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Preface

This dissertation is the result of my PhD studies at Department of Economics and Business
Economics, Aarhus University, during the period March 2013 to March 2016. My PhD project is
a part of the PiglIT project funded by the Danish Council for Strategic Research.
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that I could focus my PhD studies on a practical problem related to livestock production. Now
that my PhD studies are coming to an end, [ have a very good feeling and I think my knowledge
has been improved in theoretical aspects as well as computer programming.

This PhD dissertation is the result of academic work on three research projects, each presented
as an independent research paper in the dissertation. The first paper has already been published,
the second paper has been submitted to a peer-reviewed operations research journal, and the last

paper is in the final stage for submission to a peer-reviewed journal.
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Summary

This dissertation with an interdisciplinary approach applies techniques from Operations Research
and Statistics in order to develop models that support decisions regarding feeding and marketing
of growing/finishing pigs. Stochastic dynamic programming is used as the main optimization
tool to model decisions, and state space models are used as the primary statistical technique to
describe the stochastic nature of the system. Based on data streams from online farm sensors and
market prices, the state space model transforms data into information which is embedded into
the decision models using Bayesian updating.

In the production of finishing pigs, feeding is an important operation and has a direct influence
on the cost and the quality of the meat. Another important operation is the timing of marketing.
It refers to a sequence of culling decisions until the production unit is empty. As a result, the
profit of the production unit is highly dependent on the feeding cost and on good timing of
marketing, i.e. decisions about feeding and marketing have a high impact on the profitability.
Hence, it is relevant to consider decision models that optimize feeding and marketing decisions.
This dissertation focuses specifically on three challenges. 1) Marketing and feeding decisions
could be optimized simultaneously. 2) Fluctuations in the pork, feed, and piglet prices may have
an impact on the optimal marketing policy. 3) Cross-level constraints implied by considering
decisions at different levels such as animal, pen, section, and herd may affect the marketing
policy.

Besides an introduction, this dissertation consists of three papers. In the first paper, feeding
and marketing decisions are taken into account simultaneously. Since the choice of feed-mix
affects the pigs’ growth, a specific feeding strategy has an impact on the marketing policy.
That is, economic optimization of feeding and marketing decisions is interrelated and requires
simultaneous analysis. It is therefore relevant to combine these decisions in the same model. In

the second paper, marketing decisions are considered under fluctuating pork, feed, and piglet
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prices. Since the reward of marketing a pig depends on the pork, piglet, and feed prices, weekly
fluctuations in these prices may have an impact on the farmer’s decision on when to market the
pigs and buy new piglets or feed stock for the farm. Hence, it is relevant to model stochastic
market prices instead of assuming deterministic prices in the model. Finally, in the third paper,
marketing decisions are considered at different levels simultaneously. The paper considers the
challenge of integrating decisions at animal, pen, section, and herd level. That is, decisions at
one level (e.g. animal or pen) may influence decisions at other levels (e.g. section or herd). An
example could be that delivery to the abattoir must be coordinated with marketing at pen level

and termination of a whole section at section level.



Resumé

Denne athandling har en tverfaglig tilgang og anvender teori fra bade operationsanalyse og
statistik til at udvikle modeller, der understgtter beslutninger vedrgrende fodring og levering af
slagtesvin. Stokastisk dynamisk programmering anvendes som hovedoptimeringsvarktgj til at
finde optimale beslutninger, og state space modeller anvendes som det primere statistiske vaerktg)
til at beskrive systemets stokastiske karakter. Pa basis af data fra online sensorer i bedriften og
markedspriser, bruges de statistiske modeller til at omdanne data til relevant information, som
inkorporeres i beslutningsmodellerne vha. Bayesiansk opdatering.

I produktionen af slagtesvin er fodring et vigtigt element, der har direkte indflydelse pa pro-
duktionsomkostningerne og k@dets kvalitet. Et andet vigtigt element er timingen af leveringer til
slagteriet, dvs. vi ma tage en rakke beslutninger om levering af de enkelte svin indtil produk-
tionsenheden er tom. Som fglge heraf er produktionsenhedens overskud i hgj grad athangig af
omkostningerne til fodring og timingen af leveringer. Det er saledes vigtigt at betragte beslut-
ningsmodeller, der optimerer beslutninger vedrgrende fodring og levering. Denne athandling
koncentrerer sig om tre udfordringer: 1) at beslutninger vedr. levering og fodring i nogle tilfelde
bgr optimeres simultant; 2) at variationer i priserne for svinekgd, foder og smagrise kan have ind-
flydelse pa den optimale leveringspolitik; og 3) at begrensninger pa tvers af forskellige niveauer,
sasom dyr, sti, sektion og bes@tning, kan have indflydelse pa leveringspolitikken.

Atfhandlingen bestar af en introduktion samt tre selvstendige artikler. I den fgrste artikel
betragtes beslutninger vedrgrende fodring og levering simultant. Eftersom valg af foderblanding
har betydning for dyrenes vakst, sa har en specifik fodringsstrategi ogsa indflydelse pa lever-
ingsstrategien. Vi skal altsa optimere beslutninger vedrgrende fodring og levering simultant i
den samme model. I den anden artikel ses der pa leveringsstrategier under varierende priser pa
svinekgd, foder og smagrise. Eftersom overskuddet afhanger af priserne pa svinekgd, smagrise

og foder, kan ugentlige variationer i priserne have betydning for, hvornar grisene skal leveres,
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og hvornar der skal indkgbes nye smagrise eller foder. Det er saledes relevant, at modellere
stokastiske markedspriser i stedet for at forudsatte deterministiske priser i modellen. Afhan-
dlingens tredje artikel omhandler leveringsstrategier givet begransninger pa tvars af forskellige
niveauer, sasom dyr, sti, sektion og bes@tning. Beslutninger pa ét niveau skal tages under disse
begraensninger. For eksempel skal levering til slagteriet betragtes givet en kapacitet af lastbilerne,

og den begrensning, at nye smagrise kun kan indszttes nar en sektion er tom og rengjort.



Chapter 1

Introduction




2 Introduction

This PhD dissertation considers optimization algorithms and statistical forecasting that sup-
port sequential marketing and feeding decisions in the production of growing/finishing pigs. More
precisely, stochastic optimization models and statistical learning algorithms are applied to utilize
information streams such as online information from farm data and market prices and make them
an integral part of the decision process. As a result, this dissertation considers interdisciplinary
research and uses techniques from both Operations Research and Statistics.

The dissertation is the outcome of a sub-project within the project PigIT! funded by the
Danish Council for Strategic Research. PigIT focuses on integrating information and communi-
cation technology in the production process of growing/finishing pigs through statistical models
for automatic monitoring and operations research methods for decision support systems. The
objective of PigIT is to contribute significantly to the competitiveness of the Danish slaughter pig
industry while still ensuring a satisfactory level of animal welfare. This dissertation focuses on
developing decision models at farm level and the main scope is limited to marketing and feeding
decisions of growing/finishing pigs in finisher production units.

The remainder of the introduction starts by giving an overview over finisher pig production
with a focus on marketing and feeding decisions. Next, the main modeling techniques used in
the dissertation are briefly discussed to familiarize the reader with the methodologies used in this

dissertation. Finally, the structure and contributions of the dissertation are described.

1.1 Marketing and feeding decisions in finisher pig

production

In Denmark approximately 30 million piglets are produced in every year. A significant number
of these piglets are exported to other countries (around 11 mill) and the rest of them (approx.
19 million) are sent to fattening units in Denmark. The number of pig farms in Denmark are
approximately 3600 where 50% are finishing farms, 30% are integrated farms (both sow and
finishing pigs), and the remaining 20% are sow farms (Danish Agriculture and Food Council,
2015). Pork constitutes about 5% of the Danish export representing a profit of about 30 billion
DKK per year (Landbrug & Fgdevarer, 2015).

The different production processes within pig production can be classified as mating, gesta-

tion, farrowing, weaning, and finishing (Christensen, 2010). This PhD dissertation focuses on
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operational decisions in the production of finishing pigs, i.e. from inserting the piglets (with a
weight of approx. 30 kg) into the finishing unit until marketing/culling the pigs for slaughter (with
a weight of approx. 100-110 kg). In the finishing unit, animals are grouped at different levels:
herd, section, pen, and animal. Herd is a group of sections, a section includes some pens, and a
finisher pen involves some animals (usually 15-20). One of the important challenges in relation
to decision support models in finishing units is how to integrate decisions at animal, pen, section,
and herd level. That is, decisions at one level (e.g. animal or pen) may influence decisions at
other levels (e.g. section or herd).

During the growth period, decisions should be taken such that the profit is maximized under
a set of constraints such as transportation, weaner supply policy, welfare, disease strategy, and
housing conditions. Two main factors affecting the profitability of the production process are
feeding and marketing (Pourmoayed and Nielsen, 2014). The cost of feeding has a high impact
on the production cost of a finisher pig and the reward of marketing a pig depends on the pork
price of the carcass weight of the pig. The pork price per kg carcass weight is a piecewise linear
function which is highest if the carcass weight lies in a specific interval. Hence, the farmer must
find the best time to market the pigs for slaughter. Moreover, the farmer should choose the best
feed-mix giving the optimum growth of the pigs at the lowest cost. As a result, feeding and
marketing decisions are important in the production of finishing pigs.

Marketing of pigs refers to a sequence of culling decisions until the production unit is
empty. In general pigs grow with different growth rates and obtain their slaughter weight at
different times. Therefore, during the last weeks of the growing period, the decision maker should
determine which pigs should be selected for slaughter (individual marketing decision). Next,
after a sequence of individual marketings, the decision maker should decide when to terminate
the whole section/pen, i.e. all the remaining pigs are sent to the abattoir (termination decision).

The feeding strategy of the pigs affects the growth of the pigs and hence the marketing time.
Furthermore, a feed-mix resulting in a faster growth generally costs more compared to a feed-mix
with a lower growth. Phase feeding is a common method used in the production of growing pigs.
The whole growing period typically includes 3 or 4 phases and each phase (period) involves
a predefined feed-mix which is a mixture of different ingredients (barley, soy, maize, etc). A
relevant decision is when to change the current feed-mix and what type of feed-mix to use in the
next phase (feeding decision). Since the choice of feed-mix affects the pigs’ growth, a specific
feeding strategy has an impact on the marketing strategy. That is, the economic optimization of

feeding and marketing decisions is interrelated and requires a simultaneous analysis.
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Remark that, there is a high degree of stochasticity in the production of finisher pigs. Animals
in general do not grow at the same growth rate and hence there will be a high degree of uncertainty
about the weight of the pigs during the growing period. Moreover, the reward of marketing a pig
depends on the pork price of the carcass weight, the cost of buying the piglet on the market, i.e.
the piglet price, and the cost of feeding which is dependent on the feed price at the time when the
feed stock is bought. Weekly fluctuations in pork, feed, and piglet prices may impact farmer’s
decision on when to market the pigs and buy new feed stock for the farm. Hence, it is relevant to
take into account stochastic elements such as growth and market price fluctuations in modeling

feeding and marketing decisions.

1.2 Modeling techniques

This dissertation considers stochastic models from both Operations Research and Statistics.
Stochastic dynamic programming and statistical learning algorithms based on Bayesian updating
are the main tools used to model feeding and marketing decisions and to describe the stochastic
nature of the system. More precisely, state space models (SSMs) are used as the main statistical
tool for modeling weight, growth and market prices. Time-series of data retrieved from online
monitoring (using e.g. sensor data or image processing) are transformed into information about
weight and growth using Bayesian updating. Similarly, uncertainty about pork, feed, and piglet
market prices can be described using SSMs to help the farmer in forecasting future prices.

In order to optimize marketing and feeding decisions at pen level, Hierarchical Markov
decision processes are used for optimization and the uncertainty of weight and price information
are embedded into the models using SSMs. Due to the importance of cross-level constraints (e.g.
termination at section level and transportation at herd level), it is relevant to consider marketing
decisions at herd level. However, when decisions are modeled at herd level, the size of the model
increases dramatically and we cannot use regular techniques to find optimal marketing policies.
That is, the curse of dimensionality becomes apparent due to the high number of states, actions
and possible values of random information. Hence approximate dynamic programming is applied
to optimize marketing decisions.

Below, a brief introduction to the different models is given. Part of the notation is taken from
Pourmoayed et al. (2016) (Paper I) and in general it is kept as close as possible to the notation

used in the other papers presented in this thesis.
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1.2.1 Hierarchical Markov models

In order to have a frame of reference, first a finite time-horizon semi-Markov decision process
(see e.g. Tiyms, 2003, Chap. 7) is described and then an introduction to hierarchical Markov

decision processes is given.

Finite time-horizon semi-Markov decision processes

A finite-horizon semi-Markov decision process (semi-MDP) models a sequential decision problem
over N stages. At a (random) point in time (the start of a stage), the state of the system is
observed and an action is chosen. The choice of action at the current state produces two results:
an immediate reward is received, and the system evolves probabilistically to a new state at a
subsequent (random) point in time.

Let I, denote the finite set of system states at stage n. Given state i € I, is observed, then an
action a from the finite set of allowable actions A, (i) must be chosen, generating reward r,(i,a).
Moreover, let u,(i,a) denote the stage length, i.e. the expected time until next decision epoch
(n+ 1) given action a and state i. Finally, let Pr(j | n,i,a) denote the transition probability of
obtaining state j € I, at stage n+ 1 given that action a is chosen in state i at stage n.

A policy R is a decision rule/function that assigns for each stage n = 1,...,N — 1 and state
i € I, an action R(i) € A, (i), i.e. a policy prescribes which action to take whenever the system
is observed in state i at stage n. Note that no action is taken at stage N. Instead the terminating
reward at this point of time is a function of the state i € Iy denoted by ry(i).

Given a policy and terminating rewards, the expected reward until termination when we start

in state i at stage n can be found using the recursive equations:

R/- (i), n=N,
v, (i) = (1.1)
rn(ivR(i))+ZjEIn+1Pr(j | ivan(i))v§+1(j)7 n= 1a"-7N_ L.

Given an initial distribution Pry(-) of the states at stage 1 and expected initial reward ry, the total

expected reward of the semi-MDP can be calculated as

V(R) =ro+ Y Pro(ivi(i). (1.2)
i€l

Equations similar to (1.1) and (1.2) can be formulated to calculate the expected time until termi-

nation (when we start in state i at stage n) and the fotal expected time of the process, respectively.
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Figure 1.1: A semi-MDP with time-horizon N = 6 illustrated using a state-expanded hypergraph.
At stage n each node corresponds to a state in I,. The hyperarcs correspond to actions, e.g. if the
system at stage 3 is in state i, then there are two possible actions. Action a' (solid line) results in
a transition to either state j; or j, with a given probability.

A semi-MDP can be illustrated using a state-expanded hypergraph (Nielsen and Kristensen,
2006). An example is given in Figure 1.1 that illustrates a semi-MDP with time-horizon N = 6.
At stage n each node corresponds to a state in [,. For example, there are 2 states at stage 1 and
four states at stage 3. Each hyperarc corresponds to an action, e.g. if the system at stage n = 3
is in state i, then there are two possible actions. Action a; (solid line) results in a transition to
either state j; or j, with a probability Pr(j | i,a;,n) and Pr(j, | i,a;,n), respectively. Action
a; (dashed line) is a deterministic action with a transition from i to j,. A policy corresponds to
choosing a single hyperarc/action out of each node/state. Note that given a policy, the expected
reward until termination can be found by assigning rewards and transition probabilities to all
hyperarcs, terminating rewards to the nodes at stage 6, and then calculating (1.1) in the opposite

direction of the hyperarcs.

Hierarchical Markov decision processes

A hierarchical Markov decision process (HMDP) is an extension of a semi-MDP where a series
of finite-horizon semi-MDPs are combined into one infinite time-horizon process at the founder
level called the founder process (Kristensen, 1988; Kristensen and Jgrgensen, 2000). The idea is
to expand stages of a process to so-called child processes, which again may expand stages further
to new child processes leading to multiple levels. At the lowest level (Level 2 in Figure 1.2) the
HMDP consists of a set of semi-MDPs.

Consider Figure 1.2 which illustrates a stage of a three-level HMDP. At the first level, a single

founder process p° is defined. Index 0 indicates that the process has no ancestral processes. We
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Level 0

Level 1

Level 2

Figure 1.2: An illustration of a stage in an HMDP (Pourmoayed et al., 2016). At the founder
level (Level 0) we have a single infinite-horizon founder process p°. A child process, such as p'
at Level 1 (oval box), is uniquely defined by a given stage, state (node), and action (hyperarc)
of its parent process and linked with the parent process using its initial probability distribution
(solid lines) and its terminating actions (dashed lines). Each process at level 2 is a semi-MDP
(see Figure 1.1 for zoom).

assume that p? is running over an infinite number of stages and that all stages have identical state
and action spaces and hence just a single stage is illustrated in Figure 1.2. Moreover, we may
skip the argument referring to stage number when we define rewards, stage length, etc. of the
founder process.

Let p/*1 denote a child process at level [ + 1, p'™! is uniquely defined by a given stage 7/,
state i’ and action a of its parent process p'. For instance, the semi-MDP p? in Figure 1.2 is
defined at stage n! = 2, state i! and action a' of the process p!' symbolized by the notation
p% = (p'| (n',i',a')). Each process is connected to its parent and child processes using jump
actions which can be divided into two groups, namely, a child jump action that represents an initial
probability distribution of transitions to a child process or a parent jump action that represents
a terminating probability distribution of transitions to a parent process. This is illustrated in
Figure 1.2 for process p! where child jump action a; represents a transition to the child process
p? with initial probabilities Pr (- | n!,i',a') and immediate expected reward r, (i',a'). The
expected length of the transition is u,, (i',a') representing the expected time from the decision

is taken until the child process starts. Moreover, parent jump action a® represents termination of
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the process p2, with terminating probabilities Pr ( | N?, iz,az) and expected reward er(iz,az),

and a transition (of length u» (i?,a*)) back to the next stage of its parent process p'. The same
holds for process p! = (p° || (n°,i,a")) defined for triple (n",i",a") with child jump action
a°. Moreover, note that a stage of process p! now is defined using its child process. Given the

comments above and Figure 1.2, some observations can be made:

1) Jump actions are like traditional actions associated with an expected reward, action length

and a set of transition probabilities.

2) A policy R is a decision rule that assigns to each state in a process a (jump) action which
means that choosing a policy corresponds to choosing a single hyperarc out of each node
in Figure 1.2.

3) Given a policy R and a semi-MDP, e.g. p? at the lowest level, the terminal reward of a state
i at stage N2 equals the expected reward o) (i?,a?) of the chosen parent jump action a”

given R. Hence, we can calculate the expected reward until termination of process p? using

recursive equations (1.1) and, the total expected reward of the process can be found using

the initial reward r, (i',a') and distribution Pr (- | n',i',a') of child jump action a' and

equation (1.2).

4) The reward at a stage of a parent process equals the total expected rewards of the corre-
sponding child process under the policy chosen. For instance, the reward of choosing action
a' in state i' at stage 2 in process p! equals the total expected reward (1.2) of process p2. In
fact, for the founder process p° the reward at stage n° of a given action a° can be calculated
by assigning zero terminal rewards to the states/nodes at stage n® + 1 and calculating the
expected reward of each state/node by processing the nodes in the opposite direction of the

actions/hyperarcs in Figure 1.2.

5) The above arguments can also be used to calculate the transition probabilities and the stage

length of an action at a stage of a parent process.

Let Zg(t) denote the total reward received up to time ¢ of the founder process p° under policy
R, and suppose the optimality criterion is to maximize the expected reward per time unit

(R) = lim - (Z2(0)

t—poo t

(1.3)

We assume that the Markov chain associated with p° under policy R has no two closed disjoint

sets and hence z(R) will be independent of the starting state of process p? (Tijms, 2003, Sec. 6.1).
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Other criteria, such as total expected discounted reward, can easily be used instead of z(R). The
optimal policy maximizing (1.3) can be found using modified policy iteration. Given the current
policy, the total expected reward per time unit z and the relative values v; can be computed as the
unique solution to the set of linear equations

. r(i,R(i)) — zu(i,R()) + L Pr(j | ,R()) v;, i€1°\{s} (L4)

0, i=s,

where s is an arbitrary chosen state and I° denote the set of states at the founder level. For an
HMDP the rewards r(i,R(i)), transition probabilities Pr(j | i,R(i)), and stage length u(i,R(i))
at the founder process are not given explicitly. However, they can be calculated as observed
above. As a result, the optimal policy of the HMDP (i.e. the founder process) can be found
using a modified policy iteration algorithm which updates the current policy based on the relative
values v; using a value iteration approach (see observations above), and afterwards solving the
equations in (1.4) given the new updated policy. These steps are repeated until the policy cannot
be improved.

