AN ECONOMETRIC MODEL OF THE GRAZING

LIVESTOCK SECTOR OF U.,K. AGRICULTURE.

by

David D. Mainland, B.Se.

Submitted for the Degree of Doctor of Philosophy

University of Edinburgh ' July, 1974




I confirm that this thesis was composed

by myself and that the work is my own.

Signed



oUMNARY

The primary aim is to formulate, estimate and test a semi annual
"Econometric Model of the Grazing Livestock Sector of U.K. Agriculture"
with the ability to produce short term forecasts of the numbers of
livestock and the numbers of stock slaughtered. A secondary objective
is the use of the model for an examination of agricultural policy issues.

After the introduction a general description of U.K. agriculture
islgiven. A review of relevant models and particularly the "Nerlove
Model" is carried out. The latter is judged not representative of the
lagged response of livestock production, and applied models are found
to be underspecified in terms of reveﬁue, cost and competitive relation-
ships, thus mgking them inadequate for forecasting under the future
conditions of rapidly changing agricultural policy.

Theoretical production and store livestock price models are then
formulated. The basis of the former is a system of simultaneous equa-
tions to represent competition for scarce resounces, incorporating a

.
logarithmic formation of revenue relative to cost for each product to
represent decreasing production response and a time trend to allow for
improving efficiency with time. The store livestock price model assumes
that store livestock price is based on producers expectation of future
fatstock price and production cost.

A discussion on the adequacy and the use of available statistical
material for the model follows. Published statistics on heifers in
calf are reformulated by algebraic and statistical methods so as to
glve the numbers of heifers calving six monthly.

In the empirical model constructed equations are given determining
the numbers of dairy cows, beef cows, ewe flock, dairy heifers calving,
beef heifers calving, calves retained for breeding, calves aged up to

gix months, dairy calves slaushtered, fat cattle slaughtered, cows



slaughtered, lambs slaughtered, ewes slaughtered, and determining store
lamb price, calf price, cow price and ewe price. Important features of
the model are a production time lag in the breeding stock equations
based on the time taken to rear replacement breeding stock; the compet-
itive relationship between dairy cows, beef cows and ewes for resources
(shown by simultaneous equations); the competitive relationship between
breeding cows and fattening cattle (shown by a price ratio); the differ-
ent influences on production of livestock prices, livestock subsidies
and general grants and subsidies; the detailed specification of the
breeding stock equations with regard to revenue, cost and competitive
relationships; the absence of any evidence of improving economic effic-
iency in sheep farming; the competitive influence of dairy cows on the
proportion of dairy calves retained; and the inclusion of feed price
changes in the equation for fat caltle slaughtered.

The model is adapted fo:r forecasting by ordering the estimated
equations by time sequence of events and imposing constraints on the
growth rate of the ewe flock and on the reductioﬁ‘in the proportion
of dairy calves slaughtered. Six monthly "historical predictions" are
made over the period June 1970 = Dec. 1972 and also a thirty month

prediction. The accuracy of the forecasts is measured using appropriate

tests,

A consideration of agricultural policy matters shows that the effect
of a change in support for either dairy, beef or sheep cannot be con-
pidereé in isolation from the remaining two, end that increases in fat
cattle price can reduce the numbers of dairy calves aslaughtered and so
increase resource use efficiency. Explanation for the high price of
beef during the end of 1972 i given and also reasons for a long term

decline in the ewe flock.
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CHAPTER 1

INTRODUCT ION

The aim of this work has been to construct a model of the grazing
livestock sector of UK agriculture. Its completion coincides with a
radical alteration in the affairs of the United Kingdom. Now that we
are a member of the Eurbpean Economic Community (EEC), we can no
lohger determine our own agricultural policy. Instead agricultural
policy is determined by the collective will of all EEC member count-—
ries. Because the agricultural policy of the EEC must adhere to the
Treaty of Rome, and because the Treaty of Rome and existing agricultu-
ral policy in the Common Market was formulated before the membership
of the UK, entry into the EEC necessitates large changes in the
systems of support for UK agriculture, This has lad to a minor spate
of publications purporting to show tha levels of output from United
Kingdom agriculture under the Common Agriculturai Policy (CAP). The
need for such projections has been expressed by Mansholt, the Vice
president of the Commission of the European Communities (McFarquhar,
AM.M., 1971 p.v.). He stated that "More than ever there is now a
general recognition among those concerned with agricultural policy of
a neéd for projections with regard to production and consumption qf
agricultural products, as a contribution to the solution of the prob-
leme of disequilibrium between production and consumption and of the
problems of low incomes in farming". Certainly disequilibrium has
occurred within the LEC, an excellent example belng the famous
"butter mountain'", The United Kingdom does not have a faultless re-—
cord either. In December and January of 19?2/73 a shortage of beef
supplies and soaring beef prices led to the Prime linister appointing
a committee to "report urgently on the factuel situation relating to

beef supplies, With particular reference to prices" (Financial Times
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newspaper 8th-12th January, 1973). Part of the UK problem could be
attributed to the global supply and demand situation for beef. As
agricultural systems differ widely from country to country, in order to
obtain global projections for supply and demand separate projections
have to be made for each individual country. This thesis can be regardec
as a small contribution towards the total volume oI work required.

The sector of study, i.e. grazing livestock, can be regarded as
being largely independent oi other agricultural sectors and as produc-
tion cannot respond immediately to price changes, it can be analysed
sepafately from demand, The grazing livestock sector also contains
within it several competing agricultural enterprises. This sector has
therefore offered plenty of scope for the development of msthodology,
while being independent enouch to allow for a separate analysis..

The aim has been to model tie grazing liveétock sector in some det-
ail by econometric methods up to the stage of evgntual slaughter of
livestock, particular attention being devoted to the adequate represen-
tation of the breeding stock system, because this goes a long way to
ensuring reasonable forecasts of the numbers of livestock slaughtered.
Because of the change in agricultural policy brought about by the
adoption of CAP, it has been important to ensure that allowance is
made for competitive relationships between agricultural products, and
also that a detailed allowance be made for sources of revenue and costs.

The sfudy consists of the examination of existing econometric
models of the grazing livestock ssctor of UK agriculture, the retform-
ulation of theoretical models where neceéssary, the estimation of the
model (over a pre BEC entry period), the testing of the model over a
historical forecast period (up to EEC entry period), & consideration

of agricultural policy and the drawing of conclusione,



CHAPTER ITI

UNITED KINGDCM AGRICULTURE: GENERAL DESCRIPTION

Interraction of Agricultural Enterprises

The type of agriculture that has evolved in the UK consists of
many interractions between agricpltural enterprises.

Hill farmers tend to specialise in keeping cows and ewes for
breeding purposes. The progeny, the calves and 1gmbs, if not required
for retention as future breeding stock are mostly finished as mature
animals on the richer lands of the Lowland farms. Daify farms are
also a source of calves. Those calves not required as potential bree-
ding stock are sold either for immediate slaughter, for feeding into
veal calves, or for rearing and fattening for beef. Some of the food
necessary for the feeding of livestock is usually purchased. This
purchased food would have been grown either by arable farmeralin this
country or overseas, o

Agricultural incomes are subject to greater fluctuations than
industrial incomes, despite guaranteed prices, because of the influence
of climatic variations, disease, livestock and crop cycles of pro-
ductions and events occurring elsewhere in the world. Because of this
farmers are likely to specialise less than they would otherwise do.

Farm enterprises can be either complementary} supplementary or
competitiveBin nature_with other enterprises. The growing of fodder
crops is complementary with the keeping of cattle, but competitive
with the growing of another crop. Generally as most arable crope |
are grown for the purpose of providing feed for livestock, they are
complementary with the keeping of livestock. Grazing livestock
enterprises can be competitive or complementary with each other.

Dairy cows for instance displace beef cows and sheep. The relationship

1. An increase (decrease) in the production of & product causee an inorease
(decrease) in the production level of other products.

2. The level of production of a product does not influence the level of
production of other products.

3. An increase (decrease) in the production of a product causes a decrease
(increasg in the production of other products.
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between dairy cows and the fattening of beef animals is complicated.
Dairy cows are competitive with fattening beef animals as there is
competition for resources, but the dairy herd is also a provider of
calves for rearing for beef which is a complementary relationship.
An example of a supplementary relationship is that between pigs and
grazing livestock as the level of production of the one can have
little influence on the level of production of the other.

Table 2.1 gives a break down of the main agricultural enterpri-
ses among the main farm types in England and Wales for 1967 (Farm
Classification in England and Wales, annual).

With the exception of poultry wﬁicb is highly specialised most
of the other farm types have all the main farm enterprises, but
nearly 80% of dairy cows are kept on farms designated as "Specialised
dairy" or "Mainly dairy", over half the cereal area is on farms des-
ignated as "Cropping" and about 70% of beef cows and 57% of breeding
sheep are on holdings designated as livestock rearging and £attening.
Production is therefore highly specialised.

A high degree of specialisation can lead to rigidities in pro=
duction because of farmers' specialised knowledge and heavy commitment
of resources to one enterprise. The enterprise structure for England
and Wales although showing a high degree of specialisation still has
a sufficiently wide distribution of enterprises on all farm types to
allow for reasonable flexibility in what is produced, The position

for Scotland and Northern Ireland is similar.

'arm Size

Farm gize is important in making efficient use of regources and
in adopting new technology, Small farms genarally do not make good

use of labour as they are too small to employ profitable modern labour
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saving machinery to any great extent, and the machinery actually
employed is under utilised., Often the amalgamation of two farms can
lead to the amalgamated holdings being worked with the same labour
and capital equipment previously used by one holding. An ability
for farms to consolidate and amalgamate is therefore important for
profitable expansion of agriculture.

Farm sizes in the United Kingdom are larée relative to those in
éther European Countries, Thié good farm structure was largely
brought about by the eighteenth century enclosers of agricultural
land, A method of measiring the size of a agricubtural enterprise
is by "Standard Man bays" (SMD's), é75 SMD's being considered as
providing full time employment for one man in England and Wales.

Table 2.2 gives the size distribution of holdings in the UK by this

method,
TABLE 2.2
Size Distribution of Holdings by SMD's
Stanaard
Man Days 1967 1972
Percent of holdings with 26=275 46,2 43,8
215-599 27 24.6
©00-~1199 17 18.8
1200 and over _ 9.8 _12.8
Total 100 100

(Annual Review of agriculture, 1973)

The aferage size of farms employing one full time man or over in
1967 and 1972 were 944 SMD's and 1042 SMu's respectively. For the
same years, farms employing one iull time man or over contributed

91.7% and 93.3% respectively of total output, although by number they



are little more than half the total or farms. Such tarms allow for
large changes in the capital/labour mix and ensure a high degree of
efficiency. The structure of the industry nevertheless would be im-
proved by the amalgamation of the small farms into bigger units, but
the rate at which farmers retire has a large iniluence on the speed
of this movement, and because or this progress towards an improved

farm structure can only proceed slowly over time.

Labour

Labour employed in agriculture has been steadily falling as is
shown by Table 2.3
TABLE 2.3

fBstimated Active Population in Agriculture (000)

Average 1961-63 1968 1969 1970 1971
896 724 697 670 640

(Annual Review of Agriculture, 1973)

From 1961-63 to 1971 the active population employed in agricul-
ture has fallen by over a quarter which is not surprising considering
the low level of earnings of agricultural workers as shown by Tables

2.4 and 2,5,

TABLE 2,

Average Farnings and hours of Agricultural Workers

1967/68  1970/71
Earnings (& per week¥) 1554 20,23

Hours per week 48.6 477
* Including payment in kind and other extras.

(Annual Review of Agriculture, 1973)



LPABLE 2.5

Gross Weekly Barnings of Male Manuel Workers (%)

(A1l Industries)

Lower Lower Upper Highest

decile gquartile Median quertile decilo
1968 1561 18.2 22.4 27.4 3341
1971 19.2 23 23.1 34.3 41.2

(Annual Abstract of Statistics, 1971)

A comparison of Table 2.4 and Table 2.5 shows that farm workursc
are among the poorest pald men in the country. This indicates th:t
the movement of labour out of apriculture has still not procesded to
the point where farmers are forced to pay a competitive wage to re-
tein labour. In particular sectors of agriculture there could, how-
ever, be lack of labour as this comparison does not take account ol

different structures of the labour forcae.

Capital Requirements

TABLE 2.6
Rate of Turnover of Assets in Various Industries

YEAR
Owner Occupied Dairy Farms (Scotland) 0.33 1970/71
Tenanted " " " 0.94 1970/71
F.M.C. 6.3 1970/71
Unigate 3.5 1971/172
Marks and Spencer 1.5 1969

Aitken, R., thesis in course of preparation on "Capital Investment

in Scottish Agriculture", West of Scotland Agricultural Collegs.

Table 2.6 shows the proportion of Assets turned over each year,
Dairy farming requires more capital in relation to its turnover than
the industries with which it is being compared. Capital is thoero-

fore especially important with regard to grazing livestock.

Output

For 1969/70 sales off farms were forecast as being:



Beef and Veal

Pork and Bacon

Mutton and Lamb

Milk and Milk Products
Grain

Other Farm Crops

Eggs

Poultry

Horticulture

Other

(Annual Review and Determination of Guarantees, 1970)

For the same year expenses were forecast as being:

Feedingstuffs
Labour

Machinery
Fertilisers

Rent and Interest

Others

(Annual Review and Determination of Guarantees, 1970)

In 1968/69 out of a total home production of grain of about 13
million tons about 11 million tons were used as livestock feed

(Annual Review and Determination of Guarantees, 1970) .

15. T%
11.3%
4.1%
21.7%
11.1%
T.9%
9. 4%
54Tk
10, 7%
24 4%

29.5%
18.8%
1640%

8.5%
11.2%
16.0%

9.

therefore primarily an intermediate output in the agricultural system,

livestock and livestock products being for the greater part, the

final output. Of the total expense,feedingstuffs are by far the

greatest cost, followed by labour and machinery which are about equal.
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Agricultural Policy

UK Agricultural Policy 1947-=73

The principles of the Agricultural Acts of 1947 and 1957 has
provided the basis of UK Agricultural policy from their formation up
to March 1973, when UK Agriculttural policy started to adjust, so as
to come into alignment with the Common Agricultural Policy (CAP) of
the European Economic Community (EEC) in 1978.

Those principles of the 1947 and 1957 Agricultural Acts "recog-—
nise’ that a stable and efficient agriculture must be maintained;
that such an industry should be capable of producing such part of the
nations food and other agricultural produce as in the National
Interest it is desirable to produce in the United Kingdom; and that
such production should be at minimum prices consistent with proper
remuneration and living conditions for farmers and workers in agric-
ulture and an adéquate return on capital invested in the industry.'
Under the 1957 Agricultural Act sdfeguards agafnst drastie reduction
in agricultural support were introduced. These safeguards were
necessary because otherwise the principles of the 1947 and 1957
Agricultural Acts could have been interpreted in too flexible a
manner thus undermining the aim of maintaining a stable and efficient
industry. Since their introduction the stress laid on the various
parts of the principles has indeed varied widely.

During the decade after the war the "National Interest" was seen
as producing as much food as possible almost regardless of cost, be-
cause of the food shortage then prevailing. As food became more
plentiful the emphasis switched to inoreasing farm productivity and
improving farm structure and until the early 1960's many farm prices

were cut by small amounts. Because of balance of payhents problems,



11,
agricultural policy began officially to embrace the concept of sel-
ective expansion of domestic farm output in order to displace imports
from the early 1960's., From 1964 farm prices were steadily increased.

The mainstay of UK agricultural policy has been the system of
deficiency payments, whereby the shortfall between realised average,
market price and the announced guaranteed price was paid directly
to the farmer from exchequer funds.

In addition to the implementation of pricé guarantees, a system
of production grants provided an extra degree of agricultural support.
Those production grants have subsidised the production of various
commodities either directly, calf subsidy for instance, or indirectly
through subsidising the cost of general input such as fertiliser and
lime., Field works such as ploughing or drainage has often been grant
assisted. The cost of capiial equipment such as buildings have been
grant assisted for more than a decade. In addition grants have been
given for keeping business records, and to small farmers as an in-—
centive to increase their efficiency. The number and variety of all

those subsidies and grants has been constantly changing.

Common Agricultural Policy (CAP)

The Treaty of Rome signed o; March 25th, 1957, provided that the
Common Market should also include agriculture. The aims of CAP, set
out in Article 39 of the Treaty, are as follows:

a) to increase agricultural productivity by developing technical
progress, Sy ensuring the rétional development of agricultural
policy especially labour;

b) +to ensure thereby a fair standard of living for the agricudtural
populations, particularly the increasing of the individual earn=-
ings of persons engaged in agriculture;

©¢) to stabilize markets;

d) to guarantee regular supplies, and

-
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e) to ensure reasonable prices to consumers.

Article 39 continues:

2, In the working out of the Common Agricultural Policy and the
special methods which it may involve, due account should be
taken of’:

a) the exceptional characters of agricultural activity arising from
the social character of agriculture, and netural disparities of
the various agricultural regions;

b) the need to make the appropriate adjustments gradually, and

c¢) the fact that in member states. .agriculture constitutes a sector
which is cleosely linked to the economy as a whole.

(Knox, F., 1972)

The policy aims of CAP are in fact similar to those of the UK 1947
and 1957 Agricultural Acts. Both systems aim to stabilize agricul-
tural prices and markets, support farm incomes and improve agricul-
tural productifity. The methods adopted to achieve those aims,
however, differ to some extent and unde;:gAP to the disadvantage of
the consumer. Prices in the UK have been keﬁt low by a system of
deficiency payments financed through common taxation. In the EEC
farmers receive much more of their revenue from prices and therefore
directly from the consumer,.

Two methods are used to control farm proﬂuce prices, The first
involves official interventions in domestic markets. If prices fall
a certain percentage below the "target price" then the official
agency buys up étocks from the market and effectively puts a floor
in the market. The second involves the imposition of wvariable levies
on imports, On the basis of the "threshold price", the import levy

is determined; it represents the difference between the lowest c.1l.f.
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import price at the frontier and the threshold price. These levies
are designed to keep market prices as close as possible to the
"target prices", which are announced each spring and cover most of
the main farm products. These "target prices" are fixed on the basis
of allowing farmers to cover their costs of production subject to the
desire to encourage the efficient farmer rather than all farmers.

Target prices ares set for durum wheat, soft wheat, barley, rye,
rice, maize, sugar, olive oil, rapeseed, sunflower seed, milk, beef
(called guide price). For pigmeat, apples, pears, cauliflowers and
tomatoes, no target prices exist but base prices are fixed at a level
depending on past market prices. For mutton and lamb there is no
common organisation of the market but a degree of protection against
imports from non-member countries is given by a common external per-
centage tariff, supplemented for the time being by quantitative res-—
trictions operated by individual member states.

A system of subsidised credit for agricult;re will come into force
in June 1973 in the Six and in January 1974 in the UK, The subsidised
loans wiil be up to £17,000 for 15 years for development plans on
farms other than poultry or intensive pig farms. A "golden handshake"
for farmers leaving agriculture, training schemes for agricultural
workers and a scheme to inform rural people about job opportunities
and retraining schemes also come into force in the Six at June 1973,
and in the UK at January 1974. These scheﬁes, however, already exipt

to some extent in this country.

Transition of UK Agricultural Policy to CAP

The transition of the UK agricultural policy to that of the CAP
will take place between 1973 and 1978. Before the Annual Review of

Agriculture in March 1973, intervention prices were already operating
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for wheat, barley and oilseed rape, and a guide price had been fixed
for cattle, but the system of guaranteed prices was also operating
for those products. After the Annual Review of Agriculture, 1973
the guaranteed price systems were abolished for cattle and rye and
CAP regulations substituted. Calf subsidy was cut by about a quarter
and the Farms Capital Grant scheme was cut from 30% to 20% of cost.
Changes during the transition period are unlikely to be dramatic.
Capital grants can stay under CAP rules but must be limited to 30%
of cost. Fertiliser subsidies will be phased out, It has been
negotiated that hill subsidies may remain, and because CAP is in a
constant state of transition the eventual outcome may be little dif-
ferent from the present UK system of subsidies. Even the deficiency
payments system now in the process of being abolished in the UK may be
revived. "In the EEC there is a growing belief that the Community
must move towards the British deficiency payments system". (Peart,
P.F., January 1973). F
Projections made hy Aberdeen University (Scottish Agriculture and
the EEC, 1972) as to incomes in 1977/78 compared with incomes in
1971/72 indicate that if farmers are to have higher incomes under CAP
than under the previous UK agricultural policy, then it has to cﬁme
from improved standards of farming. The future picture appears
fairly similar to what it has been in the past. The farmer will have
to improve his efficiency in order to absorb much of the cost increases
as before. It should, however, be remembered that most projections
for agriculturé as far into the future as this one, are proved wrong.
by events long before that time to which the projection reaches has

been arrived at by the march of time,
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A REVIEW OF MODELS OF U,K. GRAZING LIVESTOCK

The Grazing Livestock System

A general description of agriculture in the U.K. has been given
in the previous chapter. In order to fully understand what models
of the grazing livestock sector seek to represent, it is necessary
%o describe in fuller detail what the grazing livestock sector is,
and how it functions.

As described here grazing livestock in the U.K. consists of
beef cattle, dairy cattle and sheep. The inventory flow that occurs
for the dairy herd (excluding imports and exports) from time t in

months is

l Dairy Herd t—6

]New Breeding Stock[hﬁhahﬁﬁﬁh::HﬁﬁiﬂualCul&s}e>4 Cows slaughtered]

t=6/1 t=6/t *

Y

Dairy Herd t

Y
““f**—-40alves slaughtere&]

t/t+6
%
| Calves Retained |
Y t/t+6
4 Vi 3 )
|For Breedingj For Fattening |
\% J
Enter Breeding Herd /
[ Slaughtered |
at FPirst Calving
t+21/t+40 t+12/1427

In the case of the beef cow herd and the ewe flock all progeny are
fattened or retained for breeding, otherwise the inventory flows are

essentially the same as for the dairy herd, except that the time lags



involved are of different lengths.

Some farms may specialise entirely in one type of livestock,
but as shown by Table 2.1 it is usual for a farm to have more than
one kind of grazing livestock. To some extent different livestock
types may be complementary, for instance cattle may improve the
pasture for sheep, however, beyond a limited expansion an increase in
cattle numbers reduces the resources available for sheep production
and thereby forces a reduction in their number. With the exception
of fattening livestock being dependent upon breeding stock number,
grazing livestock types are competitive for the scarce resource of
grazing and fodder.

Several distinctions can be drawn between sheep farming and
beef or deiry farming as regards the use of resources. While cows
generally have to be housed, ewes do noti This causes a certain
rigidity in the system of farming, as it is difficult to change over
from keeping ewes to keeping dairy cows, or beef cé;s, because of the
tremendous amount of capital involved, while it is relatively easy to
change over from keeping cows to the keeping of ewes. The most impor-
tant resource of all is the availability of new breeding stock.

These have to hBe reared, and because of this, differences in produc-
tion lags between decision making and changes in the production level
exists for ewes, dairy cows and beef cows. For the ewe flock new
breeding stock takes about 18 months to rear, but for the dairy herd
and the beef cow herd the replacement stock on average tekes about 30
and 24 months respectively to rear.

Because of the need to invest more capital in order to increase
production, the level of production can be expected to be related to
revenues and costs. @enerally an impfovement in production tends also
to result with the passage of time due to improved production and
managerial methods. Weather is also an influential factor because of

its influence on grass growth, crop growth and mortality rates among
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livestock.
Because of the lags involved in production, current supply is

largely predetermined, and dependent upon decisions previously made.

Different Types of Models 1

To formulate a model of the grazing livestock sector, it is first
necessary to set up a theoretical model of the system. At this stage
a hypothesis is made as to the stimuli that supply will respond to,

The second stage is the estimation of the supply response from empir-—
icall data by using mathematical or statistical methods, and a necessary
third stage is the testing of the model to find out if it can fulfil
its intended function,

A division is sometimes made with regard to economic models dep-
ending on.uhethe¥ they are normative, positive, stochastic or not. A
positive model is descriptive in so much as the term positive describes
a philosophy or model dealing only with mﬁttsrs of fact; while a norm—
ative model is bassed on the achievement of & norm or the accentance of
a particular standard, such as the maximization of profit. The differ-
ence between stochastic and non-stochastic models is that a stochastic
model introduces a random variable into the model so that probability
statements can be made about the parameters, while non-stochastic
models do not contain g random variable and are completely deterministic.
Linear programming models (see for instance Baumol, W.J., 1965) are
generally taken as being non-stochastic, but are often based on produc-
tion . functions which are stochastic; econometric models (see for inst-
ance Johnston, J.; 1960) are stochastic and generally taken to be
positive, but to make use of the estimated parameters a desired objec-
tive such as profit maximization must be introduced. The general
description of the types is therefore not fully correct.

There are two methods of approach that are generally used for

working out supply responses. These involve cross sectional and

1. This survey draws extensively from Cowling, K. and Gardner, T.W.,
1963, Journal of Agricultural Economics, Vol 15, No.3.
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time series analysis,: . The former method can be carried
out by obtaining from a technical pmiuction fupction a supply function
by imposing prices and costs in addition to assumptions about prod-
ucers behavioural relation. These technical production functions can
be obtained from experimental, or in come cases survey methods.
Alternatively the parameters of technical production functions may
be estimated by regression analysis using cross section data
(Antill, A.G., 1955, pp.1-11), or supply relations may be estimated
directly provided spatiasl variations in the price of the product is
used in the analysis. Parry and Herr (Parry, S.P. and Herr, W.M.,
August, 1954, PP«519-522) used the hypothesis that within a homo-
geneous region around a city, concentric areas where price varied by
a transport differential would provide different points on a marginal
cost curve for a whole region. Hildebrand (Hiidebrand, J.R., November,
1960, pp.897-905) has, however, shown that quite conflicting results
may be obtained from one year to the next. This is hardly surprising,
as efficiency can be expected to be constantly improving with time.

The methods of cross sectional analysis discussed have the
advantage that generally many more statistical observations can be
obtained than is the case for time series. The methods are, however,
very much more expensive than time series analysis, as they require
surveys or experiments to obtain the necessary data. Another con-
sideration is that as the levels of many of the subsidies are the same
to all farmers in a region, cross sectional analysis offers the
posaibility that the influence of price and cost on supply can be
considered with the subsidy content of revenue beilng held constant.
This has statistical advantages, as the influence of subsidy on supply
can then be estimated from time series data with the influence of

price eliminated, by restricting the value of its parameter to its
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eross sectional estimate. In addition to the cost element, another
disadvantage is the aggregation problem. Because of the interrelation
among farms, as the output of one farm may be the input of another,
demand functions for output and supply functions for input have to be
incorporated into the model.

An alternative cross sectional approach is that of linear
programming. This method involves the maximization (or minimization)
of'some objective such as profits (or costs) subject to a number of
limiting factors or constraints. This method has been much used in
this country for farm planning purposes, as it can determine how to
maximize farm gross margins subject to the resources available. If
required the method can be used for planning more than one year in
advance by taking into account restraints, such as certain classes
of livestock generated by the model in the immadiate past. The
tremendous advantage is that all sources of revenue, cost and poss-
ible alternative production can be easily taken into consideration.
This method suffers from problems of aggregation bias (Buckwell, A.E.
and Hagzell, P,B.R., 1972) ae indeed do;+ other methods of cross
gectional analysis.

Most supply analysie has been based on time series models using
regression techniques., The development of such enalysis has been
prolonged, due perhaps to the lack of computer facilities in the
early years. Keith Cowling and T.W. Gardner (Cowling, K. and
Gardner, T.W., 1963, pp.442-443) trace briefly the history of the
development of the analysis of time series data for agricultural
sBupply responses. As long ago as 1933 Murray (Murray, K.A.H., Sept.
1933) was using a lagged deflated price in studying pig supply, and
so allowed for production time lags and the influence of cost. In

1955 Johnson (Johnson, R.W.M., May 1955) showed that part of supply

&5
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was likely to be determined by external factors such as weather. He
also used first differences of variables, a device which is mentioned
in the next section. It can, subject to certain conditions, help to
ensure that the error term in the equation is theoretically correct,
i.e. iﬁdépandent.

