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Application of Probabilistic Frontier
Production Function - An Example of
Tung-Shan Tea Production

Yue-Fang Wen' Chao-Huan Wang2
1. Department of Applied Economics, National Ilan Institute of Technology

2. Department of Forestry, National Ilan Institute of Technology

Abstract

As a kind of healthy drink, tea is one of the three most popular drink in the world.
Due to the highly increased production cost and small business scale, the tea industry
of Taiwan is getting weaker to compete internationally. Especially at this moment, the
government is eager to join the World Trade Organization (WTQ), which will cause
great impact to the tea industry in Taiwan. To solve the problem, the mission of first
priority is to reduce the cost, increase production efficiency, and establish the
complete cooperated marketing system. By taking an example of Tung-Shan tea
production, this research took the view of probabilistic frontier production function,
and use the data from questionnairs to estimate the production in which the
production factors of labor, land, capital and management were included. In the form
of Translog function, the result of estimation indicated that interaction of land and
capital inputs existed, positively related to the production. Besides, it also showed the
first order of labor input was positively related to production, but the second order of
labor input were negatively related to production, that meant there was limit for labor
input. When the labor input was excess, which not only could not increase the
production, but also decrease the production level. The study of individual managerial
factor and index of production efficiency were also covered in this paper.

Key Words: Probabilistic frontier production function, Managerial factor, Index of
production efficiency
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