Since the number of states at the founder level is generally lower compared to modeling the
problem as a semi-MDP, larger models can be solved because we do not have to solve such a
large system of equations as if used policy iteration on the semi-MDP. For more details about the

optimization technique, the interested reader can refer to Kristensen and Jgrgensen (2000).

1.2.2 Approximate dynamic programming

Approximate dynamic programming (ADP) is a solution procedure for solving large Markov
decision models. That is, ADP is used as a solution procedure to find an approximate optimal
policy of a Markov decision process (MDP) with large state and action spaces (an MDP is a
semi-MDP with equal stage lengths).

Consider an infinite-horizon MDP under the discounted reward criterion with stationary state
and action spaces (see e.g. Puterman, 2005, Chap. 6). Here the maximum expected discounted
reward can be found using the value function v(i) satisfying the following optimality equations
(Puterman, 2005, Sec. 6.2)

v(i):arggzi_)(r(i,a)—kyﬂi(v(j)) ), Viel, (1.5)
where 7 is the discount factor, and the next random state j is obtained using the probabilistic

transition function ¢(i,a, ®) given action a € A (i) and random information w received between
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the current and next decision epoch. In order to find optimal actions, the optimality equations
in (1.5) should be solved for all states i € I. However, the calculation of the value function v(i)
for all states may not always be easy. First, the size of the state and action space I and A (i) may
be too large, i.e. computation of v(i) for every possible state is impossible. Second, due to the
large number of states and possible outcomes of random information @, an exact computation of
the expected value in (1.5) may be prohibitive. Finally, due to the expected value operator, the
maximization problem in (1.5) is not deterministic and hence it may be difficult to be solved.
These computational challenges are known as the three curses of dimensionality (Powell, 2007,
Section 4.1) and prevent us from applying regular solution procedures of MDPs (e.g. value
iteration) to solve the model.

ADP is an efficient method to deal with these computational problems and to find an ap-
proximate solution instead. The main idea is to approximate the value function v(i) using a
parametric function and use simulation to find the states that are most likely observed in the
system. Based on the current estimation of the value function, a deterministic version of (1.5) is
solved using e.g. linear or integer programming. This procedure is repeated until the parameters
of the approximated value function are converged to a fixed set of values. For more details about

ADP algorithms, the interested reader may refer to Powell (2007).

1.2.3 State space models

In animal production, time-series of data from online monitoring are often available. Online
monitoring is a relevant method to obtain data for tracking changes and can be done regularly by
sensors placed in the production unit.

A state space model (SSM) is a statistical model which may be used to transform large datasets
obtained using online sensors into information about the production (West and Harrison, 1997).
An SSM consists of a set of latent variables and a set of observed variables. At a specified point
in time, the conditional distribution of the observed variables is a function of the latent variables
specified via the observation equations. The latent variables change over time as described via
the system equations. The observations are conditionally independent given the latent variables.
Thus the value of the latent variables at a time point may be considered as the state of the system,
and the SSM framework makes it possible to predict the latent variables/state of the system via
the observed variables, both the current state and the future development in the state variables. In

an SSM, when normality and linearity conditions of variables and equations are valid, Bayesian
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updating can be used to update the posterior distribution of the latent variables. That is, we use
the Kalman filter to update our forecast when new data arrives (West and Harrison, 1997, page
103). Examples of SSMs applied to agricultural problems can be found in Cornou et al. (2008)
and Bono et al. (2012, 2013).

In this dissertation, SSMs are applied to time-series of weight and feed intake data from the
herd and market prices to describe the uncertainty of weight and price information in the models.
These SSMs are categorized into different groups based on the dynamic nature of the considered
system and the probability distribution assumed for the initial data. More precisely, two kinds
of SSMs are considered and later embedded into the (H)MDPs. In the first type, the probability
distribution of the observations, related to the weight and price data, is Gaussian and in the second
type, these observations come from a non-Gaussian distribution. In both models, the dynamics of

the system is modeled by linear equations.

1.3 Structure and contributions of the dissertation

The dissertation consists of three self-contained chapters, each one is presented as a journal paper.
Each paper addresses the challenges mentioned in Section 1.1 from different points of view. In all
papers, (H)MDPs with an infinite time horizon are the main modeling technique used to model
marketing and feeding decisions. Moreover, SSMs based on Bayesian updating are the main
statistical technique to describe the uncertainty of weight and price information in the models. A
short description of each paper is given below.

Paper one focuses on combining marketing and feeding decisions at pen level. A three-level
HMDP is formulated to represent the decision process. The model considers online measurements
of pig weight and feed intake from a set of sensors in the pen. A Bayesian approach is used to
update the state of the system such that it contains the relevant information based on the previous
measurements. More precisely, two types of SSMs known as a Gaussian state space model
(GSSM) and a non-Gaussian state space model (nGSSM) are applied to model weight, growth,
and the inhomogeneity of the pigs in the pen. These models are embedded into the HMDP, i.e.
transition probabilities of state variables in the three-level HMDP are calculated using Bayesian
updating of the GSSM and nGSSM. A computational study is performed to show how the optimal
policy adapts to different conditions at pen level. Moreover, a small sensitivity analysis is carried
out to show the importance of the length of the growing period and the feed-mix cost.

Paper two focusses on fluctuating pork, feed, and piglet prices and shows how price fluctua-
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tions can affect the marketing decisions of finishing pigs. A two-level HMDP is used to model
marketing decisions under price fluctuations of pork, feed, and piglet. Using available time-series
of prices, three SSMs use Bayesian updating to forecast future prices in the model according to
previous market prices. Moreover, we exploit a random regression model to model the evolution
of pig weight during the growing period in the pen. Three scenarios with different patterns of
price fluctuations are described to illustrate how marketing decisions are different when there is
an increasing/decreasing trend in pork, feed, and piglet market prices. Furthermore, we calculate
the value of including price information into the model by comparing the optimal policy of the
two-level HMDP under both fluctuating and fixed prices.

Paper three considers marketing decisions at herd level and evaluates the effect of cross-level
constraints (termination and transportation constraints) on the marketing policy at herd level.
Marketing decisions are modeled using a discounted infinite-horizon MDP, and SSMs from the
first paper are exploited to describe the uncertainty of weight information in the pens. Due to
the curse of dimensionality, ADP is applied to solve the MDP model and find an approximate
marketing policy at herd level. More precisely, we use the structure of the value function at pen
level (found in the first paper) to approximate a parametric function for the value function at
herd level. Parameters of the approximated value function are estimated using an approximate
value iteration algorithm exploiting simulation and integer programming techniques. In order
to validate the quality of the solution found by ADP, we first compare the ADP solution with
the solution found using value iteration at pen level. We also provide an example at herd level
to show how ADP finds the best marketing decisions under different conditions and why early
termination and transportation costs are important at herd level. Finally, the marketing policy
obtained using ADP is compared with other well-known marketing policies often applied at herd
level.

The contributions of the three papers are significant. The first paper is the first published paper
considering a sequential decision model taking both feeding and marketing decisions into account
simultaneously at pen level. The SSMs developed in this paper consider the inhomogeneity of
animals as regards growth and feed intake, which result in a more realistic estimation of weight
information compared to other papers in the literature. The presented model can be used as a
part of a decision support system with online data where the system state can be identified using
Bayesian updating and the optimal policy of the HMDP can be used to execute the best feeding
and marketing decision at pen level. One may argue that the model also has some limitations.

For instance, possible constraints at section and herd levels are ignored (e.g. constraints on the
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transportation of culled pigs to the abattoir) and the price fluctuations of pork, feed, and piglet
are not considered in the model. These limitations are covered in the second and third papers.

The second paper uses a novel method to embed price information into an optimization model
using Bayesian updating, i.e. the price parameters are dynamically updated based on historical
data. According to the related literature, this is the first paper taking into account fluctuations of
pork, feed and piglet prices when considering marketing decisions given a high range of possible
price values.

The third paper contributes significantly to the literature by considering sequential marketing
decisions at herd level and to the best of my knowledge it is the first paper to simultaneously
take into account decisions and constraints at pen, section, and herd levels. Due to the curse of
dimensionality this problem has not be solved before. However the high-dimensional MDP can
be addressed and solved by using ADP, i.e. approximating the value function.

The models developed in this dissertation can be extended to handle decisions about diseases
by incorporating state variables related to the health of pigs. Moreover, factors such as the
mortality rate of pigs and labor costs (if not considered fixed) can be modeled by modifying the

transition probabilities and reward of an action.
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A hierarchical Markov decision process modeling feeding and

marketing decisions of growing pigs

Reza Pourmoayed and Lars Relund Nielsen
CORAL, Department of Economics and Business Economics, Aarhus University, Fuglesangs Allé 4, DK-8210
Aarhus V, Denmark.

Anders Ringgaard Kristensen
HERD, Department of Large Animal Sciences, University of Copenhagen, Grgnnegardsvej 2, DK-1870 Frederiks-
berg C, Denmark.

Abstract: Feeding is the most important cost in the production of growing pigs and has a direct
impact on the marketing decisions, growth and the final quality of the meat. In this paper, we
address the sequential decision problem of when to change the feed-mix within a finisher pig pen
and when to pick pigs for marketing. We formulate a hierarchical Markov decision process with
three levels representing the decision process. The model considers decisions related to feeding
and marketing and finds the optimal decision given the current state of the pen. The state of the
system is based on information from on-line repeated measurements of pig weights and feeding
and is updated using a Bayesian approach. Numerical examples are given to illustrate the features

of the proposed optimization model.

Keywords: OR in agriculture; stochastic programming; hierarchical Markov decision process;

herd management; Bayesian updating.

2.1 Introduction

In production systems of growing pigs, feeding is the most important operation and has a direct
influence on the cost and the quality of the meat. Another important operation is the timing of
marketing. It refers to a sequence of culling decisions until the production unit is empty. As a
result the profit of the production unit is highly dependent on the feeding cost and on good timing
of marketing, i.e. decisions about feeding and marketing have a direct impact on profit.

In a production system of growing/finishing pigs (Danish standards), the animals may be
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considered at different levels: herd, section, pen, or animal. The herd is a group of sections,
a section includes some pens, and a finisher pen involves some animals (usually 15-20). New
piglets are transferred to a weaner unit approx. four weeks after birth, and they stay for approx.
eight weeks until they weigh approx. 30 kg. The pigs are then moved to a finisher pen where they
grow until marketing (9-12 weeks). In the finisher pen, the farmer should determine which pigs
should be selected for slaughter (individual marketing). The reward of marketing a pig depends
on the unit meat price of the carcass weight and the leanness of the pig. The meat price is highest
if the carcass weight of the pig lies in a specific interval. Next, after a sequence of individual
marketings, the farmer must decide when to terminate (empty) the rest of the pen. Terminating a
pen means that the remaining pigs in the pen are sent to the slaughterhouse (in one delivery) and
after cleaning the pen, another group of piglets (each weighing approx. 30 kg) is inserted into the
pen and the production cycle is repeated. That is, the farmer must time the marketing decisions
while simultaneously considering the carcass weight in relation to the best interval, the leanness,
and the length of the production cycle. For an extended overview over pig production of growing
pigs, see Pourmoayed and Nielsen (2014a).

The growth and leanness of the pigs will be highly dependent on the feed given. Phase feeding
is a common method used in the production of the growing pigs. In the finisher pen the growing
period typically includes 3 or 4 phases and each phase involves a predefined feed-mix which is a
mixture of different ingredients (barley, soy, maize, etc.). A relevant decision is when to change
the current feed-mix (transition to a new phase) and what type of feed-mix to use in the next
phase.

Since the choice of feed-mix affects the pigs’ growth, a specific feeding strategy has an impact
on the marketing strategy. That is, the economic optimization of feeding and marketing decisions
is interrelated and requires a simultaneous analysis. Consequently, a sequential decision model
is needed that considers both feeding and marketing decisions. To the best of our knowledge,
there are only a few studies that take into account these decisions simultaneously (Niemi, 2006;
Sirisatien et al., 2009). However, these studies consider the problem at animal level and do not
take into account the inhomogeneity of animals in growth and feed intake. The aim of this paper
is to close this gap and consider the problem at pen level instead.

In this paper we formulate a hierarchical Markov decision process which takes into account
decisions related to feeding and marketing of growing pigs at pen level. We assume that the
production is cyclic, i.e. when the pen is emptied, not only a regular state transition takes place,

but rather the process (the current batch of pigs) is restarted.
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The model considers time series of pig weights and feeding obtained from online monitoring,
e.g. from a set of sensors in the pen. A Bayesian approach is used to update the state of the
system such that it contains the relevant information based on the previous measurements. More
precisely, two state space models for Bayesian forecasting (West and Harrison, 1997) are used to
update the estimates of live weights and feed intake on a weekly basis.

The structure of the paper is as follows. First, Section 2.2 gives a short literature review.
Second, a detailed description of the optimization model is given in Section 2.3. Next, Section 2.4
presents the statistical models which are embedded into the model. In Section 2.5, numerical
examples are considered to show the functionality of the proposed optimization model. Finally,

conclusions and directions for further research are given in Section 2.6.

2.2 Literature review

Due to the dynamic nature of the production environment of growing pigs, the marketing and
feeding decisions are sequential, complex and hard to optimize. Various models have been
considered to deal with this complexity.

Some studies consider only the marketing decisions. Chavas et al. (1985) applied the concepts
of optimal control theory to find the optimal time of marketing of individual animals. Jgrgensen
(1993) used a dynamic programming approach to optimize a given heuristic framework for
delivering the pigs to the slaughterhouse. Boland et al. (1993) considered the optimal slaughter
pig marketing problem under different pricing models and for each pricing system, they found
the optimal slaughter weight. Kure (1997) considered the problem at batch level and used the
replacement theory concepts and a recursive dynamic programming method to determine the
optimal time of marketing the pigs. Toft et al. (2005) optimized both marketing and treatment
decisions (e.g. regarding vaccination for disease problems) using a hierarchical Markov decision
process (HMDP). Boys et al. (2007) implemented a simulation approach to determine the best
marketing strategy to utilize full truck capacity for delivering the pigs to the packers. In the study
by Ohlmann and Jones (2008), a mixed integer programming model was proposed to find the best
marketing strategy under an annual profit criterion. Kristensen et al. (2012) suggested a two-level
HMDP to find the best marketing strategy according to the data from an online monitoring
system.

Other studies focus on sequential feeding decisions, i.e. finding the best strategy for choosing

the appropriate feed-mix during the growing period of animals. One example is Glen (1983)
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who proposed a dynamic programming approach to determine the sequence of feed-mixes in the
production unit. In the study by Boland et al. (1999), a linear programming approach was used to
specify the optimal time of changing the feed-mix and also the optimal nutrient ingredients of
the feed-mix. A genetic algorithm was applied by Alexander et al. (2006) to find the best nutrient
components of each feed-mix.

Only a few studies take both marketing and feeding decisions into account. Niemi (2006) used
a mechanistic function to model the animal growth trend during the growing period. Niemi (2006)
further applied a stochastic dynamic programming method to find the best nutrient ingredients
and also the best time of marketing. In the study by Sirisatien et al. (2009), a genetic algorithm
was used. Each iteration resulted in a set of feeding schedules followed by the optimal values
of the nutrient ingredients and feeding period. Both studies considered the problem at animal
level and did not take into account the inhomogeneity of animals with respect to growth and feed
conversion rate.

Markov decision models are a well-known modeling technique within animal science used
to model livestock systems. See for instance Rodriguez et al. (2011) and Nielsen et al. (2010).
For a recent survey see Nielsen and Kristensen (2014), which cites more than 100 papers using
(hierarchical) Markov decision processes to model and optimize livestock systems. An HMDP
is an extension of a semi Markov decision process (semi-MDP) where a series of finite-horizon
semi-MDPs are combined into one process at the founder level called the main process (Kris-
tensen, 1988; Kristensen and Jgrgensen, 2000). As a result the state space at the founder level
can be reduced and larger models can be solved using a modified policy iteration algorithm
under different criteria (Nielsen and Kristensen, 2014). Modeling the problem using an HMDP
compared to a semi-MDP contributes to reducing the curse of dimensionality, since the total
number of state variables can be decreased. Moreover, the total number of states at the founder
level is lower (i.e. the matrix which must be inverted in the modified policy iteration algorithm is
much smaller).

A state space model (SSM) (West and Harrison, 1997) is a statistical model which may be
used to transform large datasets obtained using online sensors into the required information about
the production process. An SSM consists of a set of latent variables and a set of observed variables.
At a specified point in time the conditional distribution of the observed variables is a function of
the latent variables specified via the observation equations. The latent variables change over time
as described via the system equations. The observations are conditionally independent given the

latent variables. Thus the estimated value of the latent variables at a time point may be considered
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as the state of the system, and with Bayesian forecasting (the Kalman filter) we can estimate the
latent variables/real state of the system via the observed variables. Examples of SSMs applied
to agricultural problems are Cornou et al. (2008); Bono et al. (2012) and Bono et al. (2013).
Moreover, an SSM can be discretized and embedded into an HMDP (Nielsen et al., 2011).

2.3 Model description

Our pig marketing and feeding problem is modeled using a hierarchical Markov decision process
(HMDP) with three levels. A short introduction to HMDPs is given below. As techniques from
both statistical forecasting and operations research are used, consistent notation can be hard to
specify. To assist the reader, Appendix 2.A provides an overview.

An HMDP is an extension of a semi-MDP where a series of finite-horizon semi-MDPs are
combined into one infinite time-horizon process at the founder level called the founder process
(Kristensen and Jgrgensen, 2000). The idea is to expand the stages of a process to so-called child
processes, which again may expand stages further to new child processes leading to multiple
levels. At the lowest level the HMDP consists of a set of finite-horizon semi-MDPs (see e.g.
Tijms, 2003, Chap. 7). All processes are linked together using jump actions (see Figure 2.1).

A finite-horizon semi-MDP considers a sequential decision problem over ./~ stages. Let
I, denote the finite set of system states at stage n. When state i € [, is observed, an action a
from the finite set of allowable actions A, (i) must be chosen, and this decision generates reward
rn(i,a). Moreover, let u,(i,a) denote the stage length of action a, i.e. the expected time until the
next decision epoch (stage n+ 1) given action a and state i. Finally, let Pr(j | n,i,a) denote the
transition probability of obtaining state j € [ ; at stage n+ 1 given that action a is chosen in
state i at stage n.

An HMDP with three levels is illustrated in Figure 2.1 using a state-expanded hypergraph
(Nielsen and Kristensen, 2006). At the first level, a single founder process p° is defined. Index
0 indicates that the process has no ancestral processes. We assume that p° is running over an
infinite number of stages and that all stages have identical state and action spaces and hence just a
single stage is illustrated in Figure 2.1. Let p'™! denote a child process at level [ + 1. Process p!*!
is uniquely defined by a given stage n', state i’ and action a’ of parent process p'. For instance,
the semi-MDP p? in Figure 2.1 is defined at stage n! = 2, state i' and action a' of the process
p! symbolized by the notation p> = (p! || (n',i',a') ). Each process is connected to its parent

and child processes using jump actions which can be divided into two groups, namely, a child
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Level O

Level 1

Level 2

Figure 2.1: An illustration of a stage in an HMDP. At the founder level (Level 0) we have a single
infinite-horizon founder process p°. A child process, such as p! at Level 1 (oval box), is uniquely
defined by a given stage, state (node), and action (hyperarc) of its parent process and linked with
the parent process using its initial probability distribution (solid lines) and its terminating actions
(dashed lines). Each process at level 2 is a semi-MDP. Note that only a subset of the actions is
drawn.

Jjump action that represents an initial probability distribution of transitions to a child process or a
parent jump action that represents a terminating probability distribution of transitions to a parent
process. This is illustrated in Figure 2.1 for process p! where child jump action a' (illustrated
using a solid hyperarc) represents a transition to the child process p? and parent jump action a’
(illustrated using a dashed hyperarc) represents termination of the process p®. Like traditional
actions, jump actions are associated with an expected reward, action length, and a set of transition
probabilities. Each node in Figure 2.1 at a given stage n of a process p’ corresponds to a state in
I! . For example, there are 3 states at stage 1 in process p. Similarly each hyperarc corresponds
to an action, e.g. action a (gray hyperarc) results in a transition to either state j; or j,.

