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Abstract

This paper evaluates the importance of short-run and long-run risk or
variability in direct government payments (commodity programs and con-
servation) and crop insurance on efficiency and productivity. First, the pri-
mal production function is estimated using double-heterogeneity stochastic
frontier analysis with decomposed pure random error (v) and one-side error
(u) that is linked to productivity and technical efficiency, respectively. Sec-
ond, two sets of alternative panel estimator of double-heterogeneity stochas-
tic frontier model is presented using pure random error (v) and one-side
error (u) independently to transform variables. An empirical application to
48 U.S. states for the period 1960 to 2004 suggests differences in parameter
coefficients of the production function and double-heterogeneity function.
In addition, the difference in the panel parameter coefficient is due to the
use of pure random error (v) and one-side error (u) to transform variables.
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