual farm. This also
means the structural limitation of the loss compensation policy using the
single index in order to find out the economic meaning of the solution for the
downside risk for the individual farm.

The study was conducted by the following analysis method and features.
Prior to the empirical analysis, the classification, system, definition, and risk
measuring method in the conventional economy were researched using the
prior research documents and advance researches. In addition, the domestic
and overseas studies on the description, action principle and compensation
method of the loss compensation policies against the price drop were studied.
Based on the review of the advance studies, the theoretical analysis was
conducted on the inconsistency between the loss compensation policies and
the real losses.

The empirical analysis targeted the mandarin and carrot widely cultivated
in Jeju area. As the data for the empirical analysis, the daily auction prices
made in Garak Wholesale Market during 206 to 2015 and the production cost
were used. In addition, depending on the requirement for the analysis, the
nominal price and the real price using the deflator were also used.

The downside risk was measured by the SD (semi-deviation) and SCV



(semi-CV). In addition, the target price was set using the b-year average
Olympic basic target price, cost or production based target price and the
operation cost of production. The empirical analysis was made to find out the
proper control level of the target price and the changes in the losses for the
individual farm before and after the implementation of the losses
compensation policy.

The findings from the study can be summarized as follows.

First, the analysis of CV (coefficient of variation) and SCV p(downside
semi-CV)shows that the coefficient which well reflects the farmer s losses
due to the fall in the market price is the SCVyp. In addition, the basic target
price for b-year average Olympic basic target price which is currently widely
used for the political reasons was found to not properly compensate the re al
losses caused by the market price down of the agricultural products. In
addition, it was found that the size of downside risk of the tangerine and
carrot measured using the target price based on the production cost and
management cost gets bigger. In addition, it was found that the carrot is
more relatively exposed to the downside risks.

Second, it was found that the loss compensation leads to inconsistency in
the target farms for the political compensation and inconsistency in the size
of the political compensation. These inconsistencies get bigger as the target
price rises. It was also found that among them, the size of the political
compensation is big for the farmers who do not have real loses and that its
size gets bigger along with the rise in the target price. It was found that the
farmers who did not get the political compensation though they hadreal losses
were those who tried to get a high sale price with high production cost. It
was confirmed that the current loss compensation policy does not guarantee a
compensation for them at all.

Third, it was found in the additional discussion that the loss compensation

policy based on the target price has the same structure as the basis risk



which happens in the weather index-based insurance using the single index.

From the long term and total perspectives, the results of the study show
the following implications. For the measuring of the downside risk of
agricultural price and the implementation of the compensation policy based on
the real losses for the individual farmers, the research system for the
production cost should be newly established focusing on the specialized items
and regions of the farms. It is thought that, if it is conducted in cooperation
with the observation project of the specialized local agricultural product, its
effect would be enhanced.

In addition, as the currently used loss compensation policy has the
limitation of structural inconsistency, it should be used only in a temporary
and limited way. Instead, more focus should be made on the design of the
system which can reflect the real losses for the individual farm.

In addition, it was inferred that the structural limitation of the loss
compensation policy such as “inconsistency in the target and inconsistency in
the size” can be reduced by either enhancing the homogeneity of the feature
of the farms by narrowing the target scope or changing the trigger condition
from the single-index to the multi-index. The study on these topics would be

made in future researches.

¥ key word : price risk, downside risk, loss, compensation policy, target price
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<3 [0-5> Target Price in 2008 Farm Bill and Reference Price in
2014 Farm Bill

Target Price

Reference Price

Commodity Unit in 2008 FarmBill | in 2014 FarmBill
Wheat $/Bushel 417 55
Corn $/Bushel 2.63 37

Grain sorghum $/Bushel 2.63 3.95
Barley $/Bushel 2.63 495
Oats $/Bushel 1.79 24

Upland cotton $/Pound 0.7125 -

Long-grain Rice $/Hundredweight 10.5 14

Medium-grain Rice | $/Hundredweight 105 14
Peanuts $/Ton 495 535
Soybeans $/Bushel 6 84
Other oilseeds $/Hundredweight 12.68 20.15
Dry peas $/Hundredweight 8.32 11
Lentils $/Hundredweight 12.81 19.97
Small chickpeas $/Hundredweight 10.36 19.04
Large chickpeas $/Hundredweight 12.81 21.54

A& 1 CRS(2014), The 2014 Farm Bill: A Comparison of the Conference Agreemnet with the Senate
Passed Bill(S. 954) and House Reportted Bill(H.R. 2642)
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