A policy is a decision rule/function that assigns to each state in a process a (jump) action. That
is, choosing a policy corresponds to choosing a single hyperarc out of each node in Figure 2.1.
Given a policy, the reward at a stage of a parent process equals the total expected rewards of the
corresponding child processes. For instance, in Figure 2.1, the reward of choosing action a! in
state i! at stage n' = 2 in process p! equals the total expected reward of process p2. A similar

approach can be used to calculate the transition probabilities and the stage length of an action at
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a stage of a parent process.

Different optimality criteria may be considered. In this paper, our optimality criterion is
to maximize the expected reward per time unit and the optimal policy of the HMDP can be
found using a modified policy iteration algorithm. For a detailed description of the algorithm, the

interested reader may consult Nielsen and Kristensen (2014).

2.3.1 Assumptions

Consider the problem of optimizing feeding and marketing decisions in a finisher pig pen. The

problem can be modeled as a three-level semi-HMDP under the following assumptions:

- ¢™* pigs are inserted into the finisher pen;

- afinite set of feed-mixes [ is available and feed-mix f € [F cannot be changed before it has
been used for at least tj‘?i“ weeks (for simplicity, t}“i“ is the same for all feed-mixes);

- at most b™** feeding phases can be used;

- marketing of pigs is started in week ™" at the earliest;

- the pen is terminated in week t™®* at the latest, i.e. the maximum life time of a pig in the
pen is t™%;

- the growth of a pig is independent of the other pigs in the pen, i.e. the growth is not
dependent on the number of pigs in the pen;

- weekly deliveries to the abattoir in the marketing period are based on a cooperative agree-
ment where culled pigs from each pen are grouped in one transportation delivery at a fixed

time each week, i.e. the transportation cost is fixed.

To give a complete description of the three-level HMDP with feeding and marketing decisions,
each semi-MDP must be specified at all levels, i.e. stages, states, and (jump) actions including

the corresponding rewards, stage lengths (measured in weeks), and transition probabilities.

2.3.2 Stages, states and actions

As illustrated in Figure 2.1, the founder process of the HMDP is an infinite time-horizon process

where a stage represents a life of ¢g™®*

pigs inserted into the pen (until termination). A stage of
the process at the second level corresponds to a feeding phase in which the pigs are fed a specific
feed-mix f. Finally, a stage at the third level is a week of the current production cycle in the pen

under the specific feed-mix. The length, stage, states, and (jump) actions of each process at the
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different levels are described below. Whenever, the level is clear from the context, the superscript

indicating the current level under consideration will be left out to avoid heavy notation.

Level 0 - Founder process p”

max

Stage: A production cycle of g™** pigs, i.e. from inserting the piglets into the pen until terminat-

ing the pen.
Time horizon: Infinite (since the number of filling and emptying a pen is infinite).
States: A single state representing the start of a production cycle (I = {i}).

Actions: One child jump action a° representing insertion of a new group of piglets (A (i%) =

{a"}.

Level 1 - Parent process p' = (p° || (n°,i%,a%) )
Stage: A feeding phase with a given feed-mix.

Time horizon: Given a maximum of »™** feeding phases, the maximum number of stages in

process p! is A = b™* 4 1 since a dummy stage is added at the end.

States: First, consider stage/feeding phase 2 < n < b™?*, A state i is defined using the following
state variables:
Jfn: previous feed-mix (feed-mix in stage/phase n — 1);
ty: starting time of phase (week);
qn: number of pigs in the pen at the beginning of stage/phase n;
w,: model information related to the weight of the pigs, obtained using Bayesian updating

(w, € W,). Section 2.4 provides details on the way the information is obtained.

Furthermore, at this level, a dummy state i is added to represent pen termination. Note
that due to the model assumptions, the earliest starting time of phase n is (n — l)t}ni“ +1.

Moreover, if £, < ™ then ¢, = ¢™*. Hence the set of states becomes

L, ={i = (fastsGn>Wa) | fo €F tw € {(n— D)™+ 1, ™ — 1},
qn € {qmaXI{tngtmin} +I{tn>tmin}, . ,qmax},wn € Wn} U {l~},

where I{.} denotes the indicator function.
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Next, consider stage n = 1. Here the number of states to I, = W, can be reduced, since

max “and there is no previous feed-mix.

h=1,q.=q
Finally, at the dummy stage (n = .#!), only the dummy state  representing pen termi-

nation is defined.

Actions: At stage n = 1, it is possible to choose a feed-mix f € [F at state i = wy, i.e. the set
of child jump actions is A,(i) = {as | f € F}. At the subsequent stages (1 <n < A1),
possible child jump actions at state i = ( f,,ty,qn, W) are A, (i) ={as | f € F\{fs}}. The
length of all child jump actions choosing a feed-mix is zero. In the dummy state 7 a single
dummy parent jump action @ with length zero is considered which represents that the pen

has been terminated.

Level 2 - MDP p? = (p! || (n',i!,a"))

At the lowest level a semi-MDP is defined for each stage/feeding phase n', parent state i' =

1

(fu1,t41,G,1,W,1), and action @' = ay corresponding to choosing feed-mix f.

Stage: A week in the current feeding phase.
Time horizon: A stage is defined for each week 7,1, ...,#™** and hence the time horizon becomes
N =1"™ —¢t 1+ 1. That is, stage n = 1,...,.4" corresponds to week t,1 +n—1 (n — 1

weeks since the feed-mix was changed).
States: Given stage n, a state i consists of the following state variables:

qn: number of pigs in the pen at the beginning of the week;

w,: model information related to the weight of the pigs, obtained using Bayesian updating
(Wn € Wh);

&, model information related to the growth of the pigs, obtained using Bayesian updating

(g, € G,). Further details on how g, and w,, are obtained, are given in Section 2.4.

A dummy state  is also added to represent pen termination. Therefore the set of states

becomes:

max }
)

]In = {l e (qn,wn,gn) | qn (= {qmaXI{tnl+n_1§[min} +I{l‘n1+n—1>tmin}7 N ,q
w, € W,, g, € G, yU{i}.

Actions: Consider state i = (g, w,,,) at stage n. If marketing is not possible at this stage

(since t,1 +n—1< ™M) then the production process continues for another week with the
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current feed-mix using action dcont. If marketing is possible (¢,1 +n —1 > tmi",n <N,
then the set of actions can be expanded to the parent jump action aeyp, Where the pen is
terminated and actions a,, which implies that the g heaviest pigs are culled (individual
marketing). If n > t}ni“ the current feed-mix can be changed, which corresponds to parent
jump action apeymix. Finally, at the last stage n = .4, the pen must be terminated. Hence
the set of actions becomes

/

{a@cont }, b +n—1 <m0 g,
{acont, Gnewttix }» ta4n—1 < min min o o g
A”(l) = {acon‘materm}U {aq ‘ 1<g< qn}, ti+n— 1> lmin,l’l < l‘?lin,

{acont;anewMiX;aterm}U {aq ‘ 1 S q < er}> lnl +n— 1 Z tmin,t}nin <n< </V7
L {aterm}; n = </V

The lengths of actions acont and a, are one week while the lengths of actions atern and

Anewnix are zero. State 7 has a single dummy parent jump action @ of length zero.

2.3.3 Transition probabilities

To complete the formulation of the HMDP, transition probabilities must be specified for all (jump)

actions.

Level 0 - Founder process p”

Given state i and child jump action a° (insertion of a new group of piglets), a transition to state

i' =w at the first stage (n' = 1) of process p! happens with probability Pr (i' | i¥,a”) = Pro(w),

where Pro(w ) denotes the initial probability of weight information w.

Level 1 - Parent process p'

Consider state i = (f,,%,¢n, W,) and child jump action a = a that corresponds to choosing a
specific feed-mix f € . A transition to state 2= (G1,%1,&1) at the first stage (n*=1)of process
p? happens with probability

Pro(& 3 71 = ; w = Wy,
Pr( | myia) — o811 f), q1=qn, Wi n

0, otherwise,
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where Pro(&; | f) denotes the initial probability of growth information for state &; given feed-mix

f. For dummy state 7 and parent jump action @, a deterministic transition to state i happens.

Level 2 - Semi-MDP p? = (p! || (n',i',a"))

1

First, consider state i = (g, w,,&,) in process p? starting at week i,

given a’ = ay, i.e. the
process uses feed-mix f. At Level 2, two parent jump actions are considered. If the feed-mix is
changed (a = aneunix), then the process terminates and makes a deterministic transition to state
i' = (f, ty+n—1,q,,wy) at stage n' + 1. If the process is terminated using parent jump action
averm, then the system makes a deterministic transition to state i' =7in Level 1.

Next, consider states i = (g, Wy, &,) at stage n and j = (41, Wyt1,Zn+1) at stage n+ 1.
Two types of actions are possible. If the current feed-mix is not changed, the transition probability

equals

S Pr(wn+lagn+1 | thgn)’ qn+1 = Yn,
PI‘(] ’ l7acont) = . (2.1)
0, otherwise.

and if g pigs are culled, the transition probability equals:

Pr(j | i 4 ) - Pr(Wn—i-lagn—i-l | Wnagn)v dn+1 —=4n — 4, 2.2)
o 0, otherwise. .

The probability Pr(w,;1,8,+1 | Wn,2,) depends on the statistical models used for Bayesian
forecasting and will be given in Section 2.4.

Finally, if the dummy parent action in state 7 is considered, a deterministic transition to state
1

i' =7in process p' occurs.

2.3.4 Expected rewards

To finalize the description of the model, the expected reward of each (jump) action must be

specified.

Level 0 - Founder process p°

max

Action a° represents the insertion of g™ piglets and hence the reward equals r(i%,a") =

—Cpigq" %, where c,,;, denotes the unit cost of a piglet.
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Level 1 - Parent process p'

The reward of child jump action ay (choose feed-mix f) is zero since the cost of reconfiguring
the feeding system is added in Level 2. The same holds for the parent jump action @ where the

reward is assumed to be zero.

Level 2 - MDP p? = (p! || (n',i',a'))

The reward of choosing a new feed-mix (parent jump action dpeyMix) 1S —Crewnix WhETe Cpeumix
denotes the fixed cost of changing from one feed-mix to another. The reward of the dummy parent
jump action 4 is zero.

For the remaining actions (@cont, @term, dq) the expected reward equals the expected revenue
from selling the pigs minus the expected cost of feeding the pigs conditioned on the values of
the state variables and the action. Let (w ),z(l)), s (W(gn)s Z(qn)> denote the weight and weekly
feed intake of the pigs ordered such that w) < w(;1). That is, w is the weight of kth pig, i.e.

the kth order statistics. If the g heaviest pigs are culled, the revenue becomes

qn
Y. ) PO ), 2.3)
J=qn—q+1

where w( ;) and W) denote the carcass weight (kg) and the leanness (non-fat percentage) of the
Jjth pig in the pen, respectively. Price function p(-) is the unit price of the meat. Similarly, the

cost of feeding the g, — g lightest pigs is

qdn—q
Z 2(j) " Cfs 2.4)
j=1

where ¢y denotes the unit cost of feed-mix f. The expected reward r,(i,a,) can now be found as
the difference between the expected value of Equations (2.3) and (2.4). Actions dcont and dyern
may be considered as extreme culling decisions (¢ = 0 and g = g,), i.e. r,(i,acont) equals the
expectation of (2.4) with ¢ = 0 and r,, (i, asern) equals the expectation of (2.3) with g = g,,.

To evaluate the expected reward of (2.3) and (2.4), statistical models are needed to transform
the repeated measurements of weight and feed intake into relevant information about weight and

growth using Bayesian forecasting. This will be the focus in the next section.
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2.4 Bayesian updating of weight and growth

In animal production, online monitoring is a relevant method to obtain data for tracking the
changes and can be done regularly by sensors placed in the production units. Two types of
online sensors are considered in the finisher pen which provide data about live weight and feed
intake, respectively. To transform these data into information about weight and growth, we need
a statistical model. In this paper state space models (SSMs) are used to estimate the mean weight
W; and growth g; of the pigs in the pen at time . The same holds for the standard deviation o; of
the pig weights in the pen.

The set W,, in the HMDP will therefore contain discretized estimates of the mean weight and
standard deviation and the set G, will include discretized estimates of the mean growth.

SSMs can be categorized into different groups based on the dynamic nature of the considered
system and the probability distribution assumed. Two kinds of SSMs are considered and later
embedded into the HMDP. In the first model, the probability distribution of the observations,
related to the online sensors, is Gaussian (GSSM) and in the second model, these observations
come from a non-Gaussian distribution (nGSSM). The dynamics of the system is modeled by
linear equations in both models.

The next sections, first provide a description of the two models and afterwards use the models
to calculate the reward and transition probabilities of the HMDP. For a short introduction to SSMs

and the theorems used for Bayesian updating see Appendix 2.B.

2.4.1 A GSSM for average weight and growth estimations

Let (Wy,...,Wy); denote d weight estimates obtained by an online weighting method (e.g. image
processing) at time ¢. That is, an estimate of the average weight at time ¢ is w; = Zg: Wi /d.
Moreover, assume that the average feed intake per pig Z;, given feed-mix f, is measured using an

automatic feeding system. The following GSSM is used to model mean weight and growth:

11 _ 0]
system equation (6, = G6,_| + @) : Ho) = He—1 + t , (2.5
8t 01 81—1 W)
V 1 0 \Y
observation equation (y, = F/B, +Vv): vft = e + I , (2.6)
2 ki, ko 8t Vor

The system equation (2.5) models the relation between the latent variables 6, = (i, g;)’ where

the first equation in (2.5) states that the mean weight u, in the pen at time ¢ equals the mean
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weight at time r — 1 plus the mean growth and some noise. The second equation states that the
mean growth g; in the pen follows a random process. The system noise is @, ~ N(0,W) and the
prior distribution is 8y ~ N(myg r,Co ) given a fixed feed-mix f.

The observation equation (2.6) illustrates the relation between the observed variables y; =
(w,Z;)" and the latent variables. That is, in the first equation, the observed average weight equals
the mean weight plus the measurement error of the weighing method, and in the second equation,

the observed average feed intake equals

Z = ki s +kogr + Vo,

where k1, and k; are two known parameters. This relation is based on a linear approximation of
the relation between feed intake and growth stated in Jgrgensen (1993) where ky; is a dynamic
parameter to cover the non-linearity of the weight term. The observation error is assumed to be
v, ~N(0,V).

LetD; = (y1,...,y,mo,r,Co r) denote the information available up to time r. When new values
of the observable variable y, = (Wy,Z;)’ are received, Bayesian updating (Theorem 1 in Appendix
2.B) can be used to update the posterior (6; | D;) ~ N(m,,C;) at time 7. That is, the posterior mean

and covariance given the current feed-mix f become

f G G
my = R ) Ct = .
8t Ct,lz Ci2

The estimated means (fl;,g;)’ are the best estimate of the latent variables (i, g;)’. The starting
time of the GSSM is when the pigs are inserted into the pen, i.e. the prior mean of the latent
variable is mg r = (flo, o,y) Where flp denotes the average weight of the piglets at insertion and
8o,r 1s the estimated growth rate given feed-mix f (prior to receiving sensor data). The initial
covariance Cyp ¢ contains the initial covariance components of live weight and growth rate at the
time of insertion given feed-mix f.

If the feed-mix is changed at time ¢ to a new feed-mix f, this change is interpreted as a system

intervention (Kristensen et al., 2010, Section 8.2.5) and the posterior mean and covariance are

m — [y c_ C1 Corfi12
t — N ) r— )
2o.f Co.r12 Co,f2

where gy r denotes the initial estimate of the growth rate of the new feed-mix (prior to receiving

modified to

sensor data for feed-mix f) and Cp 7. denotes the initial covariances for the feed-mix f.
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2.4.2 An nGSSM to estimate the variance of weights in the pen

Assuming d weight estimates (W, ...,Wy); at time ¢, the unbiased sample variance at time ¢ is
s?2 =Y (Wi —w,)?/(d— 1). It is well known that if s? is based on observations from a normal
distribution with true variance (o;)?, then (d — 1)s? /(o;)? follows a chi-square distribution with
d — 1 degrees of freedom (Wackerly et al., 2008, p357). Hence the sample variance sl2 follows a

gamma distribution with shape a; and scale b; given as

d—1 2(0,)?
o= t3 w2

Note that since d is constant, a; is constant and known for all r > 1.

An nGSSM can now be defined with observation y; = s> and latent variable 6, = (o;)? at time ¢
where y; follows a gamma distribution with shape a, and scale b;. The natural parameter becomes
n: = —1/(o;)? and the impact on the latent variable (g(1,) = F,6;) is defined as g(1;) = (o7)?,

ie. g(n,) =—1/n:,F/ =1 (see Appendix 2.B). The system equation is:

(Gz)z = GI(GI—1)27

where G, = (ﬁ)2 fort > 1 (Gy = 1). That is, it is assumed that the true variance in the pen
increases by coefficient (-1;)* (Kristensen et al., 2012).

It should be noted that the conjugate prior distribution of (o;)? is an inverse-gamma distri-
bution (Gelman et al., 2004, p50). Hence, when the piglets are inserted into the pen (¢t = 0), the

initial (prior) distribution of the variance is

d—1 (d— 1)sg) @

6y ~ Inv-G =—— =
0 nv amma(co > ,00 >

with shape cp and scale 0¢ where s% is the initial estimated sample variance of the live weight with
sample size d. Given the nGSSM and the initial distribution (2.7), the estimate of the variance
can now be updated when a new observation s? is obtained from the pen by using Theorem 3 and

Corollary 1 in Appendix 2.B.

2.4.3 Embedding the SSMs into the HMDP

The two SSMs described in the previous sections provide information about the mean weight and
growth (L, g;) and the standard deviation o; of the weights in the pen. To embed this information
into the HMDP these values have to be discretized (Nielsen et al., 2011).
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Let Uy, = {Hl,...,H|UXn|} be a set of disjoint intervals representing the partitioning of
possible values of the continuous state variable x at stage n (e.g. x = [l,,). Moreover, given interval
I1, let centre point ® denote the centre of the interval. The set of possible values of the state
variables in the HMDP related to information about weight is W, = Uy, x Ug, and hence a state
w, corresponds to area T, x Ilg, and is represented using the centre point w, = (7, , s, )-
Similarly the corresponding set of possible values of the state variable related to information

about growth is G, = Uy, .

Transition probabilities

It is now possible to compute the transition probability Pr(wy41, 8,11 | Wn,8,) used in (2.1)
and (2.2). Since the mean and variance estimations are treated separately in different SSMs, this

transition probability can be split into two parts:

Pr<wn+17gn+l | ngn) =Pr (mn+1 = (ﬁn+1,§n+1) € H[Lnﬂ X H(g?,,_H | my = (nﬂ,177r§n))

-Pr (m51+1 =06, € H5n+1 | m; = 7'[(;’1) .
The first part can be calculated using the GSSM as

f(mnﬂ |my) (x7y>dydx>

dnt1

Pr (mn+1 6 Hﬂll+l X HgnJrl ’mn> :/

IT IT

b1

where the distribution of (1,11 | m,) can be found using Theorem 2 in Appendix 2.B. The second

part can be calculated using the nGSSM as

Pr (1 € Tloyy ) = [ Flog gy (.

Gnt1

where the distribution of (), | | m),) can be found using Theorem 4 in Appendix 2.B.

Expected rewards

The expected reward given stage n and state (¢,, Wn, &) = (qn, (g, Ts, ), g, ) in process p? can
be calculated as the expected value of (2.3) minus the expected value of (2.4). The expected

revenue of (2.3) can be written as

E (W) - 00 (1) W(k))) (2.8)
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where W ;) and W) denote the carcass weight and leanness of the jth pig (based on the order
statistics w), see Section 2.3.4). The carcass weight, Wy, of the jth pig is a fraction of live
weight (Andersen et al., 1999):

W(k) = 0.84W(k) —5.89+¢, (2.9)

where € ~ N(0,62) is a random error. Furthermore, Kristensen et al. (2012) proposed a rule of
thumb for use in production units, which is used to compute the lean meat percentage w ;) at
marketing:

v _3O(g k _g) o
W(g) = —i ) +Ww,

where g(;) denotes the average daily growth/gain of the kth pig until marketing, g is the average
daily growth in the herd, and W is the average herd leanness percentage at marketing. The average
daily growth ¢ days after insertion into the pen is g() = (W) — flo)/t, where fly denotes the
average weight at time of insertion into the pen.

The expected cost of (2.4) is:

qn—q
kag1 E(Z(k)). (2.10)

and from (2.6), the ordered random variable z) equals:
Z(k) = kuw ) +kag .-

Note that the evaluation of (2.8) and (2.10) is rather complex since it involves calculating the
mean of a piecewise reward function and the truncated normal distribution. However, the values
of (2.8) and (2.10) can be simulated using a simple sorting procedure and given the fact that
w ~ N(7mp, ) where w denotes the weight of a pig randomly selected in the pen at the current

stage.