Those early works were single equation models with a single time
lag for price, which assumes that supply is independent of demand.
Where this is not so both supply and demand are endﬁgenous (i.e}
determined within the system), therefore a two equation model is
required. This system is known as a simultaneous equation system.

In 1947 Girschick and Haavelmo (Girschick, M.A. and Haavelmo, T.,
1953, pp.92-111) applied such a system in determining the structural
parameters of a system which included a demand and supply eguation
for food. As agricultural supply cannot be readily adjusted in the
short term, agricultural supply models are still generally of the
gingle equation type. v

An important development was the distributed lag model. This
type of model assumes that because of factors such as adaptive expec-
tations of price changes and the nature of production technigues,
production adjustments are likely to take place over several periods.

Nerlove's model (Nerlove, M. 1955) is the best known one in this field.

The Choice of Model

The perfect modd does not exist and insufficient work has been
done on model building to have proved one form of model building
Buperior to other forms. Research should continue on all model types,
both cross sectional and time series models, and also combinations
of both. Here because of constraints of cost and time availability
only one choice is available, that of timé series. The reet of this

chapter will therefore be devoted to a revigw of such models.
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Problems in Estimating Statistical Models

Statistical or econometric models are generally linear in para-
meters because other forms mre usually difficult to estimate. This
causes some difficulties in the estimation of supply responses, as
it is unlikely that supply would respond by a fixed amount for every
equal increase or decrease in profitability. Indeed economic invest-
igations have shown that eventually less and less output is produced
from every extra input. One method of allowing for "diminishing
returns" is to transform the variables in the model to some other
form., Various LOG. and reciprocal transformations are given by
Johnston (Johnston, J., 1963, pp.44-50). By using these, or a
combination of these, it is possible to build the correct shape of
theoreiical response into the model.

A difficulty that can often occur in econometric estimation of
coefficients is when an explanatory variable caq‘ba explained as a
linear function of the other variables in the equation. This is
known as multicollinearity. What happens is that the estimates of
the coefficients often have a large degree of error. This may: be
shown up by the standard errors being‘very large, standard errors being
the measure of ihe area around the estimated coefficients into which
the true coefficient will fall with a given probability. Frisch
(Frisch, R., 1933) shows that this is not always the case. A method
of checking for multicollinearity is to regress each explanatory
variable in turn mgainst the othgﬁigggggg{gﬁ in the equation to see
if a linear relation does exist. If established,multicollinearity
can be -overcome by setting restrictions on parameters, for instance
setting two parameters equal, or in other cases the difficulty can
be overcome by inserting cross sectional results into equations using

time series variables. For instance in a demand model thé income
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elasticity of demand may be obtained from cross sectional analysis,
and by restricting the income elasticity in the time series analysis
to its cross sectional analysis ostimate, the price elasticity of de-
mand may be estimated without the possibility of multicollinearity
between price and income variables. In many cases the problem may not
be solved but instead variables may be omitted in order to achieve
statistically significant results on the remaing variables. In such
cases the omissions have to be borne in mind when interpreting the re-
sults, as it cannot be said that the omitted variables had no effect.
The oroperties of the estimators devnwend on the theoretical error

term in the equation being independent. If this is not so then the
error term is said to be autocorrelated or serially correlated. This
is likely to happen with time series data. In such a case the least
squares procedure still gives unbiased estimates (unless the vector of
exogenous variables contains a lagged endogenous variable, in which case
it results in bias as well as inefficiency), but these estimates are not
necessarily fully efficient and the standard error formulae and signif-
icant tests do not apply (Johnston, J., 1960). A test for autocorre-
lation is the Durbin-Watson test (Durbin, J. and Watson, G.S., 1950-51).
Autocorrelated errors may indicate that the model has not been formulated
odrreotly. This may be due to an important variable being excluded, the
error specification being incorrect ar the necessity of transforming data
(Cochrane, D. and Orcutt, G.H., 1949, pp.749-809)(Hildreth, G. and Lee,
J.Y., Nov. 1960).

- A severe limitation to model building is that set by the amount
and quality of the statistical date that is available. Models have to
be so formulated that they can be estimated and tested from statistical
data that is obtainable. For methods of estimation see for instance

(Johnston, J., 1963).
Recent Models

The Theoretical Models Used

The publication of "The Dynamics of Supply"” by Marc Nerlove

(Narlova, M.,. 1958) marks a watershed in the development of econo-
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metric models of agriéulture. Although not applied to United Kingdom
agriculture by Nerlove, all major works by authors that have sought
to construct econometric models of the grazing livestock sector of
U.K. agriculture have adopted the Nerlove Model. This is hardly
surprising in view of the apparent elegance of Nerlove's model, but
rather surprising in view of the number of pitfalls to the use of

the model.

Like Cagan (Cagan, P., 1956), Nerlove assumed that people have
adaptive expectations. Briefly Nerlove's model assumes that people
would on the past movement of a variable X, form an expectation X¥
as to the future value of X, in accordance with the relationship

X - X, = p(X, - x*_l) ‘ ey et (3.12)
Peoples expectations are therefore assumed to adjust according to
the discrepancy emerging between the current value and the previous
expectation. Equation (3.12) is equivalent to

X, =°;: ﬁ(l—p)xx

t -
D : (3.13)

People are expected to adjust the desired level of Y (Y*) in accord-

ance with the relation

i DL 14)
Y, = BX, (3.14

*
Some lags may also exist in the adjustment of Y to Y , for instance
because of technical and institutional rigidities, as Nerlove

suggests. This can be written

G SR sl s O R R S L
£ A
o o= B SO-3) 1) (3.16)
N=0

Equations (3.,13) and (3.16) are similar. In equation (3.13) the

expected value of X iE an exponentially weighted average of all
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previous actual X values. In equation (3.16) the actual value of Y
is an exponentially weizhted average of all previous desired values
of Y. A possible reduction of equations (3.13) and (3.16) is

Y, = g\Y: + (1- %)Yt_l from (3.15)

- b%x: + (1-% )Yt—l substituting (3.14)

- * ; Sy
= bi;[I“Xt + (1—‘5)Xt_lj + (1—'&)Yt_lsubst1tut1ng (3.12)

(3.17)

*
Substituting for Xt—l

from the second equation above gives
Y, = bR S X, + [(1-p) + (1-8)] Yo = (1~ p)(l-*&;‘)ﬁrt_2

(3.18)

As p and Q enter equation (3.18) symmetrically, it is not possible
to obtain separate estimates of their values from the regression
coefficients. It is, however, possible to obtain estimates for b,
B%, and B +-% . If the expected value of X, X* is equal fo X, then |
equals 1 and equation (3.18) becomes

Y, = bEXx, + (1-8)Y, (3.19)
If there is no partial adjustment process, then & equals 1 and
equation (3.,18) becomes

Y, = bpX, + (1-|5)Yt_1 (3.20)
Equations (3.19) and (3.20) are of the same form and it is inter-
esting to note that these are in turn identical to a model formulated
by Koyck (Koyck, L.M., 1954), but through different reasoning.

Much has been proved about the least squares estimates of the

coefficients of autoregressive systems (equations with lagged values

of the dependent variable in the right hand side)., If the error

term is independently distributed then the least squares estimates
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will not be biased asymptotically (Hurwicz, L., 1950), but for small
samples the least squares estimates may be seriously biased. Hurwicz
has demonstrated the existence of this bias. Johnston (Johnston, J.,
1960, pp.214-215) gave a proof that is mathematically simpler, but
demonstrates only the sign of the bias and not its magnitude. The

bias is negative for the coefficient of Y s for true values of the

t-1
coefficient that are greater than zero. Malinvaud (Malinvaud, E.,

1970, pp.551-552) examined the scheme,

x, = bx, .+ 8z, +C+E (3.21)

using the 'Monte-Carlo Method'. This involves running experiments
many times in order to find out how estimators behave. Artificial
samples each of twenty observations were used. The results indicated
an average bias for the estimate of b of -0.08, the actual value of
b being 0.60,.

If the residuals are not independent but are autocorrelated the
situation is made much worse. Qrcutt and Cochrane (Orcutt, G.H. and

Cochrane, D., 1949, pp.356-372) examined the scheme
Yo = 0.4Y, 4 + oy (3.22)

where the W, were positively autocorrelated. The Monte-Carlo Method
was used., The mean of 20 sample determinations put the coefficient of
Yt—l at 0.90, a value more than twice the true value. Fortunately if
an exogenous variable is present, it improves the situation (Malinvaud,
E., 1970, pp.558-561). Malinvaud shows, however, that the asymptotic
bias will remain significant in most cases. For positive (negative)
autocorrelation of the residual, the estimates of the coeffiocient of

the lagged dependent variable will be positively (negatively) biased,

even asymptotically.



26,

An extension of the case of autocorrelation in the residual is
when the distributed lag model is tlhe incorrect model but is applied
in the presence of serial correlation in the disturbance. Griliches
(Griliches, Z., 1961) found that as long as there was positiive auto-
correlation in the residual, and that the exogenous variable explained
only a small fraction of the variation in the independent variable
that positive and often statistically significant coefficients for
the lagged dependent variable are likely to be estimated. The
autoregressive model may therefore work but for the wrong reasons.

Mundlak (Mundlak, Y., 1966) showed that bias can also result
from aggregation (e.g. quarterly to annual data). This aggregation
will induce a positive dependence between the aggregated true dist—
urbances and the lagged values of the aggregate devendent wvariable
and cause an overestimation cf the implied average lags.

It is not the case that the Durbin-Watson test (Durbin, J. and
Watson, G.S., 1950-51) can be used for testing for autocorrelation
of the errors of autoregressive models, because the test in such
cases is biased. The source"of the upward bias in the coefficients
of lagged dependent variables will lead to a downward bias in the
serial correlation of the estimated residual" (Griliches, Z., 1967).

A danger in the use of the Nerlove model would appear to be over-
enthusiasm in its use. It is a simple matter to obtain a signifiocant
coefficient on a lagged dependent variable. Unfortunately this can
come about through misspecification., For instance the omission of
an:autocorrelated exogenous variable from the model would cause
autocorrelation in the residual and a probably significant coefficient
on the lagged devendent variable. In seeking to justify the use of
this model, underspecification is a real possibility. Also the same

equational form can arise from difrerent assugptions, so that the
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reason for an autoregressive model working may not be because Nerlove 's
model is correct, but because other assumptions which gives the same
equational form is correct. In addition, different assumptions can
give rise io the same model. An example of this is equation (3.19) and
(3.20) which are special cases of Nerlove's model. The one is based
on adaptative expectations, while the other is a partial adjustment
model.

It may be added that methods exist for attempting to overcome
the problems of autocorrelation in autoregressive models. A method
Isimilar to the treatment of autocorrelation in simple regressive
models can be used., Considerable asymptotic bias mey however remain
if the nature of the errors is incorrectly specified, and the esti-
mates of the correlation of the errors in small samples appear much
less favourable than their asymptotic properties (Malinvaud, E.,

1970, pp.563=566). Another method is to use cerlain of the lagged
exogenous variables as instrumental variables. The loss of precision
in this method tends to malre estimation from the autoregressive form
preferable for smell samples (Malinvaud, E., 1970, p.568). MNalinveud
states that for small samples '"direct least squares fitting certainly
gives the best estimates of the coefficients" (Malinvaud, E., 1970,
p.569).

It is useful to look at the autoresressive fori: in the light o7
what can be deduced from statistical data on the lagged form of the
farmer's response to revenue and costs. Firstly the farmers demand for
credit can be expected to be influenced by his expectations. Secondly,
it is from sources such as bank loans, merchant credit, private loans
and hire purchase that marginal expenditure comes. Scottish farmers' not
worth for March 1972 has been estimated as being 88% of total assets

(Scottish Agriculture and the E.E.C. December 1972, p.16). Excluding
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land and buildings, money borrowed to assets comes to 31%. As supply
of credit is going to be determined by credit worthiness, it is prob-
able that at ruling levels of interest rates demand has been higher
than supply. From the above argument the hypothesis can be made that
expansion is governed by present income and not on expectations.

If the factors causing lags in adjustment are considered, the
most obvious is the number of rsolacement stock available. The dairy
farmer replaces on average about 25 percent of his herd per year,
and the average age at first calving is about 30 months for dairy
heifers. For a stationary number of cows (period 1966-68 relatively
stable) the farmer if he were to specially‘rear his breeding stock
would therefore have replacements being reared numbering about 62.5
percent of his herd. For England and Wales for 1966/7 farmers had
replacements being reared numbering 65% of herd size. (Survey of
Cattle Management and Feeding Practices in England and Wales 1966-AT7,
1971), excluding calves under 3 months. For beef cows the figures
were 46 percent and 50 percent, respectively. As most of the replace-
ment stock is specially reared, it follows that production must lag
behind the farmer's decision by an amount equal to the age of haifers
at first calving. One possible form of distributed lag for cattlas
braéding herds is therefore based on the age distribution at which
heifers first calf. Decision time could add to the mean lag of the
distribution, but it would not change its shape. The necessary exten—
sions to farm buildings and changes to the farm in general for an
expansion could also be accomplished within the time limits of the lag
mentioned. (The beef herd has an average age at first calving of two
years and the dairy herd an average age of two and a half years).

This lag is a technical lag in which it is assumed that adjustment of

production is complete after a time span determined by the system of



production. This is in contrast to a gradual or purtial adjustumont
in which production incentives influence production decisions in soev-—
eral periods. This possibility was tested by the formulation and
testing of autoregressive equations representing gradual adjustmunt,
but no supporting statistical pvidence was found.,

The distribution of age at first calving for dairy heifers ror

England and Wales in 1966-6T7 is

Percent
Less than 24 months 8
24-27 months 30
27-30 26
30-33 20
33-36 12
36+ 4

(Survey of Cattle Management and Feeding Practices in kngland and
Wales 1966-6T7, 1971)

This ie not an autoregressive lag structure. Furthermore 88 percent
of the heifer inflow takes place within a time span of 12 months,
therefore if this lag structure is appropriate more frequent
observation than annual is necessary in order to adequately repro-—
sent the lag. Similar statements can be made for the beef herd and
for the ewe flock. It should be noted, however, that unlike the
cattle breeding herds, shortage of new breeding stock can act as u
constraint on the level of numbers of breeding ewes. In a bad yuour
hill farmers may be hard pressed to find enough replacements to
maintain ewe numbers. For a representative model it is thereforu
necesssry to incorporate 4 constraint based eithor on ewe lamb nuu-
bers, or the ews flock ituelf suitably lagged. This is rot to advu-
cate an autoregressive system, though it is conoeivgble that such

a system might act as a very crude constraint. Its weukness would

be that its use would be assuming a constraint at all levels



of expansion, which is not true.

A brief review of the factors causing lags in the farmers response
indicates, therefore, that his lagged response would be a function of
the age at which new breeding stock joins the existing breeding stock.
This is in conflict with the use of the Nerlove Model with regard to

grazing livestock.

(Jones, G.T., 1958-61)

The first major work is that carried out by Jones. Most of his
work uses the simple form of Nerlove's Model, namely

X=4d+ ept_l + fxt_l

This gives theoretically both the short run and the long run effect of
response to price p. The short run response is given by e and the
long run response as e = (1-f).

Jones does not systematicalliy model the grazing livestock system
through the various stages of production from numbers of breeding
livestock up to numbers of livestock slaughtered. Instead he used the
total number of calves reared to represent the production of beef, and
the number of breeding ewes to represent the production of mutton and
wool. The numbers of cows are used to represent milk production. At
the time of Mr, Jones' work no division existed between the beef cow
herd and the dairy cow herd in the statistic data then available, so
that a2 number of the cows used to represent milk production did not
in fact produce milk fo human consumption.

Mr, Jones' main aim was to estimate the direct price elasticity
of supply; but he took into consideration coross elasticities of supply
when they seemed to him to be important. There were three methods
by which he attempted to allow for cross elasticities:

1. Including the price of some competitive produce or the cost
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of some input in his equation.

e Deflating the price of the main product by the price of some
alternative product or by the price of an important input.

3. Grouping commodities into larger and larger units. If the
elasticity of supply for the larger groups was less than that of their
component parts, this was taken as indicating competition within the
group.

The first approach, entering feed price, was carried out with
equations concerning cattle. This, while it allows for competition
between livestock and arable cropping does not allow for competition
between cows and sheep, and as already pointed out the two can be
expected to be in competition. Including the price of some competitive
products (other than an input) in the equation is not adequate as there
are usually more sources of revenue than price available to the farmer.
The second approach is basically the same approach as the first. It
differs in that it conserves degrees of frecdom. It may also be added
that Mr, Jones sometimes deflated the price of a product by the price
of an alternative product; or by the price of farm produce in general,
which carried to its logical conclusion does not allow for a general
upward expansion, Mr, Jones recognised this limitation. In other
cases prices were deflated by a general index of retail prices. The
relevance of the general index of retail prices to agricultural pro-
duction is obscure, as economic theory connects agricultural production
with revenues and costs of agricultural production and not with general
price levals} The third approach does not readlly make sense. Mr, Jones
admitted that none of the three approaches workad'aatisfactorily.

Most of the relationship calculated were simple linear functions

of the explanatory variables, tranaformations of the explanatory vari-

1. This procedure yields a function homogenous of degree zero.
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32;
ables not having been made. This is not very substantial in theoret-—
ical terms as diminishing returns to inputs operate in agriculture,
but the zeal with which all the variables have been deflated may have
provided a substitute for such a transformation.

Some attempt to allow for improvements to the farmeds return to
inputs over time were included in some equations.

The rationale behind the lag structure of response is very clearly
wrong. An initial lag of six months was used in the livestock models.
On technical grounds this response rate is impossible. A heifer is in
calf for nine months before it joins the cow herd and in addition the
heifer has to be resred which adds at least another fifteen months to
the lag. For a herd expansion this lag would in any case be required
for erecting more buildings and making other changes. Mr. Jones dis-
 covered that the effect of mill prices on cow numbers could be made to
assume a greater importance by adding in the milk price three years
previously, though it did not help greatly to expiain the data. With
the other lags in the model wrong, this is hardly surprising.

With no R2 coefficients having been given it is difficult to
judge Mr. Jones work on statistical grounds. The coefficient signs,
however, are theoretically correct for a normal response to revenues
and costs, but by no means all of the coefficients are statistically
significant even at the 90% level. Judging by the degree of specific-
ation of the equations in terms of revenues included they are fairly
satisfactory. The omission of subsidies from the equation for cow
numbers is fairly serious, however, but the other equations appear
to include most of the revenue variables existing when the model wasg
formulated. Many more sources of revenue have since entered the scene.

This work of Mr. Jones was a fairly early model in the field of

supply response in agriculture. The problems in constructing it were

l. In empirical terms a linear function may yield as good a fit as
a non-linear fum&tion, although it may not yield such good forecasts.

-



increased by the time series involved 1924-39 + 1946-58, which were
periods of uneven technical progress, and the poorer quality of stat-
ietical data then available. He nevertheless laid a foundation on

which many people since then have built.

(Jones, G.T., 1965)

Jones published a later model in 1965 with the equations being
estimated from statistical data from the period 1955-64. This period
is much more normal than the period over which his previous work was
estimated, due to the country being at peace and because steady
improvements in efficiency were taking place.

Agéin the model is not a complete model in that it does not
include many of the production stages involved in producing livestock
for slaughter. For cattle and sheep equations are given for the in-
fluence of price on proportions of calves reared, the inflow dis—
appearance and slaughter of cows, the numbers of cog?, the number of
breeding ewes and the inflow and outflow of sheep from the breeding
flock.

Nerlove's theoretical model is used both in the form containing
two lagged dependent variables and in the form containing one lagged
dependent varisble. In this model, as semi annual data is used instead
of the annual data used in the previous model, seasonal variations in
production had to be represented by a seasonal dummy variable.

The general form of the variables entered in the equations are
simple. For the equations explaining the influence of price on the
proportions of calves reared, beef prices for both the guaranteed
price lewel and the free market price level are usedy and also milk
price and feed price. An equivalent value to the calf subsidy and

hill cow subsidy are also included in the guaranteed beef price.
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Deflators are not used in any of the equations for any product. Out
of eleven equations, that attempt to explain the proportion of calves
reared by different assumptions, only one is statistically significant
at the 95 percent probability level, In this equation the proportion
of calves reared is taken as being the number of yearlings, and a
single time lag of the dependent variable is used. All the signs on
“the coefficients are acceptable, positive signs appearing on revenues
and negative signs on costs. No R2 coefficients are given for any
of the equations.

The inflow and disappearance'and slaughter of cows has not been
satisfactorily explained, because most of the standard error terms
are much larger than the estimated coefficients., The explanatory
variables used are those of prices of inputs and outputs, which theo-
retically are hardly sufficient as a large parf of the influence is
from factors causing disease such as old age. Tge total number of
cows has also not been satisfactorily explained. This is possible dﬁe
to the equations being under specified, no allowance having been made
for competitive relationships, or indeed for general grants and sub-
sidies as a revenue variable.

With regard to breeding ewes, Mr. Joneas has one equation that is
largely statistically significant. This equation explains the numbers
- of ewes at June in terms of a single index for lambs, hoggets, and
wool, a trend term (not significant) and a lagged exvlanatory variable.
In explaining the inflow and outflow of wheep into and out of the
breeding flock Mr. Jones is perhaps more successful than with his other
equathons, He explains the (percentage inflow of lambs for breeding
(Dec.))/(Ewes at June) in terms of the total price index for sheep,

lambs, hoggets and woolj the market price index for sheep, lambs and
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hoggets; the ewe population (June); and the market price of hoggets.
The percentage slaughter of ewes is explained in terms of the total
price index and the ewe population at June. The responses estimated
are normal in form as in Mr. Jones' earlier work, but he again has a
tendency not to give the farmer time to respond by altering the numbers
of new breeding stock. In his equations for cows thé prices of the
last 6 months or for the last year is entered, which is an impossible
response time, as indeed are those for the inflow, disappearance and
slaughter of cows and for the inflow of sheep into the breeding herd.
There is also the possibility that as a trend term has been incorpor-
ated into most equations, it would have been theoretically better to
have assumed diminishing returns (frend excluded) than a simple linear
relationship between prices and output.

The extent of the achievement of Mr. Jones"ﬁark is that he has
proved that statistical supply curves can be estimated in some cases.
He has, however, given insufficient thought to the ‘technical side of
production and has not systematically dealt with the problem of allow-—
ing for competitive products. Also to some extent the question arises
as to whether he has sufficiently allowed for the different sources of
revenues and costs. General grants and subsidies, or fertiliser cost

have not been included, for instance.

(Bvans, E., 1971)

The work by Evans is based to a large extent on the work carried
out by Jones (Jones, G.T., 1955-61) (Jones, G.T., 1965). There are
three models, The first two models are termed the MM (mainly milk)

and BOM (beef and milk) models. The third model is termed the MM/F

(mainly milk depending on feed price) model.
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The MM and MM/F models contain equations for the followings: -

a) The numbers at December of
- Male calves
- Female calves
- Heifers in first calf

- Cows

b) The number of
— Home fed steers and heifers
- Cows and bulls
- Calves

slaughtered during the year ending in December,

¢) The annual production of
- Clean beef

- Cow beef
- Veal
- Milk

d) The average level during the year of
- Market prices for fat cattle

- Producer returns for milk.

-

The BOM model differs from the other two in that it distinguishes
between the numbers of home fed steers slaughtered and the numbers of
home fed heifers slaughtered. A distinction is also drawn between the
numbers of beef cows and the number of dairy cows,.

In the MM model the number of exogenous variables has been kept
to a minimum., They consist of the guaranteed prices for milk and for
fat cattle, the index of gross prices received for all farm products,
and a time trend factor. Although the model is a mainly milk model,
the herd that it is dealing with contains beef cows as well as dairy
cows, so that beef subsidies should not have been ignored. An attempt
to remedy this was made in model BOM, with calf rearing subsidy, hill

cow subsidy and beef cow subsidy being introduced. It would appear
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that the statistical difficulties of estimating the effect Qf
subsidies on production was kept unnecessarily high by trying to esti-
mate separate coefficients for each subsidy. Some system of constraints
on the coefficients could have been adopted in several cases, and so
made some of the results more plausible., For instance while calf
rearing subsidy and hill cow subsidy is shown to influence cow numbers,
‘cow subsidy is not, and that is not at @ll logical.

A difference between the MM/F model and the other two is that in
the latter variables have been deflated by an index of gross prices
received for all farm products, while in the former the price of com-
pound cattle feed has been used. The rational behind this is not
clear. While the price of an input can be related to a theoretical
supply curve an agricultural all products index cannot in gny logical
sense. Subsidies are often deflated by an index of retail prices which
again does not equate with production economies.

Many of the variables are expressed in LOG. Yransformation form.
This gives a theoretical supply response that allows for diminishing
returns occuring. Not all the coefficients are very plausible.

Models MM and BOM for instance indicate that an increase in the guar-
anteed price of beef would lead to a reduction in the proportion of
heifers put into calf, however model MM/F gives a more plausible
result by showing that the proportion of heifers in calf increases as
the guaranteed price of beef in the pré&vious period increases, but
decreases as the ratio of guaranteed price of beef to producer returns
for milk increases. Having shown that numbers of heifers in calf are
related to the guaranteed price of beef it is then shown that the net
increase in cow herd size increases, not according to beef price, but

according to the guaranteed price of milk, but with a few subsidies
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included in the case of model BOM., This makes doubtful sense as hei-
fers in calf influence herd size.

It is to be wondered if the detailed breakdown of the aggregate
producer response into sub-responses in this work, while an admirable
thing to do, has not increased certain difficulties, The inflow of
heifers into the cow herd is partly to replace the number of cows
culled and partly to vary the herd size. This outflow will in turn
depend on factors such as disease, which can be expected to be governed
to a large extent by the age distribution of the cows. No allowance
was in fact made for this factor of outflow either through age variation
or by other means. The number of heifers in calf being merely express-—
ed as a ratio of the number of female calves lagged one year. In a
whole herd model it would be possible to assume that the farmer knew
the likely numbers of cows to be culled well in advance from their age
distribution, and that he varied the heifer inflqﬂ so as to maintain
the desired herd size. No problem concerning the outflow of cows
would therefore arise. In model MM/F an attempt was in fact made to
estimate the size of breeding herd directly. The breeding herd was
assumed to depend on milk price deflated by feed price. which is not
convincing as there are equally relevant factors such as general grants

and subsidies.

Some difficulty over suitable statistical material exists. The
number of heifers in calf at December is assumed to be in constant
proportion to the number of heifers that will calf during the year com-
mencing December, This is unlikely to be strictly true (the gestation
period for cattle i nine months). Outflow of cows from the herd is

assumed to equal eows slaughtered, plus Cows exporteds there is also
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a fairly substantial mortality which has not been taken account of.

In using statistical data on cattle numbers at December use has not
been made of the best statistics on cattle numbers that are évailabla.
Statistics_on cattle numbers in England and Wales at December are based
on a sample enquiry from farmers and contain sampling errors, while
statistics for June are based on a census. This is discussed at
greater length in Chapter V,

Some equations are given for price. These are very straightforward
relationships between price and quantity with national disposable
income, or time, occasionally making its appearance.

While a great deal has been achieved in this work as regards the
breaking down of the aggregate response into sub-responses much has
gtill to be achieved before the model can be expected to be able to
forecast under rapidly changihg agricultural policy conditions. In
particular competitive relationships between cattle and sheep should
be included, and also a more comprehensive ind{usion of revenue vari-
ables. Consider what would happen with an abolition of calf subsidy
and cow subsidy, but the retention of hill cow subsidy and winter keep
subsidy. Only two of these at the most have been entered into an
equation, but they all can be expected to influence the breeding live-
stock farmer, with regard to his numbers of breeding stock, in the
proportion to which he receives each. The answer is that the model
wouli cease to forecast in any way accurately. The same applies
with regard to a dramatic increase in the competitiveness of sheep

production for resources.

