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Abstract

Recent advances in genomics have revolutionized selective breeding in many agricul-
turally important animal species such as dairy cattle, poultry, and pork. However,
the adoption of genomic selection in the beef industry has been slower for reasons
such as the existence of multiple breeds, the poor extent of phenotyping, lack of use
of artificial insemination, and lower profit margins. Sharing genomic data between
Breed Associations has been considered a solution and some information sharing plat-
forms have emerged. Information sharing can also support the declining beef demand
by improving meat quality. However, information sharing also makes BAs compete
on product consistency, correlates their strategies, and increases signal variability.

Our aim in this thesis is to analyze the viability of IS to individual BAs in the
seedstock sector. We use the study of oligopolistic competition under uncertainty to
develop a game-theoretic model. Two models are proposed. In the basic specifica-
tion, we consider the cases of full information sharing versus no information sharing.
In the next specification, we allow for coalitional information sharing where breed
associations can share in a coalition.

In the basic model, we found that in general, information sharing is less likely to
occur when information is valuable to the breed association - either for improving the
quality of the trait or the production decision. Second, we found that BAs with a large
market size will not share information in a market with close substitutes. Finally, we
found that information sharing increases profitability in expectation but makes the
profit less predictable. One implication of this result is that Full Information Sharing

may happen eventually as BAs have a better prior.
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In the extension of the model, we found that coalitional information sharing will
prevail for most values of market differentiation, except when BAs sell very strong
or weak substitutes. This implies that once coalitions are established, it is hard
to achieve full information sharing. Another implication is that the presence of IS

coalitions introduces beef product differentiation in terms of quality.

il



To my parents

v



Acknowledgements

I would like to thank my supervisors, Dr. Philippe Marcoul and Dr. Henry An, for
your patience and belief in my ability to pull this off, for always being there, and
for generosity with your time and energy. I learned many lessons on professionalism
from you and how to be a fan of your work, but also how to be a great human being.
Thank you!

I would also like to acknowledge the generous funding from Results Driven Agri-
culture Research at the Alberta Agriculture Department who made this research
possible.

I also want to thank my friends in Edmonton for many of our happy moments
together and your support in this journey. Finally, let me thank Nargiza for your love

and support. It wouldn’t have been possible without you.



Table of Contents

1 Introduction

2 Background and Literature Review
2.1 Background . . . .. ...
2.1.1  The beef cattle industry in Canada . . . . . .. .. ... ...
2.1.2 Genetics 101 . . . . . . ..o
2.1.3 Genomic selection in beef cattle . . . . . . ... .. ... ...
2.1.4  The economics of genomics in the beef cattle industry . . . . .
2.2 Information Sharing in the Beef Industry . . . . . . . . ... ... ..

2.2.1 What are the benefits and risks for a BA to share genomic

2.2.2  What types of information sharing exist in the industry? . . .
2.3 Literature review on information sharing . . . . . . . . ... ... ..
2.3.1 Overview of information sharing . . . . .. ... ... ... ..

2.3.2  Models of information sharing in oligopolies . . . . . . . . ..

3 A Basic Model of a Market with Genomic Information
3.1 The Underlying Economic Environment . . . . . . . .. ... .. ...
3.2 Information collection, learning, and the BA’s production decision . .
3.3 Market equilibrium with private genomic information . . . . . . . ..
3.4 Sharing genomic information . . . . . . ... ..o 0oL

3.0 Discussion . . . . . ..o

vi

10
14
17
20

20
26
26
26
29



4 Information Sharing in Coalitions
4.1 The underlying economic environment . . . . . . .. .. ... .. ..
4.2 The equilibrium with a coalition of two BAs and one non-sharing BA
4.3 Should a non-sharing BA join an IS coalition? . . . . . .. ... ...
4.4 When should a BA within the IS group leave? . . . . . . .. ... ..
4.5 Will BA; be allowed to join the coalition? . . . . ... ... .. ...

4.6 When is IS in coalitions the equilibrium? . . . . . . . ... ... ...

5 Conclusions and Future Research
5.1 Conclusions . . . . . . .
5.2 Implications . . . . . . . . ...

5.3 Future Research . . . . . . . . . . . ..

Bibliography

Appendix A: Proofs

vil

54
54
57
64
68
71
73

75
76
77
78

80

88



List of Tables

4.1 Non-coalition BA’s best decision given relative precision and market

differentiation . . . . . . . . . ..

A.1 Four cases of P(v) depending on the interval of prior precision relative

to signal precision . . . . . . ...

viii



List of Figures

3.1 Threshold of product differentiation at which big BAs decline IS . . . 50
4.1 BA’s decision to join an IS coalition . . . . . . .. .. ... ... ... 66
4.2 BA’s decision to leave or stay in the IS coalition . . . . . . . . .. .. 70
4.3 BA’s decision to allow an outsider BA into the coalition . . . . . . . . 72
4.4 Equilibrium strategies of the BAs inside and outside of coalition . . . 74
A1 Derivative of V (v, 1) . . . o o oo 93

X



Chapter 1

Introduction

Recent advances in genomics have revolutionized selective breeding in many agricul-
turally important animal species. In 2001, Meuwissen, Hayes, and Goddard published
a landmark article that outlined the approach, subsequently called genomic selection,
as well as the statistical methods of estimating the genetic merit of individuals based
solely on the phenotypic and genotypic data of their ancestors (Van Eenennaam et al.
2014). Within the last two decades, genomic selection transformed the dairy indus-
try (Meuwissen, Hayes, and Goddard 2013), and led to advances in other animal and
plant industries (Van Eenennaam et al. 2014).

However, the adoption of genomic selection in the beef industry has been slower
for several reasons (Hayes, Lewin, and Goddard 2013). Compared to dairy cattle,
developing accurate genomic evaluations in beef populations is more difficult due to
factors such as the existence of multiple breeds, poor extent of phenotyping (assess-
ment of expressed traits), lack of artificial insemination (AI), and lower profit margins
throughout the value chain (Berry, Garcia, and Garrick 2016).

Conducting multi-breed genomic evaluations to exploit information from multiple
breeds has been considered one of the solutions for improving the accuracy of ge-
nomic predictions (Berry, Garcia, and Garrick 2016) as this method compensates for
the small number of reference animals within a breed (Meuwissen, Hayes, and God-

dard 2016). However, multi-breed evaluations are more complex than single breed



evaluations and, thus, require more data to be able to make accurate predictions
(Berry, Garcia, and Garrick 2016).

Despite these difficulties, information sharing (IS) platforms to facilitate multi-
breed evaluations are emerging. The most prominent one to date is the American
Simmental Association’s (ASA) International Genetic Solutions (IGS), which pools
information from 17 industry partners and has around 20 million animal records (IGS
2021). In Australia, BREEDPLAN - a widely used genetic evaluation service for beef
cattle internationally, recently announced plans to develop multi-breed evaluations
(Meat and Livestock Australia 2020). In Canada, the Canadian Beef Improvement
Network (CBIN), a third-party IS institution, is under development and has recently
been funded by the four major breed associations (BAs) (Briere 2021). BAs are
non-profit organizations representing their respective breeds in a country or region.

The benefits of IS to the beef industry have often been emphasized by its advocates.
For example, IGS positions themselves as an “unprecedented collaboration among
progressive breed associations to enhance beef industry profitability” (IGS 2021).
Dave Sibbald, Interim Chair of the CBIN, highlighted the role of IS in strengthening

the position of the Canadian beef industry against competing industries when he said:

“CBIN is not about maintaining market share, it’s about growing it. The
global market is highly competitive, so we need new initiatives to confirm

our leadership and support the great beef message we already have.”

Indeed, IS can be beneficial to the beef industry. Beef consumption has been de-
clining for about three decades in Canada for financial, health and food safety and
environmental reasons (StatCan 2020). The beef industry’s lack of vertical integra-
tion and poor information flow have also played a role in the deterioration of product
quality and the subsequent decline of the demand for beef (Canovas et al. 2017).
IS can help regain some of the demand for beef by increasing the accuracy of ge-

nomic selection and improving meat quality. Additionally, IS can increase breeders’



profitability by reducing production cost amid falling beef prices (Kemp and Atkins
2019).

Pooling information also helps BAs to meet the changing needs of commercial
buyers. There has been a perceived shift among breeders from a breed-based approach
to a performance-based approach to breeding. As more data become available and
genomic tests get cheaper, increasingly more commercial producers choose animals
based on their individual performance data regardless of the breed (Lynch-Staunton
2020). Responding to the demand, more breeders rely more on individual genomic
performance for their selection decisions, and many adopt an open herd book approach
(Lynch-Staunton 2020). IS brings the animals’ performance metrics to a common base
enabling commercial buyers to directly compare the animals on their performance.
Thus, the BAs who engage in IS and open their animals to be directly comparable put
themselves in a better position to satisfy the new demand from commercial buyers
and may even stand a better chance of survival in the long-term (Kemp and Atkins
2019). There is evidence that bulls that perform well in multiple traits are priced
higher, suggesting that the commercial market is ready to pay more for animals with
well-rounded traits, rather than animals with a narrow trait focus (Industry Voice by
Neogen 2021).

However, there are also costs associated with sharing information, which may be
reflected in some BAs’ reluctance to share. One of the main worries is the potential
fall in the relative ranking of one’s animals when compared against all others in
the industry (Lynch-Staunton 2020). Currently, BAs report EPDs on different EPD
bases that are set arbitrarily by each BA. This makes EPDs harder to compare across
breeds, and reduces competition of BAs on performance metrics. Thus, currently
BAs mainly compete by differentiation, i.e. by promoting signature traits to their
customers - commercial producers. Sharing information essentially brings the BAs’
performance metrics to one base. This makes animals directly comparable across

breeds and, thus, increases the competition between BAs by having them compete on



performance. Since information revelation is largely irreversible, BAs will find it hard
to come back to performance evaluations with arbitrary bases that they had before.
Knowing this, some BAs who feel their animals will rank lower after information
revelation may be reluctant to engage in IS and choose to promote signature traits
to their loyal customer base. However, as the commercial market becomes more
savvy with performance metrics, they may choose to move towards BAs that provide
standardized performance metrics.

In a context where demand is uncertain, another cost of IS to the individual BAs
is the correlation of their production strategies under IS. It has been shown in the IS
literature that increasing the correlation of production strategies erodes profitability
in markets with substitutes (Vives 1984). IS tends to change production decisions
making production levels more homogeneous across BAs. Moreover, in the longer
run, as BAs pursue the animal that maximizes profit and shift away from differenti-
ation - driven breeding to performance - driven breeding, their breeds may become
increasingly genetically similar. If we assume a certain number of winner genes and
traits that maximize profit, it is possible that eventually breeds will aim to incorpo-
rate those genes in their animals. A parallel can be drawn with the dairy industry,
which is almost exclusively dominated by the Holstein breed. In Canada, 94% of the
million dairy cows are Holstein, while the next biggest one, Jersey, takes up about 4%
of the dairy cattle population (Holstein Canada 2021). The Holstein breed became
very popular due to high volume of milk production, which led to more dairy farmers
switching to breeding Holstein (Kral 2017). The industry’s convergence to breeding
Holsteins has also been facilitated by the broad use of AI, which allowed for an even
more narrow targeting of specific genes (Kral 2017). It has been calculated that in
the US 99% of the male Holsteins were descendants of just two bulls born in the
1960s (O’Hagan 2019), which was enabled by the use of Al In the beef industry, as
profit-maximizing traits or combinations of traits are identified more precisely, Al is

used more widely and the costs of genotyping decrease, we may see a similar con-



vergence of the beef industry to a particular genetic makeup. The breeders of these
more homogenized animals will earn less, as they will compete in a market with close
substitutes.

Additionally, as production strategies become more correlated, breeds may get
more vulnerable to the variability of the pooled signal. First, the loss of genetic
diversity that may result from IS will increase the chances of genetic mutations. The
severity of negative mutations will be greater if the genes are ubiquitous in the cattle
population. For instance, as of now high reliance on Angus genetics may have exposed
the cattle herd to a higher chance of congestive heart failure (Thoren 2020). The
focus on profit maximization also means that other potentially important traits may
be selected out (Kral 2017). For example, as the climate is changing, traits like heat
and drought tolerance will become more important, but may have disappeared by the
time they become critical. The same can be said about epidemics and other extreme
or unpredictable events. There is evidence showing that the US cattle populations
are losing environmental adaptations due to the use of semen of bulls from different
environments, which decreases the frequency of beneficial environmental adaptations
(BEEF 2021). For example, cows in Colorado could be losing adaptations that ease
cardiovascular stress at high altitudes as a result of this (BEEF 2021).

As far as we know, no formal analysis has been done to understand the economic
viability of IS to individual BAs. BAs differ in the number of registered animals,
market size, signature traits, and levels of adoption of genomic selection. These
factors may affect the profitability of sharing information. The industry is dominated
by the four largest breeds and their respective BAs: Angus, Simmental, Hereford,
and Charolais. These big BAs may have different incentives to share information
compared to smaller BAs (Lynch-Staunton 2020). BAs with established brands and
customer base stand to lose more if sharing information results in a fall in the ranking
of their animals. Furthermore, BAs also differ in their levels of adoption of genomics:

while some routinely use high-density tests, others are just starting to introduce



genomic tests (Lynch-Staunton 2020). BAs that have more data and understanding
of genomics may feel reluctant to share with others, especially if BAs are in strong
competition.

This thesis aims to add to our understanding of individual incentives of BAs by
using models of industrial organization and Bayesian games. The overall goal of this
thesis is to formally analyze the viability of IS to individual BAs in the seedstock

sector. To do so we ask the following questions:

1. In a market without IS, would a BA be better off if all BAs pooled their infor-

mation? Under which circumstances?

2. Are BAs better off sharing information in groups, or coalitions, of BAs? Will

BAs prefer to exclude others from the group?
3. Can the BA be better off sharing part, rather than all, of its information?

We answer the first question in Chapter 3 where we establish the economic models
of the BA’s profit under private information and full information disclosure. We intro-
duce and define the model parameters that include the market size, trait development,
and a BA’s selection decision. Our aim in this chapter is to compare the two extreme
cases: no IS and complete information disclosure to see under what circumstances
IS becomes viable. For our basic model we draw inspiration from a seminal work
by Vives (1984) while also adding a component that deals with breed improvement
through selection. In general, we find that BAs will tend to withhold information
when it is valuable, i.e. when the BA has much to learn from new information and
its signature trait has substantial room for improvement. Furthermore, we find that
as BAs with a large market size have more at stake, they are more reluctant to share
information when close substitutes are sold. However, we also find that BAs with
a large market size will be willing to share information once they develop sufficient

knowledge. Importantly, we find that, although on average IS increases profitability,



it also makes the BAs more susceptible to the fluctuations of the pooled signal. This
suggests that IS is inherently risky, which may explain the reluctance of some BAs
to share information.

We answer the second question in Chapter 4 where we model a group of two
BAs who share information with each other with one BA staying on its own. We
show under which conditions the individual BA is willing to join the IS coalition if
the opportunity is provided. Then we look at whether the coalition BAs are better
off sharing within a coalition or leaving, as well as inviting the third BA to join.
We find that full IS prevails when BAs sell weak substitutes. In contrast, when
breeds are strong substitutes, the coalition BAs prefer to decouple their strategies
and no IS happens. Finally, we find that when breeds are moderate substitutes, IS in
coalitions prevails. We thus conclude that if BAs can make their own decision about
sharing information, as opposed to when all BAs commit to sharing information, a
new incentive structure emerges that prevents full IS to occur. This is similar to
Marcoul’s (2020) result in that we find that sharing in coalitions is likely to occur
when BAs sell moderately strong substitutes.

Chapter 5 deals with the third question regarding the equilibria that emerge when
BAs decide to share part, as opposed to all, of their data pool. Our preliminary
findings suggest that established BAs in a market with strong substitutes will only
engage in IS if a significant proportion of the data pool is shared, and will otherwise
decline IS altogether.

The rest of the thesis is organized as follows. Chapter 2 provides a background of
the beef industry, an overview of genomics and its use in the beef industry, and a brief
literature review. Chapter 3 establishes the basic economic model and explores full
sharing by commitment. Chapter 4 explores asymmetric equilibria with coalitions.
Chapter 5 goes into the BA’s decision on partial IS. Finally, Chapter 6 concludes
our findings. The appendix to the thesis provides detailed proofs of lemmas and

propositions made throughout the thesis.



Chapter 2

Background and Literature Review

2.1 Background

2.1.1 The beef cattle industry in Canada

The beef industry is important to Canada as it contributes around $18 billion to
Canada’s GDP annually, and consists of nearly 60 thousand farms and ranches and
11 million total cattle and calves. Around 3 million animals are finished annually,
with around $8 million of cattle and calves received (Witte 2018). Alberta is the
largest producer across all provinces in Canada: it accounts for 69% of Canada’s fed
cattle production with 1.6 million head annual output, and comprises 149 feedlots
of 1000 head or more. The province also has the most cattle, accounting for 41.6%
of the national herd. More than 40% of Canada’s beef breeding stock (beef cows
and heifers for beef herd replacement) and around 60% of the national feeder cattle
come from Alberta (Alberta Cattle Feeders Association 2019). Of the $62.2 billion
total farm cash receipts in 2018, $25 billion were receipts from livestock, with cattle
contributing $8.1 billion. In 2018, total farm cash receipts of Alberta were $13.6
billion, representing 21.8% of Canada’s total. Total provincial receipts from livestock
and livestock products were $6.5 billion, of which cattle contributed around $4.8
billion (Statistics Canada 2019).

The Canadian beef industry is a complex system that involves numerous different

participants (Goddard et al. 2016). The supply chain consists of the production



segments and the marketing segments. The production segments are seed-stock,
cow/calf, backgrounding, and feedlot or finishing operations, while the marketing
segments are beef processing (packing) and retail/sales. The beef value chain begins
with the breeding or seedstock operations that produce genetic resources such as
animals for breeding, semen and embryos which are used in the operations down
the value chain (Field 2017). The breeding segment is essential to the success of
the Canadian beef sector as the collective genetic decisions made by the breeding
sector need to match the goals of commercial cow-calf producers as well as market
specifications down the value chain (Witte 2018).