2.5 Numerical example

To illustrate the functionality of the proposed optimization model, the HMDP is applied on
three pens with different properties (average weekly gain). The average weekly gain of Pen 2 is
assumed to be “normal” (an initial growth of 5.8 kg/week using Feed-mix 1), and Pens 1 and

3 grow 20 percent slower and faster, respectively, than Pen 2. Moreover, to initialize the three
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pens with the same conditions, the pigs are fed by the same feed-mix (Feed-mix 1) at the time of

insertion into the pen.

2.5.1 Model parameters and observation data

To obtain time series of observations (w,,Z;) and s> used by the GSSM and nGSSM a simulation
model was developed. The model is based on the biological growth formulas in Jgrgensen
(1993). The simulation model and the generated data are available online for reproducibility (see
Pourmoayed and Nielsen (2014b)).

An example is given in Figure 2.2 that shows the observed values of average live weight wy,
average feed intake Z;, and the standard deviation s; (resulted from the simulation). It also gives
the estimated information of live weight and growth (calculated using Bayesian updating with
the GSSM and nGSSM) in the three pens. These values together with the other state variables are
used to identify the current state in the HMDP. Note that the simulation is started with Feed-mix
1 and each time the feed-mix is changed, we continue the simulation using the new feed-mix.

The parameters used for the HMDP are given in Table 2.1. The parameter values have been
obtained using information about finisher pig production (Danish conditions) and related literature
(see the footnotes in Table 2.1).

Table 2.2 contains parameter values related to the GSSM and nGSSM. The values have been
estimated with time series generated using the simulation model. More specifically, we used the
expectation-maximization algorithm (Dethlefsen, 2001) to find V and W, and the initial posterior
parameters myg | and Cp | were estimated using the weight data at the time of inserting the piglets
into the pen. For the nGSSM, the initial sample variance s(z) was calculated using the time series
data and d = 35 is used as the number of weight estimates per day. Finally, note that each feed-
mix implies a special growth rate in the pen (go,s) and that feed-mixes with higher growth rates
are more expensive in comparison with other feed-mixes (cy).

To calculate the revenue of marketing in (2.3), the unit price function p(W( i)W j)) should
be specified, which under Danish conditions is the sum of two piecewise linear functions p(w)
and p(w) related to the price of carcass and a bonus for the leanness percentage per kg meat,
respectively. We define (W) and (W) based on the meat prices used in Kristensen et al. (2012)!

as

IFor current prices see http://www.danishcrown.dk/Ejer/Noteringer/
Aktuel-svinenotering.aspx
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Table 2.1: Parameter values (HMDP).
Parameter Value Description
qm 15 Number of pigs inserted into the pen.*
bmax Maximum number of feeding phases.?
|F| 3 Number of available feed-mixes.”
t}ni“ 3 Minimum number of weeks using feed-mix f.¢
max 12 Maximum number of weeks in a growing period.*
¢min 9 First possible week of marketing decisions.?
CrowMix 0 Cost of changing the feed-mix (DKK).4
Cpig 375 Cost of a piglet (DKK).>
cy {1.8,1.88,1.96}  Unit cost of feed-mix f = 1,...,3 (DKK/FEsv).%¢
g 6 Average weekly gain (kg) in the herd.”
w 61 Average leanness percentage in the herd.©
O¢ 1.4 Standard deviation of €.¢

“ Value based on discussions with experts in Danish pig production. ® Time series of Danish prices can be seen
at http://www.notering.dk/WebFrontend/. ¢ Value taken from Kristensen et al. (2012). ¢ FEsv is the
energy unit used for feeding the pigs in Denmark. One FEsv is equivalent to 7.72 M1J.

;

0
02w —2.7
0.1w+3.3
p(W)=1410.3
—0.1w +18.9
9.3
\9.1

and

POP) =0.1(w% —

A plot of the two functions is given in Figure 2.3.

w < 50

50 <Ww <60
60 <w <70
70 < W < 86 (2.11)
86 <w <95

95 <w < 100

W > 100,

61).

Finally, in order to initialize the HMDP, possible values of the state variables should be

determined for each stage. For the discrete state variables (g,,?,, f), the possible values are set

according to the set of states defined in Section 2.3.2. Moreover, based on the discretization

method in the beginning of Section 2.4.3, the continuous state variables ({l,,, 6,,, &,) are divided
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Figure 2.2: Observed and estimated information of live weight and growth rate in the three pens.
Observed information are average live weight w;, average feed intake Z; and standard deviation
of live weight s; per week (resulted from simulation). Estimated information are estimated means
of live weight and growth rate, fI; and g, (computed using the GSSM), and estimated standard
deviation of live weight 6; (computed using the nGSSM). Bars show the number of pigs g, in
the pen before the optimal action is carried out. The vertical dotted and solid lines show the
times when the marketing and feeding decisions occur in the system based on the optimal policy,
respectively.

into the 11, 7 and 5 intervals, respectively. The centre points of these intervals are specified such
that they represent the possible values of the weight and growth information in the system. An

overview over the values of each state variable is given in Table 2.3.

2.5.2 Model results

The HMDP was coded using C++ (gcc compiler) and R (R Core Team, 2015). The source code
is available online (Pourmoayed and Nielsen, 2014b). After the model was built, the optimal

policy was calculated with the modified policy iteration algorithm using the R package “MDP”
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decision. Numbers close to cull actions (a,) are the number of pigs culled.
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Table 2.2: Parameter values (GSSM and nGSSM).

Parameter Value Explanation
GSSM
0.066 0.027 . . a
Vv (O. 027 0. 012) Observation variance.
2.1 —0.124 . a
w (_0.124 0112 > System variance.
26.49 o . . A A .
mo.1 58 Initial prior mean weight and growth mg ; = (fly,£o,1) for Feed-mix 1.4
426 0.32 o . . . . a
Co,1 <0.32 05 3) Initial prior covariance matrix for Feed-mix 1.
{0.134 — 0.004i +
ki 0.0001# : Energy requirements (FEsv) per kg live weight.”
i=1,...,12}
ko 1.549 Energy requirement (FEsv) per kg gain.©
8o.f {5.8,6.3,6.8} Initial growth rate estimate of feed-mix f =1,...,3.4
nGSSM
53 7.65 Initial sample variance (kg?).
d 35 Sample size (observations per day).¢

“ Estimated based on time series generated using the simulation model. > Based on a linear approximation of the
relation between feed intake and growth stated in Jgrgensen (1993). ¢ Value taken from Jgrgensen (1993). 4 Value
based on discussions with experts in Danish pig production. ¢ Value used in the simulation model.

Table 2.3: Possible values of the state variables and the range of the centre points in the HMDP.

State / Week (n) 1 2 3 4 5 6 7 8 9 10 11 12
qn 15 15 15 15 15 15 15 15 1-15 1-15 1-15 1-15
t, (week) 1 1 1 1,4 1,45 1,46 1,47 1,48 1,49 1,4-10 1,4-11 1,4-11
fa 1 1 1 1-3 1-3 1-3 1-3 1-3 1-3 1-3 1-3 1-3
g, (kg)* 7-47 14-54  20-61 28-68 35-75 42-82 49-88 56-96 63-103 70-110 77-116 84-124
75, (kg)* 1.6-6.4 2.1-69 26-74 3.1-79 3.6-84 4.1-89 4.6-94 5199 56-104 6.1-10.9 6.6-11.4 7.1-11.9
g, (kg)* 44-82 44-82 44-82 4482 44-82 44-82 4482 44-82 44-82 4482 4482 4482

¢ Variables fl,, 6,, §, are discretized into 11, 7, and 5 intervals, respectively. Rows 7, , 7, , and 7z, show the range of the

possible values of f1,,, 6, and g,,.

(Nielsen, 2009). The resulting model consists of 802581 states and 5050446 actions (one stage
of the founder process including states and actions of sub-processes).

The CPU time for building and solving the model was 268 and 94 seconds, respectively
(Fujitsu laptop with 17-4800MQ CPU and 32 GB of memory running on a Windows 7, 64 bit
OS). Note that the model has only to be resolved when the model parameters change, e.g. a new
estimation of V and W which might be re-estimated monthly. Therefore, a fast solution time is

not the primary focus.
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The information from each pen, i.e. the values g, t,, fu, s, 6, and g,, is used to find the
relevant state in the HMDP. Next, the optimal action is found using the calculated optimal policy.
The resulting optimal feeding and marketing decisions (i.e. the sample path of the MDP) are
illustrated in Figures 2.2 and 2.4 for each pen. In Figure 2.2 the vertical dotted and solid lines
show weeks where marketing and feeding decisions are taken in the system. The bars show the
number of pigs left in the pen before a (possible) marketing decision. For instance, in week
9, three pigs in Pen 3 are marketed. A detailed overview of the optimal decisions is given in
Figure 2.4. Here the plot of each pen is separated into two parts. The solid line in the upper part
shows the optimal feed-mix. A jump indicates that the optimal decision is to change the current
feed-mix. In the lower part of each plot the optimal marketing decision is illustrated by means of
symbols. For instance, the black dots indicate a culling action.

A closer look at Figure 2.4 shows that all pens start with Feed-mix 1. After 3 weeks, the
feed-mix in Pen 1 (with the lowest weekly gain) changes to Feed-mix 2, resulting in a better
growth rate compared to Feed-mix 1. Pen 1 (low growth) uses this feed-mix until week 8 and
after that Feed-mix 3 is chosen for the remaining weeks because a higher growth is obtained
(compared to using Feed-mix 2), and hence the appropriate live weight is reached at the end of
the growing period. In Pen 2 (normal growth), we change the feed-mix in week 4 from Feed-mix
1 to Feed-mix 2 and until week 12 this feed-mix is used in the pen. In this pen, the average growth
rate is appropriate and there is no need to use a more expensive feed-mix (Feed-mix 3) with a
faster expected growth rate. Finally, in Pen 3 (high growth), the feed-mix remains unchanged
since the pigs genetically grow fast in this pen using the cheapest feed-mix (Feed-mix 1) and they
will have an appropriate live weight in the last weeks of the growing period.

The length of the growing period, i.e. the number of weeks before terminating the pen, differs
between pens. Pens 1 and 2 are terminated at the maximum growth length (week 12) since a good
slaughter weight is reached for the remaining pigs. However, Pen 3 is terminated in week 11.
Due to the high growth rate in this pen, the average weight in week 11 is appropriate and the pen
is terminated such that a new batch of piglets can be inserted into the pen earlier (new production
cycle).

Individual marketing decisions are made in all pens to select the heaviest pigs for marketing.
Usually pigs grow with different growth values in the pen and hence in the last weeks of the
growing period (from week 9 to 12) they obtain different live weights. Hence, these decisions
are made in order to market the pigs that are in the best slaughter weight interval (with a live

weight approximately between 89 and 109 kg due to (2.9) and (2.11)). For instance, in Pen 2, the
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Table 2.4: Three groups of scenarios to show the impact of changing model parameters. The basic
scenario is based on the parameters in Tables 2.1 and 2.2 where ™" = 9 and t™** = 12 weeks.

Scenario group Parameter change Gross margin per week (DKK)
Basic none 71.349
fmin — 8 71.355
Group 1 - starting time of marketing period i — 10 71.249
min =11 70.428
M =11 34.155
. . . M =13 92.618
Group 2 - maximum length of marketing period max _ 14 104.644
M =15 110.884
. . 10% increase 27.444
Group 3 - feed-mix unit cost 10% decrease 116.064

4 heaviest pigs are culled in week 11. As a result, these individual marketing decisions lead to
a decrease in the inhomogeneity between the remaining pigs in the pen, which implies a more
consistent growth among the remaining pigs.

Changing the parameters of the model influences on the optimal policy. To make a small
sensitivity analysis, three groups of scenarios are considered and compared with the basic scenario
based on the parameters in Tables 2.1 and 2.2. In the first group of scenarios the starting time of
the marketing period is changed by considering different values of ™" under a fixed growing
period (t™** = 12). In the second group, the maximum length of the marketing period is altered
by changing r™® under a fixed starting time for marketing decisions (™" = 9) and in the third
group different feed-mix unit costs are taken into account. Under each scenario, the optimal
policy of the HMDP and the gross margin per week are calculated for comparison.

The results are shown in Table 2.4. In Group 1, a change in the starting time of possible
marketing decisions (™) has a small impact on the gross margin while in Group 2 the maximum
length of the marketing period (+™**) has a much higher impact on the gross margin per week.
Therefore, it is better to increase the marketing length by extending the growing period ™
compared to lowering ™. This illustrates the importance of the length of the growing period in
the pen. Finally, in Group 3, a decrease/increase in the feed-mix unit cost gives a higher/lower
gross margin. The effect is relatively high which shows that the profit of the production unit is

extremely dependent on the feeding costs.
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2.6 Conclusions and further research

In the production of growing pigs, the decision maker must consider feeding and marketing
decisions simultaneously. In this paper, we presented a three-level HMDP which considers both
feeding and marketing decisions at pen level.

We used a Bayesian approach to update the state of the system such that it contains the
updated information based on previous measurements. More specifically, a GSSM is used to
forecast mean weight and growth information based on online measurements and an nGSSM is
used to forecast the weight variance within the pen. By embedding the SSMs into the HMDP, the
model takes into account new online measurements. Both SSMs are embedded into the HMDP
using a general discretization method.

A numerical example shows that the optimal policy adapts to different pen conditions (we used
three pens with different genetic properties) and chooses actions which maximize the expected
reward per time unit. Furthermore, a marginal sensitivity analysis illustrated the importance of
the length of the growing period and feed-mix cost.

The model presented in this paper can be used as a part of a decision support system with
online data such that the system state can be found using Bayesian updating and the optimal
policy of the HMDP can determine the best feeding and marketing decisions at pen level. For
simplicity we have assumed that the three alternative feed mixes available for the pigs are the
same throughout the production period. In practice it would be natural to adjust the feed mixes
to the various growth phases so that the alternatives taken into account depend on the age of the
pigs. It would be straightforward to implement such a more realistic setup so it is not a limitation
for a practical use. Moreover, in practice there is a risk of death in the pen such that about 4%
of the pigs die during the growing period in the finisher unit (Vinther, 2011). The mortality rate
can easily be considered in the model by adding a fixed probability of death to the transition
probabilities of an action. There are, however, some other limitations of the model that require
more thorough consideration.

First, the model considers feeding and marketing decisions at pen level and ignores possible
constraints at section or herd level. For instance, limitations in the feeding management system
and the transportation strategy to the abattoir are currently ignored. That is, we assume weekly
deliveries to the abattoir in the marketing period based on a cooperative agreement where culled
pigs from each pen are grouped in one delivery. Hence, the transportation cost is fixed and can

be ignored. This is the situation in many Danish herds since the majority of farmers in Denmark
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use a single abattoir which also handles the transport. To handle constraints and decisions about
transportation costs (e.g. truck capacity), we need to extend the model from pen level to section or
herd level. Given the current modeling framework, this extension may be difficult due to the curse
of dimensionality since the number of states will grow dramatically. As a result there is a need
for an approximation method to approximate the value function of the HMDP and find the best
marketing policy in the herd. This can be done by using an approximate dynamic programming
approach (Powell, 2007) and is a possible direction of future research.

Second, we may have weekly variations in the carcass price (2.11) and piglet cost in practice.
This fact may have an influence on the marketing decisions but has been ignored in this study
and in previous papers using HMDP models (Nielsen and Kristensen, 2014). Considering price
variations in a model with marketing and feeding decisions is difficult since state variables related
to price information have to be introduced into the model which will result in an exponential
increase in the number of state variables. Two directions are possible. Either approximate dynamic
programming methods are applied or other state variables are excluded from the model. Price
variations can be analyzed using an SSM and Bayesian updating and embedded into an HMDP
which is a subject of future research.

Finally, the model may be extended to handle information and decisions about diseases such

as diarrhea and tail biting.
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2.A Notations

Since the paper uses techniques from both statistical forecasting and operations research, we had
to make some choices with respect to notation. In general, we use capital letters for matrices and
let A’ denote the transpose of A. Capital blackboard bold letters are used for sets (e.g. W, and
[F). Subscript indices indicate e.g. stage, week, and feed-mix and are separated using a comma.
Superscript is only used to indicate the level in the HMDP except when lower and upper limits on
ranges (e.g. t?i“ and r™#) are considered. Greek letters are used for some stochastic variables and
their mean and variance such as 6; and ;. Finally, accent £ (hat) is used to denote an estimate of x
and accent X (bar) the average of a group of x-variables. A description of the notation introduced

in Section 2.3 and Section 2.4 is given in Tables 2.5 and 2.6, respectively.
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Table 2.5: Notation - HMDP model (Section 2.3). Given in approx. the order introduced.

Symbol Description

I, Set of states at stage n.

A, Q) Set of actions given stage n and state i.

r(i,a) Reward at stage n given state i and action a.

up(i,a) Expected length until the next decision epoch at stage n given state i and action a.
Pr(j|n,i,a) Transition probability from state i at stage n to state j at the next stage under action a.
Pro(i) Initial probability of state i.

p! A process at level ! (superscript is used to indicate level).

N Time horizon of process p’ at level /.

n', il al A stage, state, and action in process p’ .

qm™ Number of pigs inserted into the pen.

bmax Maximum number of feeding phases.

max Latest week of pen termination.

t}mn Minimum number of weeks for using feed-mix f.

o First possible week of marketing decisions.

Ja Previous feed-mix used at stage/phase n — 1, f, € [ (set of possible feed-mixes).

th Starting time of phase/stage n (week number), 1 <7, <™ —1.

qn Remaining pigs in the pen at stage n, 1 < g, < g™**.

Wy, Model information related to the weight of the pigs, w, € W, (set of possible weight information).
Sn Model information related to the growth of the pigs, g, € G, (set of possible growth information).
ar Child jump action for choosing feed-mix f € F.

newMix Parent jump action related to changing the current feed-mix.

Qtern Parent jump action related to terminating a pen.

dcont Action related to continuing the production process without any marketing.

ay Action related to marketing the g heaviest pigs in the pen (1 < g < g).

Cpig Unit cost of a piglet (DKK).

Crewttix Fixed cost of changing the feed-mix (DKK).

cy Unit cost of feed-mix f (DKK/FEsv).

W) Weight of the kth pig in the pen (kg).

Z(k) Weekly feed intake of the kth pig in the pen (FEsv).

Carcass weight of the kth pig in the pen (kg).

Lean meat percentage of the kth pig in the pen (%).
Unit price of carcass meat (DKK/kg).

Leanness bonus for 1 kg meat (DKK/kg).

Unit price of meat, p(Ww,w) = p(Ww) + p(w) (DKK/kg).
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Table 2.6: Notation - GSSM and nGSSM models (Section 2.4). Given in approx. the order
introduced.

Symbol

Description

GSSM (Section 2.4.1)

i Mean weight in the pen at time ¢.

g Mean growth in the pen at time ¢.

Wy Average weight estimate at time 7, w, = ZZ=1 Wy /d where Wy, denotes the kth weight estimate and d is
the number of weight observations per time unit (sample size).

Z Average feed intake per pig at time ¢.

6; Latent/unobservable variable(s).

Yt Observable variable(s).

G Design matrix of system equation.

F Design matrix of observation equation.

a System noise, @ ~ N(0,W) where W denotes the system covariance matrix.

V; Observation error, V; ~ N(0,V) where V denotes the observation covariance matrix.

(mp,Co) Mean and covariance matrix of prior given feed-mix f, 6y ~ N(mg,Cp .

D, Set of information available up to time ¢ in the system, D; = (y1,...,;,m0,C0).

(my,C;)  Mean and covariance matrix of posterior at time ¢, (6; | D;) ~ N(m;,C;).

ki Energy requirement per kg live weight (FEsv/kg).

k Energy requirement per kg gain (FEsv/kg).

nGSSM (Section 2.4.2)

O; Standard deviation of the weights in the pen at time 7.

s? Sample variance of weights in the pen at time ¢, s> = Zle (W; —w,)2/(d—1).

ul Natural parameter of the exponential family distribution.

(ar,b;)  Shape and scale parameter of the Gamma distribution, s? ~ Gamma (a;, b;).

(¢,0) Shape and scale parameter of the inverse-Gamma distribution, (6p)? ~ Inv-Gamma (¢;, ;).

Embedding into the HMDP (Section 2.4.3)

Uy, Set of disjoint intervals representing the partitioning of possible values of estimate x at stage n,
U,, = {I,... ﬂHIUx,,\} where IT;, denotes interval k.

T, Centre point of IT;.