(McParquhar, A.M.M. and Gvans, M.C., 1971)

The section on livestock models in this work is an expansion on



the work just discussed (Evans, M.C., 1971) to include sheep. No
interrelation between sheep production and cattle production is however
assumed.

Six equations or identities are given to explain sheep produc-
tion., These are for breeding flock, sheep and lamb slaughter, ewe
and ram slaughter, lamb production, mutton production and total mutton
and Jlamb production. Again a Nerlove type model is used for breeding
stock, The variables are deflated by an agricultural all products
index. Only the variables guaranteed price for fat sheep and guaran-
teed price for wool appear in the equation for breeding flock. This
is most unsatisfactory, as hill sheep subsidy, winter keep sheep
subsidy and general improvement grants are also important revenue
variables.

Apart from under-specification (omitting important variables in
the equation for the breeding flock) the sheep model seems admirable.
FPactors such as the guaranteed price of wool and weather influences
are entered into the equation for sheep and lamb slaughter. Price as
a variable is omitted but it is possible to deduce that price is a
function of numbers of lambs slaughtered which in turn is a function
of the size of breeding flock lagged one period, and thig latter
varisble is in fact entered in the equation. In general a degree of
under-specification at this stage is less important than for the

equation for breeding flock.

(Perris, Joy 1971, Pp.25-97).

This work does not model the production of livestock ineluded in
the grazing livestock sector of U.K. agriculture in any greatl detail.

Equations are, however, given for dairy cow numbers, milk production



4.

per cow, numbers of beef cows, dairy calves reared as a percent of
those surviving birth and numbers of ewes for breeding purposes.
Several other equations outwith the grazing livestock sector were
also estimated.
A Nerlove type model was used with one lagged dependent variable.
An interesting feature of this model is that gross margin variables
were used rather than individual revenue and cost variables. This
was because prices had been relatively stable over the period of the
time analysis concerned. The gross margin approach has the advantage
of being consistent with farm planning methods, of conserving degreecs
of freedom in a regression aﬁalysis and of reducing the possibility
of multi—collinearity.l Improving technology can also be incorporated
into the gross margins. It has to be noted though that livestock
prices have a different influence from other revenue sources. Be-
cause of this it was found necessary to enter th% price of cull cows
as a separate variable. MNo logarithmic transformed data were used.
The equation for the ewe flock has a negative coefficient on the
gross margin for sheep. This is not a plausible result, but it is
hardly a surprising result because beef and dairy cows have been push-
ing ewesoff the low ground for quite some time, and the omission of
such competitive relationships from the equation could possibly lead
to the wrong estimates of coefficients on included variahles.
Supplementary to the historical time—series analysis was a Linear
Programming analysis. This was carried out because the authors did
not feel that historical time series analysis was an adequate approach
for predicting output of U.K. agriculture with the adoption of the
l. The Gross Margin approach imposes restrictions on parameters in
that all revenues and all variable costs are assumed to have an

influence on production related to their prcportion of the Gross
Margin,
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common agricultural policy of the E,E.C., This is because entry into
the E.E.C. is likely to lead to quite substantial price increases for
many products and so result in farm prices well in excess of previous
experience. In addition there are likely to be large changes in
relative profitability both between enterprises and between alterna—
tive production systems within enterprises. The Linear Programming
approach, however, on this occasion yielded results that were very
poor. For instance 1712 thousand dairy cows were forecast for the
year 1968, the actual number reached was 3025 thousand. Work is how—

ever still continuing on this: approach..

Conclusion

Particular emphasis has been put on the need for very full spec-
ification of models (including all the influential variables on
production in the models). This is because while in the past the
exclusion of some variables from the model did not ﬁgry much matter as
long as those variables were highly correlated with variables included,
this correlation is not likely to continue in the future, With the
adoption of CAP "traditional" relationships between explanatory vari-
ables can expect to be discontinued. Because of the substantial
changes in the relative profitability of alternative production possi-
bilities expected under CAP an adequate representation of production
poasibilit;es is also necessary for forecasting models of livestock
production., Because of the possibility of prices rising substantielly
above previous levels, the theoretically correct shape of supply ocurve

and the correct lag structure of response are also important and have

been examined.
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With the exception of the correct theoretical shape of the supply
curve it is not acceptedi here that the other reguirements in the
previous paragraph have been met by any of the econometric models
reviewed. The task is therefore to construct a model that will fulfil

these conditions.
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CHAPTER IV

THE THEORETICAL MODEL

Introduction

This chapter sets out in theoretical terms a production model
and a store livestock price model, These basic models are then adap—
~ted in CHAPTER VII to explain the different stages of production.

The linkage between these two theoretical models is that store live-

stock price is an input into the production model.

Production lModel

Production Motivation

It is rational to suppose that entrepreneurs respond to higher
profits by increasing production. Indeed neo-classical economic
theory assumes that thé entrepreneur organises his production so that
his profit is as large as possible. Since the mdst profitable level
of production of any commodity is the level at which marginal revenue
eguals marginal cost (marginal cost increasing), to maximize profits
entails increasing production in response to a rise in revenue or a
decrease in costs,

Production is seldom so simple that only the choice of hew much
to produce of one product presents itself to the entrepreneur. When
a choice of producing several products with his limited resources
exists, the entrepreneur will maximize his profit by producing each
product up to the point where marginal revenue equale marginal cost.
This can be shown by mathematieal techniques such as "Linear Program-
ming", to require that an increase in profitability of one enterprise
will, subject to various constraints, lead to a reduction in other

enterprises if maximum profitability is going to be achieved.
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It is recognised here that the term profit in reality is likely
to equate with net satisfaction. The entrepreneur may include in the
concept of profit more leisure time for himself and his workers. For-
tunately, investment in more intensive techniques is quite compatible
with both higher production and increased leisure time.. Both have
increased considerably with the passing of the years. Again the entre-
preneur may prefer to produce one product rather than another because
it gives him satisfaction rather than for wholly financial reasons.
An extreme case is that of the farmer who likes to have horses on the
farm, not because of any possible profitability in terms of income, but
because it gives him pleasure, He is of course quite right to do so
even in economic terms, because it is the equivalent of earning profits
and renting grazing so as to indhlge his hobby. In proper accounting
techniques, revenues should be imputed to such hobbies. Fortunately
a satisfactory model can be formulated on the concept of profit max-
imization, withﬁut the impracticality of imputiﬁé revenues to non
revenue creating benefits as a fixed difference between the theoret-—
ical elasticity of supply and the estimated elasticity of supply can
be hypothesised, because the resources used in such occupations are

likely to be relatively small and fairly constant over time,

The Agricultural Supply Curve

Coritinuing the discussion in terms of the entrepreneur being a
farmer, the farmer's production at any one time is related to the
quantity and quality of his land and other equipment. If production
is to be increased then either the quantity or the quality of his
production plant has to be increased. An increase in the quantity of
the production equipment could also be expected to increase the quality
because of the steady improvement in technology. Indeed farmers in
order to ensure their long term prosperity have to purchgse advanced

technology to keep their costs down. This is especially so because
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of the ever increasing cost of an agricultural workers wages. In
19?0/71 it was over £1,000 per man per year (Table 2.4). The reduction
of the work force therefore releases a steady stream of capital that
can flow into the purchase of improved technology. This can take
place either by farms dismissing labour or by farms merging. Table
2.3 shows that the active population in agriculture has been decliniunge.

In the U.K. few extra farms can come inta production and farms
going out of prodvction are likely to be amalgamated with other farms
because of the resulting reduction in costs. Agricultural area cun
therefore be taken as remaining fairly constant.

With regard to individual products, it is possible that a farmer
has invested capital to produce a specific product. With a fall in
price he may discover that he is not covering his average total cousts.
He can then continue to produce for a time as long as he is covering
his average variable costs before eventually going out of business,
if prices continue to be low. Because capital equipment employed in
agriculture can generally be used for producing a va£iaty of productu
there is the possibility, however, that he may be able to change over
to producing an alternative product. For instance the buildings used
for dairy cows and beef cows are often quite similar. It 1lus tharefore
important to allow for the production of alternative products in any
model of the system. Tho situation that is difficult to allaw for is
when a farmer makes & large invesiment of capital, price falls und ho
does not have an alternative profitable product that he can produce.
The likelihood of this occurring is howuver very low. It has not
been a feature of post war agriculture in the U.K. for grazing live-
stock whioh require & large amount of capital equipment, and in the
politiocal olimate of the E.B.C. is unlikely tou beceme so. To all

intents and purposes, then, taking into account competitive producls
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allows for irreversibility of theo supply curve.

As stated earlier (p.27) farmers can be expected to lformulate
expectations about future revenue and costs, but a number of circum-—
stances exist which relate production to current revenues and costs.
These will be examined in more detail here. Firstly by deliberate
government policy much of the uncertainty has been taken out of
agricultural production by a system of stabilized prices and production
grants, therefore very simple expectations hypotheses may be appro-
priate. It is also the case that a large part of agricultural cost
is depreciation. The replacement of worn out machinery and bLuildings
leads to an adoption of better technology which reduces costs. There-
fore an improvement in agricultural efficiency results each year. The
best way to avoid uncertainty is therefore to reduce costs faster than
prices are likely to fall, or in other words to properly maintain the
farm. With the uncertainty as to future profits much diminished the
need for having adaptive expectations is reduced, Secondly a system
of rewards and penaltles exist such as might be expected to equate
investment closely with existing profits., If a farmer hoards his pro-
fits, he is taxed (penalty). A programme of investment on the other
hand results in a saving of taxation (reward). A project can be expec-
ted to save taxation at the standard rate of income tax for every pound
spent, the saving being spread over a number of years. In addition
capital grantes are often payable (rewurd). These have tended to vary
between 30% to 704 of cost, Thirdly, expectations are expensive if
it is assumed that prices are going to rise when prices have been low,
ag a large part of the capital for expansion would probably have to
be borrowed; so that expected profits have to be discounted to allow

for an interest ocharge, and this has the effect of bringing the expec—



ted profit lovel down closer to the existing profit level. Fourthly,
for the tenant farmer, his borrowing power is geared to profitability

as a result of having little security against which to borrow. Aan
agriculturél charge would allow him to pledge his crops and stock,

but it is unpopular among farmers and seldom used. As an agricul Lur:]
charge takes preccedence over other debts, other creditors on hearing
that the farmer has signed one may demand payment immediately (Sturroci,
F., 1967, p.52). The result may be bankruptcy rather than salvation.
The owner occupier could offer the title deeds as security against o
loan, however banks are unlikely to lend if the farmer does not have

a good financial case, as banks are unlikely to be interested in stoving
off a farmer's bankruptoy for a few extra years. The strength of a
farmer's case is likely to rest on current revenues and costs rathor
than on any expectations he might have as to future market pricoeu.

Where big savings in costs are possible through extra investment, thu
banks oould be expected to be sympathetic, however. The dependonce

of farmers on borrowed capital, the importance of which has already buun
stressed in Chapter III, makes it unlikely that farmers can respond
with adaptive expectations.

It is reasonable then to accept that production is geared to
current revenue and costs. The alternative, that of adaptive expuct-
ation response need not, however, complicate matters. Briefly it Lho
farmer with breeding livestock varies his production in response lu o~
pected revenue and costs, he will also vary the numbour of Btore livuitochk
coming on to the market, because of the variation in the numbers ol' livu-
stock retained for breeding, and so influence livestock price, Thiu
influence would be augmented by the farmer who purchawes the sloru

stock paying a price for the store livestock largely according to Liu



expuctations ol what the fatstock price will be when he comes Lo coll
the finished beast. (The store livestock market is not subject to
government intervention, and the formulation of expectations is an
important consideration in modelling this market). Simply enteriug
the price of store livestock therefore effectively makes the mode!
one with adaptive expectation as regards price.

With regard to the shape of the supply curve, it is to be uxpcci-
ed that at the level of optimum production diminishing returns arec
occurring. That is for every extra unit of input a smaller incroumcnl
to total output is taking place. Improving technology and better
managerial techniques is going, however, to cause & downward movemont
of the marginal cost curve in the medium to long term. As this mov.-—
ment can be expected to be largely dependent upon the mte at which
technology enables capital to replace labour, and at the rate at which
agricultural education progresses, this increase in efficiency can bu

expected to proceed fairly smoothly over time.

The Framework of the Model

The aim is to model the grazing livestock sector in some detail
up to the stage of eventual slaughter of livestock. Particular atton-
tion will be devoted to the adequatg representation of the broeding
stock system because a high degree of accuracy there goes & long way
to ensuring acocurate forecasting of the numbers of livestock slaugh-
tered,

The livestock system consists of a series of lnventories. Tho
breeding stock produces progeny, part of' that progeny ig retained lor
breeding, part may be sluughtered at an early age and the rest cuan

be expected to he fattened to maturity before being plaughtered.
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Changes in the breeding stock size comes about through the inflow of
new breeding stock and the culling or mortality of existing breeding
stock.

It is possible theoretically to model the system using inventories
alone, and from these building up the numbers of breeding stock; There
are a number of objections, however, to this approach. Firstly the
statistics on the inflow of new breeding stock and the culling of
existing breeding stock are not very useful. A suitable breakdown of
gstatistics of heifers inflow is presented in Chapter VI, but the avail-
able statistics on inflow of new ewe breeding stock are inadequate.
While forbczlling, statistics on the number of animals slaughtered are
availablenuthe mortality factor is unknown. Secondly the inflow of
new breeding stock is, naturally enough, largely a function of the
outflow of culls. This is because a large part of the inflow is merely
replacements for existing breeding stock. As outflow is largely deter-
mined by disegse or old agej in order to have a satisfactory explan-
ation for both inflow and outflow knowledge of the age distribution
is required, This is not available. An alternative approach is to
make use of the farmer's knowledge. The farmer by varying the inflow
in response to outflow, which he is in a position to know from the age
distribution of the breeding stock, will obtain his desired level of
breeding stock., The problem of age distribution therefore ceases to
exist when a whole breeding herd or breeding flock model is used. To
obtain maximum accuraéy this approach is adopted but supplemented by
an inventory approach.

To some extent every stage of the livestock production process
requires a different model. It is not proposed to go to such extremes
here, but merely to give a theoretical model for the numbers of breed-

ing livestock and a theoretical model for store livestock price. The
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principles behind those models will however be adapted for formulating
the other equations necessary for modelling the grazing livestock
system. A discussion of the formulation of those other equations
together with the practical application of the theoretical models
following is given in Chapter VII,

In order to model the system in reasonable detail equations for
the following livestock inventories are proposed:-

” Numbers of dairy cows, numbers of beef cows, numbers of breeding
ewes, numbers of dairy heifers calving, numbers of beef heifers calving,
calves retained for breeding, the numbers of beef cows calved, the
numbers of calves at age six months, the numbers of dairy calves born,
the number of dairy calves slaughtered, numbers of calves that will
be fattened for slaughter, the number of steers and heifers slaughtered
in each period, the numbers of cows slaughtered, the numbers of lambs
slaughtered and the numbers of ewes slaughtered. A number of prices
will also be determined within the system. The intbrlinkage of those
equations will then enable the actual system to be simulated with

reasonable completeness of detail.

The Theoretigal Production Model

Assuming that the increase in efficiency is a simple linear
function of time, and that diminishing returns apply and furthermore
that there is more than one enterprise that can use the scarce resour-

ces,we can give the following model for breeding livestock,
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where Yl and Y2 are the desired production of products 1 and 2 respec=
tively
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P =  dwproving ef'Uiciency with time
xl = wveclor of LOG (revenus relative Lo costs for Y )
1

X, = vector ol LuG (revenue relative to costs for Y. )

=

The model 1is only wiven in terms of two products, but the s -
principles would hold for more than two products. A LOG transtformalion
of revenue relative to costs is made as this gives the shape of supply
curve for reflecting conditions of diminishing returns. EBExpressing
revenue relative to costs effectively allows for wovemonts in the
supply curve due to changes in costs. 'The model gives an incre:. . 1.
production of a product if that product's revenue relalive to coot
increaves and u daecreace in the productiosn of the compotitive prodoci
(everything else remaining constant).

Rearranzing equations (4.1) and (4.2) gives
from (4.2) X, = Y2/ Byt (B 3,/ (34)x1 - (Pt __1)'1' (4.3)
subst. (4.3) in (4.1)

T s PrX= rs2(¥2/ ﬁd (P 3/ fa)%) + 5+ 85 B/ (gt (4.4)

= (g o 03/ ()% = (P pyY, v (p 5+'ﬁ2 ¢/ )T (4.9)
similarly for (4.2)

Yo = (g By B/ Bol¥s = (Byf By # (g By B/ i00)T (4.8)

As a product's own price elasticity of supply can be expected to
be much greater than its cross elasticity of supply; the coefficluntu
of Xl and X2 can be expected to be positive. As reformulated the

model is a simultansous modsl and has to be estimated by approprialo
mathoda,

Equations 4.1 and 4.2 aro Btill the assumed structural set,
therefore the estimating procsdurse adoptud is an unusual one which
would not normally be appropriate, but is used for thiws particular

model for the following reusons:
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(1) 'because 4.1 and 4.2 may be subject to multicollinearity;

(ii) because the degrees of freedom for estimating 4.5 and 4.6

are greater than for 4.1 and 4.2.
Multicollinearity in 4.1 and 4.2 would lead to a large degree of error
in the coefficients which would probably be shown up by the standard
errors being very large. Estimating the structural set by the trans-
formations 4.5 and 4.6 if multicollinearity was present in equations
4.1 and 4.2 would not entirely eliminate the difficulty. The usual
method of estimating simultaneous equations is by two stage least
squares in which the endogenous explanatory variables are certain linear
functions of all the exogenous variables. This makes it likely that
some degree of multicollinearity is present in such estimates. Where
the multicollinearity is high in the first stage estimates (i.e.
equations 4.1 and 4.2) the degree of multicollinearity in the second
stage estimates will also tend to be high but not so high as in the
first stage estimates because of the saving in degrees of freedom and
because individual exogenous variables that might have been highly
correlated have been in effect weighted and combined into one variable
(the explanatory endogenous variable).

The procedure has the difficulty that if the first stage calcu-
lations are statistically and economically acceptable they should be
used. If they are not, this may be the result of multicollinearity,
in which ocase the procedure adopted is appropriate, but it may
alternatively be the result of an incorreatly specified model. Also
although the second stage results may appear satisfactory, this does
not guarantee that the implied values of the structural coefficients
are all satisfactory as over identified restrictions may be operating,

A difficulty arises in that the simplification of the model for

estimation purposes makes the coefficients difficult to translate into
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elasticities of supply. For instance, the higher the negative coeifi-
cients on Y, and Y, in equations (4.6) and (4.5) respectively, when
caused by the magnitude of f.3 and [:2 in the coefficients of Y, and
Y2 respectively, the greater will also be the coefficients on the trend
term T. A simpler method of evaluating the effect of a change in
revenue and costs is by simulating the system and varying the levels
of revenues and costs.

In practice also as the producer response takes time to complete,
Xl and X2

costs for a semi annual model. Because the producer is assumed to

have to represent distributed lags of revenuss relative to

respond to actual revenus and costs these distributed lags are however
easy to work out. When the production time lag for different products
are not of equal length, then the production possibilities for the
product with the shortest production time lag is closely controlled by
the production decisions already made for the competitive enterprises.
The implications of this will, however, be further examined in Ohapter
VII,

Store Livestock Price Model

Like most commodity markets, the store livestock market is largely
a speculator's market. Store livestock may only be held for a matter
of weeks before being resold for a profit. At the most store live-
stoock can be expected to be fattened for about two years (this assumes
buying a calf of only a few weeks of age). The business of fattening
livestock is characterised by uncertainty. Fewer production grants
are available than is the case for breeding livestock, and consequently
much more of the profit has to come from the difference between the
buying and the selling price of livestock. Quite often small movements
in price can mean the difference between a profit and a loss for those

dealers expecting a quick profit. Stabilization of fatstock price by
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government policy although reducing the risk to some extent does not
eliminate it.

The capital required for purchasing fattening stock is essentially
short term capital and consequently easier to obtain than the relati-—
vely long term capital required by breeding stock farmers.

The ability to make a profit in the business of fattening live-
stock comes from making a correct assessment of future market prices
for livestock and by paying a realistic price for the store livestock
based on the expected price of fat cattle, and expected costs of fatt-
ening.

A reasonable assumption is that the demand for store livestock is

determined by
d

%G = PoX - PgPy (4.7)
where Qd = demand

X* = relationship of expected fatstock price to fattening cost

P = current store livestock price
Supply can be expected to be largely predetermined by the numbers of
breeding stock. The farmer will however require to retain some of the
stock for breeding and some types of stock may be slaughtered at birth.
The numbers of stock not marketed for these reasons will depend con
ourrent.atora stock price and other production incentives. The expec~
ted relation is therefore

Q: = PgPP, = PPy - P 1,0PT, (4.8)

where Q° = supply to market

PP = predetermined production

P

n

current store livestock price
OPI = other production incentives

Assuming that the market is just cleared

d 8

N = @ (4.9)
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*
foe.  Bo¥%, — Pgly = BFEy = Bighy = By oFT, (4.10)
therefore (Pg = P 10)Py = = BgPPy + P10PT + BoX, (4.11)
i, Py = -PB/(Bg = BolPPy + P11/ (pg- BroOPTyr pr/(pg=PB1o)%
(4.12)

Assuming that the relationship of expected fatstock price to fattening

cost is determined by
* %
R R (Xy = X4 4) (4.13)
An adjustment in expectations being assumed to depend on the current

value and the previous expectation. This egquation is equivalent to
IS

* - A
2ies -,\?z'o P(1-3) e a (4.15)
%
OB R :
] xéo .3(1' F) xt-— A (4.16)

then this equation can be reduced by lagging it once, multiplying
through by (1- ) and subtracting it from the original equation
(Koyck, L.M., 1954). This yields

Y, = fsl(l-x)xt + B, S (4.17)

The variable X, can be expected to consist of present fatstock price,

t
or some measure of purchasing power. In addition the supply of store
stock to the market and current fattening costs will be important.
Substituting for ]17/(‘38 - ,310)x: in equation (4.12) gives
Py = APy 1= 12/ (Pgm Prol- PgPPer P130PT, ] + P30T + {5, Fc

B PeFEey = PPy (4.18)

where NDI = national disposable income
FrC = fattening costs

The terms PPt—l and OPIt—l can be excluded as high levels of correlation
are likely between these variables and their present values. This gives

an equation which is easy to estimate, but this form of the model often

leads to some bilas in the estimation of the coefficients as pointed out

in Chapter V.
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CHAPTER V

THE STATISTICAL MATERIAL USED IN THE MODEL

Introduction

An indication of the necessary statistical data for the model has
been given in the previous chapter. Statistics are required on live-
stock inventories, on revenues and costs, and on weather influences.

The availability and the quality of these statistics influence the final
form of the model used and also the degree of success of the model. A
considerable amount of thought has therefore to be devoted to obtaining
the best statistical material possible.’ The actual statistical data
used is contained in the STATISTICAL APPENDIX and published sources

are given in the remainder of this chapter.

Livestock Population

In the United Kingdom statistical data on livestock populations is
collected hy means of postal enguiries. All classes of livestock are
covered: dairy cattle, beef cattle, sheep, pigs and poultry. In add-
ition there are censuses on the area under crops and grass, on the
production of crops, on agricultural machinery, on agricultural workers,
on agricultural holdings and on horticultural production. . Altogether
there is a wealth of statistical material on the agricultural industry.

For grazing livestock, namely dairy animals, beef animals and
sheep, statistical information is collected in the countries comprising
the U.K. at 4th June and 4th December, but in addition for England and
 Wales statistics are collected at 4th March and 4th September. Although
the statistics on grazing livestock are colleocted geperately for Scot-
land, Notthern Ireland, and for Englanﬁ plus Wales, the classifications
under which they are collected are similar so that aggregated results

for the UK. can be estimated. Differences in the statistical methodsa
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of obtaining the livestock populations in the different countries of
the U.K. require examination however.

In England and Wales census returns are collected from holdings
that are "statistically significant". The definition of what is stat-—
istically significant has changed over the years. Statistical amalgi-
mation of holdings has also tended to lag behind the physical reality.
In 1966 there were about 17,800 holdings out of a total of 312,182
deemed as being statistically insignificant because they were believed
to consist of one acre or less in area. In 1967 many of those holdings
were found to be no longer functioning as distinect agricultural hold-
ings. Consequently the number of insignificant holdings was reduced
to 12,900. The advent of automatic data processing led to statistically
insignificant holdings being determined by "standard man days" rather
than acres of crops and grass. As a result, about 47,000 holdings,
including the 12,900 previously treated as insignificant, were from
1968 no longer required to make census returns because they had under
10 acres of crops and grass, no regular whole time workers and a labour
requirement of less than 26 standard man days. Elimination on those
grounds has continued. Fpom June 1973 the threshold of significance
is to be raised to 46 standard man days; which will eliminate another
three to four thousand holdings from the census. The process has not
been entirely in the direction of fewer agricultural census returns.

In 1970 about 2,000 holdings of one acre or less were included in the
agricultural census on the grounds that they had 26 or more standard

man days, Estimates for those holdings excluded from the censug returns
are made, but it is now proposed that to allow for changes in the

status of farms a simple enguiry form be sent to a sample of statist~-
ically insignificant holdings each June, so that eventually all such

holdings would be examined. This would also allow for more accurate
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estimates of the production of those farms to be made.

While 4th June returns are collected from all statistically sig-
nificant holdings, those returns for the 4th March, September and
December are collected from a different sample of holdings on each
successive census. These sample returns are then raised statistically
to give the census figures. This method is subject to a degree of
sampling error.

For the census material used here the sample was a third of stat-—
istically significant holdings up to but not including September, 1972.
From September, 1972 a stratified sample has been taken. For December
this means a sample of about 45,000 holdings as compared with 70,000-
80,000 for the one third samples. For March and September small strat-
ified samples probably of about 30,000 holdings are to be taken (Horse-
croft, P.G., August, 1969).

Standard errors are nolt normally published for the sampling errors
in the March, September and December raised sample ‘estimates. For
1970, however, these are published in the Journal of the Royal Stati-

stical Society, Series A, Volume 135 No.3, 1972 (Orton, C.P., 1972).

TABLE 5.1
England and Wales Raised Sample Estimates 1970: Cattle and Ewes (000)
March September December

Estimate S.BE. BEstimate S.E, Estimate S.E.

Dairy cows in milk 2,279 b6a4b 2,223 5.2 2,230 5.4

Dairy cows in calf AB1 = 348 546 5.5 566 4.5
but not in milk

Dairy Heifers in calf 550 4.4 479 3.1 374 35

Beef cows in milk 351 3.5 STE 4 35 349 3.6

Beef cows in calf 295 5.7 1G - 2L 339 - Ta3
but not in milk

Beef Heifers in calf 108 2sl 102 1.8 110 1.9

Ewes in lamb or with 75987 35,3 - - = A

lambs at foot
Breeding Bwes i - 6,622 21.2 6,674 2?'8

Shearling Ewes - - 1,332 10.0 1,276 12.2
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TABLE 5.1 gives the Standard Errors for the 1970 March, September
and December published livestock numbers for England and Wales. The
S.E. on Dairy cows in milk is small, being only about «25% of the
estimate, and the S.E. on Breeding Ewes and on Ewes in lamb or with
lambs at foot is only slightly larger. For the other estimates, how-
ever, the S.E. runs at about 1% of the estimate. This low standard of
accuracy in the Ministry of Agriculture, Fisheries and Food agricultural
statistics is to be deplored. Too large a portion of an apparent
change in livestock numbers could be due to inaccurate statistics. It
is to be assumed that the accuracy of the statistics from the stratified
sanple system now in force will not be worse than the one third samples
previously used.

