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Empirical Model

The modified Wood (1980) lactation curve is:
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where y;; is observed output, d;; is days in milk,
¢.; 1s lactation number, and X; is some vector of
environmental characteristics.

Production stage s; = (d;, ¢;;) interacted with
prices, dynamic panel model following Arellano
and Bond (1991):
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e y;;: Milk production (ECM) of cow : at time ¢.
e /. modified Wood curve
In f(s:4|0) = a1l + by In dyr + codip+
+01Indy X Ly + c1dip X Ly
e P,_,,: Price vector at lag m.
e X,,: Time variant cow covariates.
o Ay, ;1 instrumented with y; ;-

Conclusions

e Supply response is heterogeneous across
production stage, most of the time consistent
with dairy science predictions.

e Milk supply response is stronger to milk
prices two months out than current milk
prices.

e Feed prices have almost no effect, slaughter
price has relatively large effect.

e Behavioral model of price response not
immediately clear (future research).
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