€ Random error in estimation of carcass weight given live weight, € ~ N(0, Gg) where o, denotes the
standard deviation.

g Average weekly gain (kg) in the herd.

gk Average daily growth/gain of the kth pig until marketing.

W Average leanness percentage in the herd.

=
S

Initial average weight (kg) at insertion time into the pen.
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2.B Statistical models for Bayesian updating

Gaussian state space model (GSSM)

A GSSM includes a set of observable and latent/unobservable continuous variables. The set of

latent variables 6y, ;,...} evolves over time using system equation (written using matrix notation)
0, = G;6,—1 + o,

where @, ~ N (0,W;) is a random term and G, is a matrix of known values. We assume that the
prior 6y ~ N(mg,Cp) is given. Moreover, we have a set of observable variables y (1=12,...) (the data
acquired from the online sensors) which are dependent on the latent variable using observation

equation

Ve = Ftler + Vi,

with v, ~ N (0,V;). Here F is the design matrix of system equations with known values and F’
denotes the transpose to matrix F.

The error sequences ®; and V; are internally and mutually independent. Hence given 6; we
have that y; is independent of all other observations and in general the past and the future are
independent given the present.

Let D;—1 = (y1,...,Y1—1,mp,Co) denote the information available up to time # — 1. Given the
posterior of the latent variable at time r — 1, we can use Bayesian updating (the Kalman filter) to

update the distributions at time ¢ (West and Harrison, 1997, Theorem 4.1).
Theorem 1 Suppose that at time t — 1 we have

(6—1 | Dy—1) ~N(my—1,Ci—1), (posterior at timet —1).
then

(6, | Dy—1) ~N(bs,R;), (priorat timet)
(y¢ | Dy—1) ~N(f;,0Qr), (one-step forecast at timet —1)
(6, | D;) ~ N (m,Cy), (posterior at timet)
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where
by = Gimy;_y, R; = GtCz—IG; +W
Ji = F;lbza 0= Fz/RtFt +Vi
ez:)’z—ft, B,:RIF,Q,_I
m; = by + Be;, G =R, _BIQIB;-

Note that the one-step forecast mean f; only depends on m;,_1, i.e. we only need to keep the most
recent conditional mean of 6;_ to forecast the next value. Hence when making a prediction based
on D;_, we need only to store m,_;. Similarly, the variance Q; only depends on the number of
observations made, i.e. we can calculate a sequence Qy, ..., Q; without knowing the observations

Y1505Vt
The distribution of (. | m;) can also be found (Nielsen et al., 2011, page 303).

Theorem 2 The conditional random variable (my1 | m;) follows a multivariate normal distribu-
tion

(M1 | my) ~ N(Gyo1my, B 10541Bly1)-

Non-Gaussian state space model (nGSSM)

An nGSSM relaxes the Gaussian assumption of the observed values, i.e. observations are not
conditional Gaussian given the values of the latent variable 6,. Instead the probability distribution
of the observable variable y; belongs to the exponential family, i.e. the density function is:

FOr|ne,w) =exp (X(yt)nt _amt)) q(ye ue), (2.12)

U

with natural parameter 1, and scale parameter u,. Functions a(n;), x(y;), and g(yr,u,) are

assumed known. The equation

g(n:) = F6;, (2.13)
defines the impact of the latent variable 6; on the natural parameter 1,. Here, g(1);) is a known
function. Finally, to specify the full nGSSM model, a system equation has to be specified:

6; = G161 + K,

with &; ~ [0, H;|, meaning that k; has zero mean and a covariance matrix H;. There is no as-
sumption about a normal distribution. In other words, the distribution is only partially specified

through its mean and variance (we use the notation k; ~ [m;, H;]).
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As for the GSSM, the purpose of Bayesian updating is to estimate the latent variable 6, using
previous information ;| = (yy,...,yr—1,mp,Cp) available up to time ¢ — 1. However, due to
(2.13) we also estimate the parameter 1;. An updating procedure was presented by Kristensen
et al. (2010, Section 8.5.4). Since there is no normality assumption, only an approximate analysis
can be conducted. Moreover, the conjugate family of 717; must be known.

In our application a gamma distribution with shape parameter a; and scale parameter b; is
used, i.e. N, = —1/a;b,, Vi = 1/, a(n,) = In(5L), () =y and g(yr,a,) = "~ /T(a;) and
the density becomes

exp(—yr /by )y
b/ T(ay)

Moreover, the conjugate prior of g(1;) is an Inverse-Gamma distribution. As a result, the updating

f(elas, b)) = (2.14)

procedure (Kristensen et al., 2010, Section 8.5.4) reduces to the theorem below.
Theorem 3 Suppose that at time t — 1 we have
(6—1 | Dy—1) ~ [my—1,Ci—1]  (posterior at time t — 1),

Moreover, assume that g(n;) ~ Inv-Gamma (¢;,0;), g(n;) = —1/1;, and that the density f(y;|a;,b;)
equals (2.14). Then
(6 | Dy—y) ~ [bs,R] (prior at time t),

(g(My) | D) ~ [f;, Qs (prior of g(n;) at time t),
(6, | Dy) ~ [m;,C;] (posterior at time t),

where
by = Gim;_q, R; = G;C— 1G + H;,
fl Fbta Ql lRtEa
=b+RF(f —f)/Or, Ct:Rt_RtE‘E/Rt(l_Q:/QZ)/Qt,
*2
oF (04
= . -
LB "(BF)A(Br—1)
o = oy +ay;, B =B +ay,
A fz
o =217,
= T =0t

PROOF Consider the updating procedure by Kristensen et al. (2010, Section 8.5.4) which consists

of seven steps. The first three steps are the same, but repeated below for readability.
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a) Posterior information for 6;_; at time ¢t — 1:
(61 | Dy—1) ~ [my—1,Ci—1],
b) Prior for 6; at time ¢:
(6; | Dy—1) ~ [b1,R)), by = Gimy_1, Ry = G,C,_1G; + Hj.
¢) Prior for g(n,) at time ¢:

(&) | Dy—y) ~ [fi,Q4d, fi= E/bt> 0= F}/Rth-

d) Approximate full prior for 7, at time ¢: According to our assumptions we have that (g(1,) |
Dy_1) ~ Inv-Gamma (¢;,0;) where ¢, and d, are the shape and scale parameters, g(1n;) =
—1/7;, and that the density of y, is (2.14).

In this step we need to identify the conjugate prior of 1, = —1/g(1;) using the general

form of the conjugate prior with two parameters o, and f3; (Kristensen et al., 2010):

S(Me|Dy—1) = (o4, Br) exp(aun, — Bra(n;)),

where ¢(oy, ;) is a known function and a(n;) = In(—1/7;,) as defined in (2.12). If we
suppose y = 1, and x = g(1;), i.e. y = h(x) = ’71, then by applying the transformation rule,
the density function of 7, is

~1
S| -1) fo(h_l(y)m[l)aha ()

y
[ 1 o > 1
_ —1 Ct _ _
F(C[)( /nt) exp _1/nt ntz
DtCt ¢—1
F(C;) ( nl) CXp(Dt Th)
o D=
= F(cl)exp(bmr—m— ) H(E))-

Hence the parameters o4 and f3; in the conjugate prior of 1, become:
al:D[, ﬁt:C[—l. (215)

Finally, we fit o and ; such that

E(g(m) | Diot) = s = o = fi 2.16)

r—1 t
o7 of
Var(g(nt) “thl) = (Ct_ 1)2(Ct—2) - (ﬁt)z(ﬁt_ 1) =0,
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implying that

3 2
at:%+ﬁ7 ﬁl:%—i_l

e) One step forecast of y;: In this step we need to find the forecast distribution f(y,|D;_1).
According to the concepts of the nGSSM models, the general form of this distribution with
two parameters o; and f3; is (Kristensen et al., 2010):

c(ar, Br)g(ye, w)
(0 + Ox(ye), B+ )’

feDy—y) = c

where ¢(y;,u,) and x(y;) have been defined in (2.12) and ¢, = L% Using the values of oy
and f; found in Step d, the forecast distribution f(y,|D,_) equals

1 1 —0\*"! AN
SOilD-1) = (y’ ) -(1+y’ ) ,

B(Cl[,ct) .Dt/at. a[/a[ a[/a[

C(a)T(er)
T(a;+c)

(Crooks, 2013, page 50) and hence

where B(a;,¢;) = . That is a generalized beta prime distribution denoted by f’

(yt|]D)l‘*l) Nﬁ/(ll/17l)[/27l//3aw47w5)7 (217)

with parameters: y; = 0 (location); w, = 0,/qa, (scale); y3 = a, (first shape); yy = ¢
(second shape); and ys5 = 1 (Weibull power parameter).

f) Posterior distributions for 1, and g(n,) at time 7: The general form of posterior density

function of 7y is:
F(e|Dy) = ey, B") exp(oy' ne — Bra(ny)),
with

(Xt* = O —{—(P;yt = O —I—aty;, ﬁt* = B[ +¢[ = ﬁ;+a;. (218)

The last relation follows from ¢; = ul, = a;. If we suppose x = 1; and y = g(7;) then, based

on relation g(1;) = —1/7,, we have y = h(x) = =! and using the transformation rule, the
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posterior distribution of g(n;) is:

_ oh~(y
801D = £ (D) 5
(o )Pt —oy * 1
= ex — B In —
(o )P+ —(Br1)-1 o
= ' — . 2.19
It follows from (2.19) that (g(n;) | D;) ~ Inv-Gamma (¢;,9;) with
=B +1, =0
Next, we fit o and f3;* such that
y [ o
fr=E(gm) |Dy) = =27,
¢ —1 t
(07)° (o)?

Q; = Var(g(n,) | Dy) = (¢ —12(c—2) BRB-1)

g) Posterior of 6; at t: The posterior parameters m; and C; are

my =b+RF(ff = f)/0:, C=R _RIEF;:,RI(I —Q;/0:)/ 0.

Since the above steps calculate the values stated in Theorem 3, this finishes the proof.

Corollary 1 Given Theorem 3 and F; = 1 we have that

ﬁ:bh Qt:Rh
mI:f[*a CZZQ;‘)<

Finally, the probability distribution of (m, | m;) can be found.

Theorem 4 Under Theorem 3 and Corollary 1 and assuming H; = 0, the conditional random

variable (myy | m;) follows a generalized beta prime distribution. That is,

(meg1 | me) ~ B’ (w1, 2, W3, Wa, ¥s),

with parameters: Yy = Gyym B /(B +a,11) (location), W, =y (scale), Wz = ;4 (first shape),
vy = B + 1 (second shape), and ys = 1 (Weibull power) where a,11 is the shape parameter of

the exponential family distribution of y;4 1.
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PROOF Assume that Theorem 3 and Corollary 1 hold. Then

a*
(M1 [ me) = (i [ me) = ( t:l | m;) = Apy1 + By (Ve 1|Dy),
t+1

since based on (2.18) we have that

*

a
+1
- = A1 By,
BH—]
where
O +1 Qe 1
Aipil=5———, Biyi=5———.
Bri1+ a1 Bir1+ a1

From (2.16) and since H; = 0, we have that

2 %\ 2 %2 %\ 2 %2
o, G o (04
w1 S 1 ( szz? 1 ft* 1 ( t*> - t* =B,
fir1 O G1+107G; 4 o; B (B 1)

Bre1 =

which implies that
Oy 1 = fir1Bir1 = fir1 B = Gram: B

As aresult we can compute A, and B; 1| as

Gt+1mtﬁt* ar4+1

At+1 = 3 t+1 = 5% . -
B+ a1 B+ a1

which are two scalars given m; (since parameters a,41 and f3;* are known values given ¢).
Recall from (2.17), we have that (y;1 | D) ~ B’ (Y1, ¥, U3, Wy, W5 ), with parameters: §; =0
(location), Y = 0;41/a,41 (scale), W3 = a,41 (first shape), Yy = ¢, (second shape), and J5s = 1

(Weibull power parameter). Hence we have that

(me1 | my) ~ B’ (w1, w2, W3, v, ys),

with parameters: Y¥; = A, 11, Yo = B110,41/0 11, W3 = 0,41, WYa = ¢4, and Y5 = 1. Here we

have used the property that if
X ~ ﬁ,(lllla Yo, Y3, Yy, WS),

then (based on the transformation rule)

a+bX ~ B'(a+y1,bya, v, Yu, ys).



58 Paper I

Note that due to (2.15), we have that

Orp1 Oy
B +ary1 B tan

Yo =B 101 /041 = =A41,

and
W=cp =P +1=8"+1,

which finishes the proof.
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Slaughter pig marketing under price fluctuations

Reza Pourmoayed and Lars Relund Nielsen
CORAL, Department of Economics and Business Economics, Aarhus University, Fuglesangs Allé 4, DK-8210
Aarhus V, Denmark.

Abstract: In the production of fattening pigs, pig marketing refers to a sequence of culling
decisions until the production unit is empty. The profit of a production unit is highly dependent
on the price of pork, the cost of feeding and the cost of buying piglets. Price fluctuations in the
market consequently influence the profit, and the optimal marketing decisions may change under
different price conditions. In this paper we formulate a hierarchical Markov decision process
with two levels which model sequential marketing decisions under price fluctuations in a pig pen.
The state of the system is based on information about pork, piglet and feed prices. Moreover, the
information is updated using a Bayesian approach and embedded into the hierarchical Markov
decision process. The optimal policy is analyzed under different patterns of price fluctuations.

We also assess the value of including price information into the model.

Keywords: OR in agriculture; Markov decision process; herd management; Bayesian updating;

price fluctuations.

3.1 Introduction

In the production of fattening pigs, one of the main managerial decisions is pig marketing (Kure,
1997). It refers to a sequence of culling decisions until the production unit is empty. The profit at
marketing depends on endogenous factors such as growth, housing conditions and management
policy as well as exogenous factors such as market prices. Prices of pork, piglets and feed may
fluctuate in the market on a weekly basis and hence the farmer should take into account the
influence of price fluctuations when he decides when to send animals to the abattoir.

In a production system of growing/finishing pigs (Danish standards), animals may be consid-
ered at different levels: herd, section, pen, or animal. The herd is a group of sections, a section
includes some pens, and a pen involves some animals (usually 15-20). When the production

process of growing/finishing (fattening) pigs is started, the farmer either buys piglets on the
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market or transfers them from another production unit when they weigh approx. 30 kg. The
piglets are inserted into a finisher pen where they grow until marketing (9-15 weeks). Since pigs
in general grow with different growth rates, they obtain their slaughter weight at different times in
the last weeks of the growing period. At the end of the growing period the farmer should therefore
determine which pigs should be selected for slaughter (individual marketing). The reward of
marketing a pig depends on the pork price of the carcass weight, the cost of buying the piglet on
the market, i.e. the piglet price and the cost of feeding which is dependent on the feed price at
the time when the feed stock is bought (e.g. at the start of the production cycle). Next, after a
sequence of individual marketings, the farmer must decide when to terminate (empty) the rest of
the pen. Terminating a pen means that the remaining pigs in the pen are sent to the slaughterhouse
(in one delivery) and after cleaning the pen, another group of piglets (each weighing approx. 30
kg) is inserted into the pen and the production cycle is repeated. That is, the farmer must time
the marketing decisions while simultaneously considering the carcass weight, the length of the
production cycle and exogenous price conditions. For an extended overview over pig production
of growing pigs, see Pourmoayed and Nielsen (2014).

Various studies have considered pig marketing (see e.g. Ohlmann and Jones (2008); Kris-
tensen et al. (2012), and Khamjan et al. (2013)). However, in these studies, the marketing policy
has been investigated under constant price conditions. Only a few studies take price fluctuations
into account. Broekmans (1992) analyzed the effect of price fluctuations on the marketing policy
of fattening pigs by using a two-level hierarchical Markov decision process. He analysed price
fluctuations by a first order autoregressive model proposed by Jgrgensen (1992). Due to the curse
of dimensionality, in this study a limited range of possible price values was considered in the
problem such that the state variables related to the price information were divided into a limited
number of groups. Moreover, learning aspects of price parameters from the historical data were
not taken into account in this research. In the study by Roemen and de Klein (2000), only a
fluctuating pork price was considered and the piglet price was modeled as a constant factor of the
pork price. They used a Markov decision process to model the sequential marketing decisions
under pork price fluctuations but no numerical example was given to show the efficiency of the
proposed model.

In order to close this gap in the literature, we consider pig marketing at pen level under
three price fluctuations, namely, the pork, piglet and feed prices. A hierarchical Markov decision
process (HMDP) with two levels is used to model the sequential decisions of marketing at pen

level. The state of the system is based on information about pork, piglet and feed prices. The
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model considers time series of pork, piglet and feed prices obtained from the market and a
learning approach based on Bayesian updating is applied to update price information using the
historical data which is embedded into the HMDP. More precisely, we use three state space
models for Bayesian forecasting (West and Harrison, 1997) to update the future estimates of pork,
piglet and feed prices on a weekly basis. Numerical examples are given to analyze the optimal
decisions under different patterns of price fluctuations and to evaluate the value of including price
information into the model.

The paper is organized as follows. First, Section 3.2 gives a short literature review. In Sec-
tion 3.3, the optimization model is explained in detail. Section 3.4 gives an overview on how
Bayesian updating is used to update price information and describes a procedure for embedding
the statistical models into the HMDP. Next, in Section 3.5 we test the model under different
scenarios and evaluate the value of including price information into the HMDP, and finally in

Section 3.6, we conclude the paper.

3.2 Literature review

The problem of finding the optimal pig marketing policy, i.e. an optimal sequence of culling
decisions until the production unit is empty, has been studied by a variety of researchers under
different conditions.

Jgrgensen (1993) proposed a stochastic dynamic programming model with a probabilistic
growth function to find the best marketing policy of fattening pigs and examined the value of
weighing precision and its relation with the marketing decisions. Chavas et al. (1985) showed the
importance of the animal growth on the marketing decisions by using the concepts of optimal
control theory. Kure (1997) applied the principles of replacement theory to find the best timing
of marketing decisions in a batch of animals. Toft et al. (2005) used a multi-level hierarchical
Markov decision process to optimize the delivery strategy of pigs to the abattoir and to control
epidemic diseases simultaneously. Boys et al. (2007) determined the best marketing policy of
pigs using a simulation approach to utilize the maximum capacity of trucks for delivering the pigs
to the abattoir. Ohlmann and Jones (2008) considered the effect of stocking space and shipping
on the problem and found the best timing of delivery to the packers using a mixed-integer linear
programming model. Kristensen et al. (2012) proposed a two-level hierarchical Markov decision
process and a state space model to optimize the marketing policy of the farm under online

information acquired from sensor data. In the study by Pla-Aragonés et al. (2013), the optimal
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marketing policy was found by a mixed integer linear programming method under an all-in all-out
strategy. Khamjan et al. (2013) considered a two level supply chain of fattening units (as supplier)
and slaughterhouse (as buyer) to find the best procurement plan of buying the pigs from a zone
of farms. They formulated the problem by a mathematical programming model and solved their
model using a heuristic approach under different pig size distributions and pig growth rates.

The above mentioned studies investigated the marketing policy under constant price condi-
tions. Only a few studies take price fluctuations into account. Broekmans (1992) analyzed the
effect of price fluctuations on the marketing policy of fattening pigs using a first order autore-
gressive model proposed by Jgrgensen (1992) with a limited range of possible price values. In
the study by Roemen and de Klein (2000), a Markov model with fluctuating pork prices was
suggested.

Few studies take both marketing and feeding decisions into account. Niemi (2006) used a
mechanistic function to model the animal growth trend during the growing period. Niemi (2006)
further applied a stochastic dynamic programming method to find the best nutrient ingredients and
also the best time of marketing. In the study by Sirisatien et al. (2009), a genetic algorithm was
used to find a set of feeding schedules followed by the optimal values of the nutrient ingredients
and feeding period. Both studies considered the problem at animal level and did not take into
account the inhomogeneity of animals with respect to growth and feed conversion rate. In a recent
study, Pourmoayed et al. (2016) have considered optimal marketing and feeding strategies in a
finisher pen.

Markov decision models are a well-known modeling technique within animal science used
to model livestock systems. See for instance Rodriguez et al. (2011) and Nielsen et al. (2010).
For a recent survey see Nielsen and Kristensen (2014), which cites more than 100 papers using
(hierarchical) Markov decision processes to model and optimize livestock systems. An HMDP
is an extension of a semi Markov decision process (semi-MDP) where a series of finite-horizon
semi-MDPs are combined into one process at the founder level called the main/founder process
(Kristensen, 1988; Kristensen and Jgrgensen, 2000). As a result, the state space at the founder
level can be reduced, and larger models can be solved using a modified policy iteration algorithm
under different criteria (Nielsen and Kristensen, 2014).