On the credit side greater accuracy can be assumed for the June
census, as a 100% return is asked for. Not all farmers in fact respond
to the census. Orton (Orton, C.P., 1972) puts the response rate at
92-93 per cent. For these non-respondents their most recent June
return is "imputed" into the current June results, and for the sample
returns they are omitted from the sample altogether. For the sample
. returns the non-response rate is similar to that of the June census.

The imputing of the most recent June returns into the current June
return will cause the census to underestimate when livestock numbers
are increasing and vice versa. Where farmers have not made a return
for a number of years, the error could be serious. A degres of error
oan algo be expected from such sources as errors made by farmers that
are not detected by credibility tests, data preparation errors and
¢omputational errors.

For Scotland returns were collected from all holdings in June
and December up to 1970. In 1970 about 16,000 holdings, generally

with a labour requirement of less than 26 standard man days per annui,
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were omitted from the main censuses. Altogether these holdings acc-
ount for one-half per cent of Scottish Agricultural activity. Limited
information is now collected from these statistically insignificant
holdings every three years, so that the composition of these holdings
can be revieweld. A number of intensive units previously omitted have
been added to the census cover from 1970,

Returns are collected in June and December for grazing livestock
in Northern Ireland. For livestock the census figures are collected
from all owners, irrespective of the size of the holding and also from
landless stock-holders.

Livestock statistics to be useful have to be ocompiled according
to type of animal, and purpose for which the animal is used. A div-
ision should be made, for instance, between cows used for beef pur-
poses and cows used for dairy purposes. Curiously enough this was not
generally done until 1959. The division in the census returns is
whether a cow is mainly used for dairy purposes or‘mainly used for
beef purposes. This division is as clear cut a division as it is poss=-
ible to obtain between the beef herd and the dairy herd. Unfortunately
the division is going to depend to a large extent on the farmer's
opinion of what the cow is mainly used for. Conceivably a number of
cows are dual purpose, and could therefore¢ be cldssified as being
either beef or dairy cows without any dishonesty taking place. A sub-
gldy that could include an element of incentive to enter such cows as
being mairly used for beef, has been introduced with the payment of
beel cow subsidy from 1967 on lowland cows vprimarily for breeding
calves for beef". Cows whose milk is mainly used for sale or domestic
consumption do not qualify. Despite possible variations in classifica=
tion, the division for cows is undoubtedly the best possible.

Separate enumeration is given for cows and heifers in milk, cows
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in calf but not in milk, and heifers in calf with first calf. For
purposes of analysis, heifers in calf with first calf is not a very
suitable statistic. A cow or heifer has a gestation period of nine
months. Consequently this statistic does not impart information on the
numbers of heifers calving semi-annually, which would be the ideal
return to ask for in the semi-annual livestock censuses for the United
Kingdom.

Calves have been returned as being under 6 months old, and from
6 months but under one year old, from June 1965 for Great Britain.
Previously they were returned as being under 1 year old only, and this
form of return is still used for Northern Ireland. Returns for male
and female calves are listed separately.

Some discrepancy exists between those calves returned as being
under 6 months old and those calves returned as being from 6 months
0old, but under one year old. For instance at June }965 there were
759 thousand male calves, but at December 1965 there.were 858 thousand
calves aged from 6 months up to one year old in Great Britain, accord-
ing to the agricultural census statistics. This increase is surprising
as imports of calves has not been a feature of this country's trade,

Iand exports of calves from Northern Ireland to Great Britain has also
not been a feature. The conclusion would appear to be that farmers

are uncertain about the age distribution of their calves, and do not
classify them properly. This view would tend to be further supported
by the fact that some of the calves aged under 6 months old would be
slaughtered before reaching the age of 6 months. Fortunately farmers
are likely to have a better idea of the ages of recently born calves
than of older age groups, so that calves aged under 6 months are likely
to be returned fairly accurately, so that the bias is likely to be in

the other age groups.
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For the United Kingdom the census results for ewes are published
as "Ewes for breeding" and "Shearlings put to the ram", the two head-
ings being given as one total for December.
The census statistics for the United Kingdom are published by
the Ministry of Agriculture, Fisheries and Food, the Department of
Agriculture and Ficheries for Scotland and the Ministry of Agriculture,

Northern Ireland in "Agricultural Statistics, United Kingdom", annual.

Prices

Fat Cattle Price

Fat cattle prices are obtained from weekly average market prices
for fatstock eligible for certification under the Fatstoeclk Guaranteed
Scheme. From these weekly series, monthly series are calculated.
These are published in an index form. As used here the index base
is 1954/55-1956/57 = 100. Grades of quality are distinguished in
the composition of the index, and the prices for steers and heifers
are combined in a fixed ratio of 64:36 respectively.

During some periods a considerable proportion of animals market-—
ed are not entered under the Fatstock Guarantee Scheme (Economic
Trends, No. 11 February 1962 p.V1l). This may cause the index to be
less reliable as at such times it is based on a smaller sample of
fatstock, and possibly not a completely representative sample, as
animals likely to exceed the guaranteed price are unlikely to be
certified. This would mean a downward bias and a larger standard
error for the index if one was calculated.

To obtain an average index of fat cattle price for the periods
18t December=3lst May and lst June-30th November, these periods being
in agreement with the semi-annual agricultural censuses, & simple 6

monthly average of the monthly indices was used, as this seemed
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adequate for a 6 monthly period. A weighted average would give a
better indication of the average price received by farmers, but not
necessarily of the potential of the market, namely the price that
farmers assume to have been available if their marketing had been
better.

Monthly fat cattle price index statistics are given in "Monthly
Digest of Statistics", and "Agricultural Statistics, United Kingdom",

annual.

Fat Cow Price

Fat Cow Price is based on England and Wales alone, there being
no comparable statistics for the rest pf the country. As transport
and communications are of a high standard in the United Kingdom, the
market in fat cows can be assumed to be reasonably perfect, so that
the omission of Scotland and Northern Ireland should not be of much
consequence. Prices are expressed as £s per cwt, $Week1y prices are
based on an average of prices at about sixty auction markets in England
and Wales, With such a large sample of auction marts the average
price should be representative. As before, average prices for six
monthly periods are calculated by means of a simple average. The
. monthly statistics are to be found in "Agricultural Statistics,

England and Wales", annual.

Calf Price

For calf price the market prices are also confined to England
and Wales. The average auction market price is again based on about
8ixty auction markets. Prices are for calves of not more than 3
weeks old. The type of calf on which prices are based is first
quality beef and beef dairy crosses. Prices for bull and heifer

calves are combined in the ratio 50:50 respectively. A simple aver-
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age is used to obtain the average price over a six monthly neriod.
The monthly calf statistics are given in "Agricultural Statistics,

England and Wales'", annual.

Store Lamb Price

Like cow price and calf price, store lamb price is for England
and Wales only, and for the same reason, namely incomparable statistics
for the countries which make up the U.K. Second quality "Store sheep
other than hill sheep breeds" was taken as being fairly close to the
average of store lamb prices. For those years for which prices for
this class of store sheep was not published, the most comparable
published class to it was used. These store sheep prices are based
on the average market price at about sixty auction markets in England
and Wales. A simple average was used for obtaining average prices
over six monthly periods. The monihly store sheep price statistics

are given in "Agricultural Statistics = England and‘Wales“, annual .

Ewe Price

Ewe price is the price of "Light" ewes in England and Wales.
Prices are given in pence per pound estimated dressed carcase weight.
Light ewe price was used because many of the ewes in this country
are hill ewes and these tend to be lighter than lowground sheep.
This price should therefore be closer to the true average price than
the price for "Heavy" ewes. LEwe prices are based on the average price
at about sixty auction markels in England and Wales. Simple averages
are used to obtain the six monthly average vrices. The monthly ewe
price statistics are given in "Agricultural Statistics - England and

Wales", annual.
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Milk Price
Milk price is the weighted average wholesale producer pool price
paid by each of five milk marketing boards:

England and Wales M.M.B.
Scottish M.M.B.

Aberdeen and District M.M.B.
North of Scotland M.M.B.
Northern Ireland M.M.B.

Milk price is expressed as an index, and in the form used here the

base is 1936-38 = 100. These milk price indices are given in "Agri-
cultural Statistics, United Kingdom", annual and "Monthly Digest of
Statistics", To obtain a six monthly average price a simple average

of the published monthly indices was used.

Concentrate Feed Price

The average of all types of concentrate feed price is used, [or
the U.K. the monthly average prices for cattle, calf, pig and poultry
compound-feed prices are combined in the following ratio:

Cattle 32.0
Calf 4.2
Pig 28.0
Poultry 35.8

The average monthly prices are obtained from manufacturers price lists.
The prices are expressed in index form and as used here with the aver-
age of 1954/55-1956/57 (July-June Years) = 100. The monthly indices
of concentrate feed prices arc contained in "Agricultural Statistice",
annual and "Monthly Digest of Statistics". A simple average of the
monthly indices was used to obtain the average indices for six monthly

periods.
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Fertiliser Price

The price of fertilisers is obtained by combining the prices of
four types of straight fertiliser and two types of compounds using a
system of fixed weichts. As used here price is expressed as an index
with base 1954/55-1956/57 = 100. A simple average of monthly price
indices is used to obtain the average price for a six month period.
These monthly indices are published in "Agricultural Statistics" -
United Kingdom, annual and "Monthly Digest of Statistics". The

indices used here are net of subsidy.

Wool Price

Wool price is the average producer price paid by the British
Wool Marketing Board. It includes any subsidy on wool. Recent
prices are published in the "Annual Review of Agriculture", 1973,
and previous prices can be found in the "Annual Abstract of Statist-

Toaivs

Building Material Costs

Building material costs are expressed in index forms with the
average of 1954 equalling 100. The cost is taken at wholesale level.
These indices are published in "Monthly Digest of Statistics", and

are of general building costa.

Livestoclk Subsidies

Livestock subsidies used are hill cow subsidy, cow subsidy, calf
subsidy, winter keep cattle subsidy, hill sheep subsidy (proper),
upland hill sheep subsidy, and winter keep sheep subsidy. The aver-
age known value of the subsidy is taken as the average amount of
subsidy over each six monthly period. Details of changes in subsidy
levels are announced by the government every March. These are cont-

ained in the "Annual Review and Determination of Guarantees".
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General Grants and Subsidies

General grants and subsidies includes ploughing subsidy, field
drainage grants, small farmers scheme, farm business recards, croft-
ing grants, water supply grants, livestock rearing grants, hill land
grants, farm capital grants, farm improvement grants and crofting
improvement grants. Almost everything in fact that cannot be tied
to a specific commodity. The number of these general grants and sub-
sidies have been constantly changing over time. The total amount
paid by the government each hélf year is used as the variable.

These general grants and subsidies are published in the "Annual
Review and Determination of Guarantees", up to 1972 and the "Annual

Review of Agriculture", from 1973.

National Disposable Income

National disposable income as used in the model is the total
personal income before tax (£ million) less pament of income, nat-
ional insurance and contributions and net transfer abroad. It is
before providing for depreciation, stock appreciation and addition to
tax reserves. The source of publication of these statistics is the

"Monthly Digest of Statistics". Semi annual totals Jan.-June, July=-

Dec. are used.

Bank Rate

The Bank of England bank rate is published in the "Monthly

Digest of Statistics".

Slaughter Statlistios

The statistics for livestock slaughtered are for steers and
heifers, cows and bulls, calves, ewes and rams and finally other
sheep and lambs. These figures are for animals glaughtered in the

United Kingdom, including imported fat animals. These slaughter
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statistics are derived from returns recording slaughterings in public
and licensed slaughterhouses. A source of publication of these stat-—

istics is " Monthly Digest of Statistics".

pemperature Statistics

Temperature statistics are given in degrees fahrenheit and are a
weighted average of the temperatures in Scotland, Northern Ireland
and England and Wales for the months of January, February and March.
The weighting factors are 0.284 for Scotland, 0.678 for England and
Wales and 0.0379 for Northern Ireland. These weighting factors corr-
espond approximately to the proportion of the total breeding ewes in
each country. Originally intended for use in the sheep equations,
this variable ended up in the dairy herd equation as it was here
that it was found to have most influence. A source of publication

for these temperature statistics is "Mohthly Digest of Statistics".

-

Import=Bxport Statistics

Calves

Until August 1967 export of calves from the U.K. were severely
restricﬁed by the regulations covering the type of animal for which
export licences could be granted, and the numbers involved, though
not known with precision, were negligible in comparison with the num-
bers of calves retained or slaughtered in the U.K. In August, 1967,
it was decided to allow the export, on a trial basis and under certain
conditions, ofyoung calves with a minimum weight of 1001bs The trade
was halted in November because of an outbreak of foot and mouth
disease in this country. Lxports were resumed in August 1968 but
from that date calves had to be a minimum weight of 1101bs. before

they could be exported.

Statistics on calves exported are from 1969 onwards the numbers
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that have been recorded as having been exported by the Department
of Trade and Industry in the "Overseas Trade Statistics of the United
Kingdom". Prior to 1969 the estimates of calves exported were pro-
vided by the Ministry of Agriculture, Fisheriew and Food in a comm-
unication. Their estimates were based on information provided by

their Animal Health Division and the accuracy is not guaranteed.

Export of Cows, Bulls and Heifers

Statistics on cows, bulls and heifers are obtained from the
"Overseas Trade Statistics of the United Kingdom". The total is

taken of cows, bulls and heifers exported for all purposes.

Trade in Cattle (calves excluded)

Cattle slaughter statistics for the U.K. include imported fat
stocks To allow fully for the extra cattle made available for export
in the U.K., account has also to be tgken of net {mports of heifers
and cows as importation of these allows a larger proportion of the
cattle in the U.K. to be slaughtered, because fewer have to be retai-
ned as replacements for the breeding herd. Accordingly the number
of cattle slaughtered was gssumed to increase by the net figure for
import of all cattle except calves. These statistics were obtained

from the "Overseas Trade Statisties of the United Kingdom".

The Statistical Tables

Tables of the statistical material used are contained in the

STATISTICAL APPENDIX.



CHAPTER VI

A REFORMULATION OF THE HEIFER STATISTICS

Available statistical material is not always suitable for the

Tl

purpose required. This is the case for census statistics on the num-

bers of heifers joining the beef and dairy herds respectively (Agri-

gultural Statistics, United Kingdom, annual). These statistics give

the number of heifers in calf for the first time, which because

heifers have a gestation period of nine months is the equivalent of

stating that these heifers will join the beef and dairy herds during

the next nine months. What is required is the numbers of heifers to

join the beef and dairy herd during the next six months (calving

during the next six months). The problem is how to obtain a suitable

reformulation of the existing statistics.

The statistics available are from the semi-annual census of

livestock for the whole U.K.. and from the quarterly livestock cen-

-

suses for England and Wales. L If the number of heifers returned as

being in calf at each quarterly census in England and Wales is repre-

sented by

Qi where i = time periods 1,2, ... , n and the number of
heifers to calf in each quarterly period is represented by

ay where i = time periods 1,2, ... , n+t2 because heifers
have a gestation period of nine months (278+~283 days)(Moore, I,

1968, p.283)

L T P T (6.1)
Rearranging identity (6.1) can give

qi o Qr1+2 1 (qi—l + ql-—-2) (6'2)
and also (ay_p + Qo) = Q_y = e (6.3)
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Combining identities (6.2) and (6.3) gives
o = 4 e (6.4)
In identity (6.4) Qi—2 and Qi;3 are known being census statistics,
but qi_3 is unknown. It is apparent that if a value is assigned to
a4y 5 in identity (6.4) and it is higher (llower) than the true value
by an amount « , then the estimated value of a; will also be higher
(lower) than its true value by an amount o . Indeed the values in

the series

q1_3? q1! ql+3 sesvcee (6'5)

will all be in error by an amount ol .

If in identity (6.1), values are assigned to Ay q2, q3 such
that identity (6.1) is true, then all qay where i >3 can be estimated.
This series can be represented as three series such as in (6.5), ser-
ies 1 containing ql, q4; q7 sesewsy BeTies 2 cohtaining qz, q5, q8.....
and series 3 containing Q39 Qgs Qg eoviee Each geries will have a

constant error e¢l, ot 2, and o, 3 respectively. We can therefore say

that

ai=qi+o(_1+o¢2+ o3 (6.6)

where ai is the estimate of a,

A v
o 1 = error in series 1 when Qy is contained in series 1,

otherwise £ 1 = 0.

A - F; .
ol 2 = error in series 2 when Q; ig contained in series 2,

otherwige o2 = 0,

: 3 N s ) .
ol 3 error in series 3 when a; 1s contained in series 3,

othervise o 3 = 0,
Unfortunately ell terms to the right of identity (6.6) are unknown,
however by substituting instrumental variables for ay the size of
the error in each of the series 1, 2 and 3 can be estimated by least

squares, i.e.,
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Qi = £(p1, D2, S1, S2, S3, T, C) (6.7)

where D1

1 if « 1 does not equal zero, otherwise D1 = 0

D2 = 1 if «« 2 does not equal zero, otherwise D2 = 0O

S1 =1 if ai is an estimate of heifers calving 4th June-
3rd Sept., otherwise S1 = O

S2 = 1 if Q; is an estimate of heifers calving 4th Sept.-
3rd Dec., otherwise S2 =

S3 =1 if ai is an estimate of heifers calving 4th Dec.-
3rd March, otherwlae 33 =0

- trend = 4 5+ Qy + Ty, = 9
C = constant term.

1t Fﬁl and [5, are the coefficients of D1 and D2 respectively, the

2
relationship between these coefficients and « 1, =<2 and <3 are

Py = oAl = %3 (6.8)

fip V= ZE& el (6.9)
i.e. ﬁ)l and [5, are measured from origin zero minus <3,
It also follows from the definition of {1, «{ 2 and X3 and equation
(6.1) that

Al+ *2+ X3 =20 (6.10)

N
i.e. an.overestimate (underestimate) in any q; leads to the same

degree of underestimate (overestimate) in (5,7 *+ qi+2)

from (6.8) and (6.9) F3] + pym *L 4 XD - 2%3 (6.11)
frcm (6.10) AL + K2 = =3 (6.12)
substituting (6.12) into (6.11) Ro+ B, = -3x3 (6.13)
therefore %3 = =( B, + ;-‘32)/3 (6.14)
from (6.8) A1 = fo+ X3 (6.15)
from (6.9) X2 = (3, + X3 (6.16)

A ly A2 and o3 can then he used to correct the series 1,2 an 3
containing Q9 94,1 and 9,0 respectively.
In practice imperfections in the theory that heifers in calf are

the number that will calf in the next nine months occur. For instance
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the outbreak of foot and mouth disease in the winter of 1967/68 1led

to the slaughtering of heifers, so that not all heifers returned as
being in calf in the agricultural census just before the outbreak did
in fact calf. Large variations in exports or imports of heifers in calfl
can also lead to inaccuracies between the numbers of heifers in calf
and the number that do in fact calf. It is also true that a farmer
cannot know until 20-21 days (the average intervzl between oestrus
(bulling or heat) whether or not a heifer is in calf. Depending on
whether farmers return heifers as in calf after the heifer has been
first mated or whether the farmer waits until he is certain that the
heifer is in calf before entering it as so in the census return, can
mean either that the numbers of heifers returned as being in calf are
an over—statement or an under-statement. A sampling error also exists
for the September, December and March agricultural censuses for England
and Wales.

Because of imperfections in identity (6.1), the serias of estimatos
of heifers calving each quarter occasionally had to be broken off and
restarted. This occurred if every fourth residual to (6.7) had the
same sign. This in fact only occurred once for dairy heifers and once
for beef heifers, which shows that despite the many reasons for a
breakdown in identity (6.1), the theory worked well.

Having obtained statistics for heifers calving quarterly for
England and Wales, the problem remains of obtaining similar statistics
for the rest of the United Kingdom. If the heifer calving distribution
were the same for the rest of the U.K. as for England and Wales, then

it would be possible to raise statistically the numbers calving in



England and Wales so as to account for all the heifers calving in the

U.K. A method of raising the results for England and Wales is

(@ + 94,5 + ¢

i ) (Q UK/, EW)

i+2
where QiUK is the half yearly census statistics for heifers in calft
for the U.K., and QiEW is the equivalent statistic for England and
Wales. For the same percent increase (decrease) of heifers in the
U.K. as in England and Wales QiUK/QiEH should be a constant if the
calving distribution is the same for the U.K. as it is for England
and Wales, therefore as two seperate raised estimates are obtained
for the heifers calving in the quarter year starting 4th June, these

should be equal. The éame applies for the two estimates for the

guarter starting 4th Dec.

TABLE 6.1

U.K. Raised Values of Beef Heifers Calving Quarterly

Census Total (000) Brealkdown (000)
J.66 143 58.5 30.9 53.6
D.66 178 5509 6.3  45.8
J.67 131 45.3 48.7 36.9
D.67 154 38,1  59.2  46.7
J.68 133 47.9 39.0 46.1
D.68 177 47.0 70.4 59.6
J.69 156 61.3 48.3 46.4
D.69 196 46.7 34.0 65.3
J.70 167 65.7 52.5 48.8
D.70 206 48.7 89.9 67.4
J.71 169 66.9 48.3 53.9

D.71 231 54.9 106 70.1
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U.K. Raised Values of Dairy Heifers Calving WQuarterly

Census Total (000) Breakdown (000)
J.66 607 186.4  301.7 118.9
D.66 477 119.2 ° 130,3/ 227.4
J.67 686 225 304.1  156.9
D.67 488 159.8  13B.7° 189.5
J.68 693 190.4  333.4 169.¢
D.68 495 163 123.5 208.5
J.69 666 : by 326580 N30 2
D.69 480 132.8 125.3 221.¢
J.70 696 218.8  337.5 139.7
D.70 469 141.7  116.6. 210,79
J.T71 662 206.7 310.1 145.2
D.71 475 148.3  123.1 203.6

In TABLE 6.1 and TABLE 6.2 the result of raising the numbers of
heifers calving quarterly in England and Wales to give U.K. estimutus
of beef and dairy heifers calving quarterly are given. The numbur of
heifers at the end of each line of the "lUreakdown" shoul. be clows Lo
the number of heifers at the beginning of the next line of the Breul-
down, if the raising method is satisfaclory, as these are both estima~
tes of heifers calving in the same time period. In most cases thusw
are extremely close, which makes it reasonable to uccept the raising

method: [or the final eslimate an averape value was lLaken where Lho

results gave two alternative estimates, and an adjustment made to Lhal
quarter flor which only one ostimate was made (thu gocond column in Lho
Breakdown), so as to bring the total calving in a nine month period ws

given by the Broakdown the same as returned in the agricultural cunis,
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APPLICATTOAT O WHS TuSRELMTCAL MODSL

Introduction

Chapter IV described the theoretical model, and Chapters V and
VI discussed the statistical material necessary for the model. In
this chapter the practical problems in applying the models are cons-
idered, and the empirical equations are estimated and discussed. The
methods of estimating the equations are by two stage least squares
for simultaneous systems and by ordinary least squares regression
elsewhere. The system to be estimated for dairy, beef and sheep are

similar with regard to inventory flow. For the beef herd the direct-

ional flow is

Beef Herd

oA

t-6

fNew Breeding Stock | |Culls]“%?*"ﬂ Cows slaughtiered
t=6/1 t-6/t

-

Beef Herd | .

| Calves Born |
~
YT e
[ T'6T Breeding [ For Fattening |
t/t+6 t/t+6

\ \/

Enter Breeding Herd
at First Calving | Slauzhtered |
t+18/t+36 t+12/t+27

(In subscripts, / denotes time interval and t+i months from time t)

A flow diagram for the dairy herd has already been given in the
"Introduction" to Chapter IITI. Issentially the difference between
dairy, beef and sheep inventory flows is the age of new breeding

stock and the age at slaughter.
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Formulation of the Bmpirical Model (Method)

The transition from the theoretical to the empirical model is nor-
mally one oi reducing the complexity of reality into managable form for
the estimation of parameters. This is no easy task as a count of the
various sources of revenue and cost which can be expected to influence
the numbers of breecuing stock reach over thirty. Some system of
aggregating these variables without eliminating distinctly seperate
variable influsnces and the logical incorporation of distributed lags
is necessury. In developing the empirical model variables were not
accepted into or rejected from the breeding stock model simply on
statistical grounds. The procedure followed was that if the author
was satisfied that a variable should be included on logical grounds,
if it was not statistically significant then reasons for the lack of
statistical prool uere looked for. This resulted in the grouning of
variables to reduce the degree of multicollinearity and a very full
specificétion of the model in terms of variables included. The first
vart to be developed was the breeding stock mouel and once this was
known the majority of variables influencing the grazing livestock
gsystem was known and these same variables (with in some cases the
distributed lags adjusted) together with some extra variables could be
usged to explain the other stages of livestock production.

With regard to the store livestock price model the criterion
used was that of reasonable statistical results, as full specification
was impossible because some of the inrluences on price stem from

global rather than national events.
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Ueneral lfouturus of the Production Bquations

Time Lasz in Hesponse

Factors determining the time lag of response were discussed to
some extent in Chapter IIl. The time taken to rear replacement stock
being advancod as the main cause. In the case of dairy heifers their

age at first calving is:-

Age in Months Percent
< 24 6.93
30-36 32.83
36 4.8

This calving distribution is bassed on the percentage distribution ol
age at first calving for Ayrshire cows and Friesian cows in England
and Wales in 1966—67 (Survey of Cattle Managemont and Feeding Practic::
in England and Wales 1966-67, 1971). The poercentage distribution lur
Ayrshire and Priesian cows respectively, were weighted according Lo
the importance of each brecd in the national dairy herd, combined und
raised to 100f in order to compensate for the omission of less
important breeds.

If the only technical tactors cnusing a lag In the adjustmonl
of the breeding herd throush an inflow ol heilers wero the Lime
teken to rear the replacanoate, the chuate in production lTevael wou
ba brought about by & woiszhload average ol Ltho numbors of haif'oe

calvus retained for bresdin: at differonl points in time, 1.0,
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where Ht is the number of heifers entering the breeding herd in
time period t, and Rt—i is the number of heifer calves retained

for breeding in time poeriod t-i and entsring the herd in time period

t.

But

DHt = DHt—l + Ht - Ct

where Ct is the number of culls.

Tue number of culls from the dairy or the beef breeding herd are not
seperatsly recorded in available statistics, however us the farumer
can be expected to know in advance the cows he is going to cull frou
the age distribution and general performance of his cows, he will
vary the inflow of heifers in order to replace the percentage of
culls necessary in ordsr to obtain his desired herd size. One may

then postulate that

Ry g = f’(revenue/cost)t_i (7.1)

if thore are no economic lazs involvad. Replecing R by P to repre-

sent profit, i.e. the relalionship between revenus and costs, givues

DH' = FL.0693P_,) + JH54P_yy + o32U3P_y + L0ABP_,

39) (ts2)

1
% : :
where DH = desired leval of Lhe daicy herd

and the weighting factors are a4 detailed on the previouu pape.



