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Abstract

This  paper  proposes  a modeling  approach  to  evaluate  the  impact  of economic  policies on  the decision

maker’s  behavior.  This  modeling  approach  incorporates  the agent’s  preferences,  estimated  through  utility

elicitation  methods,  into the  objective  function  of  a  discrete  sequential  stochastic  programming  model  that

describes  the uncertainties  and the constraints  faced  by  the decision  maker.  Our approach  was  applied  to  nine

farmers  of  Portugal. The  elicitation  of  the farmers’  preferences  reveals  that the  Cumulative  Prospect  Theory

is  relevant  to  describe  the farmers’  behavior  under  risk.  Our programming  model was  used  to evaluate  the

impact  of  the  Common  Agricultural  Policy  with partial  and  full  decoupling  of subsidies.

©  2011  Society  for  Policy  Modeling.  Published  by  Elsevier  Inc.  All  rights  reserved.

JEL classification: C61; D81; Q18

Keywords: Cumulative Prospect Theory; Common Agricultural Policy; Discrete sequential stochastic programming

model; Utility Theory

1.  Introduction

The  prediction  of  the  impact  of  economic  policies  is  a difficult  task.  One  way  of dealing  with

this task  is  to construct  a  model that  describes  well  the  way  in  which  the  economic  agents  act  and
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