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Abstract

Building on an extension of Prospect Theory (Kahneman and Tversky, 1979, 1992) proposed
by Készegi and Rabin (2007), we show that loss averse farmers exhibit strong aversion toward
crop health risks when pesticide prices are relatively low. Indeed, the cheaper the pesticides,
the higher the crop protection levels farmers refer to when considering pesticide sprays, and the
more they feel that choosing low crop protection levels entails unacceptable risk taking. Our
analysis also suggests that pesticide prices play a more important role in farmers’ crop protec-

tion choices than previously recognized.
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