The averavse luw for the initial d2sired level for the dairy herd
is about 29 months. 'This gives time to extend buildings, improve
drainage, or pastures throu:h reseeding, or uany other alterations
that have to be made to the farm. The average of the lag for the
desired level for the bheef hard is about 24 months, which again gives
enough time for farm improvements. The majority of ewe lambs entur th:
ewe flock at 18 months, but as few buildings arc needed for sheep
produotion, this also allows enough time for farm imorovements if un
increase in production is planned. Decision time could possibly add
to the production lag but it is noﬁ going to change 1ts basic shapo.
The lag distribution of the initial desired level of production is
therefore equal to the age distribution when new breeding stock enters
into the numbers of total breeding stock,

Numbers of breeding stock can not only be changed by alterin; Lhiu
rate of inflow of new breeding stock, but also by altering the-cullinx
rate, Variations in the dairy herd size could be brought about in
from 7 to 19 months by varying the rate of culling (assuming the cou
being in milk for 10 months and that there is a 3 month period batwuun
¢alving and being mated again), Similar impressive reductions in thu
time lag needed to vary production exist for the beef cow herd and tho
ewe flock by assuming that production levels can be varied by altloving
the rates of cullinz. This lag is much too short to allow for much
alteration in the stook carrying capacity of the farm. A switch r'rom
dairy produotion to beqf production would be possible as the housius
requirements are largely compatibley a switch from beel cows to dnlry
cows is less easy us spsolalised dairy equipment is neededy a swilch

from breeding ewes to breweding cows is virtually impossible, but a



switch from breeding cows Lo breeding ewes very possible. Thore iu au
fact no economic justil'ication for culling before age or diseaue huau
made the return from an animal uneconomical, unless the animal cun

be replaced by a more profitable alternative. When the alternative 1s
replacement by another class of livestock production, the technicul
lag would be tha production lag of the other class of livestock pro-
duction. This possibility can be dealt with by a simultaneous syston
of equations for beef cows, dairy cows and breeding ewes as in the
theoretical model, by assuming that the initial desired levels of
production interract on each other so as to produce tha final levael

of production.

These time lags in response apply to the time taken to chango Lhe
nunbers of breeding stock, the time taken to rear replacements, and
throuzh definition of the lag structure an equation for replacemenls
reared can be translated into breeding stock retained at birth, simply
by substituting unlagged variables for the 1agg;d distribution ol

variables.

The Simultaneous System

In the empirical version of the transformation of equations .l
and 4.2 the actual numbers of beef cows, dairy cows and breeding vwus
can be taken as the respective desired level of production for euach
breeding stock enterprise. Taking the theoretical model to its con-
clusion, cattle and sheep being fattened, being competitive with breo-
ding livestock, ought also to be included. Stock being fattened wio
likely to bear a close approximation to numbers ol breediny stoclk, no
the simultaneous model can be reduced to the numbers of breeding ustock,

Beocause of differcont time lags involved in the rearing of raplacu-
ment stook for the beef breweding herd, the dairy brevding herd und

the ewe flock, producer decision on chanxing the numbers of broodin:
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stock not havinz the longest time lag has to be dependent on the
numbers ol bresaing stock being reared having ionger time lags.

The dairy herd has the longest prouuction period, thererore the
producer can be expccte. to rormulate an initial desired level of
production for the dairy herd and later modity it in response to
incentives to change the numbers oif beef breeding cows and breeding
ewes., 7The producer's initial desired level of producltion can be exp-
ected to impose a fairly rigid constraint on the upward limit to the
size of the dairy herd, because it is then that he has to decide

how many heifers to rear and «lso to set in progress plans for acco-
mmodating the extra breeaing stock if an increase is planned. Some
flexibility still remains, He can alter his rate of culling to some
extent, or ratten up some of Lis intended additional breeding stock
for slaughter. Ior ewes, as they hLave the shortest production
period, their numbers have to be decided in the light of production
targsts already largely determined for dairy breeding cows and beef
breeding cows.

Despite ditfferent lengths of production period, the end result

ig a competitive relationship between current numbers oi beef cattle,

dairy cattle and shsep. 'I'nis can indeed be said to be self evident

as the pasture can only support so muny livestock units at any one

time.
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Ievenus and Coats

In the theoretical model it was stated that the Xl and X2 Viaria—
bles used to represent revenue relative to cost would in reality rep-
resent vectors of revenues and costs. This is because there are muny
different sources of revenue and costs in agriculture in the Unitud
Kingdom, and it is usually impossi ble to exovress the revenue and cosls
for a product as one variable.

For the dairy herd total revenue consists of income from millk,
income from calves and income from culled cows. There are many brouds
of calves and cows and therefore many prices but these are highly
correlated, therefore one common calf price and one common culled cow
price can be used if adjusted by a fixed factor for each enterprise
so a8 to represent more closely tho income from livestock. [For the
dairy herd income from cows and calves can be further adjusted so un
to give income from these sources expressed as income per gallon of
milk. As milk yield per cow rises steadily over time, a flurther
ad justment can be made to express incomae from cows and calves as thu
income per gallon of milk that can be expected to exist when the
farmer's response to revenue and costs has worked its way through Lo
herd size. This allows for improvements in technology which the furwur
can be expected to be aware of. A method of making this adjustment
is to divide cow &nd calf prices by MPR, where MPR is the fitted
values of the equation

AMY = 535 + 47.2MPDL + 4.95T (Te3)
(14.7) (3.8) (9.3)

MPDL = 1lagged distribution of revenue/cost per gallon of milk

(see variables p.92)

AMY &« Average Milk Yieldj

T = Time Trend

Numbers in brackets are student t statislics

%2 - .85

F statistic (2,20) = 65.19

Durbin=Watson statistic = 2.5

Number of Observations = 23 (June 1958 = June 196))
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The equation assumes merely that milk yield will improve with
time, and with genetical improvements in cows due to the inflow of
better quality heifers. The inflow of heifers is expected to vary
according to the price of milk and variable cost.

In economic theory the marginal cost (MC) curve above the average
variable cost (AVC) curve is the supply curve. The interaction of
revenue (R) on MC gives the quantity Q. The marginal cost curve
cannot be regarded as constant as it will move with any change in the
cost of inputs. An increase in cost would move the MC curve to the
left so that the optimum level of production would be reduced. As
this is similar to a fall in R, R can be adjusted acecording to the
position of the IC curve by deflating by variable costs. Variable
costs are taken as being feed and fertiliser cost in the empirical
model and are combined together in a fixed ratio., Because of the large
amount of capital that farmers have borrowed (s@e theoretical model)
and also to dllow to some extent for the possibiligy of more attrace—
tive investment opportunities elsewhere, an interest charge equal to
bank rate was added to variable costs. For U.K. agriculture as a whole
feeding stuffs and fertiliser amounts to about 38% of total costs,
(Chapter II section output) and consist of nearly all the variable costs
in livestock production. For theoretical reasons outlined in the theo=
retical model a LOG transformation of the ratio revenue/variable costs

was used.

In the beaf herd model and the ewe flock model livestook prices
and livestock subsidies can not be combined into one revenue variable,
This is because there is a technical difference between them. The
opportunity cost of increacing livestock production is ta some extent

the income that would be received for the potential breeding stock if



they were marketed immeuwiately, while subsidies are simply revenue.,

Breeding cattle subsidy consists of Hill Cow Subsidy, Cow subsidy,

Calf Subsidy and Winter Keep Subsidy. As there are no essential diff-

erences between these, they were weighted in approximate accordance

with average numbers of cattle receiving each and combined, The

resultant variable was then deflated by variable costs. The theory

behind this deflater is that the supply curve moves in response to

subsidy as well as to costs. 'The position of the curve is therefore

related to the ratio, subsidy/variable costs.
Breeding ewe subsidies consist of Hill Sheep Subsidy (praper),

Upland Sheep Subsidy and Winter Keep Subsidy. These were combined on

the same principle as the cattle subsidies, but wool price was also

included as no essential difference between producers' response to

Wool price and ewe subsidies is likely to exist, The combined revenues

were then deflated by a LOG transformation of variable costs, because
it was felt that variable costs would have dimini;hing influence with
rising cost, as ewe numbers can easily be adjusted to the number that
the land can support without the aid of variable costs,

For the cow herd cow price and calf price were suitable weighted
and combipéd info one variable., In addition as calf price represents
the expectation of levels of future fat cattle price, and store lamb
price the expectation of future levels of fat sheep price, these were

expresged as a ratio, the lagged distribution being marginally shorter
This equated with the time of
The

than that used for cattle prices alone.

decision on whether to rear replacements or to fatten livestook.

ratio .expresses the desirability of fattening beef in terms of the

opportunity cost of fattening sheep.

For the ewe tlock store lamb price and ewe price were weighted



and cowbined.
A large part of farmers' expenditure on expansion comes not I'rom
profits that can be tied to a particular commodity but from general

grants and subsidies. These grants and subsidies are many and varied.

Several of them aid farmers with their capital expenditure by paying
a percentage of the cost; another give assistance for ploughing up

old pasture; and another scheme enables payments to be made to small

farmers for improving their business methods. Although these grants

and subsidies should relate to the livestock sector, this data was not
available, therefore data on the industry as a whole was used instuud.

The number and changing nature of these grants and subsidies makes
a drastic simplification necessary before they are entered into the

model. If improvement grants alone were considered, it might seem

possible to incorporate them into the model by using the percentage
grant offered as a measure of the incentive to expand production.
This 1s not however the case because the value of'these grants aro
going to be much higher initially to the farmer when the farm's fixed
equipment is likely to be in relatively poor condition. The approach

used here was to enter into the model the benefit of these general

grants and subsidies to the complete agricultural industry. The total

benefit is of course the amount paid out by the government. No ideal

lag exists for these grants and subsidies. The averago lag used wuae

nine monthse, which as improvements are made before the receipt of gov-

ernment grants, is reasonable, Those payments were deflated by an

index of wholesale building material costs &0 as to keep the value ol
the grants in perspective. The aversge lag on thu costs was 12 monthu,

as costs are incurred before the improvements are finished,

Efficienox

A downward movement ol the eupply curve is &llowed for in Lhe
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theoretical model. Here the roasons for it are considered in more

.datail.

Economies of scale can be expected to exist in agriculture. ''ho
amalgamation of two farms for instance can reduce costs as explained
in Chapter IV. [Economies of scale are reflected in the financial
data relating to Scottish farms (Scottish Aéricultural Economics, 19643)
for the year 1966/67. The results of several farming systems were
as follows:-—

TABLE 7.1

Cross Output per £100 Input

Standard Man Dairy Rearing with Hill
Days Farms Intensive Livestock Sheep
275-599 £94 £102 _ £115
600-1999 £104 £113 £116
> 2000 £113 £105

For each size group and type of farm TABLE 7.1 gives gross output

for every £100 input, which includes farmer and wife labour. The tuble

glves a fairly typical order of profitability of farms over the ycars,
If "Rearing with Intensive Livestock" is taken as representing beef
rearing farms, economies of scale are indicated for dairy ferms and
beef rearing farms but not for hill sheep farms.

These economies of scale oan be interpreted in two different wayu.
It may be possible that some farmers are not reaching their desired
level of production for instunce because of difficulties of borrowing
This could mean unnecessarily high average total costs.

capital.

Aotual acreage (quality adjusted) seoms a more likely reason for vcono-

mies of scale. Increases in thrm pize can, however, only proceed

gradually., This is



89.
because the development of larger farms devends on the amalgamation of
holdings. Amalgamations can only proceed at the pace at which farmers
retire, which is largely determined by age. This movement towards
larger farms can therefore be taken as a gradual process over time.

There are other reasons for expecting the agricultural industry
not to be in long term equilibrium. MNore efficient machines may be
relativaly cheaver than employed labour, and so reduce costs. The
adoption of new technology by purchasing capital equipment is however
a gradual process. If a farmer already has a machine which can perform
a function adequately he has to balance the worth of the improvement
in efficiency in a new machine as compared with his existing machine,
against the additional capital needed, As most increases in efficiency
in farm machinery are small and perhaps not fully appreciated at first,
the replacement of old machinery by new more efficient machinery is
likely fo proceed at the pace at which existing ﬁachinary wearé out,

; Tatally-new technology can also occur., Historical®exampnles are the
replacement of milking by hand by milking by machine, Such events do
not occur overnight, however. The dissemmation of new practices is
likely to spread from the farmers who are the leaders in adbpfing new
mefhods, through to the least gdvsnturous farmers. .This fékéé'ﬁima to

say ndthing about the problem of finding the capital. Similar con-

' siderations apply to farm buildings.

| Often the farmer may not know the optimum level of productmon;
The adoption of opntimum use of fertilisers was for iﬁétanoe very slowW.
This can be expected as the farﬁar often has to experimenﬁ himself
before he is satisfied as to the correct application, Fartilisar
subsidies were introduced by the government in an attempt to speed up
fha process, but even today many farmers are using little or no fert-

iliser. Many farmers also do not make much use of the agricultural



90
advisory service, but prefer their own methods, which are often rule
of thumb, for finding the ontimum level of production,

The brecding of improved livestock is also a process which takes
time. About a quarter of a cow herd can be expected to be replaced
each year. This continual replacement can be expected to result in a
constant improvement in the quality of livestock.

Reasons for expecting a constant improvement over time in agri-
cultural efficiency have been given. The list is not exhaustive but
it gives good reasons for expecting a good correlation between improved
efficiency with time. It may be mentioned that no less an authority
than Her lMajesty's government also takes the improvement in annual
efficiency as a constant (Annual Review and Determination of Guarantees,

Annual),

Weather

Weather is rather difficult to allow for in an econometric model,

.

but it is important both in regard to crop growth and the level of
incidence of some diseases. The main food for grazing livestock is
grass, and its growth is highly dependent on temperzcture and moisturé.
Grass will not grow at a temperuture much below 42°F and grows best
when the level of moisture in the soil is near, or at, field capacity.
No success was obtained by using measures of irrigation reguirements
during the growing season in equations. Using temperature proved more
successful, The average temperatufas for the months of January, Feb=
rupry and March were used, The average of these temperatures for each
countr& of the U.K. was then weighted by the average proportion of
breeding ewes in each country and combined as weather was thought to
influence sheep farming more than other grazing livestocke. The basioc
theory behind this variable is that high temperaturos indicate an

early start to the growing season and a low likelihood of such diseases
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as "staggers'" occuring.

It is perhaps hardly survrising that a measure of moisture defic-
iency proved of no practical use. This is because during the growing
geason the soil may suffer from drought one month and poaching of the
soil by livestock due to the moisture of the soil being above field
capacity the following month. Any average of moisture deficiency is
therefore likely to be a very crude instrument indesd to represent
weather., The average yi€ld of hay as a measure of the weather is

unsuitable as yield has changed unduly due to changes in technology.

The Empirical Model
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indogenous Variables

Db

Variable symbols

Variables mwre stated as actuanl nunbers at 4th June and 4th Decembag
where agricultural census material is used, for instance Lor cow and
ewe numbers, Vhere animals ave glauvghtered or heifers are calving,
these arec given as a total Lor the six months up to but not incluu;ng"
lst June or 1lst December. Ior prices the average of ithe six months up

: 1
to 1lst June or 1lst December, is given. Subsicies are stated as the '
i

average knowyn level ol subsidy in cach 6 month period with the exoepfi_‘oﬂ
of general grants and subsidies which are given ss a total amount paid 1
out by the governmenl. ihere varisbles are stated with a lag these |
will be denoted by subscripls. Nore inlormation on the variables 1870

! | 0

contained in Chapler 7 and VI and the actual variables can be l'oundniri'-

the statistical appendix.

BCOWCAY =  Gstimated Beef Cows Calved (000)
BH = Beef Cow Herd (000) ogenous  Variables |
BHEF = Estimated Beef .eifers Calved (000) BC = Average Building Cost Index (1954 = 100)
CALP = Average Call ¢rice (£ per head) CABX ‘.=x Calves @xported (000)
CALVES = Estimated Calves Born (000) CRp = Cows sxported (000)
CAS = Bstimated Calves that will eventually come forwar CrrI = Averase Concentrate i‘eed Price Index (1954/55 -
" to slaughter (000) 1956/7 = 100)
CASL = Calves Slaughtered(000) CSUB = Averasge Cattle Subsidies (£ per cow)
COSL = Cows Slaughtered (000) D = Seasonal Dummy Vioriable (O for June, 1 ior Uecember) .‘
COWP = Average Fat Cow Price (&£ per live cwt) vl = TNational Disposable Income (£000) e
DCB = listimated Dairy Calves Born FCAP = Average Fat Cattle Auction Price (1954/55 - !
DH = Dairy Herd (000) 1956/57 = 100) i
DHER = DBstimated Dairy Heifers Calving (000) FERPI =  Average Fertiliser PricelIndex (1954/55 -
BCRB = Estimated Calves Retained for Breeding (000) 1956/57 = 100)
EF = [Bwe I"lock (000) G = General Grants and Subsidies (£ millions)
EFCSL = IB = Net Imports of Cattle (000)
Slaughter (000) INT = Bank Rate (percent)
EFSL = Ewes Slanghtered (000) ! PIP = = Average Pool Milk Price Index (1936-1938 = 100)
EP = Average Fat BEwe Price (p per 1lb. est. dressed SSUB = Average Sheep Subsidies (£ per ewe)
carcase weight) 0 = Time Trend (1959 = 1)
FCSL = Fat Cattle Slaughtered (000) TRUP =  Average Temperature, Jan-March (°f)
IEA.MSI; = Lambs Slaughtered (000) > WP = Averace Wool Price (& per ewe)
PR = Bstimated Average Milk, Produced per Cow, for ;
S Sale (gallons)
OUTF = Qutflow of Cows from Breedinz Herds (000) 1
QoD -~ Htnre Tamh Price (£ ner head) o E
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Congtruction of Variablaes

Revenues are combined according to their importance where similar

influences by revenues are hypothesised.

Costs are similarly combined.

To allow for changes in cost certain revenue variables have been ex-—

pressed as a ratio of cost.

Ca'rp =
COWSUB =
ES =
MPD e
SD =
SHSUB =
SP =

The revenue and cost variables are

2COWP + ,7CALP

csuB/((.8CFPI + ,2FERPI)(1 + INT/100))

(TEMP - 42°F) at June (42°F - TEMP) for Dec. if
TEMP > 42°F, otherwise equals O

PMP/((.75CFPI + .25FERPI)(1 + INT/100))

(LOG (SHSUB))D

(80SSUB + 5.8WP)/(L0G((.8CFPI + .2FERPI) x

(1 + INT/100)

4.44EP + 200SSP

Construction of Distributed Lags

The coefficients on the revenue and cost variables represent the

rate of adjustment in each period, the sum of the adjustments being

equal to one. Logarithmic (LOG) transformations are meda B0 as to

represent the hypothesised correct shape of supply curve.

More det—

alled explanations are given later in thé chapter. The distributed

lag variables are

BSUBDL =
CATPDL =
CPSP =
GDL .
MPDL =
MPG_3 =
IPGDL =
SLAG =
SPDL =
SSUBDL =
 WDL -

* Mtted Values

L0G(4355CONSUB_y + .4T6COWSUB_, + .168COWSUB_
LOG(.35SCATP_3 + .4?6caTP_4 + .1680ATP_5)
(+5CALP_; + .SCALP_4)/(.SSSP_3 + .5ssp_4)
LOG(G_;/(5BC_; + 45BC_,)

+0693MPD_; + «55444PD_, + .3283MPD_5 + +049MPD_
((14.9PMP_3/300) + (45.1CALP_, + 2oocowp_3)/mpnﬁ/
((«T5CPPI + .25FERPI)(1 + INT/100)

LOG(+0693UPG_y + +5544MPG_, + +328MPG_g + .O49MPC_¢)
CFPI_) ~ W5CFPI_y = .5CFPI_,

LOG(4255P_) + +258P_, + 58P ;)

Loc(.zssusun_l + +25SHSUB_, + <5SHSUB_

«33TUMP + 3ITEMP , + .34TEMP_,

5)

3)
1

Notes on_QQQEtrucLion ot Variablaes

1)

2)

CATP -
COWSUB -
ES -
MPD -
SHSUB -
SP -

aspumes that for every 100 cows, 17 1lOcwt cows will be
sold as culls. This gives a welghting factor of
(17/100) x 10 = 1.7. For every 100 cows, 60 calvos urg
assumed sold. This gives a weighting ractor of (60/100)
= ,6, The weights are therefore in the ratio 2/.7.

CFPI and IBERPI combined in ratio determined by averayge
expenditure 1969/70 - 1971/72 in England and Wales for
beef cattle (Agricultural Incomes in England and Wales,
annual)

see page 105
CFPI and FERPI weights determined as in COWSUB

assumes wool clip of 5.81bs per ewe and that 80x of hill
sheep producing wool will receive sheep subsidy. CI'PI
and FERPI welghts determined as in COWSUB.

assumes 44.41lbs is dressed carcase weight of ewes and
that 10% of ewes are sold each year. This gives a
weighting factor of 44.4/10 = 4.44 for EP. Lamb numbers
sold were tsken as being equal to ewe numbers in flock.
This gives a weighting factor of 1 (multiplied by 100
in order to convert SSP to pence as in EP). In addition
the weighting factor on SSP was doubled to allow for the
greater influence this variable is likely to have on the
farmers replacement policy. This gives a final woighting
factor of 200. '

Notes on Construction of Distributed Lags

1)

2)
3)

4)

5)

6)

Technical

lag on beef cow breeding herd adjustment assumes that

the average age of replacements is 24 months,. and that all re-

placement

Technical
cribed on

Technical
mente are

Technical

8 take place between 21 and 33 months of age.

lag on dairy cow breeding herd adjustment is as des-
page 29.

lag on ewe flock adjustment assumes that .25 of replace-
ewe lambs, and .75 are about 18 months old.

lag on general grantse and subsidies and building grants

are as described on page 86,

Ratio of calf price to store sheep price lag is as desoribed on

page 85.

Weights used in SLAG are as described on page 105.

General Comments

permasnent ohanges may ococur over time,

welghts may have to be ultered.

In reality these weights will fluctuate from year to year and

Occasionally therefore thewe
It is difficult to give speocific

references as to the source of all weights used us they werse often

bamed on the weighting of evidence from & variety of sources together

with years of practical fairm experience.




94.

The Breeding Stock Iquations

The theoretical model transforms most easily into equations'for
breeding stock and the discussion of the empirical model relates also

most closely to the brecding stock equations. The equations to be

expected arec:-—

Beef Herd =.( '(Dairy Herd, Ewe Flock, Beef Livestock Price*f, Beef
*
Livestock Subsidy/Beef Variable Costs *, General Grants

: T *1 T s
and Subsidy/Building Cost !, Weather , Time Trend)

Dairy Herd =.{'W(Beaf Herd, Ewe Flock, Revenue per gallon milk/variable
%
cost per gallon of milk T, General Grants and Subsidyf
*
Building Cost T, Weather, Time Trend)

Ewe Flock ={F“'(Beef Herd, Dairy Herd,Sheep Livestock Subsidy/Sheep
*
Variable Cost f, General Grants and Subsidy/Building
*
Cost T, Weather, Time Trend)

* denotes a distributed lag and‘t a log transformation of
data. All variables except the endogenous variables can
be expected to have positive signs."In addition variables
to represent season, or variables to represent competi-
tion between fattening and breeding stock may be necessary.

The estimated breeding stock equations are:-

DH = 5451.46 + 314.781GDL + 512,921IPGDL + 26+4965WDL

(12.25) (6.73) (2.4) (7.09) (7.4)
- 69.9249CPSP + 20.0203T - ,560293BH - ,0681009EF

: (3.12) (5.3) (3.1) “(13.7)
% = .95 |
 Numbers in brackets are Student T Statistics
F-Statistic (7,15) = 65.89

Durbin-Watson Statistic = 2.48

Number of Observations = 23 (June 1959 = June 1970)
Sum of Squared Residuals = 3929.5

. Standard EZrror of the Regression = 16.185
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BH = 990.876 + 307.681BSUBDL - 191.101CPSP + 98.5517GDL

(2.17) (4.2) (4.3) (2.7) (T:5)
+ T40.362CATPDL + 11.9686T — .249229DH — .0183481EF
(5.0) (6.47) (2.83) (2.3)

5 » 59

F-Statistic (7,15) = 297.109

Durbin-Watson Statistic = 1.74

Number of Observations = 23 (June 1959 - June 1970)
Sum of Squared Residuals = 2972,.21

Standard Error of the Regression = 14,08

EF = -805,127D + 9833.34SSUBDL + 828.235SPDL

(8.7) (9.9) (2.1) (7.6)
+ 4522.81GDL - 4.97443BH - 3.31872DH
(11) (9.1) (4.2)

B s 403

F-Statistic (5,17) = 62.74

Durbin-Watson Statistic = 1.7

Number of Observations = 23 (June 1359 - June 1970)

Sum of Squared Residuals = 5420.46

Standard Errof of the Regression = 178.564

The first stage calculations for equations 7.4 — 7.6 are

BH = =2945.72 = 29.0945D - 58.3039GDL + 140.844IPGDL

(1.97) (2.32) (0.789) (0.643)

+ 332,179BSUBDL - 173.317CPSP + 486.717SPDL
(3.7) (2.8) (23]

- 158.443SSUBDL + 2.35761WDL + 675.934CATPDL
(0.74) (0.56) (3.5)

+ 10.01T

(2.27)
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FM-Statistic (14 Vgl 2) = RO

Durbin-Watson Stautistic - 1.5

dumber of Obuuovations = 23 (Jun@ 1999 -~ June 1370)
Sunm of Squared Hesidualy - 2064

Standard Errvor of the Hesression = L33

DH = 4397.36 + 83.5242D + 248.79GDL, — 39.6771PGDL

(2.3) (5.2) (2.6) (0.14)
+ 439 5TBSUBDL + 104.99CPSP — 12.7565PDL + 103 . 3655UBDL,
(3.46) (1.32) (0.0%) (0.38)
+ 20.9 DL - 428,52CATPDI, — 0.75957
(3.89) (175 (0.13)
B° = 0.95

F-Statistio (10,12) = 43

Durbin-Watson Statistic = 2,62

Number of Observations = 23 (June 1959 -~ Juue 1970)
Sun of Squared Residuuls = 3340

Standard Error of the Regression = 16,7

lF = 41230.1 - 674.18D + 2008GDL + 2771.61IPGDL
(2.67) (5+23 )  (2.62) (1.23)

6.

=~ 6471.91BSUBDL - 990.037CPSP = 5609.37SPDL + 1948.8550kib1,

(7.02) (1.54) (2.62) (0.88)

= 3.2743WDL + 1459.4CATPDL + 137.77
(0.074) (0.774) (3.03)

e 0.96

P-Statistio (10,12) « 46

Durbin-Watson Stutistio = 2.7

Number of Observations = 23 (June 1959 ~ June 1970)
Sun of Squared Hesiduals e 219570

“taundard Error of the Regrossion = 135,27



The first stage resulln are charactorised by stalistically
insignificant values tor Student 1 Statistics on many of the variabluu
and also by many of the costricients having wrong signs. By contrast
the second stage least squares havae variables that are statisticually
slgnificant and with coefficients having the correct sign. There
is little to choose betwesn the levels of R° achieved by first and
gecond staze least squares. The results confirm the view that
ostimation by two stage least squares is preferabls and these results
are used in the model.

A feature is the omission of the T (improving efficiency) vari-
able from the EF equation, because its inclusion could not be statist-
ically substantiated. This can be expected in some cases where improving
efficiency is occurring at a very slow ratse. A sign that the system
could have besn extended to include further equations is the inclusion
of the variable CPSP (calf price/store lamb price) in equations 7.4
and T.5 to represent competition for resources from fattening cattle,
Seasonal variation in tho livestock numbers has also had to be allowed
for in the case of B in the form of the variable D, but a variabloe
to represent weather (WDL) was only significant in equation 7.4.

Apart from these differences the empirical estimated equations are
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similar to what can be expected.

The estimated coefficients are all of the correct éign. Although
the composition of the coefficients are extremely comnlex as shown
by equations 4.4 and 4.5, the difference in magnitude of the coeffic—
ients on DH and BH in the EF equation compared with the coefficients
on ZF in the DH and BH equations indicates that the influence of bree-—
ding ewe numbers on the numbers of beef and dairy cows is much smaller
than vice versa. This is 1o b2 expected from the difference in produ—
ction lggs (Chapter VI1 pa 81). The influence of BH on DH appears
also to be greater than vice versa, This is the opposite of what
could be expected if production lags alone were considered but not
surprising because of the greater ease of changing from dairy to beef
farming than from beef to dairy because of the more elaborate eguipment
necessary for dairying.

