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1) Non point resource pollution
3) Conditional profit function
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Measuring and Comparing Information Value and Risk Premium in
Agricultural Production: A Case Study

Abstract

Non point source pollution has became an important issue in agricultural
production, in particular, with applying nitrate fertilizer. However, this type of
pollution may be reduced by using the soil information in a targeting agricultural
production practice. Regarding with risk aversion properties in farmers behavior,
preparing private information has cost for them. So, determining the information
value is important beside calculating the risk premium. In this paper, a two stage
process was applied for wheat production in Marvdasht, Fasa, Darab, Eghlid and
Sarvestan in Fars province. To estimate a conditional profit function, available
nitrate to the crop was used in two stages, before planting stage and after the
application of split nitrogen. Risk premium.regarding with several relative risk
aversion coefficients was computed "and its relationship with profit was
investigated. Finally value of framer's information was measured. The results
showed that risk premiums regarding with relative risk aversion coefficients of
0.5, 1, 2, 3 and 4 were equal with 2.7, 5.6, 9.6, 13.4 and 17.5 percentage of
farmers profit, respectively. Also, information value for above coefficients were
respectively -6.5, 7.9, 13.8,716.2 and 21.6 percentage of farmers profit. The sum
of risk premium and information value of profit, regarding with different
coefficients account for about -3.8, 13.5, 23.4, 29.6 and 39.1 percent. These
values provide some important evidences which neglecting information
processing by farmers.in two production stages may lead to conclude that risk
aversion behavior is the main determinant in nitrogen application decision.
However, information. value is also important to make decisions in risky
production conditions.

Key Word: Relative risk aversion, Risk premium, Information value,
Nitrate fertilizer
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