Cow-calf operations select cows to produce calves based on desirable traits using
genetic resources from the breeding segment. Cow-calf operations raise beef cattle
by keeping a permanent herd of cows to produce calves that are later weaned from
mother cows and sold. Calves weigh between 220 and 250 kg at weaning, which
usually occurs at six to eight months of age. After this, the calves are placed on a
forage-based diet on open pastures for grazing and nursing. This happens on most
farms until weaning in the fall (CCA and BIC 2010). Cow-calf can be purebred
or commercial operations. A purebred operation typically raises one breed of cattle
where all the cattle is sold through purebred sales, while a commercial operation
raises crossbred cattle or purebred cattle that has not been registered (Barkley 2012).

After weaning, some calves are sent to a backgrounding operation. Backgrounding
is an intermediate stage in cattle production which relies more heavily on forage and
grains to increase a calf’s weight until between 350 and 450 kg before placing it in
a feedlot (Womach 2005; Fan 2018). Depending on the breed, some calves are sent
directly to feedlots (Athwal 2002; Twine 2014). The cattle are then placed in a feedlot
where they are fed to weights of 550-600 kg at about 18 to 24 months of age (Twine
2014), at which point they are ready for slaughter. The calves are placed on high-
energy diets such as barley, corn and to some extent, on wheat and oats (Maclachlan

and Stringham 2016).



The next stage is the processing segment, which currently consists of 6 processing
plants in Alberta (Agriculture and Agri-Food Canada 2019). They are operated by
the following meat companies: Lacombe Meat Research Centre, JBS Food Canada
Inc., Cargill Limited, Bouvry Export Calgary Ltd., Canadian Premium Meats Inc.,
and Harmony Beef Company Ltd. The carcasses are graded by quality, and yield
grades indicate the percentage of red meat present in the carcass (Witte 2018).

The beef industry has been extensively using technology, and one innovation that
has become widely adopted is genomic selection (Van Eenennaam and Drake 2012;
Rutherford 2016), which is now widely used for breeding decisions by both the seed-
stock producers and cow-calf ranchers (Rutherford 2016). Genomic selection is the
use of statistical methods, such as prediction equations, to estimate the genetic merit
of a genotyped animal based on genotypes and phenotypes of its ancestors (Van Ee-
nennaam et al. 2014). In the US, Canada, and other countries Breed Associations
(BAs) use genomic data to increase the accuracy of Expected Progeny Differences
(EPDs) which are expected differences in the performance of the progeny of a partic-
ular animal for a certain characteristic or trait, and the performance of a calf of an
average animal (Schmid 2013). EPDs and individual performance data are routinely
reported in sale catalogs of bulls, which are used by cow-calf producers in purchasing

decisions (Rutherford 2016; Vestal et al. 2013).

2.1.2 Genetics 101

A quick recap of basic genetics may be useful to the reader. DNA is the hereditary
material in most living organisms. It is stored as a code that determines an animal’s
growth, appearance, behavior, and other traits. DNA is found in all living organisms
and gets passed from one generation to the next, improving their ability to survive
and thrive. The DNA molecule consists of four chemical “bases” — adenine (A),
thymine (T), guanine (G), and cytosine (C). These bases are paired with hydrogen

bonds, forming an ordered string which is an instruction for creating or regulating a
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hormone, enzyme or other product. Each cell has a mechanism that reads the DNA
code three letters at a time. These three letter codes tell the mechanism to start
reading at a certain point. From there the combinations of base pairs form specific
amino acids, after which the mechanism is instructed to stop reading. The order of
these bases forms a genetic sequence, and the chain of amino acids the gene codes for
is referred to as protein. Many genes have specific functions in the body; some code
for specific enzymes, proteins, and hormones, while others determine whether certain
genes are turned on or off (Beef Cattle Research Council 2017).

Mutations are slights changes in the DNA sequence. The effects of mutations can
be diverse: they can change the length of the sequence, insert amino acids, stop
proteins from being produced, or make other adaptations. Some mutations result
in the changes in physical traits; for example, the polled gene that removes horns
in cattle is a result of changes in chromosome one. Mutations to the leptin gene
in chromosome four affect the depth of back fat, lean yield and days to market.
Environmental factors can affect the expression of genes, even though the animal’s
genetics are determined at conception. For example, if an animal has genetic potential
for weight gain, it will fail to gain weight under any type of deprivation (Beef Cattle
Research Council 2017).

Single Nucleotide Polymorphisms (SNPs) are the most common type of genetic
variation (Stoneking 2001) and are essentially spots in the DNA sequence where
mutations happen. They determine the variety of physical attributes we see in animals
such as liveweight, height, coat color, horns, marbling, growth rate and many other
traits (Beef Cattle Research Council 2017). Thus, identifying information about SNPs
is important in breeding because it allows breeders to target economically important
traits in the breed. Most genomic tests today rely on SNP technology. There are
about 35 million SNPs in a single animal, and identifying them all would be expensive.
Therefore, genomic labs develop smaller SNP “panels” which are different in SNP

density. The more dense panels capture a larger number of SNPs and are typically
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more expensive. The panels can be broadly divided into five categories:

e Small panels: analyze up to around 2,000 SNPs and are used mainly to test
for parentage, genetic abnormality, coat color and other simple traits. Simple

traits are traits that only involve a few SNPs.

e Low-density panels: contain 5,000-30,000 SNPs, are used for genomic prediction

and selection when there are higher density genotypes available for reference.

e Medium density panels: have between 50,000 and 150,000 SNPs and are popular
in beef genomic selection programs. These panels are usually applied to the most

influential animals of the breed.

e High Density panels: analyze 500,000 to 1 million SNPs and are not common

in the beef industry as they are expensive.

e Whole Genome Sequencing (WGS), which is typically used for research pur-

poses.

(Beef Cattle Research Council 2017).

The information collected from SNP panels on a specific breed constitutes a BA’s
genomic data. When a BA has collected a large genomic database from conducting
the SNP panel testing, it has a deeper knowledge of the genetic makeup of its breed
and can therefore conduct selection more precisely and more quickly. Specifically,
superior genomic data enables a BA to increase its evaluation and selection accuracy.
Falconer (1960) provides a classic equation of the rate of genetic change toward a

given breeding objective, which is expressed as:
AG =irAL

where i is the selection intensity (the share of animals who are selected to pass on
genes), r is the accuracy of selection (correlation between the estimated breeding

value and the true breeding value), A is genetic variation in the population, and L is
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the generation interval (average age of parents when their offspring is born) (Falconer
1960). Thus, obtaining more genomic data improves the accuracy of selection and
accelerates the speed of genetic change, enabling the BA to produce an animal with
superior traits.

The data from SNP panels can potentially also be shared between BAs. Effectively
collecting and processing genomic data is a lengthy and expensive process and BAs
are not equal in the amount and quality of data they have. Some BAs have done
SNP testing for decades and use superior testing technology than others. More data
is also needed to improve the accuracy of selection, especially for more complex traits.
This creates the possibility of sharing genomic data between the BAs. Therefore, the
data from SNP panels is what we mean when talk about information sharing (IS) in
section 2.2 and the subsequent chapters.

An animal’s performance with regards to a specific trait is measured by a met-
ric called Estimated Breeding Value (EBV). EBV is a within-breed evaluation of an
animal’s genetic merit, which equals twice the expected progeny difference (Van Ee-
nennaam et al. 2014). In the calculation of EBVs, the performance of individual
animals within a contemporary group is directly compared to the average of the ani-
mals in that contemporary group. A contemporary group consists of animals of the
same sex and age within a herd. EBVs are expressed in the units of measurement for
each particular trait. They are shown as positive or negative differences between an
individual’s genetic difference and that of the comparison group. For example, a bull
with an EBV of +50 kg for 600 Day Weight, has a genetic merit of 50kg above the
breed base of 0 kg. The breed base is a historical benchmark, so the average EBV
each year will be different. Therefore, the absolute value of the EBV is not important,
but rather the differences in EBVs between animals (Agricultural Business Research
Institute 2019). The accuracy of the EBV is a value between 0 and 1 that reflects
how close the estimated value is to the true genetic value of the animal. It is based

on the amount of performance information available on the animal and particularly
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the number of progeny analyzed. A higher accuracy indicates a lower likelihood that
the EBV will change as more information is collected on the animal or its progeny.
EBVs are just as likely to decrease as they are to increase as more information be-
comes available (Ryan 2016). There is essentially no difference between EBV and
EPD in terms of the information content. While an EBV predicts the genetic merit
of an animal itself, an EPD is a predictor of the genetic merit of an animal’s progeny.
Calculation-wise, EBV equals twice the value of EPD. EPDs are used by the US beef

industry, but most of the rest of the world uses EBVs (Notter et al. 2016).

2.1.3 Genomic selection in beef cattle

The adoption of GS in the beef industry has been slow compared with the dairy
industry (Bolormaa et al. 2013). The accuracy of predictions in the beef cattle has
been quite low so far compared to the dairy cattle possibly due to breed heterogeneity,
less advanced structures and breeding programme, preference for natural service,
cross-breeding, as well as effective population size (Johnston, Tier, and Graser 2012).
Van Eenennaam et al. (2014) reported accuracies in the range of 0.3 to 0.7, which,
in their view, is low and due to the lower quality of the reference population in beef
cattle. Compared to the dairy cattle, beef cattle have fewer reference animals, and
the reference population are not as closely related to the target population in the
beef cattle industry as in the dairy industry (Meuwissen, Hayes, and Goddard 2016).
Additionally, the beef industry does not use artificial insemination (AI) very heavily.
As a result, fewer high-accuracy sires are available to provide a within-breed reference
population.

Due to the low use of Al in the beef industry so far, developing phenotyped and
genotyped training populations requires a much bigger reference population and is
thus more expensive than in other meat industries. Consequently, the development
of training populations in the beef cattle industry has been stalled. Some companies,

such as GeneSeek and Zoetis, developed their own training populations or paid for
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genotyping of semen collections from Al sires put together by individual researchers
(McClure et al. 2010). This involvement of private genomic firms introduced a pro-
prietary component into the way animals are ranked based on genetic merit (Garrick
2011), and has made it difficult to obtain the validation data of the resulting genomic
predictions (Van Eenennaam et al. 2007).

Another big impediment to the widespread adoption of genomic selection in beef
cattle is economic viability. Genomic selection is particularly good for traits that
are hard to select for traditionally. In beef cattle some of these traits — such as feed
conversion efficiency and beef quality — are also expensive to record. It is costly to
set up large training populations, especially for one company alone.

One possible solution to the small number of reference animals within a breed has
been the use of multi-breed reference populations. Harris, Johnson, and Spelman
(2009) showed that prediction equations developed for one breed did not perform
well in another breed. Bolormaa et al. (2013) report that using a common training
population increased accuracy slightly, but not as much as if the same number of
animals were from the same breed. Using a reference population of pure breeds in
the US by Akanno et al. (2014) to predict within a crossbred population in Canada
yielded low accuracy as well, since the target breed was not included in the population.
Since different breeds are selected for different purposes and different intensity, the
allele frequencies and linkage disequilibrium are different. This makes the prediction
of EPDs for a breed not included in the reference set challenging (Lourenco et al.
2017). Some researchers report low across-breed accuracy (Kachman et al. 2013),
while others report reasonable accuracies when the breeds are only a few generations
apart (De Roos, Hayes, and Goddard 2009). Meuwissen, Hayes, and Goddard (2016)
suggested that this situation could be improved by using Bayesian methods that
allow some SNPs to have a larger effect than others, since the prediction can make
better use of SNPs in high LD with the QTL, helping the information transfer across

breeds (Bolormaa et al. 2013; Khansefid et al. 2014). It has been shown that some
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of the accuracy has to do with the relationship between individuals in the training
population and those in the selection candidate population (Habier et al. 2010).

To date, there hasn’t been much adoption of GS in the beef industry because it is
not as economically justified to improve the accuracy of EPDs on young beef sires used
on natural mating pastures where they might sire 100 offspring compared to seedstock
animals that will have thousands of genetic descendants (Van Eenennaam, Van Der
Werf, and Goddard 2011). Many of the traits associated with the profitability of
beef production are expensive or difficult to measure (e.g., feed efficiency or fertility),
occur late in life (e.g., stayability - the probability a cow will remain in the herd until
6 years of age), or are experienced by a downstream segment of the cattle industry,
such that the relevant phenotypes (e.g., disease susceptibility in the feedlot) are never
relayed back to the breeder (Van Eenennaam et al. 2014).

There is no preexisting database of phenotypes for these traits that can form a
training population. Some countries use electronic animal identification to form a
database of phenotypes from the entire production chain (Wickham and Diirr 2011).
There are also several publicly funded initiatives to create datasets of genotypes and
phenotypes of complex traits (Van Eenennaam et al. 2014).

Pooling data across countries is an attractive option for enlarging the training
database for traits that are expensive or difficult to measure (Diirr and Philipsson
2012). This approach will improve the accuracy of prediction only if the populations
share a common genetic base. The development of phenotyped populations with the
thousands of individuals that will be needed to obtain high precision is a significant
hurdle to the adoption of GS in beef cattle. Ironically, these are the traits that will
most likely benefit from GS because there are currently no selection criteria for them
(Van Eenennaam et al. 2014).

Meuwissen et al. (2016) predict that two methods will be used in the future to cal-
culate genomic estimated breeding values (GEBVs): within-breed (wbGS) and across

breed (abGS) evaluation. GEBVs are breeding values derived from information in an
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animal’s DNA (Genomic Breeding Values). On the other hand, the training popula-
tion may be comprised of multiple breeds or cross breeds. In this case, increasing the
accuracy of EBVs could be achieved with dense SNPs and nonlinear methods. For
wbGS, there isn’t much potential to improve the accuracy aside from increasing the
reference population. In contrast, there are many avenues for improvement in abGS.

If wbGS produces sufficiently accurate EBVs (e.g. / 0.9), then there will be no
need for abGS. However, animals will be measured on a larger number of traits, some
of which will need to be recorded on a large scale, for example methane emissions.
This reduces the opportunities for large within-breed reference populations for whGS.
Thus, Meuwissen et al. (2016) believe that abGS will produce more accurate EBV
predictions that will be stable across populations that are spatially and temporally
diverse. If only whGS is used in the future, only the largest breeds and lines will
remain since only they will have large enough training populations to generate accu-
rate EBVs (Meuwissen, Hayes, and Goddard 2016). This suggests a need for sharing
genomic information across different breeds to obtain a more accurate selection. We

discuss the implications of that in Chapter 3.

2.1.4 The economics of genomics in the beef cattle industry

Some research has been done on the economics of genomic selection. Ballenger et
al. (2016) considered which sectors of the beef cattle industry — seed stock sector,
cow-calf operations, stockers and feedlots, processors, retailers, and final consumers
— would be willing to consider paying for genomic testing. They reasoned that each
cattle producer or buyer has to decide if the current cost of buying a genomic tool is
worth the benefit down the road in the form of more valuable or less costly-to-raise
offspring. This calculation, in their view, depends on the accuracy of predicting the
traits of interest, as well as how much value there is in enhancing those traits in the
offspring (Ballenger et al. 2016).

The vertical integration of the industry has implications for how the benefits of
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using genomic tools are likely to be captured or shared in the beef supply chain.
Compared to poultry, hogs and dairy, beef production has a longer biological cycle
spanning vast geographical areas. Furthermore, the ownership of the animals changes
multiple times across the production chain. As a result, there is less vertical integra-
tion and control in the beef industry than in other livestock sectors (Ballenger et al.
2016). A study by Van Eenennaam and Drake (2012) concludes that although each
sector of the beef industry may benefit from genomic selection, they will profit less
than in poultry, hogs, and dairy because of the relative lack of vertical control in the
beef sector.

Cow-calf ranch operators may be benefiting from genomic information already.
However, there is little evidence about use of genomic tools on the ranch itself. Bal-
lenger et al. (2016) describe a meeting with some Wyoming stock growers where most
said they were “not very knowledgeable” about today’s genomic tools, most have
never used them, and most identified high costs as an impediment to the adoption.
Yet, most also expressed their interest in using DNA tests to better predict a number
of economically relevant traits, such as reproductive performance, calving ease and
feed conversion efficiency. They were also interested in how DNA testing can help
them to decide which heifers to keep for breeding. It makes sense because cow-calf
operators make more money if they can grow calves more efficiently, using less feed,
more quickly, or with fewer losses (Ballenger et al. 2016).

The benefits of genomic testing for the feedlot sector has not been thoroughly stud-
ied as well. Potentially, feedlot operators would be interested in cooperating with the
seed stock sector to ensure that the animals gain the required weight more quickly in
the feedlot environment, are less prone to bovine diseases, or exhibit superior carcass
traits. DeVuyst et al. (2011) assessed the relationships of growth and carcass traits
and Igenity panel scores for average daily gain (ADG), marbling, rib-eye area, ten-
derness, fat thickness, and USDA yield grade. Igenity panels predict genetic variation

in heifers and steers and are used to score commercial bulls being used as sires. The
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panel provides 1-10 scores for 16 traits and 3 indexes, in order to rank cattle by merit
(Neogen 2019). They found low but significant correlations between carcass measure-
ments and corresponding Igenity panel scores (DeVuyst et al. 2011). Thompson et al.
(2014) measured the value of feedlot operators of using comprehensive tests with in-
formation on seven economically relevant traits to manage cattle in the feedlot. They
found that marbling and ADG panel scores would generate the biggest benefits, but
the costs of the tests would outsize the returns (Thompson et al. 2014).

In the downstream sectors, genomic tools may attract the interests of restaurants
and retail chains who may be willing to work with commercial beef producers, but
this is not the industry norm. DNA testing may be attractive by allowing sellers to
guarantee a particular quality of end product or for buyers to find it.