In this paper we will model price fluctuations using a state space model (SSM) (West and
Harrison, 1997). An SSM is a statistical model which may be used to transform time-series
obtained from the market or via online sensors into the required information needed by e.g. the

HMDP. Applications of SSMs in time-series analysis of e.g. price data can be found in Durbin



64 Paper 11

Level O

O ® .. O

Figure 3.1: An illustration of a stage in an HMDP. At the founder level (Level 0) there is a single
infinite-horizon founder process p°. A child process, such as p! at Level 1 (oval box), is uniquely
defined by a given stage, state (node), and action (hyperarc) of its parent process and linked with
the parent process using its initial probability distribution (solid lines) and its terminating actions
(dashed lines). Each process at level 2 is a semi-MDP. Note that only a subset of the actions have
been shown in the figure.

Level 1

and Koopman (2012). Examples of SSMs applied to agricultural problems are Bono et al. (2012);
Cornou et al. (2008) and Bono et al. (2013). Moreover, an SSM can be discretized and embedded
into an HMDP (Nielsen et al., 2011).

3.3 Optimization model

In this study, sequential pig marketing decisions are modeled using a hierarchical Markov
decision process (HMDP). A short introduction to HMDPs is given below. Since techniques from
both statistical forecasting and operations research are used, a consistent notation can be hard to
specify. To assist the reader, Appendix 3.A provides an overview over the notation.

An HMDP is an extension of a semi-Markov decision process (semi-MDP) where a series
of finite-horizon semi-MDPs are combined into one infinite time-horizon process at the founder
level called the founder process (Kristensen and Jgrgensen, 2000). The idea is to expand stages
of a process to so-called child processes, which again may expand stages further to new child
processes leading to multiple levels. At the lowest level, the HMDP consists of a set of finite-
horizon semi-MDPs (see e.g. Tijms, 2003, Chap. 7). All processes are linked together using jump

actions (see Figure 3.1).
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In order to have a frame of reference, we exploit the notation used for a semi-MDP and
extend it to an HMDP. A finite-horizon semi-MDP models a sequential decision problem over .4
stages. Let I, denote the finite set of system states at stage n. Given system state i € [, at stage
n, an action a from the finite set of allowable actions A, (i) is chosen generating two outcomes:
an immediate reward r, (i,a) and a probabilistic transition to state j € [, at stage n+ 1 with
transition probability Pr(j | n,i,a). Moreover, let u, (i,a) denote the stage length of action a, i.e.
the expected time until the next decision epoch (stage n+ 1) given action a and state i.

An HMDP with two levels is illustrated in Figure 3.1 using a state-expanded hypergraph
(Nielsen and Kristensen, 2006). At the first level, a single founder process p° is defined. Index
0 indicates that the process has no ancestral processes. Process p° is running over an infinite
number of stages and all stages have identical state and action spaces and hence just a single
stage is illustrated in Figure 3.1. Let p'T! denote a child process at level [ + 1. Process p/*! is
uniquely defined by a given stage ', state i’ and action a of parent process p'. For instance, the
semi-MDP p! in Figure 3.1 is defined at stage 1, state i and action a° of the founder process p°
symbolized by the notation p! = (p° || (n°,i%,a%) ). Each process is connected to its parent and
child processes using jump actions which can be divided into two groups, namely, a child jump
action that represents an initial probability distribution of transitions to a child process or a parent
Jjump action that represents a terminating probability distribution of transitions to a parent process.
This is illustrated in Figure 3.1 where child jump action a° (illustrated using a solid hyperarc)
represents a transition to the child process p' and parent jump action a' (illustrated using a dashed
hyperarc) represents termination of the process p'. Jump actions are like the traditional actions
associated with an expected reward, action length, and a set of transition probabilities. Each node
in Figure 3.1 at a given stage n of a process p’ corresponds to a state in I,,. For example, there are
three states at stage 3 in process p!. Similarly, each gray hyperarc corresponds to an action, e.g.
action a results in a transition from state i! to either state j 15Jo OT Js.

A policy is a decision rule/function that assigns to each state in a process a (jump) action. That
is, choosing a policy corresponds to choosing a single hyperarc out of each node in Figure 3.1.
Given a policy, the reward at a stage of a parent process equals the total expected rewards of
the corresponding child process. For instance, in Figure 3.1, the reward of choosing action a” in
state i at stage n® in process p® equals the total expected reward of process p!. With a similar
approach, the transition probabilities and the stage length of an action can be calculated at a stage

of a parent process.

Different optimality criteria may be considered. In this paper, our optimality criterion is to
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maximize the expected reward per time unit and the optimal policy of the HMDP is found using

a modified policy iteration algorithm. For a detailed description of the algorithm, the interested

reader may consult Kristensen and Jgrgensen (2000) and Nielsen and Kristensen (2014).

3.3.1 Assumptions

The HMDP which models marketing decisions in a finisher pen is formulated under the following

assumptions:

. The fixed number of pigs inserted into the pen at the beginning of each production cycle is

max

q

2. Marketing of pigs is started in week ™™ at the earliest;

3. The pen is terminated in week r™* at the latest, i.e. the maximum life time of a pig in the

pen is M.
The sequence of feed-mixes used during the production cycle (feeding strategy) is known
and fixed.

. When a marketing decision happens, the preparation time for delivering the pigs to the

abattoir is b.
Weekly deliveries to the abattoir in the marketing period are based on a cooperative agree-
ment where culled pigs from each pen are grouped into one delivery, i.e. the transportation

cost is fixed.

. Marketing decisions are taken on a weekly basis, and a decision must be taken b days

before each delivery.

8. After terminating the pen, the length of the period for cleaning the pen is /.

10.

11.

. A new batch of piglets and the required feed stock are bought using market prices at the

start of each production cycle.
The growth of a pig is independent of the other pigs in the pen, i.e. the growth does not
depend on the number of pigs in the pen.

Pigs are sold to the abattoir using the market pork price.

To give a complete description of the two-level HMDP with marketing decisions, the char-

acteristics of each semi-MDP should be specified at all levels, i.e. stages, states, and (jump)

actions including the corresponding rewards, stage lengths (measured in weeks), and transition

probabilities.
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3.3.2 Stages, states and actions

As illustrated in Figure 3.1, the founder process of the HMDP is an infinite time-horizon process

where a stage represents a lifetime of g™

pigs inserted into the pen (until termination). A stage
of a process at the second level corresponds to either the period from insertion of the piglets until
the marketing starts or a week in the marketing period (weeks ™" to r™#). The length, stage,
states, and (jump) actions of each process at levels 0 and 1 are described below. To avoid heavy
notation, the superscript indicating the current level under consideration is left out whenever the

level is clear from the context.

Level 0 - Founder process p°

max

Stage: A production cycle of g™ pigs, i.e. from inserting the piglets into the pen until terminat-

ing the pen.
Time horizon: Infinite (the pen is filled and emptied an infinite number of times).

States: Due to the infinite time horizon, the state space is homogeneous and hence the stage
index can be ignored when a state is defined at the founder process. A state i =p € P
represents our information about the pork, piglet and feed prices (i.e. I = IP). The price

information is obtained from the market. Definition of p is given in Section 3.4.

Actions: For each state, a single child jump action a° (insertion of the piglets into the pen) is
defined representing the initial probability distribution of transitions to the child process.

The length of this action is zero.

Since the stage index can be ignored and there is only a single action, a child process is uniquely

defined for each state i = p. That is, child process p! = (p°||n®,i°,a®) is equivalent to p! =
(r°llp).

Level 1 - Child process p' = (p°||n°,i%,a%)

Stage: The first stage (n = 1) represents the period from insertion of the piglets (week 1) until
the start of marketing decisions (week ™). The remaining stages (n > 1) represent a week
in the marketing period (weeks ™" to ™). That is, stage n = 1 corresponds to the start

of week 1 and stage n > 1 the start of week n + ™" — 2.
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Time horizon: Due to the definition of stages, the maximum number of stages is .4~ = ™¥* —

tmin 42,
States: Given stage n, state i is defined using state variables:
d,: information related to the deviations from the pork, piglet and feed price information

given in state i, acquired using Bayesian updating (d,, € D,). This information is

obtained using the SSMs explained in Section 3.4;

gn: number of pigs in the pen at the beginning of stage n.

Note that if n < 2 then g, = ¢™**. Hence the set of states becomes
Hn == {l = (druqn) | (dn c Dn,qn c {1 'I{n>2} +qmaX 'I{n§2}7' .. ,qmaX}} ,

where I{,} denotes the indicator function.

Actions: Consider state i = (d,,q,) at stage n. If n = 1, then marketing is not possible and the
production process continues using action dcopnt. If 1 < n < .47, then the set of actions are
Gcont» the parent jump action a@tern showing the pen is terminated, and actions a, implying
that the ¢ heaviest pigs are culled (individual marketing). Finally, at the last stage n = .4,

the pen must be terminated (aern). Hence the set of actions becomes:

{acont} n = 1
An(i): {aterm7acont}u{aq| 1 §q<qn} l<n< A, (3.1
{atern} n=.uw.

The length of action acont at stage 1 is ™" — | weeks while for stage n > 1 the lengths of

actions dcont and a, are one week. For action agery the length is 4+ b days.

3.3.3 Transition probabilities

Founder process p”

0 was defined with a transition

Given stage n° and state i = p, a single child jump action a
between the levels of the HMDP from state i¥ to state j! = (d;,q) at the first stage of process

p! (n' =1). Since g; = g™, the transition probability becomes

Pr(j' | n°,i%,a°) =Pr(d | p), (3.2)
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where Pr(d; | p) is the initial probability of price deviations d; given price information p. The
probability Pr(d; | p) depends on the statistical models used for Bayesian updating of the price

information and will be explained in Section 3.4.

Child process p! = (p°||n°,°,a°)

As described in (3.1), for a given state i = (d,,,qg,) at stage n of process p!, there are three
possible actions dcont, dq and dyern.

Given actions dcont O ay, a transition occurs to state j = (dn+1,9n+1) at the next stage of
process p'. If the process continues without marketing decisions (action dcont ), the only change
of the system is related to the state variable describing price deviations. Hence, the transition
probability is

Pr(j | n,i,dcons) = Pr(dpt1 [ dn)  gni1=gn, (3.3)
0 otherwise.
If the g heaviest pigs are culled from the pen (action ay), the transition probability becomes

Pr(d d =q,—4q,

0 otherwise.

If the pen is terminated (action atery), @ new production cycle is started with a transition to state

7Y =D at the next stage in process p’. Hence, the transition probability becomes
Pr (/% n,i,aserm) = Pr(p | dn), (3.5)

where Pr(p | d,;) denotes the terminating probability of parent jump action ateyy.
Probabilities Pr(d,, 11 | d,;) and Pr(p | d, ) depend on the statistical models used for Bayesian
updating and will be described in Section 3.4.

3.3.4 Expected rewards

Founder process p"

MaX piglets are inserted into the pen, i.e. the reward

At the beginning of a production cycle, ¢
equals the cost of buying new piglets. That is, given state i = p and action a°, the expected reward

becomes
ra(i,a’) = —E (pPi&+etq™) | (3.6)

where pPi&let ig the price of one piglet at the beginning of the current production cycle.



70 Paper 11

Child process p! = (p°||n®,°,a°)

At this level, the expected reward equals the expected revenue from selling the pigs minus the
expected cost of feeding the remaining pigs conditioned on the values of the state variables and
actions.

Consider state i = (d,,qx) at stage n and let (w(y), .. W), .-, W(g,))n denote the weight distri-
bution of the pigs in the pen such that w(y), w(), and w(,, ) are ordered random variables (order
statistics) related to the weight of the lightest, kth and the heaviest pigs in the pen at stage n,
respectively.

If the process continues without marketing decisions, the reward equals the expected feeding

cost of g, pigs until the next decision epoch

dn
I'n (iaacont) =-E (pfeedkzl f(f]:)e; (t)) ) (3.7

where pfeed is the feed price of one feed unit (FEsv!) at the beginning of the current production

cycle and f(f]f)e‘ji (t) denotes the expected feed intake of the kth pig from the start of stage n and
the next ¢t days ahead. Note that when n = 1 and n > 1, ¢ will be equal to 7(t™" — 1) and 7,
respectively (see Section 3.3.2).

If the g heaviest pigs are culled and the remaining g,, — g pigs are kept in the pen, the expected

reward of action a, becomes

qn qn
ra(i,ag) =E < Y 'P?Zfﬁ@k)ﬁ(k))) -E (pfeed ) f(fzf)ei(b)>

k=qn—q+1
P d‘]n*q
—E(p* ) £ ], (39
k=1

where w ;) and Wy denote the carcass weight (kg) and the leanness (non-fat percentage) of the
kth pig in the pen at delivery, respectively. The price function p‘zz;kn (+) is the settlement pork price
of one kg of meat at delivery to the abattoir. This price may be different than the market pork
price which is the price given if the pigs are in perfect conditions. In (3.8), the first term is the
reward of culling the pigs, the second term is the feeding cost of the culled pigs until they are

sent to the abattoir, and the last term is the feeding cost of the remaining pigs.

'Danish pig feed unit (1 FEsv = 7.72 MJ)
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Finally, if the pen is terminated, the expected reward becomes

dn dn
rn(i,atern) = E (Z Wik) 'pr()le{n (W(k)’w(k))> —-E <pfeed Z fg/:ii (b>> ‘ (3.9)
k=1 k=1

To calculate the expected values in equations (3.6) to (3.9), more information is needed: the
order statistics of the weights in the pen; transformation of weight to carcass weight and leanness;
the feed intake and settlement pork price functions; the pork, feed and piglet prices. A random
regression model is used to estimate the mean and standard deviation of weight in the pen at
a given week and hence the probability distribution of the ordered weights can be found using
well-known formulas. The carcass weight and leanness of a pig can be calculated using biological
formulas from the literature. The feed intake function is based on biological relations between
weight, growth and feed intake, while the settlement pork price function is a piecewise linear
function depending on the carcass weight, leanness and the market pork price. Due to the limited
space, further details are given in Appendix 3.B. Finally, information about the pork, feed and
piglet prices is embedded into the HMDP using state space models based on Bayesian updating.

The state space models are described in the next section.

3.4 Bayesian updating of prices

The revenue of the pigs in a production cycle depends on the pork, piglet, and feed prices which
fluctuate on the market every week. Figure 3.2 shows weekly changes of these prices in Denmark
in the period of 2006 to the end of 20142,

To transform these price data into the information for the HMDP, we need a statistical model
for time-series analysis. In our case, due to the non-stationary behavior of price data, we use a
state space model (SSM) (West and Harrison, 1997). An SSM consists of a set of latent variables
and a set of observed variables. At a specified point in time the conditional distribution of the
observed variables is a function of the latent variables specified via the observation equations.
The latent variables change over time as described via the system equations. The observations
are conditionally independent given the latent variables. Thus the estimated value of the latent
variables at a time point may be considered as the state of the system, and Bayesian updating (the

Kalman filter) can be applied to estimate the latent variables/state of the system via the observed

>Time series of pig, piglet and feed prices in Denmark can be found on http://www.notering.dk/
WebFrontend/. Pork and feed prices are for finisher pigs, and the piglet price is the “30 kg basic” price.


http://www.notering.dk/WebFrontend/
http://www.notering.dk/WebFrontend/
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Figure 3.2: Weekly price data of pork, piglet and feed prices in Denmark (years 2006-2014) in
DKK. The pork price is the price of the carcass at the abattoir per kilogram when the total carcass
weight is between 70 and 95 kg. The piglet price is the price of one piglet with a weight of approx.
30 kg. The feed price is the price per feed unit (FEsv - equivalent to 7.72 MJ).

variables. SSMs can be categorized into different groups based on the dynamic nature of the
considered system and the probability distribution assumed for the observed data. In this paper,
the probability distribution of the prices is Gaussian and the dynamics of the system is modeled by
linear equations. For a short introduction to SSMs and the theorems used for Bayesian updating,
see Appendix 3.C.

In the next subsections, we first give a description of the SSMs and afterwards explain how
they can be embedded into the HMDP.

3.4.1 SSMs for price prediction

We formulate three SSMs for the pork, piglet and feed prices to be embedded into the HMDP in
Section 3.4.2.
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Pork price

In order to estimate weekly price deviations and to forecast future pork prices, a local linear
trend SSM (Durbin and Koopman, 2012, Sec. 3.2.1) is used:

pork
Observation equation (y, = F'6, +v;) : proTE = (1 ()) <leork> , (3.10)

‘upork 11 ‘upork 0
System equation (6; = G6,_1 + @) : <;L;P0rk> = (O 1) (ltp_o]rk> + ((Dpork) )
t—1 4

where pfork is the observed pork price at time ¢, the latent variable A,tpork represents the deviation

of pork price at time 7 from the price at time £ — 1, P = pP°* is a supplementary latent variable,

and @f °™ ~ N(0,WP°T®) is a random term. The initial prior distribution is 6 ~ N (mE°™,CE°™).

Feed price

A local level SSM (Durbin and Koopman, 2012, Pages 9-10) is used to model the feed price:

Observation equation (y, = F'6, + ;) : ptfeecl — pteed :l,feed + vfeed, (3.11)
System equation (6; = G6,_| + @) : Afeed —pfeed | gyfeed
where the observed variable y, = pfe®¢ — pteed at time ¢ denotes the difference between the current

feed

feed price pf®®? and the observed feed price ptee?

at the start of the current production cycle.
feed. a)tfeed NN(O,ered) and

vieed ~ N(0,V*ed) are two random terms. The initial prior distribution is 6y ~ N(m§ee?,CEeed).

Y

The latent variable A7°°? shows the deviation of feed price from p

Piglet price

According to Figure 3.2, when the pork price is high, the piglet price pP*&"°* is also high
and generally they follow each other (e.g. during year 2014 their correlation is 93%). This is
a known relation, see e.g. Roemen and de Klein (2000) and Broekmans (1992). Hence, the
fraction pfiglet / pfork is approximately constant given t. Therefore, the piglet price can be
estimated given the pork price. However, to increase our precision, we may apply a logarithmic
transformation and update the deviation between the logarithms of piglet and pig prices using a

local level SSM:
Observation equation (y; = F/ 6, +v;) :  dP'&'°" =) Pi&1et 4 ypigtet, (3.12)

System equation (6, = G,6,_; + &) :  AP'E** :)»tpjlglet + P,
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where dP*&°" = log( pfiglet) —log( pfork) is the log transformed observed piglet price ratio, and

l,Piglet is a latent variable for the deviation between these logarithms. @ iglet N (0, wriglet)

iglet - L iglet ~piglet
and v; &% ~ N(0,VP*€%) are two random terms. The initial prior is 6y ~ N (m} ™" CH*6~%%).

3.4.2 Embedding the SSMs into the HMDP

The three SSMs described in the previous section provide information about the current prices.
Given one of the SSMs, let D;_; = (yy,...,y;—1,mg,Cp) denote the information available up to
time # — 1. Each time new information is received about a price, Bayesian updating (Theorem 5
in Appendix 3.C) can be used to update the posterior distribution (6, | D;) ~ N(m;,C;) at time ¢.
That is, m; is our best estimate of the latent variable, i.e. our best estimate of price deviations in
addition to the observed market prices.

Hence, in order to embed this information into the HMDP, the state variables p and d,, are

defined to represent price information at Levels O and 1 as

p= (ppork7pfeed7dpiglet) ’ (313)

ork _ feed iglet ~pork 74 porky 7 feed 7 piglet
cly = (o, meed, mEiELeT) — ((Qpor, Apork) ) feed fpagier ), (3.14)

where pP°™* and pfe®? denote the observed pork and feed prices at the start of a production cycle

and dP*€'¢t is the log transformed observed piglet price ratio. Similarly, (A% A2°), A feed

and 12*8*°* denote the posterior mean values of the latent variables in the SSMs for pork, feed
and piglet prices, respectively.

States p and d, are used to calculate our expected rewards in Section 3.3.4. The piglet
price used in (3.6) is pPi&Let = pPorkexp(JPi8let) the feed price used in (3.7) is p*©®?, and the
settlement pork price function (3.23) used in (3.8) is based on the market pork price fI} orks

Moreover, we need states p and d,, for the calculation of transition probabilities in the HMDP.
Before calculating the transition probabilities, a discretization approach should be specified for
the continuous state variables in (3.13) and (3.14) since states in an HMDP must be discrete
(Nielsen et al., 2011). Let U,, = {I1y,... 7H\an|} is a set of disjoint intervals that represent the
partitioning of possible values for the continuous state variable x, at stage n (e.g. x, = fI2°™).
Moreover, given interval I1, let centre point 7 denote the centre of the interval. That is, a possible

value of state variable x, can be represented by centre point 7, in interval I1, . As a result, the
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state sets at Levels O and 1 (see Section 3.3.2) become

P = IUppork X Upfeed X Udpiglet7
Dn = Uﬂr{)ork X Ui’?ork X Uir:lfeed X Uﬁ'npiglet .