The proportion of the total wvariance explained is hich in all
three equations, the lowest being 93%. This is important because these
equations are the '"key stones" of the production system. The estimated
coefficients are all signilicant at the 95% probability level and
statistical significance of the equations as tested by the F-Statistic

are above the 99.,9% probability level,

Heifers Calving

It is necessary to forecast the number of heifers calving far the
first time, both to allow for retentions when calculating the numbers
of steers and heifers that can come forward to slaughter, and for fore-
cagting the number of cull cows that will come forward to slaughter.

It is extraordinarily difficult to represent the production stages
taken by the farmer in deciding on the number of heifers he wants
calving for the first time., Basically speaging the decisiong made by

the farmer are exactly the same as represented in the beel and dairy



herd models, but witn the essential dirference that the farmer has to
deqide how many cows to cull and replace by heifer intlow.

Many reacons exist Tor cows being culled. The farmer may select-—
ively cull dairy caws in the first or second lactation because of low
milk yield or low milk quality. He may have slipped irom being & winter
milk producer to being a summer milk prouucer tarough naving a longer
chan a twelve monthly calving interval. In such a case he may cull
selectively on the basis of calving dates, so as to regain his position
as a winter prouucer. vairy cows incresse their milk yield up to about
their 6th lactation (Unpublished Ph.D thesis, P. Street, p.127) but
the average herd life varies from about 2.5I1actations f'or Poll
Presians to 4.9 lactations for Shorthorns (P. Street, p.164). If
surficiently detailed slaughter statistics were available and statistics .
on the age distribution of cows in the deiry herd at tihe national level,
then it would be possible to estimate probabilities of a cow being
slaughtered for different rates of change in herd‘size. Similarly
this could be done for beef cows.

Variations in heifer numbers in order to change herd size will
depend on the farmer's initial desired level of production as in the
beef herd and dairy herd models, The equation to explain heifer
inflow would therefore take the form .

Beef heifers = ff(BR/C*f , probability of culling at specific uges)

Dairy heifers = {:(DR/C*T , probability of culling at specific ages)
where BHC and Dt dare the respactivé revenue/cost variables included
in the ‘equations for the beef and dairy cow equations. A competitive
relationship betweun beef and dairy heifers can also be axpécted to
exist, though this relationship is likely to be largely accounted for
by the variable, probability of culling at specific ages, as the proba-

bility has to be weighted by herd size. In practisé this variable cannot be
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estimated and aas to be represented by heifers entering the herd in a
previous neriod,

The estimated cquations ares—

DHER = 84.,92328PDL + 263.24D
(39) (27.6) C7.1)

R = 198

F-Statistic (1,18) = 743.082

Durbin-Watson Statistic = 1.41

Number o Observations = 20  (Dec., 1960 - June 1970)
Sun of Squared Residuals = 3239./(3

Standard Lrror of the Regression = 21.39

BHEY = = 25.44D + 98.058CATPDL -~ 45.59760KPPDL_

(7.48)  (5.8) (2.8) 2
+ 31.3BsUBDL
(3.08) (7.8)
Ez = 054
P-Statistic (3,16) = 34.45 s

Durbin-Watson Statistic = 1,9
Number of Obsecvvations = 20 (Dec., 1960 = June 1970)
Sun of Squared Residuals = 917

Standard Error of the Regression = 7.57

Very few of the variables included in the Beef Cow Herd and the
Dairy Cow Herd proved statistically significant in the heif'er equations.
'his is not surprising because culling policies could not be properly
incorporated in the equations. To some exténb the age distribution
of the beef herd is ullowed for in the beaf heiler model by entering
the lagged livestock price daistribution twice, one of which is the
normal lage. This shows Lo some extent if the age distribution is
biased towards young cows or old cows. In the dairy heifer model bec-

ause of a singular lack of wariation in the numbers oi dairy heifers



entering tho duilry herd, il wies oot pogsible to allow Lor the we
distribution auy a rfaclor in detecalning the nuaber ol dairy cow
replacements.

No success was had with trying to prove competitive relationuiiijp.,
however this is not an inconsistency. 1n all probability the comiist-
itive relationshlp comes about by variations in herd sizo causcd by
variations in culline. This is becuuse heifers are in an advancod
state of being Tourud betfore the farmer has to make the final deciiioan
on whether to allocate his grazing to breeding ewes or breeding cow:.
His decisgions already made only allow for limited flexibility. Au
heifer replac:menls should have better breeding than his exigtin: Lree-
ding herd it is probable that he will increase culline if a decrvase
in herd size is required. If an increase in herd giz2 is required thon
the only possible method is to reduce culling. Any variations on
heifer inflow dus to competitive relationships can therefore only bc
very suuall.

Statistically the coefliclents arae sutisfuctdry, all being higshly
statistically signilicant., With regard to ylelding a satisfactory
explanation of heifers calving, equation 7.7 is superior to equation
7.8 in terms of variables included but lower in terms of Kz. This is
probably, however, due to the lack of movument in the numbers of

heifers calving over the sample period.

istimautes of Calves Retulnud for Breeding

In equation (7.1) it is postulated Lhat
Ry oy = 5 (vevunuu/ouaL}Lﬁi

where R i the number of calves retained for breoding. This is Lhoe

vquational relationship required to explair Lhe nunber of helfer
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calves retained for breeding. Unfortunately, however, the actual
number of calves retained for breeding is unknown., There is a way
around this difficulty, because the coefficients of this equation have
already been estimated (equations 7.7 and 7.8). These equations
differ only in that a technical time lag has been incorporated in
order to allow for the time reguired to rear the heifers retained for
breeding. If thie technical lag is removed ths sum of the right hand
sides of equations 7.7 and 7.8 is then an estimate of heifer calves
retained for bresding, i.e., BSUBDL is COWSUB entered with a technical
lag. In order to remove the technical lag COWSUB is substituted for
BSUBDL. Carrying out this procedure on all variables in equations
7.7 and 7.8 and retaining the estimated coefficients gives the
equation

ECRB ® 119 + 84.9MPD + 98.658LOG(CATP) - 45.5970 LOG(CATP_,)

+ 31.3 LOG(COWSUB) (7.9)

An average value of the dummy variable D in equation 7.7 and 7.8 was

taken.

Estimate of Calves Born

Calves born form the first part of the production chain after the

.

numbers of breeding cows, i.e.

calves born, -‘jT(Baefcnua Dairy cows

t-1’ t—l)

The numbers born were estimated by summing the numbers of calvee under
6 months, the number of calves exported during the last 6 months and
the numﬁer of calves slaughtered during the last 6 months. As some

of these calves slaughtered would have died in any case a degree of
error exists in this estimate. The above explanatory relationship can
be estimated with seperate coefficients for aach half year by

entering the beef and dairy cows twice, one of which is multiplied

by a half yearly dummy variable, and the other by a half yearly dummy
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variabls lagged one period.

This gives

CALVES = Mﬂ(BH_l x D) + (BH_1 x D_l) + (DH_1 x D) + (DH“1 x D _)+CASL)

1)
CASL is entered to allow for the degree of error that exists in the
estimate of calves born, i.e. some of the calves slaughtered would
have died.

This equation proved not statistically significant in some of the
variables probably due to multicollinearity. One approach to this
problem is to constrain some of the coefficients. In order to do
this advantage was taken of the fact that those beef cows due to calf
in the period 4th December - 4th June can be taken as those cows in
calf but not in milk at 4th December, together with those beef
heifers entering the beef cow herd in the period 4th December -
4th June. Those cows that have calved in the period 4th June -

4th December can be taken as being those cows in milk at 4th December.

The equation

BCOWCAV = ﬂf(BH_l x D) + (BH_, x D_,)

was then estimated., The estimated equation is

BCOWCAV = .409246(BH_; x D) + .683072(BH_; x D (7.10)

(78.7) (137.5)

)

R° = .99

F-Statistic (1,21) = 1867

Durbin-Watson Statistic = 2.3

Number éf Observations = 23 (Dec., 1959 - Dec., 1970)
Sum of Squared Residuals = 7112

Standard Error of the Regression = 18.4

The coefficients show that most of the cows have calved in the period
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4th December - 4th June.
Constraining the seasonal nattern of beef cow calvings to the

ratio estimated above, the following equation was estimateds

CALVES = _f((.409246(BH_1 x D) + .683072(BH_, x D_))

+ (DH_1 xD) + (DH_1 x D—l) + CASL))
This equation was successfully estimated, the result being

CALVES = .558228(.409246(BH_; x D) + .683072(BH_; x D_,))

(2.75) (7.11)
+ +449220(DH_; x D) + .449932(DH_; x D_,)
(11.3) (7.72)
+ .352564CASL
(1.85)

B" - 8P

F-Statistic (3,11) = 41.65

Durbin-Watson Statistic = 2.3

Number of Observations = 15 (June 1965 - June 1972)
Sum of Bquared Residuals = 18315

Standard Brror of the Regression = 40.80

Both equations give good results statistically except for CASL
being only significant at the 90% probability level. Attempts to
bring heifers calving for the first time more into equation 7.1l were

not successful due probably to interrelations between heifers calving



and herd size., 'This omission of heifers calving from equation
7.11, together with some inevitable degree of double counting of cuwi
when estimating BCOWCAV from beef cows dry and in milk is one reacon
for the erroneous impression that a higher proportion of dairy cow:.
calf each year than is the case with beef cows. The rest of the
explanation is probably due to the increasing calf price (aquation frail 1)
as this decreases the estimate of calves born because the national
mortality rate will be higher (i.e. if a calf is slaughtered it iu
included in the variable CALViS, but if it is retained but dies it is
not) and the increase in the size of the variable BH due also parlly
to an increase in calf price (equation 7.5), i.e. mortality rates

and BH are correlated.

Calves Slaughtered

It has long been the case that only dairy c;lvea are likely Lo
be slaughtered and not reared because only they are of dublous quulity
for beef productions Thie view has, however, been rapidly changing.
Now some dairy breeds are considered as dual purpose. As calves from
the deiry herd are not seperately distinguished from calves from the
beef herd in available statistics, an estimate of the number of dairy

ealvee born (DCB) was obtained from equation 7,11 i,e.
DCB = .44922(DH_, x D) + .449932(DH_; x D_;) (18]

Calves retained either have to be reured for breeding or faltunoed

for beef production. If the farmer has decided that he wishes to
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increass his dairy herd, more dairy type bulls will be used, which means
that calves will be less suitable for fattening than otherwise. This
makes the effect of retaining more calves for breeding uncertain with
regard to total calves retained as the negative effect on calves re-—

tained ;: for fattening could outweigh the positive effect of extra

calves retained for breeding. Numbers of calves retained for fattening

are likely to be largely influenced by demand as measured by the price
of rearing calves, but prices for wveal calves could have an opposing
effect., Competition for resources on the dairy farm as measured by

the size of the dairy herd may also influence the number of calves

slaughtered.

The expected equation is

Proportion of Dairy Calves Slaughtered = {.(rearing calf price, veal
calf price, dairy herd, dairy
production incentives

The estimated equation is

>

CASL/DCB = -1.24088 + .033171D + ,000330281DH

(4.82) (3.44) (4.063) {7:13)
+ 7.25502(1/CALP)
(14.5)

§2 = ,94

P-Statistic (3,14) = 89.4

Durbin-Watson Statistic = 2,21

Number of Observations = 18 (Dec., 1961 -~ June 1970)
Sum of Squared Residuals = ,0032

Standard Error of the Regression = ,015

The proportion of dairy calves (numbers of dairy calves obtained
from the equation explaining the numbers of calves born)slaughtered
are explained in terme of numbere of dairy cows and the reciprccal
of rearing calf price. The reciprocal is used because there is an

asymptotic limit to the number of c¢alves that can be retained, No
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statistical vvidence of incentives to retain calvos lor breeding, or
the price ol vuul calves inl'luencing sluushtor rates was f'ound.

A high proportion of the total variance is explained by the cqua-

tion, and with the exception of the variable D which allows for scuconal

changes in slaughter rates, the coefficients are significant at tho

99% probability level.

kxport of Calves

No attempt has been made to explain the numbers ol calves exportud,

because the determining factor in the past has been political cons-

iderations.

Steers and Heifers Slauchtered

Steers and heifers slaughtered form the end of the production

line for calves fattened for slaughter. These calves are taken au

being the estimated calves born minus calves retained for breedinu.
Calves fattened for slaughter have to come forward to slauchtor
gventually, the question requirlng answering is iﬁiregnrd to the timu
lag between a calf's birth and when it is slaughtered as fatstock.
Cattle returned in the agricultural censuses are recorded in thu

following age groups:-— 0 = 6 months

6 - 12 months
12 - 24 months
> 24 months

Using these statistics forecasting of the numbers of livestock slaugh-
tered at different age groups could be attempted, but econometrics

applied to this approach is impossible at present becuuse of' a short.

age of degrees of freedom. Instead it is proposed to explain variu-

tions in the proportion of the average numnber of animals avallable for

slaughter that are in fact slaughtered. l.e.
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EFCSL = «25CAS_, + .5CAS_, + .25CAS_, + IE where (T7.14)

2 3 4
CAS = CALVES - ECRB - CASL - CAEX (7.15)

This assumes half the cattle are slaughtered aged 18-24 months
old, a quarter are slaughtered at ages 12 to 18 months old and
24-30 monthe old, respectively. Figures for Scotland for 1964/65 to
1968/69 (Scottish Agricultural Economics, 1970) put the weights at
«l, 5 and .4 for increasing age of slaughter. These have been
adjusted here so as to allow for the earlier slaughtering of cattle
in England and Wales, as a higher percentage of these are animals
from the dairy herd.

Variations in the relative price of calves and the expected price
of fat cattle could influence feeding methods and therefore slaughter
age. As the theoretical model for store stock price presupposes that
store stock price is a function of expected fat stock price, the rela-
tionship between celf price and expected fatstock price is therefore
theoretically s constant, (see equation 7.21), so that variation in
slaughter rates from this influence can be disregarded. (Entry into
the E.E.C represents a special but not recurring case). Feeding methods
are, however, likely to change in response to changes in the price of
concentrate feed. An increase in the price of concentrate feed cost
can be expected to result in a longer fattening period so that beef
that would otherwise have come forward in the present period for
slaughter comes forward instead in a future period. Variations in
slaughter rates will therefore depend on the difference between present
and past concentrate feed costs. If it is assumed that no concentrate
feed is fed to those cattle slaughtered at over two years of age and
the amounts of concentrate feed fed to those cattle slaughtered at
12-18 months and 18-24 months are in the ratio 2:1, assuming that the
farmer Keeps six months feed in store, we have, using the weights in

(7.14) and the ratio of importance of concentrate feed in the diet,
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Uost of Conc. up to slaughter = .5(.33(FP"9 + FP_15 + FP_21) *
25(.66(FP_g + FP_);)

where FP represents feed price and the subscripts represented average
time in months., This assumes that thne same amount of concentrate is

fed over the life of the animel. The difierence between (Cost of
Concentrate up to slaughter) and (Gost of Concentrate up to slaughter)_6
was then used as a variable in the model. This givegk SP_g minus
.5FP_21 minus .5FP_2T). In fact while reality is somewhat more comp-
licated, attempts to allow for it made no signiricant difference in the
form of the variable obtained, and simplicity has decided merits.

An earlier than normal growing season can be exsected to increase
the numbers oi fat cattle coming forward to slaughter during the period
lst December-lst June, and consequently decrease the number coming
forward in the period lst June-lst December. As grass growth commences
at approximately 420F, an earlier growing season can be taken as béing
conditional upon the average temmerature in the nperiod lst January to
ist April being above 42°F. In such cases the difference irom 420F
was enterea into the equation positively for those cattle coming for-
ward to slaughter in the period lst December-lst June and negatively
for those cattle coming forward to slaughter in the following period
1lst June-lst December,

The expected equation is therefore

Pat Cattle Slaughtored/iverage cattle number availsble for

slaughter = -f (fﬁed price, weather)
with the possibility of a seasonal dummy variable also being necessary.

The estimated equgtion is

I"CSL/EFCSL = 1,03331 + .0774589D = 400691927SLAG (7.16)
(113) (6.05) (7.9)
+ +1096091S
(5.93)
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P=Statigtic (3,7) = 60.98
Durbin-Watson Statistic = 1.8
Number of Observations = 11 (June 1967 - June 1972)

Sum of Squared Residuals = ,0024

Standard Error of the legression = ,0187

The number of observstions are rather few in this equation bocuwuie
of the comparitively short time period over which statistics have boun
available on steers and heifers slaughtered. Nevertheless the equatlion
ie well established statistically, the coefficients being extremely

significont ( ;>99.9% probability level) and the level of ﬁg bainw .94,

Cows Slaushtered

Various reasonsa for culling cows were given in relation to the
equations on numbers of heilers calving. Because of too many unkonown
values 1t was found not possible to give a very full economaetric sxol-—
anation for numbers of cows culled. As, however, tho outflow of cowus
from the breedins herds is equal to inflow of heitfars minus net

increase in breeding hord gize i.e.
OUTF = (BHEM + DHEF) = (ADH + ¢\ BH)

This identity can be used to vxplain the numbers of cows coming forwnrd
to slaughter, but as part of the outflow can bo altributed to wortulity
and as not all cows will be slaughtered in thoe period in which thoy wre
culled, outflow adjusted tor oxports will not be equal Lo, but will bo

a function of thu outflow ol cows from the herd. To allow lfor seuuson-
ality of “laushtoring a seavonunl dummy variable car be antorod into

the uqhétlon.

The expected sjquualion is
Cows slauzhtored = S(Uutflow ol' cows from herd wminus exporl.)

and the eastimated squation is
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COSL = 94,4961D

+ «T360540UTP (7:2T)
CledT)

e (423)

To correct for autocorrelation the variables in this equation were trans-—
formed by RHO = -0.40774 (i.e. each variable has had 0.40774 times its
value in the previous period added to its present value). RHO was
estimated from one iteration of the Cochrane-Orcutt Iterative Technigue
(Cochrane, D., and Orcutt, G.H., 1949).

e w82

F-Statistic (1,16) = 78.4

Durbin-Watson Statistic = 2,1

Number of Ohservations = 18 (Dec., 1961 - June 1970)

Sum of Squared Residuals = 5121

Standard Error of the Regression = 17.89

Equation (.17 is not very successful in terms of ﬁ2 due probably
to the time between culling and slaughter being largely random, The

L

cogfficients, however, are highly statistically significant.

Lambs Slaughtered

For both lambs and ewes slaughtered, a less comprehensive inventory
approach has ta be adopted than was the case for cattle slaughtered.
Thislis because of insufficiently detailed statistical data being avail-
able. Instead of the numberlof lambs retained for breeding being
subtracted from the total number of lambs so as to give the potential
number for slaughter, which is the gquivalent of the method used for
ocattle slaughtered, an equatlion containing both variables responsible
for numbers of lambs born and ewe lambs retained for breeding has to

be established to éxplain the number of lambs coming forward to
glaughter,

The largest influence on the number of lambs born is naturally
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the number of breeding ewes. ‘Lhose lambs of suitable age for slaughter
in the 6 monthly period lst June io 30ta November can with high prob-
ability be expected to have been born from ewes contained.in the bree-
ding flock at 4th June, and those lambs of suitable age for slaughter

in the 6 monthly period lst December to 31lst May can be expected to

have been born from ewes contained in the breeding flock at 4th December.
A number of the ewes in the breeding flock at these periods can be
expected to have produced lambs for slaughter in the previous period,
but assuming reasonable constancy of the proportion of ewes in the bree-
ding flock that produce lambs that came forward to slaughter in the
succeeding period, the above relationships cun be used to largely
explain th: number of lambs of suitable agz for slaughter occurring

in each 6 monthly period.

Another factor involved in determining the number of lambs of
suitable age ior slaughter is variations in weather. In a bad year a
hill farmer because of high mortality among both ewes and lambs alike
may be hard pressed to sven find enough renlacements to maintain his
ewe flock., Tne temperature over the period January-March is the
important factor here, though weather combinations may interact to
make more or less serious extremely low temperatures.

The equation can be expected to take the form
: * , 3%
Labs Slaughtered = fﬁ(Ewe Flock_l, temp Jan-March , revenue/cost )

where ravenue/coat repregents those variables included in the Ewe
I"lock equation, but adjusted appropriately for time lag. A seasonal

dummy variable could also be necessary. The estimated eguation igp

LAUSL = =10910.5D_, + .6855583F_1 - 2712.138D (7.18)
(4.8) (4.4) (3.87)
+ 158, 757TEMP
(4.66)
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B = .94

F=Statistic (3,15) = 91.99
Durbin-Hatson Statistic = 2.4

Number of Observations = 19 (June 1961 = June 1970)
Sum of Squared Residuals = 1619530

Standard Brror of the Regression = 328.5

Because of diificulties in allowing for the age distribution of
ewes, interdependence between variables responsible for the number of
lambs of a suitable age for slaughter and those variables responsible
for the number of lambs retained for breeding and also to some extent
the lesser importance of the numbers of lambs retained for breeding,

a less complete description of the factors involved in determining the
numbers of lambs retained for breeding is given in this equation than
was given in the equation exnlaining the size of ewe flock.

Ewe Flock can be teken as giving a simple avproximation to the
number of replacement breeding stock neéded to madintain the size of
the ewe flock. The accuracy of this epproximation depends on the
constancy of the age distribution,

. The importance of sheep subsidies was established, As selection
of ewe lambs for breeding generally takes place in June and affects
only the number of laombs coming forward to slaughter in the period
June-December this variable was set to zero for the period December-
June.

Other variables shown to be important in determining the size of
the ewe flock in eguation 7.6 and therefore of importance in determining
variablon in retention of new breeding stock for other than replacement
of stock reasons were not sicnificant. The reason for the non statist-—
ical significance of lamb price can be due to price not being wholly

independent of lamb suoply which is in fact largely dependent on a
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varigble alreauy included in the equation, that of ewe flock size.
Attempts to include other variables determining lamb price such as
national disposable income met with no succews. This could be due to
these factors influencing livestock prices in general so that the comp-
eti%ive position of sheep is not in fact inifluenced.

As mentioned there are other influences on the numbers of ewe
lambs retained for breeding, but because of statistical difficulties
already outlined they have not proved statistically significant in this
equation. The estimated equation is, however, highly successful with

regard to the statistical tests.

Ewes Slaughtered

The greater importance of the age distribution of the ewe flock
in explaining the numbers of ewes slaughtered than in explaining the
numbers of lambs slaughtered enablcs a more complete specification of
this aspect of culling. As the single greatest influence on changes
in ewe flock size can be exwnected to be the increasing competitiveness
of beef cows, the size of the beef cow herd together with the size of
ewe flock gives a good indication of the age distribution of the ewe
flock, The size of the dairy herd ought also to impart a similar
influence.

If ewes are not showing a profit, then they should be culled.
Profit can be expected to vary in response to shzev price, sheep
subsidies, variable costs and general grants and subsidies. Because
of considerations outlined in the previous equation lamb . and ewe prices
were again omitted. Sheep subsidies, variable costs and gegeral grants
and subsidies have however been included.

The expected equation takes the form

Ewes Slaughtered = {:(Ewe Flock_l, Beef Herd_l, Dairy Hsrd_l,
Revenuq/Costf )
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where Revenue/Cost are those revenues and costs contai ed in equation
Te6 but without the lag distribution.

The esgtimated equation is

BSL = =2482.76 + .150695EF . + .454383BH

(7.27) (Gqo). H () 98] Tk (7.19)
~615.211GDL_, - 22,48SHSUB_,
(2.9) (2.18)

B2 - .82
F-Statistic (4.14) = 22
Durbin-Watson Statistic = 1.72
Number of Observations = 19 (June 1961 - June 1970)
Sum of Squared Residuals = 40851
Standard Error of the Regression = 54.01

The influence of the dairy herd was not statistically proved but
the influence can be expected to exist as the dairy herd can be expected
to have a similar influence to that of the beef herd. Revenue and
cost is well represented in this equation as sheeg prices can be
expected to be largely a function of EF_l.

S8tatistically the coefficients are of the correct sign and are
all significant at the 954 pvobability level except for the coefficient
on BH_, which falls just outside this level. The level of R° is comp-
aratively low as was also the case for the equation explaining cows
Blaﬁghtered. Thig indicates that slaughtering is difficult to explain

with the available statistics.

Lamb Price

In order to estimate an equation for lamb price the theoretical
gtore livestock price model has to be expressed in such terms that the
model can be empirically estimated,

In the translation of the theoretical model into empirical terms,
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the lamb fattuners sxovctabion ol the price that he will receive ror
fat lambs cun be oxpectod Lo purtly depond on the oreseant and pansl
levels of national disposablo income. (This is likely to be observed
in reality through general price levels). Possibly to some extent
the price he expects fat caltle to be fetching could also influenco
his expectations. [attenine costs is likely to be ot little import-
ance as purchased feed is not important as an input. Supply of store
lambs to the market will be an important element in the fatteners
expectations. [Predetermined production can be represented by the
size of ewe tlock lagged one period. The breseding farmers demand tor
lambs to retain as breeding stock can be expecoted to bs influenced by
sheep subsidies and general grants and subsidies.

The empirical translation of equation 4.18 can therefore be

expacted to be

Store Lamb Price = %(Nutional Disposable Income Ewe Flock

-1’ ~17?
General Grants and Subsidieaﬁf, Store
lL.amb Price 17 Fat Cattle Price, Sheep

Subsidies)

with a dummy variable for seasonality probable being necessary, 'l'ho

egstimated equation is

SSB = 5.,91062 4 .000123791_1 - .0001936m€_1

(3.2) (3) (2.36) (7.20)

1207852700 .857358D*1 + +53364888p
(2.63) (5+15) (3.1)

1

ﬁz L 092

P-Statistlc (5,16) = 50.33

The Durbin-Watson Statistic has not been glven, for as detailed in

page 26 this test is unsuitable for auto regressive equations.

Nunber of Observations « 2 (Dso., 1959 « Juns 1970)
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Sum of Squared Residuals = 0,37
Standard Error of the Regression = ,156

Although it was suvposed that competition from other grazing
livestock need not be taken account of due to the inclusion of ewe
flock in the equation, attempts were made to include this factor further
in the equation, but no statistical proof of its applicability could
be found, nor that or fat cattle price or sheep subsidies.

With regard to the statistical estimates the coefficients are of
the correct sign, the coefficients are significant at levels greater
than the 95% probability level and the level of §2 is .92, Statisti-
cally then the equation is satisfactory. About half of the producers
expectations come from current influences on price and the remainder

comes from historical influences on price,

Calf Price

The model for calf price is also based on the theoretical store
livestock price model. It is hypothesised that the farmer who fattens
store cattle bases his expectation of fat cattle price partly on

present and past levels of fat cattle price (fat cattle price in the

3l

H

5

.5.C. can be accepted as given as it is controlled by vgrious measures) .
The farmer can be expected to allar for changes in feed price in

arriving at the price which he is prepared to pay for a calf. Supply

has not traditionally been an important factor as the supply of calves

have exceeded the number required for fattening but price of veal

(many calves have been slaughtered for veal) could be a factor.

The expected equation is

Calf Price = (i'at C,ttle Price, Feed Price, Price of Veal)

and the estimated equation(insignificant variables excluded)is
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CALP = .021196KCAL -4258CALP_,
(4.9) (3.5) (21

B2 = 9
F-Statistic (1,20) = 214
Number of Observations = 22 (Dec., 1959 - June 1970)
Sum of Squared Residuals = 14.8
Standard Brror of the Regression = L86

The Durbin-Watson Statistio has not been given, for as detailwud
in page 26 this test is unsuitable for auto regressive equations.

Feed price proved not statistically signiflicant as did veal price
though in practice these can be expaoted to have somo influence. Tuu

egtimated equation rives a wood statistical result.

lrat Cow Prioce

The price of fat cows iz oxpected to be closely related to the

price of fat steers and heifers. The estimated equation is

COAP = .0457417FCAP
(62.6) (7.22)

B2« .92
Durbin-Watson Statistic = 1.9
Number of Observations = 21 (June 1960 - June 1970)
Sun of Squared Residuals = 1.27
Standard Brror of the Regression = ,253

This equation was autocorrelated i.e. tho residuala were not
independent. 'T'o correct for this the vuauriables in the equution huvu
been transformed by HHO = 0.39589 (i.e. 6ach variable has had deduotoed
it value in the previous period times 0.39589) where RHO was estimaloed
from one iteration of the Cochrane-Orcutt Iterative Teochnigue
(Cochrane, D., and Orcutt, G.H., 1949).