Ballenger et al. (2016) have noted the need for more economic analyses to be
done in regard to the adoption of genomics research. Economists need to work in
collaboration with genomic experts to evaluate which genomic advancements offer the
most promise in terms of net return and successful development. Economic analyses
could also inform regulatory questions coming in the future, such as the benefits of
public or third-party validation service for beef genomic tools (Van Eenennaam et al.
2007).

Imperfect information seems to be one of the big problems in the beef industry.
Adversity has stemmed from the ownership structure of the industry, distrust, and im-
perfect information. Low vertical integration has led to unfamiliarity of participants
at different stages with motives, margins, and business strategies at other stages,
creating strain among industry participants. In Canada, tensions escalated following
BSE (mad cow disease) as fed cattle price dropped precipitously (Schroeder 2003).
There has been little to no market signal from the consumer to seedstock, thus no
feedback for desirable changes to be made to the product. The high degree of segmen-
tation of the beef industry has been detrimental to the end product and consumer

satisfaction. Poor information flow has resulted in the decline in high-yielding car-
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casses in the past decade — from 66% to 41%. Over the past thirty years, consumers
have been substituting beef for chicken, partly as a result of inconsistent product,

primarily in the trait of tenderness (Canovas et al. 2017).

2.2 Information Sharing in the Beef Industry

2.2.1 What are the benefits and risks for a BA to share ge-
nomic information?

BAs are not-for-profit organizations that promote respective cattle breeds. Their
principal purpose is the registration and identification of animals and the keeping of
animal pedigrees (Animal Pedigree Act 1985). BAs collect data from their member
base to promote breed development and are the sole representatives of their respective
breeds, and make strategic decisions on their behalf. Given the increasing need for
more data and the growing complexity of targeted traits, data pooling for multi-breed
evaluations seems to be a viable option. Let us consider some of the potential benefits
and costs associated with sharing information.

The main benefit of sharing information is increased accuracy of genomic evalu-
ations. Compared to dairy cattle, beef cattle breeds typically have a large effective
population, making it critical to have a higher reference population to make accu-
rate predictions. This creates a need for using information across different breeds,
especially for predicting more complex traits (Meuwissen, Hayes, and Goddard 2016).
However, this presupposes that information from one breed can improve predictions
for another breed. It has been suggested that combining data from different breeds
is only useful if they share a common genetic base (Van Eenennaam et al. 2014). In
general, sharing genomic data between two unrelated breeds doesn’t seem to be very
useful for improving predictions on purebred animals. That being said, research has
shown that using genomic information of animals from multiple breeds consistently
increased the accuracy of prediction within a particular breed compared to just us-

ing that single breed’s genomic information (IGS 2018), meaning that other breed’s
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information can be successfully used to improve one’s genetic predictions.

Let us now consider some of the costs of sharing information between BAs. Data
is the BA’s lifeblood; it determines the quality of its genetic evaluations for the mem-
bers. Some BAs have made considerable investments into setting up infrastructures
and procedures for performing evaluations and amassed large data sets over the years,
while many smaller BAs are just starting to introduce genetic evaluations. The for-
mer may feel that they bring more to the table by sharing information, and breeds
who have not invested much capital into developing their data infrastructure would
disproportionately benefit from a sharing agreement. It is not clear to what extent
this is a concern to larger BAs.

Regardless of their attitude, BAs may not be able to directly control the sharing of
their data. When commercial buyers purchase purebred animals or breeding material,
they have the right to perform genetic evaluation on the progeny where they want

71 They may choose

(Kemp and Atkins 2019), usually in the form of “composite cattle
to do their evaluation with another BA’s evaluation lab if it performs composite
EPD evaluations. Thus, the second BA gains access to the first BA’s data through
the composite cattle. This situation is illustrated with the example of International
Genetics Solutions (IGS). IGS is a result of a collaboration between the American
Simmental Association and the Red Angus Association of America, which started
in 2010 and today is a collaboration of 15 BAs (IGS 2021). Technically, IGS is
the American Simmental Association’s evaluation lab, but it has developed into a
multi-breed genetic evaluation system, possibly the largest in the world. They have
collected data on more than 19 million animals (Brink 2020) with 400,000 new animals

added annually (IGS 2018). Roughly 40% of the IGS database is Angus, the bulk of

which has come in the form of composite cattle from commercial producers (Kemp

LComposite cattle are a result of crossing two or more existing breeds to improve hybrid vigour
(Future Beef 2011). Hybrid vigour is the improved function of any biological quality in a hybrid
offspring compared to its parents. For example, crossing Angus and Brahman creates advantages
in fertility, longevity, adaptability and mothering ability due to heterosis, resulting in the Brahman
composite breed (American Cattlemen 2014).
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and Atkins 2019). Thus, IGS does not need the explicit consent of other BAs to
collect their data. Two of the other largest breeds - Hereford and Charolais - do
not participate in IGS, yet IGS collects their data through members who have their
genomics in their herds. Thus, some data sharing is enabled just by the nature of the
beef cattle business.

It is possible that the sharing of purebred data is still relevant and is not made
redundant by the data coming from composite cattle. First, the volume and quality of
data collection from composite cattle are lower than that obtained from BAs directly.
Second, genetic testing is not as ubiquitous among commercial producers, as the
majority of them is comprised of small producers (Jelinski and Waldner 2018) who
typically sell animals after weaning, so are less interested in using genetic tools. Also,
unlike breeders of purebred cattle who are often required to keep good records of
animals such as via Whole Herd Reporting, commercial producers are not bound by
such obligations. Therefore, it appears that the availability of composite data has
not made the direct sharing agreements by BAs redundant at this point in time.

Furthermore, the decision of sharing information may depend on perceived compe-
tition. If cow-calf producers tend to cross two BAs’ animals together, then it would
make sense for the two BAs to share information between each other as their in-
terests are aligned. On the contrary, if cow-calf producers usually choose between
the two BAs’ animals, the BAs may not want to share their information because
they would be sharing with a competitor. There appear to be degrees of compat-
ibility between different breeds based on the types of their economically important
traits. British breeds, such as Angus (Black and Red), Hereford (Horned and Polled),
Shorthorn, Devon, Welsh and Galloway, have similar traits, such as smaller mature
size which is reached at an earlier age, less growth potential, excellent fertility and
calving ease, higher carcass quality grades, but carcasses with a lower percentage of
saleable product (Greiner 2005a). Continental breeds, which include Charolais, Chi-

anina, Gelbvieh, Limousin, Maine Anjou, Salers, and Simmental, are generally larger
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in mature size, reach mature size at an older age, produce carcasses with less fat and
a higher percentage of saleable product, have lower quality grades, and produce more
calving difficulty when mated to cows of the British breeds (Greiner 2005a). Thus, it
may be important use a combination of British and Continental genetics that com-
plement each other in a breeding program to produce an end product that has both
acceptable carcass quality and retail product yield (Greiner 2005a).

At the same time, the distinction between a partner and a competitor may not be
as clear-cut. Cow-calf producers are encouraged to choose breeds to produce calves
that are appropriate for their end use (Greiner 2005a). For example, the choice
of a sire will differ for a cow-calf producer who sells crossbred replacement heifers
than for a producer who sells all calves at weaning. The former will be primarily
interested in maternal and reproductive performance, with growth rate and calving
ease a secondary concern. For the latter, growth rate and calving ease should be a
priority. A producer practicing retained ownership (keeping the animal until slaughter
weight) will be primarily interested in carcass traits. Additionally, heterogeneity
in cow-calf producer preferences can affect their valuation of bull traits (Boaitey
2017). These producers may value the same animal differently based on the same
information, due to differences in their understanding of the information, production
goals, and farm practices. Further, farmers’ risk perceptions may play a role due
to a lack of familiarity with newer breeding tools such as genomics (Boaitey 2017).
Importantly, a cow-calf producer’s decision to purchase bulls may be contingent on
personal relationships. Bull buyers typically have their preferred suppliers and require
a reason to change (Speer 2011).

Nonetheless, BAs seem to be picking up signals from the commercial sector. For
example, the Canadian Charolais Association noted that there are more and more
Angus-based herds using Charolais bulls, suggesting that commercial cattlemen will
be increasingly using Charolais bulls in the future (CCA 2019). If this practice

becomes more widespread, it would suggest that breed complementarity is becoming
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a more important factor for commercial producers.

A BA may worry that IS may reveal genetic imperfections in their animals, which
may carry a reputational risk for the BA, or which could be used against them by other
BAs if they found birth defects or other traits where it underperforms. For example,
president and CEO of Five Rivers Cattle Mike Thoren mentioned that Angus may be
responsible for increasing rates of congestive heart failure in US cow herd, possibly
due to Angus’s excessive pursuit of maximizing quality grade as a single trait focus
at the expense of live performance (Thoren 2020).

Another risk for the BA is that sharing information opens the possibility for com-
parison between the animals of different breeds. A BA may worry that their animals
that rank high in their within-breed evaluation will rank lower when compared to
animals of other breeds. This would create a possibility for customers to compare
the BA’s animals directly to other breeds, which is not as simple because currently
within-breed EPDs are only comparable within breeds due to differences in the ge-
netic bases (Kuehn and Thallman 2018). The problem is that EPDs are not measured
the same way across breeds. The EPD number depends on the base set by a BA.
Currently, each BA chooses their base arbitrarily - it could be set to be a point in
time, or a reference of high-accuracy sires (Spangler 2019). This makes EPDs from
different breeds incomparable, and to compare them, the EPDs need to be brought
to a common base. It has also been suggested that the way BAs set an EPD base has
some marketing potential. For example, if the EPD base is set so that half the EPDs
are negative and it is generally considered that higher EPDs are better, then a BA
can simply add a set number to every animal’s EPD, so that virtually all the animals
have positive genetic predictions for the trait. In the words of Dr. Matt Spangler,
beef genetics specialist and professor at the University of Nebraska-Lincoln: “If your
breed’s EPDs for growth are so much larger than mine simply because your base is
bigger, you can advertise better than I can. That’s a large part about the base; how

does it make me look compared to my competition?” (Spangler 2019).
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The introduction of IGS in 2010 established a single base for all the breeds’ EPDs.
Dr Bob Hough, retired executive vice president of the Red Angus Association of
America, wrote about this process: “In addition to being difficult to do, this was a
political football because it required cooperation between BAs and every breed wanted
to be seen in the best possible light” (Hough and Halladay 2019). It was noted that
with a few recent exceptions, BAs don’t typically focus on the ease of across-breed
comparisons when they come up with their EPD bases - the breeds working with IGS
being the notable exception (Kuehn 2019). The EPDs of the 15 BAs participating in
IGS are thus directly comparable (CLA 2015).

Currently, there are ways to bring individual EPD scores to one scale, such as the
across-breed EPD adjustment factors produced annually by the U.S. Meat Animal
Research Center (USMARC). The USMARC table can be used to adjust the EPD
scores of animals from different breeds to make their merits comparable across breeds
(Kuehn and Thallman 2019). However, using adjustment tables introduces more
inaccuracy and has never seen widespread adoption among commercial cattlemen
(Bullock 2015). The best way to compare bulls of different breeds is to pool their data,
including crossbred data from known breed percentages, into one genetic evaluation,
which is what has been achieved in IGS (Bullock 2015). However, USMARC EPDs
are apparently still important for comparing breeds with Angus (Black) or others
that are not in the IGS analysis (Hough and Halladay 2019).

Finally, sharing information also carries a risk of homogenizing the BAs’ breeding
strategies. If we assume that all BAs pursue the optimal animal, or the perfect
bull, that is common across all breeds, then sharing information between breeds will
bring them closer to the optimal animal thus making their breeds more similar. In
a theoretic contribution, Vives (1984) showed that increases in the correlation of the
signals erodes profitability under Cournot competition. Essentially, when the data
is pooled, individual BAs have the same information as every other BA to make

selection decisions and so the decisions will become more similar.
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2.2.2 What types of information sharing exist in the indus-
try?

Sharing genomic data between BAs may take several different forms. One way is for

two BAs to share data between each other, which already happens to a certain extent.

For example, Angus data is merged with smaller BAs who promote their crossbreeds

to help make better breeding decisions.

Another way BAs could share information is by having a third-party institution
collect the data, perform evaluations and report the EPDs back to each respective BA.
Such a third-party institution could be a government initiative like the Canadian Beef
Improvement Network (CBIN) being developed by the Canadian Beef Breeds Council
(CBBC). This network plans to include breed associations, academia, beef industry
groups, service providers and government and is planned to “link data networks and
provide analysis tools for commercial and seedstock breeders” (CBBC 2018). CBIN
will pool the information on all breeding animals in Canada, rank them on several
different indices, and make the information available on a platform where customers
would be able to bid on bulls. The initiative is supposed to improve the overall
quality of the Canadian herd, while individually there may be winners and losers
(Lynch-Staunton 2020). The idea seems to have been around for several years, but
the work is still underway despite the support of industry organizations. Money
needs to be invested in this project, but it is not clear whether the government or the

industry players are ready to pay for it yet.

2.3 Literature review on information sharing
2.3.1 Overview of information sharing

In order to understand what may motivate competing BAs to share their genomic in-
formation with each other, it will be useful to review the literature on IS in oligopolies.

This literature focuses on understanding the firm’s optimal decisions and the resulting
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market equilibria in the context of uncertainty. It belongs to the study of Bayesian
games — a branch of game theory where players have incomplete information about
other players.

There are very few general principles that explain the incentives to share informa-
tion among oligopolists (Vives 1990). In its simplest form, the following two-stage
game between the firms is considered. In the first stage, and before receiving any
private information, a firm commits to share/reveal information or to keep it private.
The information shared is assumed verifiable in the sense of Tirole (1986). After the
firms have received their private signals and reports have been sent, the information
agency makes public the information to the participants in the agreement (exclusion-
ary disclosure) or to everyone in the industry (nonexclusionary disclosure). At the
second stage, firms compete in a Bertrand or Cournot fashion and a Bayesian game of
incomplete information is played. Firms may share information about the current or
past behavior of customers, orders and prices, as well as cost and demand conditions.

Information sharing agreements are usually moderated by trade associations that
typically distribute an aggregate statistic of firms’ private signals (Vives 1990). In
monopolistic competition, information can be shared under non-exclusionary or ex-
clusionary disclosure. In the former case, information is shared with every market
participant. In the latter case, it is provided to members only. It is clear that under
non-exclusionary disclosure it is costly to share information as it is possible to free
ride. Under exclusionary disclosure rule, IS may occur if the membership fee is not
too high.

The evidence of IS among firms happening in real life is limited. Vives (2006)
cites several papers studying IS experimentally prior to 2006. Genesove and Mullin
(1999) study information exchange in the Sugar Institute and find that firms do not
generally misreport but withhold information. Doyle and Snyder (1999) find study
production plan announcements in the trade press in the automobile industry and

find that a firm’s announcements affect a competitor’s responses: announcements
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of increased production are met with increased production, which the researchers
find to be consistent with announcements signaling a common demand parameter.
Christensen and Caves (1997) find that in the pulp and paper industry, unexpected
capacity announcements by the rivals promote project abandonment in sub-industries
with low concentration levels. Armantier and Richard (2003) simulate a hypotheti-
cal agreement to share cost information by American Airlines and United Airlines in
Chicago O’Hare airport. They find that IS would improve profitability and moder-
ately harm consumers. Cason (1994) finds that pricing behavior is influenced by IS
decisions. Ackert, Church, and Sankar (2000) find that in a Cournot game with cost
uncertainty, where it cannot be verified if the firm received information, when a firm
receives information about industry-wide costs, unfavorable information is disclosed
but favorable information is withheld. Contrary to theory, when information is about
a cost-specific shock, disclosure is not affected by the favorableness of information.
Finally, Lemarié and Marcoul (2018) report that pesticide producers create IS clubs
where they share information regarding pesticide resistance with competitors.

One of the main reasons the evidence of IS is scant is due to antitrust regulations.
Scherer and Ross (1990) note that the law on trade associations is one of the most
nuanced branches of antitrust doctrine. The present position in US courts seems to
be that IS is not illegal per se, and that it should be challenged only if it helps to reach
agreements on prices or to restrict competition. The attempts during 1920s and 1930s
to form cartels using trade associations to monitor the agreements ended with consent
decrees that would regulate trade associations. Nowadays, information exchanges
about prices in oligopolistic markets are strictly monitored. In general, antitrust
authorities look with suspicion at information exchanges of individuals firms’ data,

prices and quantities, because they can give away collusion attempts (Vives 2006).
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2.3.2 Models of information sharing in oligopolies

The models we build in this thesis are based on some of the classic works in the field of
IS economics. One of the earliest papers in the IS literature goes back to Novshek and
Sonnenschein (1982) who extended the Cournot duopoly model to a case in which
firms may acquire, release, or agree to pool information about uncertain demand.
They proposed a linear demand where the only uncertainty concerned the value of the
quantity intercept term distributed over an interval. The goal was to see how a model
of duopoly information equilibrium can give insights about the incentives to acquire,
release, or pool information. They considered a market in which there are a number of
sources that provide information regarding the value of the random quantity intercept
term a, and each source provides an unbiased estimate of a. Each firm receives a signal
that contains information about the value of the quantity intercept a of the demand
function. This signal is the sum of the information received from its private sources
and the pooled sources. Then, the firm chooses its level of output, given the value of
the signal it received, which corresponds to the maximum expected profit.

Novshek and Sonnenschein’s (1982) work was followed by Vives (1984) in a seminal
paper where he considered a duopoly model with firms having private information
about an uncertain linear demand. He demonstrated that in the case that the goods
are substitutes (not) to share information is a dominant strategy for each firm in
Bertrand (Cournot) competition, while the opposite is true for complements.

In another work, Gal-Or (1985) considered an oligopoly with an uncertain market
demand and firms observing private signals where each firm decides on how completely
it will reveal its signal. It was found that no information sharing is the unique Nash
equilibrium of the game regardless of how correlated the private signals are.