Now the transition probabilities (3.2)-(3.5) in Section 3.3.3 can be calculated. First, consider

child jump probability (3.2) with a transition to stage 1 at Level 1. This transition is deterministic
dl — ((ppork70)707dpiglet),
Pr(d; |p) =
0 otherwise,

since ﬂfork = pP°T¥ due to (3.10), i]p °T¥ is assumed zero, i]feed =0 due to (3.11) and ilp iglet _
dP&let due to (3.12).

Next, consider the transition probability Pr(d,; | d,) for the actions acont and a, used in
(3.3) and (3.4). Since d,, includes state variables related to the three independent SSMs of pork,
feed, and piglet prices, this probability equals to

Pr(cdysr | aby) =Pr (mi" | mEo™ ) -Pr (miso | mi=) - Pr (mE 51" | mpieet)

ork ork
=Pr ([.L};Ll ’)‘54»1 ) ell pork x 11 pork | (71' pork, T pork)
Hp i A1 Mi An

Pr (z,fjeld €11, seca | %eed) -Pr (z,fﬁlet € TL pigiet | nlpiglet) :
n nt1 "
Notice that due to our discretization approach, the probabilities are calculated over intervals given
previous centre points. Moreover, the probability distribution of (m,,|m,) can be obtained using
the k-step posterior mean distribution defined in Theorem 6 in Appendix 3.C where k denotes
the length of the current stage.
Finally, for parent jump probability (3.5) to state fy = (pP°T%, pteed jPiglet) ysed under action

Averm, the probability becomes
Pr (]f) | dn) —Pr (ppork | mgork) -Pr (pfeed ‘ mrfleed) .Pr (dpiglet | mgiglet)
=Pr <ppork S prork | (ﬂ“pork, ﬂxpork>>
X PI_ <pfeed c preed | ﬂliilfeed> . Pr (dpiglet € Hdpiglet | ﬂlpiglet> .

Note that the conditional distribution of (p|m,) can be obtained using the k-step forecast dis-
tribution defined in Theorem 6 in Appendix 3.C where £ is the expected length of action atern
(k = h+ b days).



76 Paper 11

3.5 Optimal policy and value of information

In this section, we calculate the optimal policy of the HMDP to investigate the influence of price
fluctuations on the marketing decisions. We consider three scenarios with different patterns of
price fluctuations and comment on the optimal marketing decisions. Moreover, we compare the
optimal marketing decisions in a model with and without price fluctuations and calculate the

value of price information.

3.5.1 Model parameters

In order to initialize the model, we need the parameter values of the HMDP and the statistical
models embedded into the HMDP. The parameter values are given in Table 3.1. They have been
obtained using historical pork, piglet and feed market prices, information about finisher pig
production (Danish conditions) and related literature (see the footnotes in Table 3.1).

More precisely, the parameter values of the HMDP were set based on discussions with Danish
experts in pig production, standard Danish herd conditions and related literature. The system
and observational variances of each SSM modeling the pork, piglet and feed market prices were
estimated using maximum likelihood estimation (MLE) applied to historical prices in Denmark
from 2006-2014. To calculate the expected revenue of each state and action in the HMDP, we
need to specify the settlement pork price p***(w,w) which is a piecewise linear function under
current Danish conditions and is specified in Appendix 3.B. Moreover, to estimate parameters in
the random regression model (RRM) for finding the weight distribution in the pen, we used the
restricted maximum likelihood method (RMLE) applied to a set of weight data acquired from a
standard Danish herd. Finally, in order to formulate the HMDP, we need to specify possible values
of the discrete state variable and the range of centre points for the continuous state variables

max

in the HMDP. Possible values for the discrete state variable g, are 1 to ¢™** and, based on our

discretization method in Section 3.4.2, possible values of the continuous state variables pP°rk,

p
points. An overview over the values of each state variable is given in Table 3.2.

~ . pork 4pork A A piglet .. L. .
feed gpiglet aPOTE APOTE Afeed and A58 °" are divided into intervals with given centre

3.5.2 Optimal marketing decisions under different scenarios

To see the behavior of the optimal policy under different patterns of price fluctuations we consider

three scenarios, illustrated in Figure 3.3, over a period of 15 weeks assuming that the production
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Table 3.1: Parameter values.

Parameter Value Explanation

HMDP (Section 3.3)

qm* 15 Number of pigs inserted into the pen.?
max 14 Maximum number of weeks in a production cycle.?
¢min 9 First possible week of marketing decisions.?
h 4 Days used for cleaning the pen after termination.?
b 3 Days before delivery to abattoir after a marketing decision.*

SSMs (Section 3.4.1)

Wpork (8 0. 1(; 32) System variance (pork price).”
Wieed 0.0442 System variance (feed price).”
Wpiglet 0.01082 System variance (piglet price).”
yfeed 0 Observation variance (feed price).?
ypiglet 0 Observation variance (piglet price).”
mgork (9.85 O) Prior mean (pork price).”
Cgork (8 0 1(; 92> Prior variance (pork price).”
mieed 0 Prior mean (feed price).”
Cgeed 0.3362 Prior variance (feed price).”
mp et 3.55 Prior mean (piglet price).?
cpretet 0.0572 Prior variance (piglet price).”

Calculation of expected reward (Appendix 3.B)

B (21.767 4914 0.149)/ Fixed parameters (RRM).¢
2.072  0.828 0.01
\%4 0.828 1.753 —0.142 Covariance matrix for a; (RRM).
0.01 —-0.142 0.015
R 2.04 Standard deviation of residual error (RRM).¢
g 6 Average weekly gain (kg) in the herd.?
W 61 Average leanness percentage in the herd.?
c? 1.4 Standard deviation of conversion rate c;.¢
k 0.044 Energy requirements (FEsv) per kg metabolic weight.?
ki 1.549 Energy requirement (FEsv) per kg gain.?

@ Value based on discussions with experts in Danish pig production. ? Estimated based on time series of pig, feed
and piglet prices that can be found on http://www.notering.dk/WebFrontend/. ¢ Estimated using the
weight data in a standard Danish herd. 4 Value taken from Kristensen et al. (2012).


http://www.notering.dk/WebFrontend/
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Table 3.2: Cardinality of the discrete state variable and range of the center points for the continu-
ous state variables.

Process level 0 14
State variable pPoTE pteed  gpiglet Gn [peTE Apork Afeed  jpiglet
Intervals/cardinality 16 15 5 15 16 5 5 5
Range of centre points 9.2- 1.5-22  3.4-36 1-15 9.2- -04-04 -0.1-0.1  3.5-3.7
12.2 12.2
@ At stage n = 1 the only possible values are g, = 15 and AP = Afeed =

cycle starts at week one and ends at the start of week 15 at the latest:

Scenario 1: Favorable trend of pork price and unfavorable trends of feed and piglet prices. Pork
price increases from 10.3 to 11.3 DKK, feed price increases from 1.79 to 1.92 DKK and
piglet price increases from 336 to 396 DKK. This scenario is based on the historical data
from weeks 11-25 in 2012.

Scenario 2: Favorable trends of pork and feed prices and unfavorable trend of piglet price. Pork
price increases from 10.3 to 11.3 DKK, feed price decreases from 1.79 to 1.66 DKK and
piglet price increases from 336 to 396 DKK.

Scenario 3: Unfavorable trends of pork and feed prices and favorable trend of piglet price. Pork
price decreases from 10.3 to 9.3 DKK, feed price increases from 1.79 to 1.92 DKK and
piglet price decreases from 362 to 328 DKK.

During the 15 weeks period, the average weight in the pen increases from 26.8 to 128.9 kg with
a standard deviation increasing from 3 to 15.4 kg (see Equation (3.18)). Notice that the growth
of the pigs is the same in the three scenarios and hence the only factor affecting the marketing
policy is the price information.

To find the optimal policy of the HMDP, the model was coded using the C++ programming
language (gcc compiler) and R (R Core Team, 2015), and the optimal policy of the HMDP
was calculated using the modified policy iteration algorithm?® using the R package "MDP"
(Nielsen, 2009). The source code is available on-line (Pourmoayed and Nielsen, 2015). Given
the parameters in Table 3.1 and the discretization of state variables in Table 3.2, the number of

states and actions at the founder level are both 1,200. Moreover, each child process at Level 1

3Using shared and external processes, i.e. the memory used for child processes may be shared and loaded when
needed. For further information see the documentation in Nielsen (2009).
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Figure 3.3: Price fluctuations in the three scenarios. In Scenario 1, the trends of feed and piglet
prices are unfavorable and the trend of pork price is favorable. In Scenario 2, the trends of pork
and feed prices are favorable and the trend of piglet price is unfavorable. In Scenario 3, the trends
of pork and feed prices are unfavorable and the trend of piglet price is favorable.

contains 194,080 states and 1,412,080 actions. That is, the total numbers of states and actions of
the model are 232,897,200 and 1,694,497,200, respectively.

For each scenario we use the SSMs to find the values of the state variables related to the
price information in the HMDP. That is, for each scenario we identify the relevant state and the
corresponding optimal action. The results for each scenario are illustrated in Figure 3.4 which
include estimations of posterior mean parameters in the SSMs and the number of remaining pigs
in the pen in each week (bars). The optimal decision a* is shown just above the x-axis where the
numbers denote the number of the heaviest pigs culled from the pen (a,), the letter “T” indicates
the termination decision (@tern), and the letter “C” corresponds to continuing the production
process without marketing decisions (dcont)-

In Scenarios 1 and 2, fluctuations of pork and piglet prices are the same while fluctuations of
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Scenario 1 Scenario 2 Scenario 3
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Figure 3.4: Estimated means of posterior parameters in the SSMs and the optimal decisions of
the HMDP for the three scenarios. A2°™, 1124 and AP*€'°* are the mean estimates of pork,
feed and piglet price deviations, respectively, and fI° °™¥ is the estimated mean of pork price. The
optimal decision is shown just above the x-axis where the numbers denote the number of the
heaviest pigs culled from the pen (ay), the letter “T” indicates the termination decision (@tern),
and the letter “C” corresponds to continuing the production process without marketing decisions
(acont)- The bars show the number of remaining pigs in the pen before making a decision. In the
plot, the values of itp‘)rk and itfeed have been scaled with factors 2 and 5, respectively.

feed price are different. By comparing the two scenarios, we observe that the different trends of
feed price have a significant impact on the optimal policy. In Scenario 2, a decreasing feed price
leads to an earlier termination (at week 11) compared to Scenario 1 with an increasing feed price
(termination at week 15). Note that due to Assumption 9 on page 66, when the pen is terminated,
a low feed price affects the feeding cost of the next production cycle and hence when the feed
price is low, it may be beneficial to terminate the pen earlier and start a new production cycle. On
the other hand, an increasing feed price in Scenario 1 during the marketing period (an increase

from 1.83 to 1.92 in weeks 9-15) results in a longer production cycle and individual marketings
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in weeks 11 to 14.

In Scenario 3, we have an increasing trend in feed price (similar to Scenario 1) but unlike
Scenarios 1 and 2, the trends of pork and piglet prices are decreasing in this scenario (see
Figure 3.3). Here a decreasing piglet price does not result in an earlier termination as we had
in Scenario 2. Like in Scenario 1, the termination occurs at week ™ = 15 in this scenario too,
which is due to the increasing trend of feed price. That is, the feed price compared to the piglet
price has a higher impact on the optimal policy and reward. This observation was also supported
in Pourmoayed et al. (2016). We also see that in Scenario 3 the fraction of remaining pigs in
the pen in every week of the marketing period is lower than Scenario 1. This is because of the
increasing trend of pork price in Scenario 1 that makes it more beneficial to keep more pigs in the
pen and sell them in the next weeks while in Scenario 3 it is better to sell the pigs earlier since

the pork price decreases in the next weeks.

3.5.3 Value of price information

Is it relevant to embed a statistical model with fluctuating prices into the HMDP? To answer this
question, we compare the optimal policy of the HMDP against the policy considering marketing
decisions under fixed prices, i.e. the decision maker has no information about the market prices
and the price deviations and therefore follows a policy taking the actions specified by the state
corresponding to the fixed prices. The extra reward per time unit gained by using fluctuating
prices compared to fixed prices may then be considered as the value of information about prices.

To be more specific, consider a fixed price setting, i.e. a specific state at the founder level:

ork ~feed jpiglet
P , ’dP g )

p = (P, p

According to the structure of the HMDP in Section 3.3.2, having no information about the price

deviations in the child process ! = (p°||{), implies to use state variable d,, in ! equal to

(an — ((‘arrl)ork’i};orkxﬁ}feed)i};iglet) _ (<p~pork,())70’mgiglet> :

where mf " is the predefined prior mean of A5*8**" defined in Table 3.1. Moreover, define
action @’ (i, d,,g,) as the optimal action to state (d,,,g,) = (( ﬁﬁork, O),O,mgiglet,qn) at stage

n of process p!. Now, the no information policy is defined such that for each child process

p! = (p°||p) and state i = (d,,q,) at stage n, we use action

a(i) = an(dn, gn) = a,(D;dn, gn)-
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Table 3.3: VOI values for comparing the optimal policy of the HMDP (under price fluctuations)
with the policies considering marketing decisions under fixed prices in 5 different price settings.
In the first group of price settings, price values are related to the average prices of pork, feed, and
piglet in the period of 2011 to the end of 2014 in Denmark. Other groups are defined by changing
the price values of the first group to make a small sensitivity analysis on VOI.

Price setting (PS) Pork price Feed price Piglet price VOI (DKK)
1 10.8 1.85 376 41.07
2 10.8 1.55 376 41.29
3 10.8 2.15 376 43.91
4 9.4 1.85 327 41.26
5 12 1.85 418 40.25
6 12 2.15 418 43.75
7 9.4 1.55 327 55.21

That is, the actions used under the no information policy are the optimal actions related to the
fixed price setting P.

Under the expected reward per time unit criterion and a given price setting p, the value of
information (VOI) is defined as the difference between the expected reward per time unit under
the optimal policy and under the no information policy. That is, VOI is the extra reward per time
unit gained by embedding the SSMs into the HMDP for predicting the future market prices.

To evaluate the benefit of price information under fluctuating prices, we consider five different
price settings (PS) and calculate VOI for each setting. The results are given in Table 3.3. Under
PS 1, the price values equal the average prices of pork, feed and piglet in the period of 2011 to
the end of 2014 in Denmark. VOI in this group represents the average expected loss per week by
assuming average prices instead of using a model with fluctuating prices. The other price settings
are defined with the purpose of making a small sensitivity analysis on VOI for different price
settings. Under PS 2 and PS 3, feed prices are low (1.55 DKK/FEsv) and high (2.15 DKK/FEsv),
respectively, and pork and piglet prices equal PS 1. Similarly, in PS 4 and PS 5, pork and piglet
prices are low and high and the feed prices are similar to PS 1. In PS 6 and PS 7, all prices are
different from PS 1 and are set to high and low values, respectively.

In PS 2 to PS 6, the values of VOI are not considerably different than the value of VOI in PS 1.
However, it seems that assuming a high fixed feed price (PS 3 and PS 6 ) has a higher impact on
VOI. Moreover, the effect of assuming a high pork price (PS 5) is lower compared to the average

prices (PS 1). Finally, in PS 7 where all prices are assumed low, VOI is higher. This shows that
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assuming combined low pork, feed and piglet prices has a higher impact on VOI compared to,

for instance, a low feed price only.

3.6 Conclusions

In the production of fattening pigs, price fluctuations in the market have an effect on market-
ing decisions. In this paper we used a two-level HMDP to model marketing decisions under
fluctuating pork, piglet and feed prices.

We used a Bayesian approach to update the state of the system such that it contains updated
information based on previous market prices. That is, three SSMs were formulated to forecast
future prices and each SSM was embedded into the HMDP such that the model takes into account
new market prices using a general discretization method.

Numerical examples show that price fluctuations have an impact on marketing decisions; the
effect of a fluctuating feed price was especially noticeable. Moreover, we analyzed the value of
including information about fluctuating prices into the HMDP compared to using fixed prices.
The results showed that the long-term average reward per time unit of the production unit can be

improved by including price fluctuations into the model.
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3.A Notation

Since the paper uses techniques from both statistical forecasting and operations research, we have
to make some choices with respect to notation. In general, we use capital letters for matrices and
let A’ denote the transpose of A. Capital blackboard bold letters are used for sets (e.g. P and D,,).
Finally, accent £ (hat) is used to denote an estimate of x. A description of the notation introduced

in Section 3.3 and Section 3.4 is given in Tables 3.4 and 3.5, respectively.

Table 3.4: Notation - HMDP model (Section 3.3).

Symbol Description

I, Set of states at stage n.

A, (i) Set of actions given stage n and state i.

r(i,a) Reward at stage n given state i and action a.

up(i,a) Expected length until the next decision epoch at stage n given state i and action a.

Pr(j|n,i,a) Transition probability from state i at stage n to state j at the next stage under action a.

p A process at level [ (superscript is used to indicate level).

N Time horizon of process p' at level /.

nl, it ,al A stage, state, and action in process pl .

qm Number of pigs inserted into the pen.

max Latest possible week of pen termination.

¢min First possible week of marketing decisions.

h Number of days for cleaning the pen after termination.

b Number of days of preparation for delivery to the abattoir.

qn Remaining pigs in the pen at stage n, 1 < g,<g™*.

P Model information related to the price information in the first level of HMDP, p € IP.
d, Model information related to the price deviations in the second level of HMDP, d,, € D,,.
Qterm Action related to pen termination.

dcont Action related to continuing the production process without marketing.

ay Action related to marketing the g heaviest pigs in the pen (1 < g < g).

pteed Market feed price at the beginning of a production cycle (DKK).

prigtet Market piglet price at the beginning of a production cycle (DKK).

Wk) Weight of the kth pig in the pen (kg).

f(f]j)e‘j’ (1) Expected feed intake of the kth pig from the start of stage n and the next ¢ days ahead (FEsv).
W(k) Carcass weight of the kth pig at delivery to the abattoir (kg).

W(k) Leanness (non-fat percentage) of the kth pig at delivery to the abattoir.

p‘(’]‘gkn () Settlement pork price of the kth pig of one kg of meat at delivery to the abattoir.
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Table 3.5: Notation - Bayesian updating of prices (Section 3.4).

Symbol  Description

6; Latent/unobservable variable(s).

Yt Observable variable(s).

G; Design matrix of system equation.

F Design matrix of observation equation.

; System noise, @ ~ N(0,W;) where W, denotes the system covariance matrix.

V; Observation error, V; ~ N(0,V;) where V; denotes the observation covariance matrix.

Dy Set of information available up to time ¢ in the system.

(mp,Cp) Mean and covariance matrix of the prior, 8y ~ N(mg,Cp).

(m;,C;)  Mean and covariance matrix of the posterior at time ¢, (6;|D;) ~ N(m;,C;).

pfmrk Observed market pork price at time 1 (DKK).

ur ork A supplementary latent variable in the SSM of pork price (1 ork — pf“k ).

APoTE Price deviation related to pork price at time .

pfeed Observed market feed price at time ¢ (DKK).

Afeed Price deviation related to feed price at time ¢.

p?iglet Observed market piglet price at time ¢t (DKK).

dr lglet Log transformed observed piglet ratio.

AP™Y*  Price deviation related to piglet price at time 7.

Uy, Set of disjoint intervals representing the partitioning of state variable x, at stage n, U, =
{I, .., I, .., My, |} where IT; denotes interval k.

/8 Centre point of interval IT;.
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3.B Calculating expected reward

Modeling weights in the pen

During the growing period in the pen, pigs grow with different growth rates; that is, given a
certain week in the production cycle, there is a variation between the weights of the individual
animals in the pen. Moreover, as the pigs grow, this variation increases and our uncertainty about
the average weight of the pen increases.

Let (w(l), W) w(q)), denote the weight distribution of the ¢ pigs in the pen at week 7 such
that w(q), w), and w(,) are ordered random variables (order statistics) related to the weight of
the lightest, kth and the heaviest pig in the pen at week ¢, respectively. To find the probability
distribution of the ordered random variable wy), first the weight distribution of a randomly
selected pig should be determined in the pen. To specify this distribution, a random regression
model (RRM) is used that is usually applied in the animal breeding models (Schaeffer, 2004).