Although extremely simple, equation (.22 gives a very good stlut-

istical result.
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I'at HBwe Price

Fat uwe price can be expected to be related to its own supply,
national disposable income and sheep subsidies as they give an indi-
cation of the farmers own demand for ewes for breeding stock, and
probably other livestock prices.

The expected equation is

Ewe Price =-€v(ewes slaughtered, National Disposable Income

Sheep Subsidies, Other Livestock Prices) "
The estimated equation is
GP = -009220f'SL + .0005150I_; + .242065USUB (7.23)
(6.1) (4.8) (4.45)
£2 = .83

F-Statistic (2,16) = 44.58

Number of Observations = 19 (June 1961 — June 1970)
Durbin=-Watson Statistic = 1.7

Sum of Squared Residuals = 6.65

Standard Hrror or tae udegression = .644

Other livestock prices (lfat Cattlu and store lamb prices) were
included but proved not statisticaily gignificant.

The level of K% is fairly low in this equation but the estimated
coafficients are all very highly significant. UMeat prices can bhe
expected to be determined partly by world influences so the result
obtained by 'nationsl'variables only are very good,

Conclusion

Within the limits of the research r'ield chosen the estimated
equations are satisfactory. Some of the prices, however, could prob=
ably be better explaineu at bhe world level while culling rates could
probably be better exnlained at the micro level because of the poss-

ibility of obtaining information from the farmer on the age distribution
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of the breedin- stock. Loncer time series should have been preierred
for dairy heif'ers calving because of the lack ol veriation in the
numbers. With increasing observations and better statistical data
becoming availuble more detailed equations should b: possible in some
instances, but not in the "key stone" equations, the equations for
dairy herd, beef breeding herd and ewe flock as these are fully devel-

oped in terms oi variables and are statistically satisfactory.
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THIE Uss OF PHE MODEL FOR_FORSCASTING

Introduction

The model was used for forecasting over a historical period immoe-
diately following the sample period in order to test its performance.
The forecasting consisted in generating values for the endogenous
variables from the equations, the equations being arranged in such un
order as to reflect the order of events in reality, and the generatud
values being fed buck recursively into the other equations of the
system, Actual values of wexogenous variablss wWere used.

Two different forecasting exercises were carried out. In tho une
approach the time period from which the predictions were made was moved
forward 8o as to be constantly six months behind the forecast. In
this way a serius of semi annual forecasts were made trom the 'presentl
time'. In the othar approach the base period for the predictions wus
held constant so as to give consecutive pradictionu:of 6, 12, 18, @4
and 30 months ahead. The dif'ference is that more variables are cndo-
#enous in the lutter approach, due to the length of the production
lags incorporated into the equations, because when the forecast leng;th
becomes longer than the production lag, variables fed back recursivoly
into the other equations int'luence the torecusts.

Because tho estimated rates of producer response contalned in Lhe
equations can only be regarded as being valid within the physical
constraints on the system, tuch as the maximun possible number of now
breeding etock, to avoid wuking forecasts which are physically imposu-

ible account has been tulken of these limits to producer responoe.

Congtrainty

Although diminishing returns to inputa has been hypothenised
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in the equations, and the influence of competitive enterprises taken
into consideration, a number of more definite constraints exist which
have not been taken into account at the equation formulation stage.
This was because it was not necessary to deal with them as these con-
straints were not encountered in the historical analysis of time
series., They have, however, been incorporated at the forecasting
stage.

Perhaps the most obvious constraint is the number of potential
replacement breeding stock. For cattle this constraint is of little
importance because cull rates and potential breeding stock can be
expected to allow an expansion of about 20 percent per annum, a rate
which is unlikely to be called for by the level of production incen-—
tives. The equivalent constraint on the ewe flock is quite a differ-
ent matter. In a bad year the hill sheep farmer may not have enough
new breeding stock to increase his flock at all. Because lambing
percentages are higher in the lowland farms this constraint is not
going to apply at the same level for lowland and hill farms. To
overcome this problem historical rates of increase of the ewe flock
were examined, an average being taken of two year periods so as to
amécth out fluctuations in weather patterns to some extent. This
examination of historical data suggested a maximum rate of growth
for the ewe flock of 3.5 percent per annum for 4th June Census Return
years. The equivalent increase for December iz that the ewe numbers
fall only be 5 percent from the level at June (a seasonal decline in
ewe numbers occurs at December). Accordingly this constraint has been
imposed on the rate of increase of the ewe flock,

A decline has been occurring in the number of dairy calves slau-

ghtered in recent years. The most extreme constraint on the number
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of calves slaughtered would be the limit zero, as for clear reasons
less calves than this cannot be slaughtered. Because some calves
are not of good enough quality for breeding or fattening the cons-—

traint has however been fixed at a five percent slaughter rate.

Entry into the E.E.C.

Entry into the E.E.C. has changed the composition of some of the
variables in the model. Calf price is explained in terms of expected
fat cattle price. Previous to entry into the E.E.C., expected fat
cattle price was formulated from present and past fat cattle price in
the U.K. Now that fat cattle price in the U.K. is scheduled to incr-
ease to the level in the original E.E.C. countries by not later than
1978, the expected fat cattle price is largely based on the adjustment
of U.K. fat cattle price to the fat cattle price in the rest of the
community. To allow for this gituation the present fat cattle price
in the calf price equation has from December 1971 (by December 1971

have been A
it could reasonably A sxpected that we would enter the E.E.C.) been
taken as the average of U.K. fat oattle.price and the fat cattle price
in a full member country of the E.E.C., Belgium. This is also a
necessary adjustment for the eventual free trade situation between all
the countries of the E.E.C.

ﬁo further changes were made to varicbles on aeccount of the E.E.C.,
but it can be envisaged that the content of National Disposable

Income will eventually have to be modified so as to take account of

the wealth of other member countries.
Brucellosis

In the forecasting it was necessary to allow for variations in
cattle breeding stock numbers due to the brucellosis erradication

gschemes., The influence of slaughtering of cattle on account of bruc-—
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ellosis can be expected to be an initial reduction in cow numbers
because of breeding heifer numbers not having been geared to compen-—

sate for cows slaughtered for such a reason. It is also the case

that replacements have to be stock that has been tested for brucell-
osis to avoid risk of reinfecting the herd. At the early stages the
shortages of such heifers is likely to have an influence greater than
the numﬁer of cows slaughtered on account of brucellosis. After the
initial stage of a reduction in cow numbers, ths inflow of heifers

into the breeding herd can be expected to increase so as to compensate
for the previous shortfall in heifer numbers and also by this time,

as the farmers can be expected to know the percentage rate of slau-
ghtering on account of brucellosis, to maintain the herd at its desired
level. The long term prospect would be for an increase in cow numbers

due to profitability being enhanced due to the erradication of the
diseaso.

'ABLE 8.1

Cattle Slauchtered on Account of Brucellosis

Year Number Slaughtered
1968 1,079
1969 29458
1970 7,404
1971 23,365
38,200

A912 (Animal Health, 1971)

TABLE 8.1 abovo gives the numbers of cattle slaughtered on
actcount of brucellosis. The initial stagey that of a reduction in
cow numbers, was taken as being 1970, This is fairly clearly indi-
cated by TABLE 8.1:; as it is in this year that the brucellosis

erradication schemes really got underway. I[for June and December, 1370
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the forecast nunber ol dairy cows was reduced by 9(000) and the beer
cow herd by 4.5(000). This gives a similar percentage decrease lor
both, and is consistent with TABLE 8.1 and the assumptions made in ths
previous paragraph. The second stage, that of an increase in heifer
nunbers 1s assumed to occur from June 1971, This is consistent with
the lagged reésponse assumed in the heifer models and with the start
of the brucellosis erradication schemes. From this date the heifer
inflow has been increased by .5 percent of the number of breeding
cows lagged three periods. This assumes that the farmers anticipute
in 1971 the slaughter rate of cows in 1972, and also in 1971 make
good the previous slaughtering of cows. It further assumes that Lhe
farmers will allow for a similar percentage increase in replacements
over the remainder of the forecast period. Based also on the lag of
heifer response the number of dairy heifers forecast for Dec., 1970
were increased by 40(000) to alleow for extra replacements to replace
dairy cows slaughtered in the winter of 1967/68 due to an outbreal of
foot and mouth disease.

A graduasl underestimation of breeding cow numbers by the model
can now be expected to occur as it does not allow for the profitubility

of cows being enhanced due to the less prevalence of brucellosis

diseuse.

The Resulte of l'orecusting

The results of forecusting are given in 'WMABLES 3.2-8,15. ‘Theso
are given for Sewmi Annual Predictions and for consecutive forecautis of
6, 12, 18,24 and 30 monthu (predictions from June, 1970). The tw.
roracﬁuting exercises differ in that the latter approach contains
more endogonous variables because when the rorecaste exceed the pro-
duction legs in the modul, peneraled values repluate known values ol

vartebles in the vight hand side of equatione.



TABLE 8,2

126,

Beef Herd Numbers (C00)

Time Actual Semi Annual Predictions from
Humber Predictions June, 1970
Dec., 1970 1330 1356.9 1356.9
June, 1971 1378 1393.3 1394.5
Dec., 1971 1405 1438 1439,2
June, 1972 1476 1479.2 1499.1
Dec., 1972 1547 1534.1 1544.5
TABLE 8.3
Dairy Herd Numbers (000)
Time Actual Semi Annual Predictions from
Number Predictions June, 1970
June, 1971 3234 3256.6 ; 3258.8
Dec., 1971 3347 3364.7 3367.0
June, 1972 3132 3338.5 3332.3
Dec., 1972 3482 3440.8 3431.0
TABLE 8.4
Ewe Flock Numbers (000)
Time Actual Semi Annual Predictions From
Number Predictions June, 1970
Dec., 1970 11631 11845.4 11845.4
June, 1971 12685 12801.4 12784.9
Dec., 1971 11952 11977.4 11960.5
June, 1972 13106 13129.0 13232.4
12438 12450.7 12570.8

Dec., 1972




TABLES.S
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Beef Heifers (000)
-~ =
Time Actual Semi Annual Predictions from
Number Predictions June, 1970
Dec., 1970 118 107.9 107.9
June, 1971 140 133.6 133.6
Dec., 1971 111 111 NI X
June, 1972 162 144.9 144.7
Dec,, 1972 147 123.4 122.5
TABLE 8.6
Dairy Heifers (000)
Time Actual Semi Annual
Number Predictions
Dec., 1970 555 543.1
June, 1971 260 241,6
Dec., 1971 518 498.9
June, 1972 273 259
Dec., 1972 533 517
TABLE 8.7
Calves Born (000)
Time Actual Semi Annual Predictions from
Number Predictions June, 1970
[ 3
Dec., 1970 13842 1814.7 1814.7
June,; 1971 2002 2062, 7 2063.2
Dec., 1971 1864 1812.7 1817.5
Juné, 1972 2100 2088.6 2093,8
Dec.4 1972 2001 . 186441 1865.77




TABLE 8.8

128.

Calves Slaughtered (000)

Time Actual Semi Annual Predictions from
Number Predictions June, 1970
Dec., 1970 155 172.8 172.8
June, 1971 161 166.3 16745
Deec., 1971 108 90.5 92.8
June, 1972 88 88.4 85.3
:E.Dec., 1972 i) 15 74.8
TABLE 8.9
Cows Slaughtered (000)
i Tim;““ "_Aefﬁalun__‘u’Semi Annual Predictions frém
Number Predictions June, 1970
Dec., 19/0 401 298.2 298.2
June, 1971 432 322 342,.6
Deec,, 1971 379 243.6 292.8
June, 1972 352 268,06 313.8
Dec., 1972 369 234 295.2
TABLE 8.10
Lambs Slaughtered (000)
Time Actual semi Annual Predictions from
Number Predictions June, 190
Dec., 1970 5796 5891.2 5891.2
June, 1971 4250 3971.5 4027.4
Dac,y 1971 5859 583541 5881.1
June, 1972 4113 4063.7 4066.6
Dec., 1972 6179 6028.8 6086,9




TABLE 8,11
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Ewes Slaughtered (000)

Time Actual Semi Annual Predictions from
Numbexr Predictions June, 1970
Dec., 1970 701 657.1 657.1
June, 1971 623 477.9 514.9
Dec., 1971 597 598.6 621.1
June, 1972 479 411.1 428
Dec., 1972 598 471.6 501.1
TABLE 8.12
Store Lamb Price (& per lamb)
Time Actual Semi Annual Predictions from
Price Predictions June, 1970
Dec., 1970 6.7 sk Tal
June, 1971 8.0 8.0 8.1
Dec., 1971 7.8 Tl 7.8
June, 1972 9.4 9.0 % 8.9
Dec., 1972 9.4 9.0 BT
TABLE 8,13
Ewe Price (p per 1b e.d.c. wt)
Time Actual semi Annual Predictions from
Price Predictions June, 1970
Dec., 1970 10.4 10.3 10.3
June 1971 12.2 T2 T 12.4
Dec., 1971 11.7 12.4 12.2
June 1972 15.2 15,0 14.8
Dec., 1972 1447 14.7 1446




Theilk Inequality Coefficients

T4BLE 8.14
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Cow Price (& per cwt)

Time Actual Semi Annual
Price Predictions
Dec., 1970 7.0 7.1
June, 1971 8.3 8.1
Dec., 1971 8.3 8.3
June, 1972 10.1 9.1
Dec., 1972 11.0 10.6
TABLE 8.15
Calf Price (& per Calf)
Time Actual Semi Annual
Price Predictions
Dec., 1970 24.7 24.2 N
June, 1971 26.2 26.6
Dec., 1971 3243 30.6
June, 1)72 36.9 36,1
Bec., 1972 42,8 40.5

The Predicticn Performance of the Model

Point predictions ars seldom perfect, thercfore

measuring the degre: of

useful.

by means of a correlaticn cocfficient.

One melhod of moa

a method of

imnerfection against certain slanderds ig

suring the imperfection of' a forecast is

The prave digadvantage of

thie method is that a verfect pvomitive correlation does not necess—

arily imnly perfect [orecasling, but only the existence of an exactl

linear relationship will positive slope between individual oredict-

ions and the aclual value.

In

the eguation
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P. = a+ ﬁ;“
i “,L
where Pi predicted change

It

1t

and Ai actual chance
for a verfect prediction a = O and ﬂ = 1. This is not elways the
cace for a perfect pogitive correlation.

An alternative coefficient to the correlation coefficient is

3t /%Z(Pi i Ai)z

\/Tllzpi2 +/‘}'1ZA12

are the nredicted changes and Ai———ﬁn are the corres-

where P,—-—-P
i 1

ponding actual changes. This coefficient has been extensively used

by Theil (Theil, H 1970). He termed it the "inequality coefficieant",

leg

Values that Ul can take are confined to the interval 0-1, unless all

; ; 1 ; ;
Ai and Pi taeke the value zero, in which case U is indeterminate.

a 1 & : ;
For perfect forecasts U~ takes the value Zero. The value unity ie

talcen if zero predicted chences of non—zero actual chaanges are always
made, or if non-,ero predicted changes are mad: of actual changes

L
which are always zero, or if oredicted changes are positive (negative)

when actual changes are negative (positive).

Unlike the correlaetion coefficiznt the inecuality is not invar-

iant with respect to a shift of the origin. TFor instance for the two

geries
-3 5 10 -4
-1 7 7 -1

and the pair of series

97 ' 105 110 96

gg « 107 107 99
where the second twn series are cqual to the first pair of series
increaced by 100, the correlation coelficient ie equal to 0.95 in

both cases, but the value of U™ lakes the value of 0.23 for the firet

pair of series and 0.01 for Lhe gecond set. This intuitively males
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Serse.
Another inequality test derived by Theil (Theil, H., 1966) is
H_M
11
1 = i
qfé(Pi ) ﬁi)
e
i

takes the yalue zero for perfect prediction, but in thie

Again UM

inequality coefficient, the value one is reached if the forecasts are

no better than naive no-change extrapolation. Considerably higher

values than one can be reached for Ull, indicating that it is poss-
ible to do considerably worse than a no-change extrapolation. In
of

conditions of no-change a simnle no-change extrapolation will
course give an unbeatable prediction. This test, therefore, depends
largely on the extent of change that has occurred for its value of

1 : ;
U l, and becaure of this doubt has to be thrown on its usefulness.

If for instance the Beel Herd prédictions were beins tested over a
o e S S Y Fomas o)
period of little change, the values of U~ would be much higher than
for a period of rapid chansen, assuning anogual degree of absolute

error in the prediclions of both periods.
Mahl F’ : -~ ] e e T i r o \1 11 "
Table 8.16 below gives both the values of U™ and U for the
predictions tested by these method:, The forecast period is from
December, 1970 up to December, 13972,
TABLE 8,16

Values of Uland Ullfor Sewi Annunl Predicted Percentage Changes

gl Ull
Beel Herd w193 41
Dairy Herd W11 o2
Lwe Stocl: <05 .09
+ Calf Price i o 17 o3
Cow Price <23 A5
Store Lanb Price sl o 29
Bwe Price P | .22
Dairy Heifers «03 _ .06
Beef [Heifers 22 «41
Calves Slaughtlered «28 « 51
Bows Slauzhtured +Th 3.7
Lambs Slauwshtered 04 0T
Bwec Slaughtered 43 « 94
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(Not all onarts of the model have been tezled by prediction because
in some cases all evailable observations had to be used to estimate
the equation).
TABLE 8.17 below gives frequency distributions for the values
of U' and UM in raBLE 8.16.

TABLE 8.17

Preguency Uistributions of U1 and Ul1 Talues in TABLE 8,16
Intervals freguency
Ul Ull
0 - .2 3 4
W2 = o4 3 3
4 = .6 1 4
6 = .8 1 0]
3 = o) 1
1 + - 1

In TABLE 8.17 the frequency distribution for the inequality
coefficient U‘L has a very strong bias towards the perfection end of
the scale 0 — 1. Indeed eight out of tae thirteen predictionce fall
into the interval O - .2. The frequency distributicvn for the inequal-
ity coefficiont U11 given in the same table have a rather wider
distribution. Only one of the values of Ull, however, exceeds one,
so that in only one of the cases is the forecast worse than a no-change
extrapolation. This prediction is t'or cows slaughtered, and depends
on the predictions for heifer inilow into the cow herd and net in-
crease in herd size, and is therefore influenced by the error in
thess,

A comparison of tlie values for Uj and the values lor hll in
P'ABLE 8,16 shows that in all cases the values of Ull are higher than
for U1 inuicating that as in both casos the value zero ls taken for
perfect predictions, Ull is a tougher test of prediction ability.
However the sguation U1 = 0.103 + 0.106U11 has a correlation r of
0.93 and is voery highly statistically significant, therefore the

measures of predictive ability are closely related.
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If a model were fully specified, the coefficients accurately
estimated and no unexpected circumstances occurred to upset supply,
then a supply model should predict accurately except for a random
residual. As probably none of these conditions can be met fully it
is useful, indeed essential to have a method of measuring the nature
of the inequalities if improvements to the forecasts are to be made.

One method of achieving this is by the following decomposition of the
numerator - of Ul.

5 (p; - Ai)2 = (F-1)%+ (Sp - sa)° + 2(1 - v) SpSa

S

where P, %, Sp, Sa are the means and standard deviations of the seriss
Pi and Ai respectively, and r is their correlation coefficient.

Dividing each term on the right by the left hand term-% :z(Pi - Ai)z,

gives
T O § 18l (8 Sa)° U mi 501 — »)Sp8a
L ey 2 . L A 1 - a2
R I 2 (P = 4)° 3, = (Py = 4y)
U proportion of inequality to bias.
e " " H " unequal variation.
Uo & " " " " imperfect covariation.

THEIL ( THEIL, H., 1966)(THEIL, H., 1970) develops the theory of
these proportions to quite a detailed extent. Briefly the bias pro-

portion if it is large means that the average predicted change deviates

substantially from the average realised change. This is serious but

the forecaster can be expected to be able to correct for it. The
proportion due to unequal variation would probably be caused by the
omissioﬁ of an important variable out of the model. In the course of
time the forecaster may be able to correct to some extent for unequal
variation, but never completely. The covariation proportion is zero

if the correlation coefficient is equal to one or if the covariance
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of predicted and realised changes takes its maximum value, namely
the product of the two standard deviations SpSa. The error proportion
due to imperfect covariation may be said to be the mndom component,

as little can be done to correct for it.

TABLE 8,18

Proportions Um, U° and U° of the Inequality Coefficient

u® u® u
Beef Herd 4 el o34
Dairy Herd .0008 <43 .56
Bwe Flock 53 .0055 .46
Calf Price «55 .21 24
Cow Price 45 <30 «25
Store Lamb Price .21 .24 «55
Ewe Price 1 17 g .01 .82
Dairy Heifers .91 .056 .033
Beef Heifers .69 064 24
Calves Slaughtered ok .0014 .89
Cows Slaughtered <97 .00056 .031
Lambs Slaughtered 27 L .63
Ewes Slaughtered .66 0 <34

TABLE 8.18 gives thé proportion of the error due to bias, unequal
variation and imperfect covariation. These proportions are based on
rather scanty evidence as the number of predictions are only five in
number. An example of possibly misleading evidence is the estimated

bias for the Beef Herd, as tha bias is unlikely to continue.

TABLE 8.12
Percentage Chance in Bebf Herd
Actual Predicted (Actual-Predicted)
December 1970 2.3 4.4 -2.1
June 1971 3.6 4--8 _1.2
December 1971 2.0 4.4 2.4
June 1972 hed Bed ~0,2
December 1972 4.8 3.9 +0.9

TABLE 8,18 shows that 40 percent of the error is due to bias.

An examination of TASL:E 8.19 above, however, shows that there is no
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because the last prediction unlike the first four underestimates the
percentage change. In fact only for heifers and for cows slaughtered
has there been a consistent one-directional bias.

If future predictions were to be modified in ths light of the
values of the unequality proportions, a simple fixed value adjustment
could be expected to eliminate the bias proportion. For dairy heifers
and cows slaughtered this would reduce the error by over 90 percent,
and for four of the remainder by over 50 percent. LError due to une-
qual variation can possibly be corrected for. It has been already
pointed out that error due to this cause could be due to the omission
of an important variable from the model. The same resul't could also
be caused by the elasticity of respohse being different from what it
is specified in the model either due to error of estimation or because
the shape of the supply curve is different from that postulated in
the model. To re-estimate the coefficients over more observations
could probably benefit the predictions if the shave of the suppnly
curve has been incorrectly specified. Also as more observations
become available it might be possible to formulate the model in grea-
ter detail due to increased variation in the variables and also due
to increased degrees of freodom. The valuss for U in TABLE 8.18,
however, are all under 45 psrcent which indicates that the degree of
error from this source is not serious.

An alternative moathod of dealing with the bias proportion and
the unefual variance proportion of the inequality coefficient can be
obtained from an alternative decomposition of the numerator of the

inequality coefficient. The alternative decomposition is
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Dividing the rig¢ht hand temms through by the left hand term gives

2
Pl LE D po g me) o
= g(p, -4)° 3 % 3 (p, = 4)° 5

24 2
a (1 - T )‘Jﬂ

% (Pi < fie)

where U" is as before, U" is the regression proportion because it

A
deals with the deviation of the regression slope [' in the regression

i

it deals with the variance of the regression disturbances.

the three unequality proportions add up to unity.

P, = a + HuA from unity, and Ud is the disturbance proportion becauiu

As before

THEIL (THEIL, H., 1970) shows that if an optimum linear transfor-

mation of the data of the form a + f'Pi were used, the bias proportions

vanishes, as does also the regression proportions.

term, therefore, only is lett.

TABLE 8.20

The disturbance

Proportions Um, U° and Ud of Inequality Coefficisnt

v
Beef Herd o4
Dairy Herd .0008
Ewe Flook «23
Calf Price 955
Cow Price «45
Store Lamb Price .21
Ewe Price «17
Dairy Heifers «91
Beef Heifers _ «69
Calves Slaughtered ol
Cows Slaughtered 97
Lambs Slaughtered 27
Ewes Slauzhtoered .66

Ur

«007
033
0027
.13
017
«15
0]

<054
0037
<39
.006
«12
.024

PABLE 8,20 glves the valuss for u®, UF, u?

Ud

«99
.67
AT
$32
<37
.64
.83
.03
27
.51
026
.61
.32

g g i

407
«3304
5327
.68
.62
«35
17
966
l???
I49
.9'(4
«39
-684

and also the valuo for

i Ur, the amount of the error that would disappear if a linear

transformation of the predictions were to be carried out.

In most

cases the improvuwent to the predictions would be of substantial mug—
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nitude. (ood reasons would have to exist, however, ior believing that
the linear transformation would continue to improve the accuracy
of the preiictions before there would be grounds for its use.

In summary tested by Theil's Inequality Coefficients, the fore-
casts are adequate as they have a strong bias towards the perfection
end of the O — 1 scale (TABLE 8.17), and with experience of the
nature of the forecasting errors, they could be reduced still further
(TABLES 8.18 and 8.20)

Long Term Predictive Ability

The nature of the errors for semi annual predictiong has been
examined. It is also important to know whether the model retains its
accuracy over longer periods, or whether a rapid loss of accuracy
results,

Long term predictions may be défined as the forecasting of the
results of present agricultural policy. To attempt to predict fur-
ther ahead than the influences of known agricultural policy is merely
to speculate rather than to predict. The infiuence of present milk
price has repercussions on ths size of dairy herd for uplto three
years, but the main part of the influence is accounted for in the time
span of two and a half years. This then is the period over which
prédictions can usefully be made. Even for this periqd assumptions
have to be made about the size of some variables,

To test its long term predictive ability the model was meade to
forecast in 6 month consecutive stéps_from June 1970 up to 30 months
ahega} The Root-Mean-Squared-Error for the long term predictions
(RMS") that were functions oi variables fed back recursively into
the system was then expressed as a ratio of the Root-Mean-Squared-—
Brror of the semi annual predictions (RMS'). This shows if the

degres of error increases for long term prediction.

1. The correct values of exogenous variables were used.
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TABLE 3.21 gives the ratio RuS"/RIMS' which takes values greater
than unity if there is a loss in accuracy for long term predictions.
In fact out of the ten comparisons the ratio RMS"/RMS' exceeded
unity seven times and was less than unity three times. Only slight
evidence exists, therefore, for there being a loss in accuracy for

long term predictions,

TABLE 8.21
Comparison of Long Term and Sami Annual Predictions
RMS" /RMS!
Beei Herd 0.99
Dairy Herd 1.16
Lwe I"lock 0.84
Store Lamb Price 1.18
wwe Price 1.19
Beef Heifers 14411
Calves Slaughtered 1.2
Cows Slaughtered 1:15
Lambs Slaughtered 0,64
1,03

Ewes Slaughtered

A Comparison With Census Accuracy Requirements

Policy makers by no means require, or expect, absolute accuracgy
in census results. Grazing livestock censuses for lMarch, September
and December for [ngland and Wales are subject to sampling error. A
100% census return is made annually at June but the fact that a degree
af sample error is normally acceptable shows that even in census
results complete accuracy is not looked for. An example of the
degree of sampling error in census results is shown in TABLE 8.22.
The table gives a one third sample estimate made ig June for comp-
arisoh purposes against the 100% June census. The actual error tends
to be rather larser than the calculated Standard Error of the Esti~
mate, In five of the eight cases given the actual error exceeds

one percent for the one third census result,
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PABLE 8.22

June 1970 Census, fngland and Wales (21l Figures in '000)

One Third
Sample 100% Actual
Estimate S.E. Result Lrror
Cattle ,
Dairy cows in milk 2402 6.8 2378 24
Dairy cows in calf 343 2.8 336 T
but not in milk
Dairy heifers in calf 570 e 563 T
Beef Cows in milk 560 4.2 552 8
Beef cows in calf 117 212 114 S
but not in milk
Beef heifers in calf 90 2.4 89 i
Sheep
Breeding ewes 6972 32.2 6927 45
Pwo-tooth ewes 1468 14.9 1467 1

(Orton, C.R., 1972)

To compare the predictions with census accuracy requirgments gives
an indication of the success of the predictions. Unfortunately as
prediction accuracy requirements, because of the uncertainty involved,
are less than the requirements for accuracy for census data it is
difficult to decide where the pass mark should be for this kind of
comparison. Certainly a degree of error in the predictions equal to
that contained in the census statistics can be taken as very much
exceeding requirements.