Fried (1984) examined a duopoly with private-value uncertainty and he found that
sharing information is beneficial to the duopolists, which is the opposite result from

Vives (1984) and Gal-Or (1985). Shapiro (1986) analyzed the sharing of private
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cost information and also complemented the results of Fried (1984). In general, if
the information structure is of the common-value type, the results of Clarke (1983),
Vives (1984), Gal-Or (1985), and Li (1985) suggest that no information sharing is the
unique equilibrium. By contrast if the information structure is of the private-value
type, the results of Fried (1984), Shapiro (1986), and Li (1985) point to the exactly
opposite conclusion (Vives 1990).

In our analysis we draw from a recent paper by Marcoul (2020) that analyzed a
commercial fishery where fishers compete for a pool of fish and each fisher has a
private signal about fish abundance. At first, the case of full IS among all fishers
was considered. It was found that fishers have an incentive to share their private
signals despite congestion costs, and this increases aggregate harvests while making
it harder to predict harvests. Marcoul (2020) then considered the existence of several
IS groups without communicating and showed that it often dominates fishing with
private information as well as with full IS.

We also rely extensively on two works in the field of IS economics that studied
agricultural markets. Hueth and Marcoul (2006) studied incentives for IS among
agricultural intermediaries in imperfectly competitive markets for farm output. They
found that information may reduce the expected profit of intermediary firms and even
when IS increases expected profits, intermediary firms face a prisoner’s dilemma as
they have an incentive to withhold information. In another IS paper on agriculture,
Lemarié and Marcoul (2018) considered a pesticide market where resistance to pes-
ticides can develop. They distinguished between two cases of demand for pesticides,
one where users are able to coordinate their use and one where they are not. They
found that when firms can obtain new scientific information, they have an incentive
to share information with competitors.

This thesis uses many of the standard principles of the IS literature outlined in
subsections 2.3.1 and 2.3.2. We model an oligopoly where, at the first stage, receive

private signals and commit to sharing or not sharing information, and at the sec-
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ond stage compete in a Cournot fashion. In Chapter 3 BAs each have one private
signal that is communicated to a third party evaluation agency. The agency col-
lects the signals and forms an aggregate statistic, which is then distributed under
non-exclusionary disclosure to each BA. In Chapter 4 the aggregate signal is dis-
tributed under exclusionary disclosure to coalition members. Like in Novshek and
Sonnenschein (1982) and Vives (1984), firms (BAs in our case) acquire and share
information about an uncertain linear demand. As in Vives (1984), we first analyze
the equilibrium when players keep their signals private and then compare the result-
ing profit with an equilibrium with full IS. We then modify Vives’s (1984) model by
adding a breeding component which represents a BA’s attempt to improve its breed’s
quality with genomic selection. Like Marcoul (2020) we consider asymmetric equilib-
ria with IS within IS coalitions. Specifically, we analyze a market with two players
sharing inside a coalition while the third staying on its own. Finally, we follow Vives’s
(1984) method for analyzing a duopoly with partial IS where both players commit to

sharing an equal number of signals, with the addition of a breeding component.
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Chapter 3

A Basic Model of a Market with
Genomic Information

3.1 The Underlying Economic Environment

As Breed Associations (BAs) adopt genomic selection!, there is an increasing need
for more data in order to have more accurate results. However, there are only so
many animals of the same breed, often not enough to make meaningful predictions
especially for the more valuable complex traits (Meuwissen, Hayes, and Goddard
2016). Pooling data across breeds has been considered the way forward for the beef
industry (Meuwissen, Hayes, and Goddard 2016). However, early attempts failed to
significantly increase prediction accuracies (Berry, Garcia, and Garrick 2016). Until
recently it was considered that one BA’s data was not helpful to another BA because
breeds are not close enough genetically to usefully connect it. But with progress in
genomic science, researchers are finding ways to successfully connect data from many
breeds in multi-breed evaluations (Saatchi et al. 2014). Consequently, information
sharing (IS) between breeds is becoming possible and it opens the way to new eco-
nomic questions: should BAs share its information with others? What are the costs
and benefits of IS? In this chapter we will consider an extreme IS arrangement where

all BAs decide to pool their data together. We will examine whether the BA is better

1To recall, genomic selection is the use of statistical methods to estimate the genetic merit of an
animal based on the genotypes and phenotypes of its ancestors (Van Eenennaam et al. 2014)
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or worse off sharing information in such an arrangement.

We consider a set of BAs whose objective is to maximize profit by selling their
product to their beef producer base. A BA, who uses genomic selection technology,
strives to provide the best breeding product to its producers. By “breeding product”
we mean a registered purebred animal to be used as a sire or a dam in a producer’s
herd. Alternatively, a breeding product may also be purebred semen purchased for
artificial insemination. BAs operate in an oligopolistic market where each BA dif-
ferentiates itself by defining its own set of animal traits that it wishes to promote
through its marketing activity and wants to offer the best profitability to its pro-
ducer base. Producers expect a breeding product that offers a high performance in
economically valuable traits with the guarantee that these predicted yields are ac-
curate and consistent. For instance, a large variance in feed efficiency can introduce
substantial uncertainty to the (net) price received for each unit of product and, as
such, may be unacceptable for a producer. Similarly, a large variance in an animal’s
birth weight will introduce a risk of losing calves, which is costly to the producer and
may be considered unacceptable.

In a beef market with n (where n > 2) BAs, the price commanded by a unit of
breeding product by BA i will first depend on its total quantity and quality. Second,
competition (cooperation) from the other n — 1 BAs who promote different traits
will also decrease (increase) the price received by BA i because all beef products are
ultimately offered on the same (albeit differentiated) market. Therefore, the price (or

inverse demand) for BA i’s product is

recision component selection component
? ,_/\i "\ o
P60 T) = A(1+6) —T-E[6—0)]-a-7>q (31

~- Y
BI; = Breeding Impact s

The inverse demand in (3.1) is interpreted as the price net of marginal cost which

is constant.? The parameter 6 (that we later discuss) is an unknown target genetic

ZSee for example Novshek and Sonnenschein (1982)
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parameter that the BA tries to better reach, while 6, represents the selection decision
ultimately made by the BA. The parameter A; is the market size for the BA’s product.
The parameter T; relates to the phenotypic trait (or set of traits) promoted by the
BA. More precisely, it measures the share of the trait value that can be improved
through genomic selection, or the ‘improvability’ of the trait. A BA with a high T;
promotes a trait that has significant room for improvement through genomic selection,
so improving this trait will be very valuable to the BA; conversely a BA with a low
T; promotes a trait which is already well developed and cannot be improved much
further. There may be several reasons why a BA would promote one trait and not
another. First, it is reasonable to think that BAs are constrained by their breed’s
gene pool accumulated over many years of selection. Thus, BAs are often bound
to promote the traits they already have. Another reason is that cattle buyers have
heterogeneous preferences for traits. For example, some producers may value the
animal’s docility to minimize the risk of injury even if it means foregoing yield.?

We assume that A; is much greater than 7;:
A>>T (3.2)

which guarantees that a BA receives a strictly positive price in (3.1). Since BAs
have already selected for their traits for a long time, T; contains potential marginal
improvement of the trait while the rest of the trait value is contained in parameter
A;. This is true in the real world since all beef breeds sell at a positive price, even if
a breed’s quality can be significantly improved through selection.

In the basic model, we assume as a first step that BAs are symmetric and iden-
tical and thus A; = A and T; = T for ¢« = 1,2, ...,n. Therefore, although each trait
promoted by each BA is different, the improvability of each trait is identical across
all BAs. This assumption, which can be relaxed, simplifies the exposition. To max-

imize the value of the breeding impact in expression (3.1), the BA collects genomic

3Boaitey (2017) found heterogeneity in cow-calf producer preferences according to perceptions of
risk, calf retention practices and familiarity with genomics.
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information regarding trait ¢ and seeks to select the best version of the breed possible
given the environmental constraints of its producers. This best possible breed can
only be determined by estimating the unknown parameter 6 that characterizes the
animal. The parameter 6, represents the selection decision made by BA i given the
genomic information it has collected. This decision represents an attempt to approach
as closely as possible the unknown parameter 6, or the “target” decision that yields
the optimal animal.

There are two distinct ways in which the information on the optimal animal drives
the BA’s net price - the precision component and the selection component, both
featured in the breeding impact of equation (3.1). In the precision component, the
BA uses better information to make a prediction about an uncertain market size.
In other words, a better knowledge of # helps the producer make better production
decisions. In the selection component, the BA uses new information to improve its
animal breeding to help produce animals with enhanced traits. Finally, in expression
(3.1) BI stands for Breeding Impact, which refers to the combined effect of the BA’s
use of genomic selection via the improvement of the breed’s traits and information
about the demand on the market price for its breeding product.

We thus assume that the BA’s knowledge of the target parameter for the optimal
animal # has a dual consequence on the net price of the BA’s product. The first relates
to the selection component in equation (3.1). As the BA obtains better knowledge of
6, it is able to improve selection by developing its best version of the breed, 6,, that
approximates the true optimal animal, 6, more closely. Thus, the quality of the BA’s
breed is improved, reflecting positively on the price. The knowledge of 6 also affects
the net price through the parameter A featured in the precision component of equation
(3.1). Parameter A encompasses information about the market size and production
cost for the BA’s product. From the perspective of the market size, producers who
purchase the BA’s animals care about the consistency in the quality of the breed’s

traits. If the BA’s understanding of the optimal animal is imprecise, then it cannot
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guarantee a consistent quality of the breed with respect to the trait it promotes. On
the other hand, uncertainty around 6 introduces uncertainty to the production cost.
Better knowledge of the optimal animal brings information on how to take care of
the animal so as to have the phenotypic traits realized in the best manner. Thus,
uncertainty about 6 increases the risk of mismatching the genomics of the animal
to its environment, thereby raising the cost of production. For example, reaching
optimal results on raising cattle with certain highly nutritious forages like alfalfa
often depends on proper management techniques so as to avoid pasture bloating,
which can sometimes be fatal. Consequently, a BA will try to minimize the market
size and production cost uncertainties by trying to obtain the best knowledge about
the optimal animal.

The parameter v € [—1, 1] refers to market differentiation between different breeds.
It describes to what extent animals of different breeds are substitutes or complements
in the purchasing decision of the producer. In this work we assume that all breeds
have the same degree of differentiation, or ,;; = v for ¢, j = 1, 2, ..., n, for simplicity of
calculation. Two breeds with v > 0 are substitutes and producers will tend to choose
one of them. When v < 0, breeds are complements and the animals are usually bought
together. Thus, we assume that either all breeds are substitutes or all are complements
depending on the value of ~.* This has to do with trait differentiation and breed
complementarity. For the producer, combining some traits is more profitable than
combining other traits. Since BAs offer different traits, it is more profitable for the
producer to use some breed combinations over others. For example, producers raising
terminal cattle tend to combine British breeds - which are known for their strong
maternal traits - with Continental breeds - which are known for their fast growth -

to obtain a terminal animal that easily calves and quickly gains weight. Thus, we

“In reality when n > 2 we will have 7;; meaning that every BA will have a different value of
breed complementarity and market differentiation. For simplicity of calculation we assume that all
BAs have the same value of -y, which is a limitation of our model. This assumption can be relaxed
in the future.
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assume that British-Continental breeds have a negative value of vy, meaning that they
are complements on the market. On the other hand, pairs of breeds whose traits are
not complementary are assumed to have a positive parameter v, meaning they are
substitutes in the market. For example, Angus and Hereford are both British breeds
and have similar traits. They are usually crossed to obtain even stronger maternal
traits, but crossing them to produce terminal animals is unlikely to be as profitable
as crossing Angus and Simmental, which is a combination of British and Continental
breeds. Therefore, we expect purchases of British-Continental pairs of breeds to be
more common in the production of terminal cattle as opposed to British-British or

Continental-Continental breeds.

3.2 Information collection, learning, and the BA’s
production decision

Each BA collects genomic and phenotypic information from its producer base. This
information collected by its producers relates to their breeding stock and is chan-
neled to the BA who, in turn, uses this data to perform the best selection possible.
Producing the optimal animal with respect to the genetic trait T; is (statistically)
very unlikely so that, even with the best prediction equations, errors in the breeder’s
choice will occur, and the BA’s selection decision will never fully reach the parameter
for the optimal animal, that is 64 # 6. The notation E [(6 — Gd)ﬂ in expression (3.1)
thus refers to the cost of making a decision that deviates from the optimum.

The data collection process is usually done by the BA using Whole-Herd Reporting
(WHR). WHR is a system in which seedstock breeders, either voluntarily or manda-
torily, collect performance data on each animal and report it to their BA (Hough
2019). This includes keeping a record of the annual production of cows, as well as
the performance of every weaned calf. Breeders are often required by their BA to
comply with WHR for their registered cattle, a practice which reduces selective bias

in performance data. The collected and reported data is used to perform genomic
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evaluations and update existing Expected Progeny Differences (EPDs), which are
estimates of an animal’s genetic value as a parent (Greiner 2005b).

For simplicity, we assume that the outcome of the data collection process is a signal,
s;. This signal allows the BA to, first, strictly improve the breed’s performance with
regard to the economically valuable trait it proposes to its producers. The BA is able
to perform a better selection decision 6,, by selecting its best version of the breed,
as featured in the selection component of expression (3.1), and increase the speed of
genetic change based on more accurate evaluations of the EPDs. Second, the signal
also provides information regarding the unknown (random) parameter 6 featured in
the precision component of expression (3.1).

Initially, the BA treats the unknown parameter as a random variable for which
it holds a prior belief. More precisely, it assumes that 6 ~ N (@pr =0,00=1 /7'9)
where 7y denotes the precision (inverse of variance) of the prior held by the BA. Our
precision component reflects the idea that a BA has a general expectation that the
market size and production cost for its breed are encompassed by the net parameter
A;. Yet, both of those things are uncertain, and by introducing the random variable
about the optimal animal, 0, into A; (1 + 6) we aim to represent variations around A;
due to this uncertainty.

Formally, we assume that the signal s;, which imperfectly reveals #, is drawn from
a normal distribution S; defined by S; = 6 +¢; where 0 is the unknown target genomic
parameter to be evaluated and €; ~ N (0, 7.) is a noise whose precision is 7. > 0. We
assume that 6 and e are jointly independent which implies that S; is an unbiased
estimator of #; that is E [S;|#] = 6. In addition, we also assume that, for i = 1,2, ..., n,
the s are iid.

Thus, a BA who receives a signal s; can calculate a posterior estimate of the mean
of 8 equal to 0, = (1 — p) 0, + ps; = ps; where p = 7./ (7. + 74) is the correlation
parameter between the true 6 and the signal s; (see DeGroot 2005, p. 167). Therefore,

p is naturally interpreted as the quality of information provided by the genomic
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information collection process.

In making its selection decision, the BA behaves as a Bayesian forecaster who
calculates the unknown mean 6 of a distribution with precision 7. The optimal decision
is to pick §; = E(0) which minimizes the value of the risk E [(§ — Hd)2] given by
Var[0).° In this context, given the observation of the genomic information signal
S; = s;, the Bayes decision is 6* (s;) = E[0|S; = s;] = ps; where this last expression
represents the expectation of the posterior distribution. The Bayes risk is the variance

of the posterior and is equal to n* = E [Var (0|s;)] = 1/ (1 + 7).

Remark 3.1 It can be shown that the expected (squared) error E [(6 — 9d>2] equals

the Bayes risk when the random variable 0 is replaced by BAls estimate ps; :
E (6 — pisi)?] =E[(0 — p; (0 + )]
=E [02p12 —20%p; + 07 + 20e;p7 — 202;p; + €?p?]

= piE [6%] — 2p,E [6°] + E [6°] + 207E [0e;] — 2p,E [02;] + piE []]

1 1
= (1= ) — +
To Te
B 1
N To + Te

Therefore, conditional on receiving the signal s; and selecting its best version of

the breed (by choosing §; = ps;), the new private estimate of the BI is

T
T+ Ty

BI;, = A(1+ ps;) — (3.3)

Note that in expression (3.3), the unknown parameter 6 is replaced by its best estimate
ps;. From an ex ante standpoint, the breeding impact is a random variable which

depends on the s; brought by the information collection. The expected breeding

SRewrite E {(9 — Hd)ﬂ as E(0)? — 204F [0] + 62 which is a convex second degree polynomial in

6. It is minimized for 6, = E[f] so that E [(9 _E [9])2} —E[0)? - E[9)° = Var]
SNote that unlike the posterior mean, the posterior variance of a normal conjugate is independent
of the signal s;.
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impact

E[BL)=A—-T/(1. + 1) (3.4)

is strictly increasing in the precision of the signal, 7., whereas its variance

Var [BL] = (A)? p*Var [s;] (3.5)
A%,

79 (7. + 79)

increases with the precision of the signal, 7..” Therefore, in terms of value, an in-
crease in the expected yield value also comes with an increase in the variability of
this value. The implication is that as the BA invests in a more precise signal by
improving its genomic evaluation capacity, it actually increases the variability of its
breeding impact. Interestingly though, the increase in variance happens at a decreas-
ing rate® until the variance converges to its maximum value at A%/75. This means
that, keeping market size A constant, the BA with a high prior precision 75 can learn
new information without introducing significant uncertainty about the demand inter-
cept. In contrast to that, if a BA has weak prior knowledge, it can be very risky to
learn new information. It seems that if not much is known about the BA’s animal,
new information can either sharply increase or decrease the intercept of the market
demand for this animal. For example, as higher density tests are introduced by a BA,
if the BA discovers that a breed has a genetic defect that is hard to eliminate, this
new piece of information will sharply decrease the market’s valuation of the animal.
As a counter example, a discovery that the BA’s animal has a rare and valuable trait
will significantly increase the market demand intercept. On ther other hand, if much
is already known about the BA’s animal, then any new signal is unlikely to change
the market’s valuation of the animal.

We can make another observation about the BI and the value of information.

