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Abstract

Plant variety rights assist crop breeders to appropriate returns from new
varieties and incentivise varietal improvement. Royalties are one form of
plant variety rights and this dissertation asks which combination of the
available royalty instruments is best from the perspective of consumers,
farmers, crop breeders, and the overall economy.

We use a game-theoretic approach to model strategic interactions be-
tween breeders and farmers. The model allows farmer privilege, whereby
farmers save seed one year to plant in the future, and we show a point-
of-sale royalty with either or both of the remaining royalties is optimal,
whether or not we allow the possibility of farmers under-paying royalties
through under-declaring output or saved seed.

We also develop a Principal-Agent model, in which risk-neutral breed-
ers share the risk with risk-averse farmers. In this model, the optimum
royalty depends on various parameters, including the costs of compliance

and enforcement.

KEYWORDS: game-theory; economic model; end-point royalty; point-

of-sale royalty; saved seed; farmer privilege; principal-agent model.
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Symbols

Game-theoretic models

a enforcement costs parameter, a > 0, $

b proportion of farm sown to bought, new, seed, b € [0, 1]; may
be indexed by time period ¢

C farmer’s costs, $

d output-declaration rate, d € [0, 1]

f fine factor on cheating , f > 1

F production function of wheat

g marginal breeding cost, g > 0, $ per kilogram of seed
produced

K tixed cost of wheat breeding, $

m saved-seed declaration rate, m € [0, 1]

P, point-of-sale royalty, P, > 0, $ per kilogram of bought seed

P, saved-seed royalty, P, > 0, $ per kilogram of seed saved

q quality of new, bought, seed, tonnes of output per unit area

q quality of the seed mix, tonnes of output per unit area; may be
indexed by time period ¢

Q production, output of wheat, tonnes; may be indexed by time
period ¢

r end-point royalty rate, r € [0, 1], $ per tonne of output

X enforcement cost function, $

Greek symbols

B discount factor, 5 € [0, 1]

¢ probability of the farmer being investigated, ¢ € [0, 1]

(0 seeding rate, tonnes of seed per unit area sown, ¢ > 0

T profit of the farmer, $; may be indexed by time period ¢

B profit of the breeder, $; may be indexed by time period ¢

II discounted sum of future expected profits of farmer, $

0 quality of saved seed relative to new seed, § € (0,1)
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Principal-Agent models
marginal enforcement costs, $ per kilogram of seed
fixed enforcement costs, $
quantity of seed bought by the farmer, kilograms
cost parameter of wheat growing, $ per kilogram? of seed
input
effort of the farmer in labour units
production function of wheat
marginal cost of wheat breeding, $ per kilogram of seed
marginal product of farmer effort, tonnes of output per unit of
labour effort
fixed cost of wheat breeding, $
license fee, fixed up—front payment, $
risk premium
numeraire unit of money = output price
point-of-sale royalty, p > 0, $ per kilogram of bought seed
production, output of wheat, tonnes
end-point royalty rate, € [0, 1], $ per tonne of output
marginal product of seed, $ of output per kilogram of seed
certainty equivalent of the farmer’s wealth; Z is such that
EU(Y)=U(Z),it Y denotes the farmer’s wealth, $
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Greek symbols

€ uncertainty of production, a random variable with mean 0
and variance o2, $ of output per kilogram of input

v coefficient of risk aversion of the farmer

" profit of the farmer, $

TR profit of the breeder, $

o? variance of ¢, ($ per kilogram of seed)?
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