TABLE 8.23 expresses the prediction error in term of the census
error, MAEP is the mean absolute percentage error of the predictions
f'rom the realised number, APES is the actuwal error of the one third
census in June 1970 (TABLE 8.22) while SBS is the estimated Standard
Error of the June 1970 one third census (TABLE 8.22).

TABLE 8,23

Comparison of Brrors of Prediction with the Errors of the
One Third Samvle Census of England and Wales June 1970

MAEP/APES MAEP/SES

Beef Herd 4 «51
Dairy Herd .48 1.56
Bwe Flock 1.0 «98
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TABL 8.23 shows that the predictions for Beef Herd, Dairy Herd
and Bwe lock are of as high a standard as the one third sample cens-—
uses used in England and Wales, and therefore they can be considered

as sufficiently accurate by this test.

A Comparison with Other Forecasts

The final and ultimate test for a forecasting model is whether
it can predict as well as existing methods of forecasting. Even
though a model may be judged as adequate by any other measure, it is
this test which decides whether a model should be adopted. Unfortu-
nately existing published methods of forecasting grazing livestock
numbers have not been tested in a manner which makes comparisons
possible. A comparison can, however, be made against the Ministry of
Agriculture and Pisheries forecasts (unpublished). This has been
carried out for the most important part of the model, namely the Beef
Herd, Dairy Herd and Ewe Flock.

A suitable measure of comparison is
= (Ex/8)/ = (Be/A)

where CM = comparison measure
Ex = error of forecasts being tested from actual values

CM

n i

BEe = error of established method of forecasting from actual
values

A = actual value
(all values expressed in absolute terms}
A comparison between the forecasts of the model being tested here
and the Ministry forecasts for periods of 6 months, 12 monthe and
24 months are made in TABLE 8.24. In the case of Ewe Flock the Min-

istry forecants wers only made up to 15 months.

TABLE 8.24

Comparison With Ministry Iforecacts

Beriod from

June 1970 _ Dairy Herd Beef llerd Ewe Flock
CM CM CHM

6 months .51(2) .82(2) «54(5)

12 gonths .2352) .35(2) «23(2)

24 months «39(1) «34(1) -

(numbers in brackets give the number of comparisons)
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Where the CM values in TABLE 8.24 are less than unity, the tore-
casts being tested are better than the Minictry forecasts. A1l CH
velues are in fact less than unity, indicating that the model beirngr
tested has reached a higher standard of forecssting. The improvemcnt
over the Ministry forecasts is markedly greater for longer terms
forecasting, being in fact 39 percent or less of the errors of thc
Ministry forecasts. Useful improvements have also, however, been
achieved in the semi annual forecasts. This improvement is smaller
for the Beef Herd (cows in milk or in calf), the CM value being .82,
but improvements of the order of 50 percent have been achieved tor
the Dairy Herd (cows in milk or in ocalf) and for the Ewe Flock (vwee
tfor breeding and shearlings put to the ram). The comparison is,
however, limited in number (number of comparisons given in TABLE 8.24).
This 18 because the Ministry forecasts for breeding cows were only
made for numbers in June.

In the model being tested actual values of exogenous variablos
were used. Actual values used here which could not have been uscd in
the Ministry forecasts assuming these forecasts to be made at March/

April are:-

price of fat cattle one year shead

general grants and subsidies 2 years ahead
temperature 30 gonths ahead

fertilisers and feed prices 2 years ahead
national disposable income 2 yeers shead
interest rates 2 years ahead

Average Building Cost Index 2 years ahead

Average Sheep subsidies 2 years ahocad.
Bevauae of the structure of the lage incorporeted into the model,
lack of knowledge of these variubles huve a progressive effect povor-

nad by the weights used in 'Conatructinh ot Dietributed Lugs'.



Conclusions

In conclusion the f{oreca:=ts have besen given a variety ol teo .

Some tests shed lisht on the nature ol the arrors rether than comn

them against certain standards. These tecis served a useful purcu. o

in highlighting poesible improvemente that could be made to the ' :

casts. When compzred azeinst certain standasrds the forecasts can 1o

said to have performed adesuately. The predictive performance ol

model using the first staze estimates of equations 7.4 — T.6 wWas

investigzated due tn the unsatisfactory estimates of those ejuatio s
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CHAPTER IX

AGUICULURAT, PULICY CONSIDERATIONS

Introduction

The model was primarily constructed for short term forecasting
with regard to the numbers of grazing livestock and the numbers of
these slaughtered, but the formulation of the model also allows an

insight into how agriculture can be directed if direction is neces-—

sary.

Analysis

The theoretical supply model shows that the simultaneous part
of the model is extremsly complex and has to be interpreted with

caution. The method of evaluating a policy change would be to simu-

late the system, but several facts can, however, be obtained directly

from the equations.

The agricultural policy maker has to bear in mind that to influence

the size ol the dairy herd, beef cow herd,or ewe flock, the size of

one cannot be intluenced in isolation, irom the other two. In order

to expand one and vetain the others at their previous size he has in
fact got to increape the level of cgricultural support to all three,.
Also in increasing agricultural output the gquestion arises of what
commodities should have their output increased. With regard to the
present world meat shortage an impertant consideration could be to
maximize home production of meal for a given support level., The model
could be used to evaluate by a trial and error epproéach the contri-
bution of different distributions of support smong beefl, dairy and sheep
so that an estimate ol the least cost method of meat production coula
be made,

Of importance ls the time lag between producers decision and

actual change in production. Thig is shortest for tiue ewe tlock
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followed by the beef cow herd, therefore by increasing the level

of support to shesp the quickest change in output would result.

The production time lag needs to be taken into account in the form-
ulation of agricultural policy as present policy will influence
production not in the present but in 18 to 36 months time. An idea
of demand in that time period and the required degree of agricultural
support necessary to obtain the desirable proportion of total pro-
duction to meet "home" demand is necessary if effective
control is to be exercised over agriculture. The model can be used
for finding this - Adegree of agricultural support.

A very important element of the model as regards expansion of
output is the unequal effects between an increase in calf price and
an increase in subsidy as regards output. In fact price fulfils
several different roles in the system. Calf price is not only a
source of revenue to the farmer who keeps cows but also represents
the expectation of the level of future fat cattle‘prica. A high
calf price therefore means to some extent a switch from keeping
breeding cows to fattening cattle. This is implied by the coeffic-
ients of the variable CPSP in the equations T.4 and T.5. BEquation
T+13 also shows that fewer calves are slaughtered when calf price
is high, so that more cattle are therefore available for fattening.
In order to make efficient use of agricultural resources it is imp-
ortant to minimize the slaughter of dairy calves because the fewef
- the number of calves slaughtered the fewer are the number of cows
that are necessary for producing calves for fattening. The model
suggests that ths manipulation of price if correctly directed could
lead to increases in efficiency.

Some interesting reflections on thz consequences of the adoption

of the Common Agricultural Policy (C.A.P.) are possible with the
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use of the model. The adoption of C.A.P. could be expected to

have the following results:-—

(l) The certainty of price rises for fat cattle up to 1978 when
U.K. price will equate with the E.8.C. price. As a result
the farmers who fatten their beef animals for the longest
period can expect a relatively higher price for their fat-
stock and can therefore outbid the intensive beef farmer
for calves.

(2) Pollowing from (1) a swing to less intensive beef systems
can be expeeted with calf price becoming geared to E.H.C.
fat cattle price rather than to U.K. cattle price.

(3) The higher calf price means fewer dairy calves slaughtered
and an eventual intet'val during which fewer cattle come

forward to slaughter as the fattening period is lengthened.

Events in reality have followed closely the %bove pattern.
From the six months up to June, 1972 calf price no longer followed
U.K. fat cattle prices but instead E.E.C. fat cattle prices had
to be taken into consideration in using the model for forecasting.
Also during the six months up to June 1972 the slaughtering of
dairy calves fell to what is possibly its lowest possible level.
By the end of 1972 panic reigned over the shortfall in beef supplies.
Increased retention of-heifers for breeding contributed to the red-
uctions in home produced supplies, but part of the decrease can
only be atbributed to a lengthening in the fattening period. It
therefore follows that the housewives who blamed entry into the
Common Market for the rise in beef prices had a valid argument,

although the world demand and supply situation was another contrib-

uting factor.
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On the completion of the entry period into the Z.E.C. it is
unlikely that fattening patterns will return to their iormer state
because of high feed prices.

Indications of the long term pattern of the grazing livestock
sector are given by the coefficients on the trend term T in equa-
tions 7.4, 7.5, and 7.6. As is shown by the theoretical model
these coefficients are a composite of the gain in efficiency in the
grazing livestock enterprise being explained with part of the gain
in efficiency in the other two grazing livestock enterprises. It
is therefore of importance that this term was found to be not sig-
nificant in the ewe flock equations (equation T7.6). Because of the
compound nature of the coefficient for this variable an actual
decline in efficiency is indicated for the ewe flock. This can be
expected to be caused by the reduction in lowland flocks, the encr-—
oachment into the better hill land of beef systems of productions
and the lack of' techmical progress in systems of‘ﬁanaging sheep.

A long term decline is therefore indicated for the ewe flock.

With regard to prices, fat cattle price has been taken as exo-
genous (i.e. not determined within the model) as under the rules of
C.A.P. the market price for fat cettle is controlled. Lamb and ewe
prices, however, are endogenous (i.e. determined within the model)
so therefore the effect of a change in production from the sheep
flock can be evaluated in terms of price changes for sheep which

ultimately affects the price of mutton and lamb,

Conclusion
The interraction of beef, dairy and sheep production is extre-~
mely complex. In order to formulate agricultural policy a model

gspelling out the interraction is highly desirable if the policy
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maker is to have adequate knowledge of the resnlt of any action he
might take. This model though primarily intended for forecasting
rather than evaluation of policies can be used for the latter pur-

pose as well.
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CHAPTER X

CONCLUSIONS

An econometric model of the grazing livestock sector of U.K.
agriculture has been formulated, estimated and tested. The most
important part of the model is equations 7.4, 7.5, and 7.6 which
deal with the number of breeding stock. Indeed many models take
the numbers of breeding stocks as representing the final supply of
slaughtered animals. These equations support the theoretical Pro-
duction Model. Competitive relationships do exist between the beef
herd, the dairy herd and the ewe flock. The influence of the Bize
of the ewe flock on the size of the dairy herd and the beef cow herd
is small as was to be expected from the different production time
lags involved, wﬁilst the influence of the dairy herd and the beef
cow herd on the size of the ewe flock is large, which is also to be
expected.

Some of the less important parts of the model suffer from the
inadequacy of the statistical material. Thie is the case for cull-
ing and also for the inflow of new breeding stock, as these can be
expected to depend to a large extent on the age distribution of the
breeding stock, which is unknown. A significant improvement in the
statistical material was achieved in the case of the statistics on
the numbers of heifers calving. A shortage of the statistical
series on calves aged under six months led to a shortage of degrees
of freedom in equation 7.16, which explains numbers of steers and
heifers slaughtered, and so limited the number of variables that
could be contained in this equation. Nevertheless as changes in
the fattening period was allowed for to some extent the result is

an improvement on previous econometric models. With better statist-



ical material a fuller specification of these parts of the model
mentioned should be possible, however with the possible exception
of cows slaughtered, these parts of the model were satisfactory as
regards statistical tests.

The theoretical model for Store lLivestock Prices has also been
statistically supported. Store livestock price is found to be a
function of expected fatstock price.

The model passed the tests to which it was subjected. With
regard to the most important part, the numbers of breeding stock,
it is an improvement on anything previously achieved in this field.
This is so as regards the correct economic relationships between
the classes of breeding livestock, and as regards the completeness
of the specifications of the revenues and costs involved in produc-
tion., For instance the importance of general grants and subsidies
have not been hitherto shown by econometric models. While a statist-
ical model such as that developed cannot definitely validate the
theoretical structure assumed, it does show that reasonable forecasts
can be produced.

To finally conclude, a tool has been produced which can give
advance warning of patterns of production in the grazing livestock
sectof of U.K. agriculture. This is essential if periodical shortages
of meat supplies are to be avoided. Important indications of how to
direct production can also be derived from the model, and this can be

regarded as an important supplement to the model's forecasting ability.
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STATTISYTICAL APPINDIX

Bndogenocus variables for the forecast period

-

Dee, 1970 - Dec. 1972 given in CHAPTER VIII ere

not repeated here.



TABLE Al

Breeding Stock Numbers (000)

-&imé BH : DH EF
June, 1959 810 3040 13450
Dec., 1959 814 3198 12634
June, 1960 848 3163 13792
Dec., 1960 869 3294 12739
June, 1961 908 3246 13977
Dec., 1961 947 3363 13252
June, 1962 978 3291 14363
Dec., 1962 1002 3354 13447
June, 1963 1013 3247 14322
Dec., 1963 1005 3257 13350
June, 1964 981 3144 14379
Dec., 1964 938 3260 13310
June, 1965 1018 3187 14542
Dec., 1965 1053 3270 13494
June, 1966 1106 3162 14585
Dec,, 1966 1124 3251 13198
June,-1967 1142 3215 14223
Dec., 1967 1143 3300 12981
June, 1968 1152 3226 13873
Dec., 1968 1174 3358 12680
June, 1969 1211 3275 13311
Dec., 1969 1255 3309 12046
June, 1970 1300 3243 12807

L1 »



TABLE 42
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Heifers Calving (000)

Time BHEF DHER
Dec., 1960 90 545
June, 1961 115 268
Dec., 1961 83 558
June, 1962 111 276
Dec., 1962 17 551
June, 1963 92 257
Dec., 1963 66 497
June, 1964 96 260
Dec., 1964 67 542
June, 1965 101 253
Dec., 1965 99 489
June, 1966 122 246
Dec., 1966 88 488
June, 1967 132 251
Dec., 1967 94 528
June, 1968 107 298
Dec,, 1968 86 5217
June, 1969 117 282
Dec., 1969 109 034
June, 1970 131 260




TABLE A3
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Estimated Calves Born (000) and Steers plus Heifers

Slaughtered (000)

Time CALVES PCSL
June, 1965 1942 -
Dec., 1965 1708 -
June, 1966 1947 -
Dec., 1966 1731 -
June, 1967 2024 1407
Dec., 1967 1852 1541
June, 1968 2044 1397
Dec., 1968 1787 1401
June, 1969 2056 1317
Dec., 1969 1760 1308
June, 1970 1991 1429
Dec., 1970 z 1456
June, 1971 = 1432
Dec., 1971 - 1408
June, 1972 - 1459




TABLE A

1604

Calves S5Slaughtered (000) and Cows Slaughtered (000)

Time CASL COSL
June, 1959 314 =
Dec., 1959 312 -
June, 1960 486 -
Dec., 1960 445 =
June, 1961 484 350
Dec., 1961 465 347
June, 1962 440 384
Dec., 1962 430 376
June, 1963 391 377.
Dec., 1963 313 399 °
June, 1964 301 400
Dec., 1964 208 300
June, 1965 197 305
Dec., 1965 184 276
June, 1966 236 344
Dec., 1966 272 323

 June, 1967 302 383
Dec., 1967 349 306
Junse, 1968 271 430
Decsy 1968 228 318
June, 1969 255 3155
Dec., 1969 180 371
June, 1970 183 381




TABLE A5
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Lambs Slaughtered (000) and Ewes Slaughtered (000)

Time f LAMSL EFSL
June, 1961 4571 492
Dec., 1961 1793 570
June, 1962 3933 438
Dec., 1962 7389 676
June, 1963 4128 505
Dec., 1963 6668 719
June, 1964 4666 591
Dec., 1964 6703 731
June, 1965 4534 530
Dec., 1965 6243 p 655
June, 1966 5043 719
Dec., 1966 7012 928
June, 1967 48717 684
Dec., 1967 7106 870

. June, 1968 4304 642
Dec., 1968 6552 114
June, 1969 3901 537
Dec., 1969 5307 749
June, 1970 4123 597
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[

Store Lamb Price (& per lamb) and Fat Ewe Price (p. per e.d.c.wt.)

Time SSP EP
June, 1957 6.15 8.21
Dec., 1957 5.7 7.04
June, 1958 6.1 T.62
Dec., 1958 5.4 &«T5
June, 1959 5.9 T.04
Dec., 1959 5.3 5.29
June, 1960 6.0 Te5
Dec., 1960 5.25 6.33
June, 1961 6.2 T 1d
Dec., 1961 5.6 5.62
June, 1962 6.7 T+33
Dece, 1962 5415 5.83
June, 1963 6.5 71.29
Dec., 1963 5.8 5.87
June, 1964 6.6 8437
Dec., 1964 5.95 75
June, 1965 6435 9.25
Dec., 1965 575 T.42
June, 1966 642 8.75
Dec., 1966 535 6.87
June, 1967 6l 9.29
Dec., 1967 5¢6 6eT1
June, 1968 6.3 7.62
Uecs, 1968 595 7.92
June, 1969 7.0 10.75
Dec., 1969 6455 9.46
June, 1970 Te45 11525




T'ABLE A7
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Cow Price (& per cwt.) and Calf Price (& per calf)

Time Cowp CALP
Dec., 1955 5.05 157
June, 1956 4.6 13.85
Dec., 1956 3.9 12.6
June, 1957 4.55 13,7
Dec., 1957 4.0 15,3
June, 1958 4.6 16.95
Dec., 1958 5¢15 18.25
June, 1959 561D 19.15
Dec., 1959 5.25 18.65
June, 1960 5.5 17.45
Dec., 1960 5.05 15.5
June, 1961 4.85 U
Dec., 1961 3.95 . 15
June, 1962 4.45 16.1
Dec., 1962 4.5 16.3
June, 1963 4.3 16.6
Dec., 1963 4,6 17
June, 1964 5.8 18.25
Dec., 1964 6.05 19.75
June, 1965 6.5 21.8
Dec., 1965 642 22.4
June, 1966 6.25 20.65
Dec., 1966 5.4 18.95
June, 1967 5.6 18.25
Dec., 1967 5.15 18.45

. June, 1968 6,95 21.45
Dec., 1968 5.95 21.65
June, 1969 6.45 22.8
Dec., 1969 6455 23.8
June, 1970 669 24.15 |




TABLE A8
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Cows Exported (000) and Calves Exported (000)

Time CEP CAEX
June, 1961 29 0
Decy, 1961 37 0
June, 1962 36 0
Dec., 1902 42 0
June, 1963 36 0
bec., 1963 36 0
June, 19064 82 0
Dec., 1964 5 0
June, 1965 74 X
Dec., 1965 100 X
June, 1966 88 %
Dec., 1966 27 X
June, 1967 0 3 X
Dec., 1967 78 X
June, 1968 24 X
Dec., 1968 50 X
June, 1969 36 X
Dec., 1969 40 38.1
June, 1970 te3R 9.4
Dec., 1970 38 18.6
June, 1971 21 9.2
Dec., 1971 18 10.5
June, 1972 34 6.2
Lec., 1972 69 10

X Bstimates obtained by private communication from the Minigtry

of Agriculture, fisheries and Food.



Concentrate Feed Price (1954/55 - 1956/57 = 100, Fertiliser
Price (1954/55 - 1956/57 = 100) and Building Cost (1954 = 100)

Time CiPI FERPI BC
June, 1956 99.6 99.6 =
Dec., 1956 100.8 96 Eo
June, 1957 102 102 L
Dec., 1957 96.1 91.5 114
June, 1958 90.2 90.2 115
Dec., 1958 90 85.7 114
June, 1959 89.8 89.8 113
Dec., 1959 90.5 86.15 114
June, 1960 91.1 91.1 114
Dec., 1960 90.5 85.4 113
June, 1961 87.1 87.65 113
Dec., 1961 86.85 84.43 11345
June, 1962 91.17 88.4 114
Dec., 1962 92.3 81.58 ! 118
June, 1963 92.2 86.71 125.6
Dec., 1963 94.1 83.47 126
June, 1964 9646 87.67 127.5
Dec., 1964 9544 86.67 130
June, 1965 98.15 89.65 132.5
Dec., 1965 99.58 89.17 135.5
June, 1966 99.27 92.38 139.5
Decs, 1966 98.83 91.76 140
June, 1967 98.98 95.57 141.5
Dec., 1967 100,23 101.12 143
June, 1968 103.38 109.68 146
Dec., 1968 104.6 110.67 148
June, 1969 105.38 110.5 150.1
Dec., 1969 107.05 106,47 154.2
June, 1970 111.63 111.0 160.7
Dec., 1970 118.79 108.2 , 167.9
June, 1971 132,35 124.2 175.5
Decs, 1971 126 140.86: <. 183.6
June, 1972 122.3 145.36 187.5
Dec., 1972 126.9° . 163 19742

1654



TABLE A10
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Pool Milk Price (1936 — 1938 = 100), Fat Cattle Auction Price
(1954/55 - 1956/57 = 100) and Wool Price (p. per 1b.)

Time PMP FCAP WP
June, 1956 338 - -
Dec., 1956 312 = 2
June, 1957 303 - —
Dec., 1957 293 86.2 21,675
June, 1958 308 104.2 21.675
Dec., 1958 296 110.3 20.675
June, 1959 328 118,6 20.675
Dec,, 1959 303 112.9 20.708
June, 1960 311 115.2 20,708
Dec., 1960 283 107.3 20,367
June, 1961 300 105 20.367
Dec., 1961 279 85.5 20.2
June, 1962 . 288 110.5 ‘ 20.2
Dec., 1962 267 106.7 19.937
June, 1963 310 98.3 . 19.937
Dec., 1963 276 106.4 19.85
June, 1964 314 116.1 19.85
Dec., 1964 298 128.3 20.59
June, 1965 321 132.7 20.59
Dec., 1965 301 132.7 20.1
June, 1966 324 136.9 20,1
Dec., 1966 307 121 7 19.62
June, 1967 332 119.9 19.62
Dec., 1967 314 107.8 19.19
June, 1968 329 149.6 19.19
Dec., 1968 313 137.3 18,958
June, 1969 334 147.2 18.958
Dec., 1969 309 146 19.583
June, 1970 347 146.9 19.583
Dec., 1970 342 15247 18,782
June, 1971 386 176 18,782
Dec,, 1971 384 179.9 (221.9)* 19.4




167,
TABLE A1O0 continued

Time PMP rCAP WP
June, 1972 418 198.8 (245)" 19.4
*
Dec., 1972 396 2217 (272:3) -

*¥ FPat cattle price in Belgium expressed in the same price index as
U.K. fat cattle auction price. The fat cattle prices were obtained

from International Market Survey - Cattle - Sheep — Pigs, quarterly,

Meat and Livestock Commission, Milton Keynes.



TABLE A1l
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i
Cattle Subsidy” (& per cow), Sheep Subsidy ¥(& per ewe) and

General Grants and Subsidies (£ millions)

Time CSUB SSUB @
Dec., 1956 12.62 - =
June, 1957 12.83 - L
Dec., 1957 131 0 o
June, 1958 13.1 0 9.8
Dec., 1958 13.1 0 10.4
June, 1959 13.68 0 11.58
Dec., 1959 14.46 0 13.15
June, 1960 14.46 .023 14.54
Dec., 1960 14.46 054 16.4
June, 1961 14.41 .058 17.04
Dec., 1961 14.36 .063 17.9
June, 1962 14.36 .082 18.14
Dec., 1962 14.36 .108 18.45
June, 1963 14.3 .139 : )
Dec., 1963 14.25 .18 16.7
June, 1964 15.27 .32 16,22
Dec., 1964 16.63 +506 15.6
June, 1965 16,92 +455 15.26
Dec., 1965 17.29 «387 14.8
June, 1966 18.85 .51 14.29
Dec., 1966 20,92 675 13,6
June, 1967 21.4 658 13.56
Dec., 1967 22,0 .636 1345
June, 1968 23.2 «597 13.82
Dec., 1968 24.74 «546 14.25
June, 1969 25417 «546 15.06
Dec., 1969 25.74 .546 16,15
June, 1970 27.08 5T 17.16
Dec., 1970 28.87 «60 18.5
June, 1971 30,21 673 21.59
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TABLE All continued
Time CSUB SSUB G
Dec., 1971 32 .768 2547
June, 1972 32,15 .186 30.8
Dec., 1972 3237 .81 37.6

Cattle Subsidy eonsists of (Hill Cow Subsidy)/2 + (Winter Keep

Cattle Subsidy)/2 + (Calf Subsidy) x .95 + (Cow Subsidy)/2.

Sheep Subsidy consists of (Hill Sheep Subsidy + Winter Keep

Sheep Subsidy) x .36 + (Upland Sheep Subsidy + Wihter Keep

Subsidy) x .15
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LTABLE Al2

Average Temperature (January-larch, _F.),Milk Sold per
dairy cow A (gallons)

Time TEMP AMY
Dec., 1957 43.99 =
June, 1958 38.98 630
Dec., 1958 38.98 630
June, 1959 40.78 657
Dec., 1959 40.78 656
June, 1960 40.94 719
Dec., 1960 40.94 700
June, 1961 43.75 730
Dec., 1961 43.75 715
June, 1962 39.71 140
Dec., 1962 39.71 737
June, 1963 35.65 728
Dec., 1963 35.65 741
June, 1964 40.47 721
Pec., 1964 40447 ¥ 735
June, 1965 39.88 748
Dec., 1965 39.88 745
June, 1966 41.5 144
Dec., 1966 41.5 746
June, 1967 42.8 746
Dec., 1967 42,8 786
June, 1968 40.32 144
Dec.,, 1968 40,32 191
June, 1969 38.6 154
Dec., 1969 38.6 813
June, 1970 38.93 786
Dec., 1970 . 38.93 822
June, 1971 40447 817
Dec., 1971 40.47 833
June, 1972 41.96 849
Dec., 1972 41.96 -

4+ Milk Sold per Dairy Cow = (Milk marketed 6 months up to period
%)/Gpairy Cows at period t + Dairy Cows at period t-=1) X .25)



TADLE Al3

171.

National Disposable Income (£ millions) and Bank Rate

(percent)

Time DI INT
June, 1956 = 5.0
Dec., 1956 i 5.5
June, 1957 - 562
Dec., 1957 - 5.5
June, 1958 = 6.5
Dec., 1958 - 5.0
June, 1959 8295 4.0
Dec., 1959 8694 4.0
June, 1960 8895 4.5
Dec., 1960 9335 55
June, 1961 9589 5.0
Dec., 1961 9894 645
June, 1962 9904 5.5
Dec., 1962 10308 4.5
June, 1963 10544 ) 4.4
Dec., 1963 11174 4.0
June, 1964 11423 4.6
Dec., 1964 11827 5.0
June, 1965 12092 T.0
Dec., 1965 12448 6.0
June, 1966 13043 6.0
Dec., 1966 13147 6.8
June, 1967 13233 644
Dec., 1967 13925 6.0
June, 1968 14297 157
Dec., 1968 14968 T.4
June, 1969 15252 Te5
Dec., 1969 15965 8.0
June, 1970 16410 161
Dec., 1970 17723 7.0
June, 1971 18108 6.7
Dec., 1971 19605 545
June, 1972 2 20299 6.0
Dec., 1972 - -