7<9VL[BI] =(A )/(TE+79)2>0
8 avar(BI):ﬁﬁ
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Lemma 3.1 In expectation, the marginal value of new information is positive and

decreasing.

Proof. All proofs are in the appendix. m

Thus, at first, new information is very valuable to the BA as it uses it to enhance
the breed, but as the BA learns more, subsequent information adds less to breed
improvement.

Now that we have described the production function of the BAs, we embed it in

our market framework.

3.3 Market equilibrium with private genomic in-
formation

Each BA 7 collects its genomic information resulting in a signal s; which represents
the information held by its members. The BA considers this information private. In
essence, the BA first receives its genomic information and then makes the best breed-
ing decision possible. Given this decision, it then chooses the quantity of breeding
product it markets given the competition by other BAs.

Conditional on receiving signal s;, the objective function of the representative

breeder of BA 7 is

T
]\{qu {m- (gi, q5ls:) = {A (1+ ps;) — —qi — ’YZ#Z, Qj} Qz‘} . (3.6)

Te + To
Each BA uses a strategy that is affine in its own signal s; that we denote by
¢; = By + Bis; where By and B; are two real numbers to be determined. In a
symmetric equilibrium, this implies that BA ¢ expects BA j with j # i to choose
qj = Bo+ B1s§ where s is the rational expectation of BA i regarding BA j's signal s;.
However, producer information is kept private by each BA, so BA i does not observe
s; and can only estimate it using its own piece of information s;; it is easily shown

that E[s;|s;] = ps;.” In our context, a Perfect Bayesian Equilibrium is a quantity

9K [sj]si] = (1 —p)0 + ps; = ps; since § = 0. We could relax the assumption that the e; are
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schedule and a pair of beliefs regarding ¢ held by each BA ¢ with i = 1,2, ..., n. Each
BA holds its own belief (estimate) of § and also holds an estimate of its competitor’s
belief (second order belief). Given this pair of beliefs, the quantity decided by each
BA is then the best response to the quantity decided by its competitors.

In a Cournot setting, the first order condition of expression (3.6) is

T
A— + Aps; = 2q; + cfori#jandi=1,2,....n.
< TE+Te) P 1 VZ#@'% 7

Replacing ¢; and ¢; by ¢; = By + Bys; and ¢; = By + B1E [s;]s;], respectively, we get

A- +Apsi=[2+~v(n—1)]Bo+ 2+~ (n—1)p] Bis;,

Te + Tp

which yields by identification

A— L A
By= — Tt _and B = — 2P
2+y(n—-1) 2+y(n—1)

Therefore, the quantity offered by BA ¢, as a function of genomic information s;, in

equilibrium!? is

A—- L Ap

Te+To

T 249(n—1) 2+~(n-1)

i sifori=1,2,...,n (3.7)

Note that, in expectation, each BA will induce the production of

T

Te + To

E[qi]z(A— )/[z+v<n—1>y (3.8)

This level corresponds to a world where selection decisions strictly improve the breed’s
performance in traits without introducing uncertainty. The signal s; can be inter-

preted as the latest results obtained from regularly conducted EPD evaluations. When

independent. If one assumes that Cov (g;,¢;) = E [g;¢;] = 0 > 0 for i # j then we can show that
E[sj|si] = p(14 079) s;. In this case, the estimate of s; comes not only from the true parameter 0
but also from the correlation of the signal’s noise.

0There is a restriction on the values of v in the denominator since the BA’s best production
strategy given in (3.7) must be positive, and otherwise the BA must stop production. The limitation
is ¥ > —2/(n —1) which binds for n > 3. It thus allows for a market with three BAs who sell perfect
complements. However, as n increases we cannot have full complements anymore. This is realistic
because it is hard to imagine a market with BAs selling perfect complements. This limitation on =,
therefore, does not drastically restrict the application of this model.
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the BA receives a signal about EPD improvements, s; > 0, this represents encourag-
ing information and producers will increase their production (the implicit assumption
here being that, at the time when producers make their actual breeding decision, it

is hard for them to observe the signal obtained by other BAs). The expected profit

is given by
2
T
P (A_ 7—5-1—7'9) i Te (TQ+T€>A2 (3 9)
R =D w2t )+ (0= 1))
selection;;mponent precision;mponent

As seen from expression (3.9), the BA’s expected profit is strictly positive and en-
tails the selection component and the precision component. The selection component
corresponds to the portion of the profit that comes from improving the quality of the
animal. It contains the loss function with parameter 7', which is minimized given
the BA’s best available genomic knowledge. This refers to the BA’s best attempt at
improving breed quality through genomic selection. In this component the increase
in signal precision, 7., is transformed into an increase in the accuracy of genomic
selection and a strictly better quality of the animal. The precision component varies
with signal precision via two factors. In the first factor, an increase in signal precision
improves the BA’s estimation of the market demand and increases the BA’s profit.
However, in the second factor increasing signal precision also correlates the strategies
of all BAs and decreases profit.

The first derivative of the selection component with respect to signal precision is

given by

. T
aﬁ.felectwn 2 <A — m) T
= 5 5 > 0, (3.10)
UE (7o +7)" [(n = 1)y + 2]

where 73¢lection refers to the portion of BA/s profit from the selection component in
(3.9). Note that the numerator is positive under our assumption in (3.2) that A
is much greater than 7. In expression (3.10) as the BA improves signal precision,
it improves its breed’s trait and receives more profit as a result. Thus, it always

makes sense for a BA to invest in improving signal strength from the perspective of
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improving the breed.

The first derivative of the precision component with respect to signal precision is

given by
grprection _ 2(t+7.) —y7- (n—1) (3.11)
e (2 (7-0 + Te) +Te (TL - 1))3
where 77" refers to the portion of BA/s profit from the precision component

in (3.9). The expression in (3.11) has an ambiguous sign and is positive for v €

<_(2n(i‘)f)r:§), %gﬁgfj) which will bind (be between —1 and 1) for > 2/ (n — 3), where

w = 7./7p is the relative quality of genomic information acquired. A high value
of © means that the BA’s learning of new information has more precision than the
precision of its prior information, or what it already knows. This would refer to a case
when the BA is beginning to adopt genomic selection where previously it relied on
less precise conventional selection. Thus, in the case when the BA has a strong signal
precision relative to prior precision (p is high) improving signal precision will reduce
the precision component when BAs are strong substitutes or strong complements.
On the other hand, a low value of u means that the BA already developed a strong
genomic knowledge base and its learning precision is lower, to the precision of its prior
knowledge. This would be a case of a BA that already adopted genomics selection
on a wide scale and collects genomic data from its breeders. Thus, when a BA has
a weak signal precision relative to prior precision (u is low), the precision component
will be increasing with signal precision as long as there are not too many BAs in the
industry. To put the model in perspective, consider the case of Canada where there
26 registered BAs (n = 26). In this case, under the assumption that all BAs have
the same signal precision 7. and the same ~y, this would mean that when the BAs’
prior precision Ty is at least 11% times greater than signal precision 7. (or p < 0.08),

improving signal precision will increase the precision component and the whole profit.
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3.4 Sharing genomic information

Let us consider that after receiving signal s; from the n BAs, a third-party IS group
with genetic evaluation capacity is created. It forms the statistic 5; = X7s;/n which
is used to compute new EPDs.!! Thus, with IS, each BA benefits from the en-
hanced equation of genomic selection that uses the entire pool of information.!?
Given s BA i selects a bull whose Bayes risk (i.e., the variance of the posterior)
is equal to nf = E[Var(0|s)] = 1/ (n7- + 79) . The information about the demand
also comes with a different (and better) estimate of the variable §. Given the prior
0 ~ N (@pr =0,05 = 1/79), the posterior estimate of # in the IS case is given by
67 (3) = (1 — pp) O + pus = pn5s where p, = n7./ (n7. + 79) is a correlation parameter
between the true 6 and the signal 5. Thus, with IS the price for the breeding product
is
T

P;(6,5) ZA(1+Pn§)—m—+TG—qZ‘—7 q- (3.12)
} J#i

Note that with IS, the Bayes risk n* = E [Var (0|5)] = 1/ (n7. + 79) is strictly lower.
Therefore, in expectation, using all the data available from all the BAs results in a
breeding impact

E[BI)=A—-T/(nt.+ 1), (3.13)

which is strictly greater compared to when only private information is used (see (3.3)).

1With normally distributed noise there is no loss of informativeness in transmitting the mean of
the signals rather than the whole vector of signals (Hélmstrom 1979; Shavell 1979)

12the pooled signal s has a strictly higher precision compared to BA’s private signal s;. To see
this, we compare

_ 1 _ NTpTe
P5= Var O+>7e/n)  To+nT
and
_ 1 _ ToTe
Psi = Var O+e) To+7e
to get
s ~1
ps_q (=D
Ds; T + nTe
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At the same time, the variance of the Bl when information is pooled is
Var [BI,) = nA*r. /7y (19 + n1.) (3.14)

which is strictly greater than the variance of the BI when operating on private infor-
mation.'® This suggests that IS increases the variance of the intercept, thus making
the market demand less predictable. Although in expectation the value of the breed-
ing impact increases, BAs are now subject to a higher variability of the pooled signal.
While we do not formally introduce risk aversion in this model, it seems that IS
is inherently risky and from this perspective, our model can explain the reluctance
of some BAs to enter such pooling agreements. In what follows, we emphasize the
change in market structure following IS as a reason for not joining the pool.

Note that IS changes the objective function of the BA because it alters both the
stochastic part of the expected profit in (3.9) related to the prediction of the demand
and the non-stochastic part related to the improvement in breeding. The latter is our
addition to the model of Vives (1984), which introduces nuance to the result, as will
be shown later in this work.

The representative breeder of BA; maximizes the new objective function
M 7 ( 15) = |A (1 + pns) E (3.15)
. i \di5 45 P - qi —7 i J4i) 4

In the IS case, all BAs have the same information and hence the same strategy

q; = B§ + Bjs. The first order condition is written as
A ! + Apns = 2¢; +
- ns = 2q; E .
nT. + Ty P G2
Note that ¢; = ¢; = Bj + Bjs so that

T = s S=

13
Var [BIL,) — Var [BI;] = Ar. n—1 >0
(1o + 7¢) (1o + n7e)
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which yields by identification

T

Bs _ NTe+To d Bs — n
R s ) R e (O )
or
T
_ Ap,
q; (3) 1Tt d sfori=1,2,...n. (3.16)

T 249(m—-1)  2+~7(m—-1)
Compared to (3.7), the expected yield obtained with each breeding unit is strictly

higher since E[¢; ()] > E [g (s;)] - The expected profit with sharing is given by

2
(4~ =5) x
7= ALY N7 . (3.17)
L+ry(n=1)  m(re+ne)2+yn-1)]"
selection c;n:ponent (+) precision c;r;ponemﬁ (+)

We can perform comparative statics of 77 with respect to 7.to obtain

T
(97?;"’ 2’)’LT (A o ’7'9+77/7'g> A277,
= 5 5 + 5 5 >0 (3.18)
ot (+nr) (my+2—-7)"  (+n) (ny+2-7)°
Aselection c;),mponent (+) Aprecision c:mponent (+)

which is strictly positive. Note that unlike under private information in (3.9), under
IS the precision component in (3.18) strictly increases with signal precision. Thus, it
seems that under IS, learning new information does not make the market more com-
petitive unlike when the BAs keep their information private. Since all the individual
signals are shared under IS, there is no threat from the competitors improving their
signals and turning them against each other. Thus, under IS, the BA has an incentive
to invest in the development of a more precise signal by introducing higher density
testing, investing in genomic evaluation infrastructure, hiring geneticists, and other
measures that increase signal precision.

We can compare BAls profit with private information in (3.9) and profit with IS

in (3.17):
A7 = 757 KSZ_KQ T AT, (n—1) [(2—7)2(7'9%—7'5)—7@72 (Tg—i-nTs)]
T=T—T; = ,
@t D2 i £ 2 (ot ) @ 4 27— e )
selection c;n:panent (+) precision cm;pronent (+/-)
(3.19)
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where Ky, = A — mjjﬁe and K = A — % Whether BAs want to commit to sharing
information depends on the two distinct effects of IS. The selection effect is always
positive and implies that by pooling more genomic information, IS BAs are able to
obtain breeding products with strictly higher yield. The precision component has an

ambiguous sign which depends on the existing product differentiation in breeding.

We can factorize (3.19) to get

Ag — 7. (n—1) P,
R (TO + 7'5)2 (TH + nTs)2 [7 (TL - 1) + 2]2 [Ts (n - 1) v+ 2 (TG + Ts)}Q J(Jr\//j)
©

where

Py = [(Tg + T5)2 (19 + n712) (— (n—1)(rg+7+nm)yV* +4(1 —7) (10 + TE))} A?
(3.20)

+ [2 (o +7) (g +n7) (e (n— 1)y + 2 (19 + TE))Q] AT

— [(279 +7.(n+1)(e(n—1)y+2(mp+ 7—6))2} T2

is a second-degree polynomial in A or T. Inspecting the coefficient in front of the

trait improvability parameter T' leads to the following proposition.
Proposition 3.1 IS is always undesirable for high levels of trait improvability T.

Proof. All proofs are in the appendix. m

It seems that when the BA’s trait can be significantly improved with genomic
selection, the signal is too valuable to be shared with all BAs in the market, and so
it will be kept private.

Analyzing (3.20) with respect to market size A yields another proposition.
Proposition 3.2 Depending on the degree of product differentiation,

1. if BAs sell close substitutes (v; < v < 1), IS will be declined (accepted) if BAs

have a big (small) market size.
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2. if BAs sell differentiated products (vi; < v < i), 1S will be declined (accepted)

if BAs have a small (big) market size.

Proof. All proofs are in the appendix. m

Note that the result in Proposition 3.2 converges to that of Vives (1984) for 7' = 0.
To recall, Vives (1984) found that IS will be undesirable for any v > ;. Once we
introduce a breeding component where a trait can be improved by 7" into the model,
the result still holds for big BAs, but the reverse is true for moderately sized BAs.

The polynomial in (3.20) is concave or convex with respect to parameter A de-

pending on the sign of a concave polynomial in
—(n—1)(mp+1+nm) V¥ +4(1—7) (19 + 1) (3.21)

with a positive root
2

Vi =
Veni+ (1 —pn+1
Inspecting (3.22) we find that as p approaches 1, the threshold ~; above which

e (0,1) (3.22)

big BAs are unwilling to share information, decreases, suggesting that big BAs will
start declining IS at lower values of ; (higher differentiation). We make the following

proposition.

Proposition 3.3 Big BAs (BAs with big market size) will be less willing to share

information when the signal is informative.

Proof. All proofs are in the appendix. m
Finally we make a proposition about the effect of the number of BAs in the market

on the desirability of IS.

Proposition 3.4 As the number of BAs in the market increases, IS becomes less

(more) attractive to big (small) BAs.

Proof. All proofs are in the appendix. m
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This result is due to the cost associated with the correlation of strategies, which is
a major concern for BAs. In simple terms, it is not advantageous to do what others
are doing, especially when the others sell similar products. By the same token, it is
even less advantageous to share when there are many other BAs who all sell similar
products. Our results regarding how v; changes with p and n are illustrated in Figure

3.1 below.

Lo i
09T
0.8 1
0.7 __ [above the curve: no IS for big BAs, full IS for small BAs]
0.6
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0.1 7

0.0 + + . + + . . t + + + i
2 4 6 8 10 12 14 16 18 20 22 24

Figure 3.1: Threshold ~; at which big BAs decline IS falls more precipitously with
the number of BAs in the market, n, when the signal quality is high.

3.5 Discussion

First, we have shown in (3.4) that learning new information about the optimal animal
increases a BA’s expected Breeding Impact by allowing the BA to conduct better
genomic selection for its trait. However, learning new information about the breed
is risky, especially when the BA is just beginning to introduce genomic selection.
Specifically, we have shown that the variance of the breeding impact BI in (3.5)
converges to A%/7q. It increases with signal precision 7., and at a faster rate when the

BA’s prior information 7y is low or market size A is high. It seems that if not much
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is known about a breed’s genomic content, revealing new information about it has
the potential to significantly increase or decrease the market demand for that breed,
where the effect of the new information revelation is magnified by the market size A.
Thus, a BA with a large market size A will be more susceptible to the positive or
negative effect of new information revelation. The model predicts, therefore, that a
BA with a large market size but low genomic technology adoption will be the most
reluctant to share information. For example, the Canadian Hereford Association is
just adopting genomic tools, and is doing it cautiously as it may be more exposed.

We have also shown in (3.1) that the value of new information increases at a
decreasing rate. This suggests that the early stages of genomic technology adoption
have the highest return on investment, especially when prior knowledge 74 is low or
trait improvability 7" is high. While the effect of prior knowledge is intuitive, the
effect of trait improvability needs explaining. Recall that a high T indicates that a
large portion of the promoted trait can be improved by genomic selection. Therefore,
as the BA learns new information when 7' is high, it derives more value out of the
learning process early on because there is much to glean about the trait from new
data.

One intuitive finding of this chapter in (3.10) is that the selection component of the
profit always increases with improved information. This shows that the BA will use
the new information to improve the quality of its animal, and from this perspective
it is always a good idea to invest in improving the quality of the signal.

However, we have shown that learning new information also makes the market more
competitive. We saw in (3.11) that when BAs are just beginning to adopt genomic
selection (i.e. when 7y is low), then increasing signal precision 7. may reduce the
BAs’ profits via the precision component when BAs are strong substitutes or strong
complements. This suggests that when new information is valuable, learning new
information by all BAs reduces their profit for strong substitutes (and complements).

On the other hand, when BAs sell moderately differentiated products, the profit due
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to the precision component is increasing with signal precision. In other words, when
information is valuable to all BAs in the market, then learning new information in-
creases the competition in the market such that improving the signal is only profitable
under moderate product differentiation. Furthermore, if we increase the number of
BAs n, the market becomes even more competitive and the precision component will
be reduced with new information even under moderate product differentiation.

With regards to IS, first we found in (3.13) that IS allows a BA to strictly improve
the quality of its animal. This finding is intuitive because the main reason for IS is
improving the precision of genomic evaluations and speeding up genomic selection.
We established that this is indeed happening with IS. However, we found in (3.14)
that IS also increases the variance of the intercept, thus making it harder for a BA
to predict the market demand. This suggests that IS raises the value of the animal
but also makes it less predictable. If BAs vary in their risk aversion, the more risk
averse will be reluctant to share.

Also we found in (3.18) that, unlike with private information, under IS learning new
information does not make the market more competitive. Since the BAs pool their
signals together, there is no cost involved in the improvement of the signal precision of
other BAs. That being said, the magnitude of the increase in the precision component
under IS is inversely related to the market differentiation v, such that the precision
component increases the least for perfect substitutes.

In Proposition 3.1 we found that no IS will take place when the BAs’ traits are
highly improvable through genomics, but full IS will result when the traits are mod-
erately improvable. This suggests that if all BAs have such traits that can be sig-
nificantly improved by applying genomic selection, BAs will stick to their private
information at first, but as the traits get improved, T" will decrease and IS will be-
come more attractive to the BAs. So, if the BA’s traits are already well developed,
IS becomes more likely, since new information ceases to be as valuable as before.

Next, in Proposition 3.2 we found that when products are undifferentiated (7 is
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close to 1), it only makes sense for a BA to share information if the market size A is
moderate. When products are highly differentiated (y close to 0), it makes sense to
share information only when the market size is large. The key takeaway is that if BAs
sell close substitutes, big BAs will decline IS. We see this happening with some large
BAs that are cautious about sharing information, such as the top two BAs in Canada.
The Canadian Charolais Association and the Canadian Hereford Association.

One important takeaway from Proposition 3.3 is that when the information from
the signal is very valuable - i.e., the BAs are learning significantly from new informa-
tion - big BAs will be wary of sharing their information with other BAs. But as the
BAs learn more information, the signal becomes less valuable and the big BAs will
be willing to share information if products are reasonably differentiated. This result
is reassuring for the beef industry because it suggests that if big BAs possess strong
knowledge they will be more willing to share information.

Finally, in Proposition 3.4 we found that big BAs will prefer not to share infor-
mation when the number of BAs in the market increases. This suggests that sharing
information with all BAs in the market when the market size is big for all BAs is
unsustainable. To recall, IS correlates strategies, so it becomes less beneficial to
correlate strategies across a larger number of BAs.

In the next chapter we will consider the existence of IS coalitions and assess their

viability in the context of seedstock beef industry.
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Chapter 4

Information Sharing in Coalitions

4.1 The underlying economic environment

In the previous chapter we considered private information equilibria versus full infor-
mation sharing (IS) equilibria. Full IS can be obtained for a large set of parameters
whenever breed associations (BAs) have to make a ‘once and for all’ decision to share
information or not. However, the reality of IS is often different. Typically, a third
party invites all BAs to join an IS agreement without imposing a commitment to a
simultaneous and irrevocable decision. In practice, a BA may consider who else is
joining before deciding whether to enter the agreement. In other cases, all BAs may
initially decide to join the IS agreement but one of them (or a subset of them) may
decide it would rather be on its own. All this makes it difficult to predict whether IS,
or what type of IS, will take place. One possible IS arrangement in between the two
extremes of full IS and no IS is sharing within groups, or coalitions. In this chapter we
will consider a simple case of coalitional IS- a market where two BAs form a coalition
and one BA stays on its own. We wonder if such an arrangement will be stable in
the long run; i.e., all coalition members are better off staying in the coalition and not
allowing the outsider BA to join. We also want to see for which values of parameters
a coalition will either dissolve, resulting in no IS, or invite the outsider BAs to join,

resulting in full IS. Would a single BA prefer to stay out of the coalition and forgo
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the benefit of improved genomic selection'? Would the coalition BAs be better off
without a third member? The results of this chapter suggest that IS in coalitions is
quite likely. In fact, we find that leaving it up to each BA to decide whether to share
information or not is unlikely to result in full sharing, rather, we find that sharing in
coalitions is the most common IS arrangement.

There are examples of IS happening within groups. For instance, International
Genetic Solutions (IGS) - an initiative created in collaboration between American
Simmental Association (ASA) and Red Angus Association of America (RAAA) -
has been performing genetic evaluations for several BAs who now send their data to
IGS. The sixteen BA members of IGS (IGS 2021) benefit from increased evaluation
precision by having access to other members’ data for an annual fee. While IGS can
reportedly only use the data for evaluations, BAs are collaborating more in other
areas such as marketing, advertising, education and youth development. IGS is a
current example of a BA that creates an IS group. On the other hand, Canadian
Beef Breeds Council’s Canadian Beef Improvement Network (CBIN) is an example of
a third party organization. CBIN is designed to be an industry-wide IS collaboration
between BAs, academia and commercial industry (CBBC 2020). Some BAs, for
example the Canadian Hereford Association, have expressed interest in joining once
CBIN is launched (CHA 2021). However, CBIN is not yet operational, despite a
consensus about the need for such an organization (Duckworth 2018). The stated
reason is inadequate funding, but it is not clear if the problem is a misalignment of
incentives between the participating sides.

Let us start our analysis by identifying reasons IS in coalitions may be beneficial
for individual BAs. Arguably, the main benefit of sharing in coalitions is that member
BAs can improve their breeding product based on enhanced information precision,

while the non-member BAs have to rely solely on their individual signals. Hence, as

1 To recall, genomic selection is the use of statistical methods to estimate the genetic merit of an
animal based on the genotypes and phenotypes of its ancestors (Van Eenennaam et al. 2014)
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opposed to the two symmetric cases of full IS or no IS, where no BA has an advantage
or disadvantage, in asymmetric IS arrangements, such as coalition sharing, member
BAs can offer products more favored by the consumer, and possibly expand their
market share at the expense of the non-member BAs.

There are also potential costs involved in joining an IS coalition. Information shar-
ing correlates BAs’ production strategies, thereby reducing the BAs’ expected profits
(Vives 1984)%. This effect is greatest under full IS where BAs must share with all other
BAs. Under coalition IS the effect may be less severe because members only share
information between each other and can choose which BAs to accept into the coali-
tion. Thus, if IS in coalitions is possible, we should expect BAs with complementary
breeds to form coalitions more often than BAs with substitute breeds. There are also
other costs of IS in coalitions beyond our model which are more dynamic in nature.
BAs already perform their own genomic evaluations using proprietary measures of
how well an animal is performing. After joining an IS group, the performance metrics
may be brought to a common basis and become comparable across breeds inside the
IS group, which may pose new risks as the standardization of performance metrics
can either benefit or hurt a BA. An animal that performs well within its own breed’s
metrics may turn out to be average or inferior when compared against all others in
the IS group. It can be argued that BAs who think their animals will perform poorly
relative to others may consider abstaining from joining the group. On the other hand,
they could potentially benefit the most from new information. Another potential cost
of IS in groups has to do with the ownership of information. If IS is organized by a
third party, such as a governmental organization, BAs may be more willing to join.
On the other hand, if pooling of information is done by a rival BA, it may make more

sense to join only if a BA is not a very strong competitor.

2In Cournot competition, when products are substitutes it is usually a good strategy for a firm to
produce a smaller quantity when all competitors are producing large quantities. Conversely, when
competitors are producing small quantities, a firm should produce a large quantity to differentiate
from its competition (Bulow, Geanakoplos, and Klemperer 1985).
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In section 4.2 we lay out the model of a market with a coalition of two BAs and
one non-sharing BA. In section 4.3 we find the conditions under which a non-sharing
BA will want to join the coalition, if it is given the option. In section 4.4 we examine
the coalition BA’s choice of staying in the coalition or leaving. In section 4.5 we
investigate whether a non-sharing BA will be allowed to join the coalition. Finally, in
section 4.6 we bring together the individual decisions of the BAs to find the resulting

market equilibria.

4.2 The equilibrium with a coalition of two BAs
and one non-sharing BA

In this section we want to investigate the possible existence of a market equilibrium
which features genomic IS within a coalition of BAs but not across all BAs. In
particular, we consider a market in which two BAs are in an IS coalition and one
BA is on its own. As in the basic model in chapter 3, we shall assume that all three
BAs are identical. That being said, the two sharing BAs’ production strategies are
different from the production strategy of the non-sharing BA. This is because the
coalition BAs operate with more and better information that comes from a pooled
signal. We will consider BA; and BA_’s strategies, where BA; is the non-sharing BA
while BA, is a member of the coalition of BAs. In our model the BAs belonging to
a coalition will make identical production decisions and we only have to consider the
actions of a representative member of the coalition. So for simplicity BA; will refer
to the non-sharing BA, and BA, will refer to a member of the coalition.

Each BA collects genomic and phenotypic information from its producer base.
The prices for BA; and BA’s breeding products are given by P, and P,., which are

respectively:
Py(0,04,T)=A(1+0)—T -E[(0—04)"] — a1 —7(q+ a3) (4.1)

P(0,04,T)=A(1+0)—T -E[(0 —04,)°] —q.— (a1 + ¢3) (4.2)
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BA; receives its private signal, s;, and, given the prior § ~ N (9pr =0,0; = 1/7'9) ,
forms its posterior estimate of 6 that equals &} (s1) = (1 — p1) 0 + p151 = p151, Where
p1 = 7./ (7 + 7) is the correlation parameter between the true # and BA/s signal
s1. BA; seeks to minimize its loss function E [(6 — Gdl)Q] by making the selection
decision 0,, with the lowest Bayes risk of nj = E [Var (0]s1)] = 1/ (7. + 79) . Therefore,

conditional on receiving its own signal, s;, and selecting its best version of the breed

(by choosing 04, = p1s1), BA; faces the following price (inverse demand) for its
product:
T
P (0,04, T) = A(1+ p1s1) — —q1— 7 (4c+ g3) (4.3)
Te + To,
BI,

where BI stands for Breeding Impact, which refers to the combined effect of BA’s
use of genomic selection, via improvement of the breed’s traits and information about
the demand, on the market price for its breeding product. Note that the breeding
impact in (4.3) is the same as the breeding impact in the basic model with private
information expressed in equation (3.4).

Meanwhile, the two BAs inside the coalition pool their signals, s; and s3, to-
gether to form a statistic s. = (s2 + s3) /2. Thus, each BA belonging to the coalition
benefits from a more precise signal which leads to a better precision of genomic eval-
uation3. Given s, BA. selects for an animal with the lowest Bayes risk equal to 1} =

E[Var(0|s.)] =1/ (27 + 7p) . Furthermore, BA, has a better estimate of the random

3To show this, we will compare the precision of BA] s individual signal s; to the precision of BA’s
pooled signal 5. The precision of the signal is the reciprocal of its variance. Thus, BAs variance of
signal is given by

To + Te

Var(s1) =Var(0+e1)=Var(0)+ Var(e1) +2Cov (0,¢1) =
——— N—— N———— TOTe

1 1 0

To Te

and BA’s variance of signal is

1 172 2
Var S21 5 =Var 0+€2+53 =—4+-| = _Tot T
2 2 9 4\ T: 2Ty Te

and thus BA/s precision of signal is p; = = and BA’s precision of signal is p. = 21’275 .
Pe To TOTTe 70 Te

Comparing them yields = 1+ P pe which is greater than 1, meaning that BA,. has a higher
signal precision than BA;.
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variable in the demand intercept, 6. Given the prior § ~ N (91", =0,0; = 1/7'9), BA/’s
posterior estimate of 0 is 67 (s.) = (1 — p.) 0 + pese = pese where p, = 27./ (27. + 79)
is the correlation parameter between the true 6 and the coalition’s pooled signal s..

Therefore, a coalition BA faces a price for its product equal to

T
P (0,0, T)=A(1 eSe) — ————— — (o — 4.4
5 (0,04, T) \(+P3) o 17 g — v (@1 + g3) (4.4)
BI,

Immediately we see that BA’s Bayes risk n* = 1/ (27. + 79) is strictly lower than
that of the non-sharing BA, which results in a higher demand intercept for BA, and a
better price received by the coalition’s members. Note that, unlike in the symmetric
model in the previous chapter, BA; and BA, have different demand intercepts. In
expectation, the breeding impact, E [BI.] = A—T/ (27. + 7p) is greater than E [BI;]| =
A —T/ (1. + 19) . Exploring the variances of the breeding impacts, we can see that
BA, has a higher variance of the intercept*. This is in line with our finding in Chapter
3 that IS increases the variance of the intercept. It seems that while being inside of
a coalition makes BA, better-off in terms of increased expected BI, it also makes
the return on breeding less predictable: there are states of the world where BA’s
breeding impact is actually lower than BA’s. Although we do not formally introduce
risk aversion, one important consequence of the model is that IS is inherently risky.
Once a BA joins an IS coalition and relies on the pooled signal, it has less control
over where the breeding impact will go. This could also explain the reluctance of
some BAs to join IS coalitions. We therefore expect more risk averse BAs to abstain
from IS.

Given the information above, BA; and BA, have the following objective functions,

4
A2
Var|[BI] = ==
10 (10 + 72)

A%, 2
To (19 +27)"

versus Var [BI,] =
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which are respectively:

Moo {m aalsn) = [A0 -+ pisy) = 1 < Blals] =2 0o+ )| Efals]

(4.5)

T+ Tp

and

Mazx {Wc (QCa Q1|5c) = |:A (1 + pcsc) -
qc 27—5 + 7y

—E(gelse] =7 (@1 + %)} E [qc\sc]} :
(4.6)
Each BA uses a strategy that is affine in the signal it receives. BA!s strategy is
based on its own signal s; that we denote ¢ = By + B1s; where By and B; are two
real numbers to be determined. On the other hand, BA, uses a strategy featuring
the pooled signal s. that we denote q. = Cy + C}s. where Cy and C are also two real
numbers to be determined. Note that, unlike in the basic model in Chapter 3, the
strategies of the BAs are asymmetric. BA; expects BA. to choose ¢. = Cy + (s
where s¢ is the rational expectation of BA; regarding BA's signal s.. It can be shown
that BA/s best estimate of s, is E [s¢|s1] = p1$1. In turn, BA, expects BA; to choose
¢1 = By + Bis§ where s is BAls rational expectation of BA)s signal s;. Similarly, it
can be shown that E [s1]s.] = pese.

In a Cournot setting, computing the first order condition of expression (4.5) for

the non-sharing BA; yields

A —

Ap1s; =2 . )
TE+TG+ p151 =2q1 + (g + q3)

Substituting ¢; and g. by ¢ = By+ Bis; and q. = Cyo+C1 E [s.|s1] where E [s.|s1] =

p151 we get

A —

+ Ap181 = (2B0 + 2’700) + (231 + 27p101) S1,
Te + Ty

which yields by identification

T + Ty
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and

Apy = 2By + 2y Ch) . (4.8)

In an asymmetric equilibrium we need to derive the first order condition of the

objective function of BA, given in (4.6) and set it to zero, which yields:

T
27, + Ty

+ Apcsc = 2QC + <QI + QS) .

Substituting BA’s strategy q. = Cy + C}s. and the expectation of BA!sstrategy

¢ = By + B1E [s1]|s.] where E [s1|s.] = p.s. we have

T
27, + Ty

+ Apese = (2Cy + v (Bo + Co)) + (2C, + v (Cy + peB1)) se,

which yields by identification:

T
27, + Ty

and

Now we can find the constants in the BAs’ strategies: By, Cy, By, C. Solving the

system of equations comprising (4.7), (4.8), (4.9), and (4.10), we obtain

A 1 ()]
By = () >/ (4.11)
2(y+1)

p1(2+~(1—2p.))

B, = (4.12
L2249 (- apip0) )

Pe
Co = By + T, and 4.13
0 0 \2(2_’7)(7_9_‘_7-&)4 an ( )

(V

pe (2 —p1)
Ch = A 4.14
L 22 (1= mp) )
and the equilibrium strategies are
A—717[L+7(%>] 2+(1—2

qlz (0+ E) 2 Y 101( +’Y< pC)) (415)

2(y+1) 22+~ (1 —=p1pe))
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and

_L _ _Pec
A (m+ﬁ)[1 2—7] pe (2 —vp1)

2(y+1) 22+~ —yppe))
We can see that, in expectation, BA; produces By and BA, produces Cj and that

qec = ASC. (416)

Cy > By for all v such that —1 < v < 1. Therefore, in expectation, the BA inside the
coalition will have a production with a higher value than the BA outside the coalition.
This means that if selection decisions strictly improve the breed’s performance without
introducing uncertainty, the coalition BA produces a better quality animal. This is
unlike the baseline model in Chapter 3 where all BAs produced animals of the same
quality. In this model specification though, BA, benefits from sharing information
which improves its selection decision, while the BA outside the coalition operates using
only its own genomic data. Later in this chapter, we will see that the non-sharing BA
will not always want to join the coalition despite having an inferior product quality.

Furthermore, if we compare the components of the strategies ¢; and ¢. that relate
to the signal, which are respectively s; and s., we find that this part is strictly greater
in ¢..°> In this asymmetric equilibrium the sharing BAs rely on new information more
than the non-sharing BA. This can be explained by the fact that the sharing BA
has a higher signal precision, and so the information coming from the signal is more
influential in the BA’s production decision. In other words BA; has less trust in the
new information and prefers to do what it always does, while BA,. is more willing to
change its production strategy based on the new data.

By plugging in equilibrium strategies in (4.15) and (4.16) into BA; and BAs
objective functions in (4.5) and (4.6) and taking expectations we obtain the first and

second order moments of the signals:

3 1
E [sﬂ _ Tt i Elsise] = —; Els1] = 0;
ToTe To

27,
E[s] =0; and E [sZ] = #.
TeTo

5 - At (2—7)
de = 41 = 3GT53(T—7p1ps)) (ret+7-)(ra+ 27

)>O,for’y>—1
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These moments are necessary to compute the BA’s equilibrium profits. For BA; we

obtain

2
T C
A— (To+7¢) |:1+7(2€7)i| _|_EA2 (Tg—f—TE) [2 (2—’}/)Tg+(’}/+2)79]2

T = )
2(v+1) To [(=272)y* + (o + 7)) (o + 27) (v + 2)]2/
selection ;)mponent precision component

(4.17)

while for BA/ it is

2
— T |1 £e
C (ArEs ] s e mrrme—nnanp
c 2(y+1) 21 (=222 + (m+7) (T + 272) (v +2)]°
selection ?:gmponent precision component

(4.18)

BA’s selection component is greater than BA/s selection component, since the
former equals (Cp)* and the latter (By)” and we showed earlier that Cy > By for all
v such that —1 < 7 < 1. Therefore we see that BA,. earns a greater profit from
breeding since it produces a product of better quality.

Comparing precision components, we find that for any v/2 — 2 < v < 1, BA, has
a smaller precision component (see appendix). Thus, on the one hand, being in a
coalition allows a BA to improve the quality of the breed and, on the other hand, a
coalition BA receives a lower profit from the precision effect if goods are substitutes
or even weak complements. From Vives (1984, p.72) we know that an increase in
the precision of rivals’ information and increases in the correlation of the signals
will decrease a BA’s expected profit, which explains our result: BAs in the coalition
have their signals perfectly correlated because they receive the same pooled signal.
However, our analysis departs from Vives (1984) in that we now explore the existing
tensions within the coalitional equilibrium. There are other papers that look at this
(e.g., Marcoul (2020)) but we are the first to do it in the context of the seedstock
sector of the beef industry. In the next two sections we analyze whether BA; will
want to join an IS coalition and whether BA,. will ever want to leave the IS coalition,

respectively.
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4.3 Should a non-sharing BA join an IS coalition?

We have seen that the non-sharing BA sells a product of lower quality and quantity
than the coalition BA, yet at the same time its precision component is greater for
a wide range of the market differentiation parameter . Naturally, the question is
whether BA; would like to join the coalition to improve the quality of its breed, or
would it be deterred by the competitive tensions inside the coalition. BA; faces a
trade-off between improved quality of the breed and the cost of revealing its informa-
tion to other BAs who may be its competitors. In order to find the best decision for
the BA, we need to compare BA/ s profit when it is alone to the profit it would get
if it joined the coalition. We found the former in (4.17). With regards to the latter,
BA; joining the coalition would result in the full IS equilibrium. We already derived
the full IS profit in the previous chapter. Adapting it to our case of three BAs by

setting n = 3 we get:

A_ _T 2 p2__ 3
7= et )y (et (4.19)
207+ 1) Ay + 1)

Calculating the difference between (4.19) and (4.17) yields

K2 — K2 AQT
A?Tl = 572 5 € , p 7
ch+ny (4 (7 + 1)% (19 + 372) [<27292 + (19 + 72) (70 + 272) (v + 2))] ) .1

(+/-)
(+) selection component (+) precision effect

(4.20)
)

: _ T _ T
WlthKS_A_3TE+T9 andK—A—m[l—i—y(

and
Py, =4(v+1) 2= = (2=7) (-4 +287° +99° = 32) p*  (4.21)

—2(y+2) (T + 872 = 10) p— (27 +2 = 2) (v +2)?

where p = 7. /75 represents the relative quality of the genomic information acquired.
The first term in (4.20) is the selection component, and it is always positive (see

appendix). In other words, the non-sharing BA will strictly improve its breeding
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product by joining the coalition, due to the improved quality of the information it
receives. Meanwhile, the second term (the precision component) has an ambiguous
sign determined by the polynomial P (v, i) given in (4.21). This means that under
certain competitive conditions, expression (4.20) is negative, making BA; worse-off
after joining the IS coalition. In fact, we find that when BA; learns substantially from
new information compared to what it already knows, it is eager to join an IS group.
This happens because the value of learning new information outweighs the cost of
sharing information with competitors. But as the BA gains more knowledge, its prior
precision increases and the BA derives less value from new information, and at some
point the BA starts to take into consideration market differentiation . Ultimately, it
does not want to join the IS group when + is close to 1, or in other words, when BAs
are strong competitors. Because there is less to be gained from sharing information,
the BA pays attention to the trade-off more.

Setting (4.21) to zero yields a threshold 7 (see appendix) for which BA; is indiffer-
ent between joining IS or not. Figure 4.1 below plots 74 against u. In the graph, “join”
(“not join”) means that (4.20) is positive (negative), so BA; is better-off (worse-off)
sharing its data with the other two BAs. We can see from the figure that on the
interval of v < (\/3 — 1) BA, is always better-off joining the IS coalition. On the
interval (\/§ — 1) < v < 1, BA; will not want to join if v > 4 for a given level of pu.
That being said, if u Z 2, then BA; is always better-off joining the IS group®.

Summarized in a table, we have:

1S 2 1z 2
v€ (V3—1,1) not join (-) join (+)
v€ (0,v/3—-1) join (+) join (+)

Table 4.1: Non-coalition BA’s best decision given relative precision and market
differentiation

6The exact form is 1 = 54 (a + 2L +1) ~ 2.13, where a = V/8857 + 864i1/397
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Figure 4.1: BA/s decision to join or not to join IS coalition depending on market
differentiation v and relative quality of information acquired p

We have the following result:

Proposition 4.1 In the IS game with coalitions, the relative precisions of the signal

determine the following regimes:

1. When BAs do not learn substantially from new information compared to what
they already know (signal precision is less than twice the prior precision), there
exists a threshold 7 € [0,1] such that a BA outside of the IS coalition will not

want to join the coalition for any v > 7.

2. When BAs learn a lot from new information (signal precision is more than twice
the prior precision), the BA outside the coalition will always want to join the

1S coalition.

Proof. All proofs are in the appendix m
If the BA’s prior information is strong relative to what it learns from the signal,
then it will not join IS if the goods are strong substitutes, v > 7. On the other hand,

BA; will want to join the IS group if it learns a lot from new information, 7./7p g 2
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In Proposition 4.1, we assume that 7' is small in magnitude because genomic se-
lection represents marginal improvement to the traits that have been selected for a
long time, and so the extent to which a trait can be improved with genomics will be
small as well. This assumption about 7' is reasonable because 1" represents the share
of the trait value that can be improved through better selection decisions, while the
rest of the trait value is included in the parameter A.

The implications of point 2 of Proposition 4.1 is that BAs that are just starting
to introduce genomic programs will want to join the IS group, regardless of market
differentiation, . Formally we can say that such a BA learns more information
from the signal than what it already knows, 7./79 < 2. BAs that are new in the use
of genomics likely have less data and lower accuracy, as they are yet to introduce
widespread genomic testing for their breeders and/or high-density tests.

We can draw a parallel between our finding in Proposition 4.1 and the prominent
example of IS in groups - IGS. American Simmental Association’s IGS includes six
Canadian BAs as members, two of which are the Canadian Angus Association and
the Canadian Simmental Association, which are the two biggest (by number of annual
registrations) BAs in Canada. The four others are the Canadian Gelbvieh Association
(CGA), the Canadian Limousin Association (CLA), the Canadian Shorthorn Associ-
ation (CSA), and the Canadian Salers Association (CSA) which are number five, six,
seven and eleven in Canada by the number of registrations, respectively (Agriculture
and Agri-Food Canada 2021). Noticeably, the third and fourth biggest Canadian
BAs are not part of the IGS - Canadian Charolais Association (CCA) and Canadian
Hereford Association (CHA). Charolais is a Continental breed like Simmental, and
Hereford a British breed like Angus. So we make an argument that CCA and CHA do
not wish to share their information with IGS partly because they are strong competi-
tors to IGS’s founding members (v close to 1), and they do not learn as much from
new information (signal precision relatively to prior precision, 7./7y, is low), so both

BAs would stand to lose from joining IGS, holding other factors constant. While it is
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hard to measure precisely how advanced a BA is in its use of genomics, we know that
all top four BAs - Angus, Simmental, Hereford and Charolais have adopted genomic
testing and use high density tests. Comparatively, CGA, CLA and CSA have much
to learn from new information (signal precision relatively to prior precision, 7. /7y, is
high ), and they are willing to join the IS group, holding other factors constant.
There may be other reasons why CCA and CHA are not joining IGS. Although
we do not know whether CCA and CHA were ever explicitly invited to join IGS, the
latter publicly claims that it is open to new members (Atkins 2021). Of course there
are many other factors that can play into a BA’s decision to join IGS. One other
explanation is that both CCA and CHA have BA counterparts in different countries
and they may prefer to share information within their own breeds internationally.
However, even in that case they would still benefit from new information. Another
explanation is that IGS is a relatively new entity and CHA and CCA may join after
all. That being said, Canadian Hereford in their recent report indicated an interest
in joining CBIN, rather than IGS. CBIN being a third-party initiative, may be seen

as more impartial and thus a more desirable medium of IS.

4.4 When should a BA within the IS group leave?

Another way to consider whether IS in coalitions is viable is to analyze under which
conditions a BA will consider leaving an IS agreement. It will be interesting to see
whether one of the BAs in the sharing agreement have an incentive to leave. If it does
so, there will be a situation when no IS takes place. We need to compare the profit of
a BA inside an IS coalition with its profit when there is no IS. Let’s take BA, as an
example. We found that BA!s equilibrium strategy in (4.16) and can find BA’s profit
inside of a sharing agreement with another BA by substituting (4.16) into (4.6).

Taking expectations

ToTe To



27,
E[s.] =0; and E [sﬂ = %@Te

we obtain the coalition BA’s expected equilibrium profit

2
T C
A— (ro+72) [1 - zpﬂ] 17 A% (g +27) 2 (19 + 72) — TE’}/]Z
2(v+1) 279 [(—272) 2 + (1o + 72) (15 + 272) (v + 2))°
(4.22)

Now we compare (4.22) with BA.’s profit if it stops sharing information, which
corresponds to a special case of profit when nobody shares, only now with n = 3:

AL \? 2
= o |y Tt ) A . (4.23)
2(v+1) 479 (19 + 7o + VT2)

Computing the difference with (4.22), we obtain

K? - K? AT,
= ; IR 5V (v, 1)
4v+1) 4+ 7 (v + D)) [22)2 = (1 + ) (19 + 27) (v + 2)] ~—~—
— (+/-)
(4+) selection component (+) precision component
(4.24)

with K, = A — L [1— p_cv} and K = (A— L ) Note that Ky > K, since

(To+7¢) 2 Te+To

0<1- 2’3 < 1 indicating that BA. earns more profit from trait improvement inside
a sharing agreement. As expected, BA. produces an animal of strictly better quality.

The competitive breeding depends on V' (v, i) given by

Vi) =—(21-71B=7)-80-)pu' =2~ (Ty +129° - 14) 4°

+ (=367 — 177% + 49* + 36) 1> — (207 + 77* — 20) p+ (4 — 4y — 7?)
(4.25)

where p = 7./7.

Proposition 4.2 There exists a threshold ¥ € (0,1) such that a BA inside an IS

coalition will want to leave the IS coalition for v > 4.

Proof. V (v,u) can be expressed as a fourth-degree expression in 7. Using
Descartes’ rule, we can show that V () has only one (positive) root 4 which oc-
curs between 0 and 1, such that V' (y) < 0 for v > 4. A more detailed proof is in the

appendix. m
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As in Proposition 4.1, in Proposition 4.2 we assume that trait improvability T is
small, making the difference in selection components in (4.24) small and positive.
Then, for any 7 > 4, the precision effect becomes negative. Since the selection
component is very small, the profit difference is negative in (4.24) and so BA, is

better off quitting the IS coalition when v > 4.

AY
Mo or--—-——--—-""—""—-"—-"—-—"—"—-—"—"—"—"—""— — — — — =
leave (-)
| stay (+)
05T
n
0.0 y I f Ha—
0 1 2 3

Figure 4.2: coalition BA’s decision to stay in the coalition or leave the coalition
depending on market differentiation v and the relative quality of acquired
information p. BA, will (not) want to leave the coalition above (below) the
continuous line.

In Figure 4.2, which depicts the result of Proposition 4.2, “stay” (“leave”) refers
to an area where profit difference in (4.24) is positive (negative) and BA, is better
off (worse off) sharing information with BAz. The intuition of this result is that
an IS coalition of two BAs is stable as long as all three BAs are not very strong
competitors (v S 0.8). Note also that as signal precision increases, BAs inside the IS
coalition will want to stay in the coalition when goods are stronger substitutes. In
other words, the threshold of differentiation 4 for which BAs are indifferent between
staying or leaving increases as signal precision increases relatively to prior precision.

This result is expected because there is value in staying when a BA learns much from
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new information despite sharing with stronger competitors. This result is in line with
Proposition 4.1 where we found that BAs will always want to join the coalition if
the BA learns a lot from new information (signal precision at least twice the prior
precision). Thus, even for very high market differentiation levels (close, but not equal,
to 1), IS in coalitions is possible if p is very high or when BAs learn a lot of new
information. If all BAs are just beginning to collect and use genomic data (u is high),

then IS in coalitions are stable even for very high ~.

4.5 Will BA; be allowed to join the coalition?

We can now ask whether the BA outside of the sharing coalition will be allowed in by
the coalition members. This will only happen if the coalition members are better-off
with an extra member on board. We thus need to compare BA_.’s profit inside a
coalition of two BAs, to the profit in full IS, which will be the same for all BAs.
Profit when BA, is sharing with one BA is given in (4.22), while the profit of BA.
when all BAs are sharing is same as full sharing profit with three BAs, given in (4.19).
Thus, BA; will be allowed inside the IS coalition if A7 is positive, where A is given

by substituting (4.22) from (4.19):

A = 74 (full IS) — 7. (group IS) (4.26)

= {(Kyu)” - (Kg'roup)g},

TV
selection component (+)

1 A2,
+Z 2 N 2Z(%,U)
Ay +1)" (19 +37) ((272)* — (70 + &) (70 + 272) (7+2))lm
)

precision component

T A 2(1—=y)71e+19(2—7)

AT .
_ ATy _ 2= (rg+7e)(rg+27e)
where Ky = 3041 Kgroup = 2(v+1) , and

Z(y,m) = =207 (5p+ 1) 7" +8u (2 + 1)*4* — 2+ 1) (124 34> +5) 7* (4.27)

—42u+ 1) Gu+ 1) (p+ D)y +42u+1) (p+ 1)
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where p = 7. /7.

The analysis of expression (4.26) yields the following result:

Proposition 4.3
1. The coalition BA will allow the non-sharing BA to join for any v < 1/5

2. There exists a threshold v € (1/5,2/5 (\/6 — 1)) such that a coalition BA will

not allow an outsider BA to join the coalition for v > 4.

3. The coalition BA will not allow a BA to join for any v > 2/5 (\/6 — 1)

Proof. All proofs are in the appendix. m

Implicitly plotting 4 yields Figure 4.3 where “allow” (“not allow”) refers to the

0.5 7

not allow (-)

allow (+)

o

0.0 + I = f
0 1 2

1
I
3

Figure 4.3: Coalition BA’s decision to allow the outsider BA to join the IS group or
not depending on market differentiation v and relative quality of genomic
information acquired p. BA, will (not) want to allow BA; to join the coalition below
(above) the continuous line.

area where (4.26) is positive (negative) and the coalition BA is better off (worse off)
letting the non-sharing BA share information in the coalition. In the figure we can

see that for v < 1/5 the outsider BA will always be allowed to join the coalition.
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This result states that when signal precision is infinite, i.e. when BAs learn a lot
from new information (u goes to infinity), the two coalition BAs will not want to
allow another BA to join beyond a certain threshold of differentiation v = 1/5. At
this point the information is too valuable to be shared even with a weak competitor.
On the contrary, when BAs already possess information (p is close to zero), a new
BA will be allowed to join up to a point when v = %(\/6— 1) ~ 0.6. Here, the
information is not as valuable and the coalition BAs are more comfortable sharing it.

In Figure 4.3, “allow” also refers to the area where full IS is strictly better than
coalition IS, from the point of view of the coalition BA. We can see that a coalition
BA will prefer full IS only for low to moderate values of market differentiation and will
otherwise prefer coalition sharing. It seems that it is more advantageous for the two
coalition BAs to share information against the loner BA for higher values of market

differentiation.

4.6 When is IS in coalitions the equilibrium?

Figure 4.4 summarizes the main results of this chapter. The figure is divided into
five areas for ease of explanation. The areas correspond to the equilibria that result
given market differentiation v and relative signal precision to prior precision p. In
area (1), the coalition BAs are better off staying in the coalition and allowing the
outsider BA to join, while the outsider BA is better off joining. This results in a full
IS equilibrium. In area (2), the coalition BAs are better off staying in the coalition,
but not allowing the outsider BA to join, while the outsider BA prefers to join. Area
(3) is similar except now the outsider BA is better off not joining. Both areas (2)
and (3) result in IS coalitions. In area (4), the coalition BAs want to leave and the
outsider BA does not want to join the coalition. In area (5) the coalition BAs are
better off leaving the coalition while the outsider BA is better off joining the coalition.
Thus, in areas (4) and (5) there is no IS.

One of the implications of this result is that IS in coalitions seems to be a com-
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Figure 4.4: Equilibrium strategies of the BAs inside and outside of coalition
depending on differentiation + and relative quality of genomic information acquired
p. There is full IS in area (1), IS in coalitions in areas (2) and (3), and no IS in
areas (4) and (5).
mon outcome. IS in coalitions is the dominant outcome on the interval of market
differentiation v between around 0.2 and 0.8. We may assume that most BAs are
moderate competitors since they all sell bulls. Even if the breeds are complementary,
the choice of a bull of a particular breed still excludes other breeds. In that case, we
can see that IS will most likely be happening in the form of coalitions. That being
said, on the interval v = 0.2 and v = 0.6, full IS equilibrium can be brought about
if p is lowered as BAs develop more knowledge while sharing in coalitions. However,
on the interval between v = 0.6 and v = 0.8 there seems to be no way out of sharing
in coalitions. In this case, full IS can be imposed by a regulator or a non-sharing BA
can offer to compensate coalition members for their losses and join the coalition. For
~v > 0.8 there is no IS unless p is very high, in which case IS in coalitions becomes
viable again. Finally, we can see that when BAs sell complementary or independent

goods, full IS is always the preferred choice for all BAs.
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Chapter 5

Conclusions and Future Research

Advances in genomics over the past two decades have transformed many agricultural
industries. Yet, its adoption by the beef industry so far has been slower due to factors
like big reference populations, lack of artificial insemination (AI), and fragmented
ownership throughout the supply chain. Despite its difficulties, pooling information
across different beef breeds has been considered a solution to these problems, which
has led to the emergence of information sharing (IS) platforms. IS has the potential
to support the declining demand for beef in North America, and to help individual
purebred producers to meet the commercial producers’ increasing demand for precise
genomic evaluations. However, economic costs of IS to individual BAs include the
risks related to comparing its animals with other breeds, correlation of production
strategies eroding profitability, and the variability of the pooled signal. The benefits
of IS to the industry and individual breed associations (BAs) are widely discussed,
but no theoretical analysis has been conducted so far to understand the individual
BAs’ incentives to share information. The aim of this thesis is to formally analyze
the viability of IS to individual BAs in the seedstock sector. The following sections
will summarize our findings, draw implications and provide suggestions for future

research.
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5.1 Conclusions

In Chapter 3 we considered equilibria when all BAs are signed into a sharing agree-
ment compared to when no IS occurs. In general, we found that IS increases prof-
itability when the goods on the market are differentiated. However, when the goods
are less differentiated, BAs with a big market size will decline IS if they can signifi-
cantly benefit from privately acquired information. In other words, if BAs with a big
market size can use their private signal to gain a deeper insight into the state of the
market demand or to improve the signature trait they promote, they will withhold
information when goods are undifferentiated. We also found that BAs with a big
market size will be more risk averse and will only share when either the competitors
sell differentiated products or their private signal alone is not informative enough.
That being said, IS makes price more unpredictable as it is now subject to a greater
variability of the pooled signal, thus explaining the reluctance of some BAs to share
information.

In Chapter 4 we considered asymmetric equilibria where some BAs share informa-
tion and others not. Specifically, we modeled a group of two BAs sharing information
in a coalition, and one BA staying on its own. As in Chapter 3 we found that the
degree of product differentiation is important in the BA’s decision. Thus, full IS pre-
vails for weak substitutes, and no IS prevails for strong substitutes, while sharing in
coalitions prevails in the moderate levels of differentiation. We also found, similarly
to Chapter 3, that when the relative value of newly acquired information to known
information is high, full IS is less likely to occur and coalitional IS is more likely to
prevail. The individual BA will strive to become a coalition member for most levels
of product differentiation, especially if the signal is informative. The coalition BAs
will allow the individual BA to join only if the products are highly differentiated,
except when the signal is not informative - in which case the BA will be admitted

even if products are moderate substitutes. The coalition members may themselves
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reconsider their membership in the coalition when the goods are strong substitutes.
Overall, this leads to the prevalence of coalitional IS for the moderate range of product

differentiation.

5.2 Implications

One of the bigger implications of Chapter 3 is that BAs with a big market size
will be more likely to participate in IS once they have established a strong genomic
evaluation capability. In Chapter 3 we found that BAs with a big market size will
decline IS in the situations when their trait can be improved significantly and their
signal is informative. These two factors suggest that such a BA has not gained enough
knowledge to be open to sharing information. Asthe BA improves its trait quality and
the signal loses informativeness, we can expect this BA with a big market size to share
information. For example, the Canadian Charolais Association, one of the four biggest
BAs in Canada, has started transitioning to single nucleotide polymorphism (SNP)
technology, suggesting they are just building up their genomic knowledge base, which
may partly explain their reluctance to share information within an IS organization
like IGS.

One important implication of Chapter 4 is that once coalitional sharing takes place,
it may be difficult to bring the market to an equilibrium with full IS. From Chapter 4
we see that it is often advantageous for BAs in IS coalitions to withhold information
from non-member BAs. This seems to be especially true when the signal is informative
as selectively sharing information provides a competitive edge against non-members.
Even though BAs typically operate in a differentiated market, even a moderate level
of competition may be enough to trigger coalitional sharing. Mechanisms may need
to be put in place by which member BAs are compensated for the foregone profit by
admitting a new member. Further analysis can determine whether such compensation
will be Pareto optimal, meaning that the new member will still be better off joining the

coalition while paying the compensation. The exact mechanism of the compensation
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in the real world will probably depend on the ownership structure of the IS coalition.
For example, IGS is a subsidiary of the American Simmental Association (ASA) made
in collaboration with the Red Angus Association of America (RAAA) and thus is not
strictly a third-party organization. Thus, these BAs possibly have a larger say in
admitting new members into the coalition. On the other hand, the Canadian Beef
Breed Council’s (CBBC) initiative, Canadian Breed Improvement Network (CBIN),
is a third party organization and may not require individual compensation to each
coalition member when admitting new BAs.

Another implication of Chapter 4 is that full IS in a market with IS coalitions may
eventually result without a need for intervention. This relates to the finding that on
the intervals of v when coalitional IS is the equilibrium for BAs with a big market
size, full IS can be achieved as the signal becomes less informative. The suggestion
is that BAs with a big market will be willing to admit more members eventually.
One caveat is that it can only happen for weak and moderate substitutes, but not for

strong substitutes.

5.3 Future Research

Future research can expand the current model. One possibility is to consider each
pair of BAs having its own market differentiation level v corresponding to the breeds’
breed complementarity. This would be a closer approximation to the real industry
and make the result more generalizable. Another extension would explicitly consider
BAs having asymmetric size and signal strengths. This specification would reflect
an important reality of the beef industry in North America which is dominated by
a few established breeds. We already considered asymmetric IS, so this specification
can be an adaptation of our model in Chapter 4. The model can also be extended
to make market differentiation v endogenous in the correlation of signals. As BAs
approach the optimal animal in their selection, their breeding products become less

differentiated.
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The model can also be extended to include vertical information transmission across
the sectors of the supply chain. Initiatives exist currently to facilitate the collection
and exchange of information across segments. For example, BIXS enables cow-calf
producers to share information about its management, performance, health protocols,
genetics and carcass data to downstream sectors using individual identification tags.
It also facilitates the collection and systematization of data from the feedlot and

packer segments to improve selection decisions at the seedstock level (BIXS 2021).
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Appendix A: Proofs

Proof of Lemma 3.1: First, note that, in expectation, BI; will increase from
BI, = A — T/t to BI; = A with signal precision 7.. Thus, new information is
valuable to the BA as can be shown by taking the derivative of the expectation of BI

with respect to signal precision:

0 T
E|BL)|=———= >0. Al
BBl = —— (A1)

However, we can see that each new piece of information is less valuable than the

previous one since the the second derivative is negative:

0? T
E|BL|=-2—= <0. A2
%72 B (1o + 7'8)3 (A-2)

Proof of Proposition 3.1: By inspection, polynomial (3.20) is always concave
in 7', which means that (3.20) is negative for high values of trait improvability 7'
Proof of Proposition 3.2: First note that the polynomial in (3.20) is concave or

convex with respect to parameter A depending on the sign of a concave polynomial

in y

—(n—1)(mp+1+nm)V+4(1—7) (g + 1) (A.3)
with roots
2

Yi = € (0,1 A4
Vm2+ (1 —p)n+1 ©.1) (4.4)

and

2

Vot (1T—p)n—1
Since the polynomial in gamma (A.3) is concave, it is positive for v € (v;,7;) and
negative for v € (—1,7;) and v € (95, 1). Therefore, for high v € (y;,1) - low
market differentiation - the polynomial in A in (3.20) will be concave and IS will be

undesirable for big market size A and desirable for low market size A. Conversely, for
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moderate 7 € (74,7:) - high market differentiation - the polynomial in A in (3.20)
will be convex and IS will be undesirable for low market size A and desirable for big
market size A.In other words, when BAs sell close substitutes, there is no IS when
BAs have a big market size A (big BAs will not share information but small BAs
will). Conversely, when BAs sell weak substitutes, there is no IS when BAs have a
small market size (big BAs will want to share information but small BAs will not).
Proof of Proposition 3.3: To recall, p = 7./ (7. + 7y) is the informativeness of a
BA’s private signal, or the quality of the new information received by the BA. A value
of p close to 1 means that the signal adds significantly to the BA’s understanding of
the optimal animal. Inspecting the threshold ~; for substitutes in (3.22) we notice

that v, falls as p increases.

8%:_ n(n—1) <o

Ip <\/n (n—1)+1)+ ) Vnlp(n—1)+1)

We know that when v > ~;, BAs will not share information when the market size

A is big. This means that when the signal is informative, big BAs will tend to decline
IS for higher degrees of substitutability. On the other hand, when the signal is not
very informative, big BAs will not mind sharing information when goods are strong
substitutes.

Proof of Proposition 3.4: It can be easily shown that 7; decreases as n increases

i 2n —1 1

on <\/n (n—1)4+1)+ ) Vnlp(n—1)+1)

Proof of Proposition 4.1:

1. We assume that trait improvability 7" is small, making the difference in selection

effects in (4.20) small and positive:

K? - K? = (K, + K) (K, — K)
2T, (219 + 47 +v72) (Ks + K)
= > 0.
(10 + 372) (19 + 272) (T + 72) (2 — )

Setting (4.21) to zero yields a threshold

(2—~)2 (81764—31275 +35274+4073—9672—327+64)
3r

B Yr—(2—7)(47-28v2-973+32)+
p(y) = 12(2—7)3(v+1)

(A.6)
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where
r = (3847 — 19292 — 56329° — 96967" — 5529° + 106847° + 1008077 + 37807® + 5137 — 512) (2 — ~)?

+364/—(2 — 7)*72(7 + 1)°(7 + 2)2 (20777 + 71175 + 62475 — 364~% — 40077 — 48+2 + 128y — 64).
(A7)

Then for any v > #, the precision effect becomes negative. Since the selection
effect is small, the profit difference is negative in (4.20) and so BA; is better off not
joining the IS coalition. We can find intercepts by setting u () = 0, which yields
solution v = v/3 — 1 and setting v = 1, which yields p (1) = i (a + % + 1) ~ 2.13,
where a = V/8857 + 864i1/397.

If we explore (4.21), we can show that the fourth power coefficient is positive for

0.37 £ 1 < 2.22 and negative for p Z 2.22 or ;1 < 0.37. We can also show that the
sign for the third power coefficient is positive for ¢ £ 0.86 and negative for p < 0.86.
By inspection, we also know that the second and first power coefficients are negative,
and the constant is positive. Therefore, we end up with four cases of P () depending

on the interval of prior precision relative to signal precision:

P(v)=—ay* 4+ by —cy? —dy+e (3 sign A
| pz 213 (7) Vb =yt —dy+e (3sign A)

P (=) = —ay* = by® — vy + dy + e (1 sign A)

2 0.86 5 p S 213 P(7) =+ay' + 07" —y* —dy+e (2sign A)

P (=) =+ay* = by® — > + dy + e (2 sign A)

3 03751 <0.86 P(y) =4ay* = by* — cy® —dy +e (2 sign A)

P(—7) = 4+ay* + by® — cy? + dy + e (2 sign A)

P =—ay* — by  — 2 —dvy+e (1sign A
1 pS03T (7) Yt — by — ey’ —dy+e (1sign A)

P(—7) = —ay* + by® —cy? + dy + e (3 sign A)

Table A.1: Four cases of P(vy) depending on the interval of prior precision relative to
signal precision

where a,b,c,d are 4th, 3rd, 2nd, and 1st power coefficients depending on the interval
of relative precisions and e is the constant in (4.21), respectively. Let us explore each
case. Using Descartes’ rule of signs we find the number of positive, negative and
complex roots for each case:

case 1: p £ 2.22.By Descartes’ rule, P () can have 3 or 1 positive real roots,

1 negative root and 2 or 0 complex roots. However, we also can show that P () is
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always positive for any p Z 2.13. Therefore, P () > 0 for all v in the first case, and
the upper bound in case 2 changes to 2.13.

case 2: 0.86 < v S 2.13. Using Descartes’ rule of signs we find that P (v) can have
2 or 0 positive real roots 2 or 0 negative real roots and 4,2, or 0 complex roots. The
graph of P (v) opens upward since P () goes to positive infinity as vy goes to either
positive or negative infinity. P (7) is positive for v = —1 and 0. We also know that
P (y) > 0 for any v 5 0.732. Thus, we know there are either 0 or 2 negative roots,
but both are less than v = —1. P () is negative for v = 1, therefore P () changes
sign between v =0 and v = 1.

case 3: 0.37 T i < 0.86. By Descartes rule, there can be 2 or 0 positive real roots,
2 or 0 negative real roots, and 4,2 or 0 complex roots. Similarly to case 2, we know
that P () > 0 for any v 5 0.732. P (v) is negative for v = 1, therefore P () changes
sign between y =0 and vy =1

case 4: p 5 0.37. By Descartes rule there can be 1 positive real root, 3 or 1
negative real roots and 2 or 0 complex roots. P () is negative for v = 1, therefore
P () changes sign between v =0 and 7 = 1.

To summarize, P () is always positive for any u 2, 2.13 or any v < /3 — 1. Also,
with regards to cases 2, 3 and 4, P () is negative when v = 1, therefore P () changes
sign when goods are substitutes, more precisely between v = /3 — 1 and v = 1.

2. If we set P (v =1) = 0 we find expression 975 — 873 + 7572 + 3072 7. = 0 which
yields two (discarded) negative roots and one positive root such that P(y=1) > 0
for any p £ 2. We can then show that P (y) > 0 for any p g 2.

Proof of Proposition 4.2: V () can be expressed as a fourth-degree expression

in v:

Viy) = (—27?) V472 (19 + 72) (19 + 272) P
+ (— (1o + 7'5)2 (1o + 272) (19 + 375)) v+ (—4 (o + 7'5)3 (1 + 27’6)) v (A.8)
+4 (19 +7.)% (19 + 272)
or
V(y) = —ay* +by* —cy* —dy +e (3A)
V(=) =—ar' = by’ —ey® +dy + e (14)
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where a, b, c,d, e are absolute values of coefficients in front of v. By Descartes rule,
we can have 3 or 1 positive roots, and there is exactly 1 negative root and 2 or 0
complex roots.

If we let v =1,

V(1) =—79 (75 + 7747 + 137972 + 572) < 0

and if we let v = —1,
V (=1) = 79 (775 + 3375 7 + 51772 + 2777) > 0. (A.9)

Thus, as v — oo, V (7) = —oo and as 7 — —o0, V (y) — —oo, so V () opens

downwards. Taking the first derivative with respect to v, we get

8%\/ (v, 1) = (—8u*) ¥* + (24" + 3647 + 12u%) 4°
+ (120" — 344 — 34p® — 14p —2) 4 (A.10)
— (8u* + 2817 + 36p* 4 200 + 4)

where p = 7. /7.

Graphing it implicitly yields Figure A.1 below. We see that V (v) decreases for
all v > 0, which suggests only one root, not three roots, on the interval 0 < v < 1.
Thus, there is 1 positive, 1 negative, and 2 complex roots to V (). This proves the
proposition that there is only one threshold of 4 on the interval 0 < v < 1 for which
V' () changes sign. We can show three instances of v and the sign of the derivative

of V () with respect to = :

0
a—ny(’)/:—l,,u) =203pu+1) (5p* +6p>—1) > 1 (A.11)
0
%v (v =0,p) = — (475 + 20757 + 367572 + 28797> + 87) < 0 (A.12)
0
av (v=1,p) = =2 (375 + 272 + 297572 + 13797> 4+ 1775 7.) < 0. (A.13)

Proof of Proposition 4.3: Z (v, ) can be rewritten as

Z(vp)==2(7+1) 5y = 1) (v =2)*1i* = (2= 7) (297 + 287> — 2¢* — 10)
+2(=167 — 119° + 49 +8) pn — (47 + 57° — 4) .

Solving Z (v, 1) = 0 we find the unique root (see below) such that
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Figure A.1: The first derivative of V' (v, ) changes sign at a threshold between
—1 < 7y <0, such that the derivative is negative for any v above the threshold. This
suggests that V (v, u) is falling on the interval of interest, 0 < v < 1. Therefore,
there can only be one root, not three, of V' (v, ) on this interval. Thus, there is a
unique threshold of v on 0 < v < 1 for which V (v, 1) changes sign.

1. (4.26) will be positive for v < 1/5.

2. On the interval 4 € (%, % (\/6 — 1)), (4.26) will be positive if v < 4 and negative
for v > 4.

3. (4.26) will be negative for v > 2/5 (V6 — 1) .
To see this, solve lim,,_,o, Z (7, 1) to get
(v + 1D (v =2y =1) (~00) =57° =4y +4=0

which is zero for v ~ 0.2. In fact v = 0.2 is the asymptote. Solving lim, .o Z (7, 1)
we find
—5y: — 4y + 4

with a (positive) solution % (\/6 — 1) ~ 0.58. This is the y-intercept. The root in u

can also be found explicitly:
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1 2972824+ 290 410 (iv3—1) ,
= CEICES 12(v+1)(y—2)° (57— 1)

6(2—7)
N (ivV3+1) (49® + 11297 — 296+5 — 1607° + 413v* + 8+° + 5207% — 32 + 16)
12r (2 —7)* (572 + 4y — 1)

(A.15)
where
k = 7328y — 71527% — 192 + 13932+* + 256687° — 23517+°% — 19728+7
+ 15012+ 4 203297 — 258671° + 336~ + 812
+18\/ (v+1)° (7 — 2)° (57 — 1) (877 + 34476 + 12375 — 453~ + 10872 + 2567 + 64) + 64.
(A.16)
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