Let w;, denotes the weight of pig j at week ¢, randomly selected in the pen. w;, can be
described using an RRM:

Wi =XeB+Zi0+€jy, (3.15)
where X; and Z; are time covariate vectors, 3 is the vector of fixed parameters, o j 1s the vector
of random parameters and €;, is a residual error. In this RRM, X; is the fixed effect of the
model representing the average weight of the pen and Z;«; is the random effect showing a

deviation between the weight of pig j and the average weight of the pen. A quadratic RRM is
/
used suggested by Cai et al. (2011) where X; = Z; = (1 t t2>, o= (aoj o a2j> and

/
B=( B Bo):
wis = Po+ Bit + Bat® + 0loj + o jt + 0t + €. (3.16)

Random parameter ¢¢; follows a normal distribution with parameters

O 03 001 O
aj=|a; | ~NOV=|on of onl), (3.17)

2

0 002 O12 O

where V is independent of pig j and time 7. Moreover, the residual errors €;; ~ N(0,R) are

independent random variables. Since (3.15) is linear with respect to random parameters o; and
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€+, we can conclude

wir~N(w =XB,0? =ZVZ +R). (3.18)

The parameters 3, V and R can be estimated using the restricted maximum likelihood (REML)
method (Patterson and Thompson, 1971).

Since the probability distribution of w;, is independent of pig j, the weight distribution of all
q pigs in the pen are 1.i.d at time 7. Hence, the probability density function of the ordered random

variable w ;) becomes (Pitmand, 1993, page 320)

00y (0) = @ 1= @00,

where ®(w) and ¢ (w) are the cumulative and density functions of the normal distribution defined
in (3.18).

Carcass weight, leanness, feed intake and growth

Consider the kth ordered pig at stage n with weight w and daily growth g. The carcass weight w

can be approximated as (Andersen et al., 1999)
w=cw—5.89+e, (3.19)

where e. ~ N(0,02) is a normal distributed term. The relation between growth rate, leanness
(lean meat percentage) and feed conversion ratio varies widely between herds. Hence, these

formulas must be herd specific. The leanness w can be found as (Kristensen et al., 2012)

—30(g - g)

1 +, (3.20)

W=

where, g is the average daily growth in the herd, # is the average herd leanness percentage.

The feed intake (energy intake) is modelled as the sum of feed for maintenance and feed
for growth. The basic relation between daily feed intake f (FEsv), live weight and daily gain is
(Jgrgensen, 2003)

f=kig+kw® ", (3.21)

where k; and k; are constants describing the use of feed per kg gain and per kg metabolic weight,
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respectively. As a result the expected feed intake of a pig over the next 7 days equals

Fiz ()f_‘, ) (i (k1g+kz w (1 — 1)g)°'75>> -

E (fk1g+k2 i(w+ (t — 1)g)0‘75> . (3.22)

=1

where f; denote the feed intake at day 7 calculated recursively using (3.21).

Settlement pork price

Consider the kth ordered pig at stage n with carcass weight w and leanness w at delivery. The
settlement pork price, under Danish conditions, is the sum of two linear piecewise functions
related to the price of the carcass and a bonus of the leanness:

P, (9,00) = B0, pPor) + p(), (3.23)

where pP°T¥ is the current pork price at the market. Functions p(W, pP°*¥) and p(w) correspond
to the unit price of carcass and the bonus of leanness for 1 kg meat, respectively. A plot of each
function is given in Figure 3.5.

Given the price structure, based on the Danish slaughter pig market*, the unit price of 1 kg

carcass is p

0 w < 50
%(W—SO)—FPPOIK_“ 50 < < 60
19895 (W — 60) + ppork —2 60<w<70
pPoTE 70 <w <95

p(w, pPore) = PPOTE 02 95 < W < 96
PPOTE (0.6 96 <w <97
PPOTE 0.9 97 <w <98
pPoTE 1.2 98 <w < 100
PR 05 w > 100.

\

‘http://www.danishcrown.dk/Ejer/Noteringer/Aktuel-svinenotering.aspx (October
2015)
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Calculating expected reward
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Figure 3.5: Price functions (DKK/kg) given carcass weight and leanness.

That is, the market pork price pP°** may be interpreted as the maximum price of 1 kg carcass

that can be obtained (when the carcass weight lies between 70 and 95 kg).

The bonus of leanness is calculated as

(
—2.2

0.2(w% — 61)
0.1(% —61)
0.4

\

Calculation of expected values

w <50
50<w <57
57T <w <65
w > 65

The calculations of the expected values (3.6)-(3.9) is rather complex due to the ordered random

variables and the non-continuous functions p(W, pP°*¥) and (W ). However, the expectations can

be calculated using simulation with a simple sorting procedure as described below.

Step 0 For each pig j =1,...¢4™*, use (3.17) and draw a sample of random vector a;; ~ N(0,V).

Step 1 For each week ¢ and pig j, according to the RRM model in (3.15) and (3.16), draw a
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sample of random residual €;,; ~ N(0,R) and find weight
WjJ = Xtﬁ—l—Z,(x] + 8j7t-

Moreover, use the weights to find the daily growth g during a week.

Step 2 For each week ¢ and pig j, use (3.19) and (3.20) to find the carcass weight and leanness
(b days ahead), respectively. Moreover, use (3.21) to find the feed intake for the nextr =7
and b days, i.e. (3.22) is calculated.

Step 3 For each week ¢, pig j and possible centre point of pork price, calculate the settlement
pork price (3.23).

Step 4 For each week ¢, sort the obtained values of feed intake and settlement pork price in

non-decreasing order of weight.

We run the simulation 10000 times to calculate average values of the feed intake and settle-

ment pork price and next use the values to calculate the expected values (3.6)-(3.9).

3.C Bayesian updating of SSMs

An SSM includes a set of observable and latent/unobservable continuous variables. The set of

latent variables 6y, ; .} evolves over time using system equation (written using matrix notation)

goun

0, = G161 + o, (3.24)

where @; ~ N (0,W;) is a random term and G; is a matrix of known values. We assume that
the prior 6y ~ N(mg,Cp) is given. Moreover, we have a set of observable variables V{=12,..}

(time-series data of prices) which are dependent on the latent variable using observation equation
e =F/ 6+, (3.25)

with v; ~ N (0,V;). Here F, is the design matrix of system equations with known values and F’
denote the transpose of matrix F. The error sequences @, and V; are internally and mutually
independent. Hence given 6; we have that y; is independent of all other observations and in
general the past and the future are independent given the present.

LetD,—1 = (y1,..,y:—1,mp,Cp) denote the information available up to time 7 — 1. Given the
posterior of the latent variable at time ¢ — 1, we can use Bayesian updating (the Kalman filter) to

update the distributions at time ¢ (West and Harrison, 1997, Thm 4.1).
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Theorem S Suppose that at time t — 1 we have

(6—1 | Dy—1) ~N(my_1,Ci—1), (posterior at timet —1).

then
(6, | Dy—1) ~N(ar,R;), (one-step state distribution )
(y¢ | Dy—1) ~N(f;,Qr), (one-step forecast distribution)
(6, | Dy) ~ N (my,C;), (posterior at timet)
where
ar = Gumy_y, R; = GtCt—lG; +W;
fi=Fa, 0 =F'RF+V,
er =y~ fi, A =RFQ;
my = a;+ Asey, Ci =R — A QA;.

Note that the mean of the one-step state or forecast distribution, a; or f;, only depends on m;_.
Moreover variance C; only depends on the number of observations made, i.e. we can calculate it

without knowing the observations yy, ..., y;. Similarly, we can find k-step conditional distributions.

Theorem 6 Suppose that at time t we have

(6; | Dy) ~ N (m,C;), (posterior at time t).

then
(Veaxlme) = Vear | D) ~ N (fi(k), 0:(k)), (k-step forecast distribution)
(mysilme) = (mysi|Dr) ~ N (ar(k),A; (k) Qr (k)A;(k)) ,  (k-step posterior mean distribution)

where f;(k) = F/, a;(k), Qi(k) = F/, Ry (k) Fy s+ Vix and A, (k) = Ry (k) F, £ Q; (k) ! which can

be recursively calculated using

a (k) = Gryrar(k— 1),
R (k) = GriRi (k= 1)Gpy o + Wi,

with starting values a;(0) = m; and R;(0) = C,.
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PROOF First, note that the probability distribution of (y;|D;) and the related proof have been

given in (West and Harrison, 1997, Thm 4.2). Moreover, since f; (k) is a function of m,, we have

that (Y [ Dr) = (Vrklm).
Next, to fine the probability distribution of (m;,.4|D;), we use the similar procedure given

in the proof of Theorem 4.2 in (West and Harrison, 1997, page 107-108). According to the
repeated application of system equation in an SSM (West and Harrison, 1997, page 107), the

k-step evolution of latent variable 6; can be formulated as

k
Ok = Grik(K)6, + Y Gyxlk—r) @y, (3.26)
r=1

where G; 1 (r) = G;44Gyif—1...Grif—r11 for r < k, with G;,4(0) = I. Now, using (3.24), (3.25)

and (3.26), we can generate an SSM modelling the k-step evolution of 6;:

Observation equation: y,ix = F,, 101k + Viik

k
System equation: 6; .y = G, (k)6; + Z Grix(k—71) 01y

r=1
For this SSM we can use the general properties of Theorem 5 with r — 1, ¢, G; and @, replaced
with z, t + k, G4« (k) and ):’r‘:l G; .k (k — 1)1, respectively. Hence

my i = ar (k) + A (k)e; (k),
where
ar(k) = G (k)my,  er(k) = yix — fi (k).
Based on these equations and (y,.x|m;) ~ N(f:(k),Q:(k)), we have that
(my.gx|me) ~ N(ar (k), A (k) Qs (K)A (K)),
where based on the recursive equation for G, (r) and Theorem 5, we have that

a; (k) = Gl+k(k)m[ == G[+kat (k— 1),
k
R, (k) = Gk (k)CiGy i+ Y Gria(k — 1) Woir Gy (k—r)'
r=1

=GR (k= 1)Gy + Wi,
A (k) = Ry (k) F Q1 (k) ",
Oy (k) = F 4R (k) F i+ Vi

which finishes the proof.
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Abstract:

One of the most important operations in the production of growing/finishing pigs is the marketing
of pigs for slaughter. The production may be considered at different levels such as animal, pen,
section, and herd imposed by sectioning the production facility. Moreover, cross-level constraints
may have an impact on the optimal marketing policy. As a result, it is beneficial to optimize all
levels simultaneously at herd level. In this paper, we consider sequential marketing decisions at
herd level taking into account other levels. A high-dimensional infinite-horizon Markov decision
process (MDP) is formulated which, due to the curse of dimensionality, cannot be solved using
standard MDP optimization techniques. Instead approximate dynamic programming (ADP) is ap-
plied to solve the model and find the best marketing policy at herd level. Under the total expected
discounted reward criterion, the proposed ADP approach is first compared with a standard solu-
tion algorithm of MDP at pen level (where the optimal policy can be found) to show the accuracy
of the solution procedure. Next, numerical experiments at herd level are given to confirm how the
marketing policy adapts itself to different costs and cross-level constraints (e.g. transportation
cost). Finally, the marketing policy found by ADP is compared with other well-known marketing

polices, often applied at herd level.

Keywords: Approximate dynamic programming; Markov decision process; herd management.

4.1 Introduction

One of the most important operations in the production of growing/finishing pigs is the marketing
of pigs for slaughter. Each week, the farm manager should decide which pigs should be delivered

to the abattoir and when the pen (or section) should be emptied (Kure, 1997). In the production
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system, animals may be considered at different levels: herd, section, pen, or animal. The herd is a
group of sections, a section includes a number of pens, and a pen involves some animals (usually
15-20 animals). Marketing decisions can be considered at different levels, e.g. animal (Glen,
1983) or pen (Kristensen et al., 2012; Kure, 1997). The complexity of the marketing decisions
depends on the number of levels that are taken into account simultaneously and on how decisions
at different levels are linked together. In other words, cross-level constraints between pen, section,
and herd level can affect marketing decisions and they should be considered in the problem. In
this paper, we focus on marketing decisions at herd level. In the following, different aspects of
the problem are described.

The production process of growing/finishing pigs is started by buying piglets on the market or
transferring them from another production unit when they weigh approx. 30 kg. Next, the piglets
are moved to the sections of a finisher unit where they grow until marketing (9-12 weeks). In the
finisher unit, pigs in general grow at different growth rates and hence they obtain their slaughter
weight at different times in the last weeks of the growing period. At the end of the growing
period, the decision maker should therefore determine which pigs should be selected for slaughter
(individual marketing) in each pen. After a sequence of individual marketings at pen level, the
decision maker must decide when to terminate (empty) each section. Terminating a section means
that the remaining pigs in the section are sent to the slaughterhouse (in one delivery) and when
the section has been cleaned, another group of piglets (with a weight of approx. 30 kg) is inserted
into the pens of the section and the production is repeated in the section.

During the marketing period, marketed pigs from the pens are grouped in one weekly delivery
and are transported to the abattoir by means of a number of trucks. Depending on the number
of marketed pigs at herd level and the capacity of each truck, the decision maker should also
determine the number of trucks needed to transport the pigs to the abattoir. That is, transportation
costs may have an effect on the marketing policy of the fattening pigs. In most Danish herds,
transportation of culled pigs is handled by a single abattoir and hence the cost of transportation
is fixed in the system. Notice that the reward of marketing depends on the price of the carcass
weight in the abattoir, the cost of buying the piglets, feeding the pigs in the production system,
and the cost of transporting the culled pigs to the abattoir. The best meat price is obtained if
the carcass weight lies within a specific interval. Therefore, the farmer must time the marketing
decisions while simultaneously considering the carcass weight in relation to the best interval, the
transportation cost of trucks, and the length of the production cycle for feeding the rest of the

pigs. For an extended overview over pig production of growing/finishing pigs, see Pourmoayed



100 Paper 111

and Nielsen (2014).

Marketing decisions have been studied by a number of researchers. Kure (1997) proposed a
recursive dynamic programming method and used replacement theory concepts to find the best
marketing strategy. In the study by Jgrgensen (1993), a hierarchical Markov decision process
(HMDP) was applied to analyze the precision of the weighing methods on the marketing policy
of fattening pigs. Toft et al. (2005) combined decisions related to the delivery strategy of pigs to
the abattoir and epidemic diseases using a multi-level HMDP. In the study by Kristensen et al.
(2012) an HMDP was employed to model marketing decisions under online weight information
and the focus was on the definition of the state space of the HMDP acquired by dynamic linear
models and Bayesian updating. In the study by Pla-Aragonés et al. (2013), the optimal marketing
policy was found by a mixed integer linear programming method under an all-in all-out strategy.
They formulated the problem by a mathematical programming model and solved their model
using a heuristic approach under different pig size distributions and pig growth rates. Niemi
(2006) applied a stochastic dynamic programming method to find the best time of marketing for
an individual pig and the best nutrient ingredients in the feed-mix, simultaneously. In a recent
study, Pourmoayed et al. (2016) have considered optimal marketing and feeding strategies at pen
level.

To the best of our knowledge, there are few studies considering the problem at herd level and
taking into account the effect of transportation costs on marketing decisions (Ohlmann and Jones,
2008; Boys et al., 2007). Ohlmann and Jones (2008) used a mixed integer programming model
to find the best marketing strategy in a barn of pigs. Boys et al. (2007) analyzed the effect of
single and multiple shipping decisions on the marketing strategy of a heterogeneous herd using
a simulation method. In both studies marketing decisions are examined under an annual profit
criterion and the impact of physical sectioning of the production facility with respect to the pen,
section and herd levels is not considered in the models. Moreover, in these studies termination
decisions are not considered in the models and therefore they do not take into account the effect of
terminating the production cycle at an earlier point in time, even though such earlier termination
would increase the number of production cycles and possibly lead to higher profits.

In this paper we consider marketing decisions in a herd composed of sections and pens.
We formulate the sequential marketing decisions using a discounted infinite-horizon Markov
decision process (MDP) and assume that the production process is cyclic at section level, i.e.
when a section is terminated, a new batch of piglets is inserted into the pens of this section

and a new production cycle is started. The model is stochastic because of the uncertainty of the
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weight of pigs in the pens. This uncertainty is described by a stochastic process relying on the
state space models formulated in Pourmoayed et al. (2016). Due to the large number of states
and actions in the model, the curse of dimensionality becomes apparent and the usual solution
procedures of MDPs (e.g. policy iteration) can not be used to solve the model. Therefore, we
use an approximation strategy to give an approximate solution to the problem and find the best
approximate marketing policy at herd level. More precisely, we first use the properties of the value
function in a discounted infinite-horizon MDP at pen level to find an approximation architecture
for the value function at herd level, and next we apply an approximate dynamic programming
(ADP) approach with post-decision states to find the best marketing policy at herd level (Powell,
2007).

Examples of approximation strategies used to optimize livestock systems are Kristensen
(1992) and Ben-Ari and Gal (1986) that exploit a parameter iteration algorithm developed by Gal
(1989) to find the best replacement policy in a dairy herd. In these studies, however, the estimation
of transition probabilities and the calculation of expected value operators in the solution pro-
cedure are computationally challenging/require much computational effort, due to complicated
transition functions and large state and action spaces. In the present study, reformulating the
Bellman equations in the form of post-decision states can significantly improve the computational
efficiency of the solution procedure which is a novel approach for optimizing livestock systems
modeled by high-dimensional MDPs.

The rest of the paper is organized as follows. In Section 4.2, sequential marketing decisions are
modeled using a discounted infinite-horizon MDP model. Section 4.3 describes an approximate
dynamic programming approach for solving the MDP model. In Section 4.4, numerical examples
are given and the policy resulting from the ADP is compared with other marketing policies, and

finally in Section 4.5, we conclude the paper.

4.2 Model description

We use a discounted infinite-horizon MDP to model marketing decisions at herd level. A short
description of the model is given below.

A discounted infinite-horizon MDP models a sequential decision problem over an infinite
time horizon. Assume that a decision epoch is the first day of a week when marketing decisions
are made and let S denote the finite set of system states at an arbitrary decision epoch. Given

system state s € S at the current decision epoch, an action a from the finite set of allowable
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actions A (s) is chosen resulting in an immediate reward r(s,a), and a probabilistic transition
to state s, € S at the next decision epoch. This transition is based on the transition function
O(s,a,®) where @ denotes random information received between the current and next decision
epochs. Random information @ might depend on a stochastic process affecting the system state.

We consider the following assumptions when modeling sequential marketing decisions at
herd level:

1. A herd consists of || sections and each section i € I includes |J| pens.

max

2. Each pen j € J involves a maximum of g™ pigs. In the beginning of the production cycle in

max

the section, each pen is filled with g™** pigs.

3. The marketing decisions are taken on a weekly basis and the culled pigs are transferred to the

abattoir after few days.
4. Individual marketing at pen level is started in week ™ at the earliest.

5. A section is terminated in week ™®* at the latest, i.e. the maximum life time of a pig is ™**

weeks.

6. Weekly deliveries to the abattoir are based on a cooperative agreement where culled pigs from
each section in the herd are grouped and transferred to the abattoir by trucks. Transportation
of culled pigs is handled by the abattoir and hence the cost of transportation per truck is
fixed in the model. Variable costs of transportation, e.g. costs of loading a pig into the truck,

are not considered in the model of this paper.

7. When a section is terminated and cleaned, a new batch of piglets is inserted into the pens of this
section immediately, i.e. the piglets are always available. As a consequence, information

on the growth and weight of the piglets is known at insertion time.

8. The production process in a section is independent of other sections, i.e. the piglets can
be inserted into the sections at different times, and a section can be terminated earlier

compared to other sections.

9. The sequence of feed-mixes used during the production cycle (feeding strategy) is known and
fixed.

10. A new batch of piglets and the required feed stock are bought using known and fixed prices.

11. The pigs are sold to the abattoir using a known settlement pork price function.
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12. The growth of a pig is independent of the other pigs in the pen, i.e. the growth is not

dependent on the number of pigs in the pen.

Under these assumptions, we describe the state space, action space, transition function, reward,

and the optimality criterion of the discounted infinite-horizon MDP model in the following.

4.2.1 State space

In a given decision epoch, state s is defined using state variables:

t; week number in a production cycle of section i, Vi € [;
gij number of remaining pigs in pen j of section i, Viel & j € J;

w;; model information related to the weight of pigs in pen j of sectioni,Vic I & jcJ. w;; €
W is a vector of the three state variables U;;, 0;;, and g;; corresponding to the mean
and standard deviation of weight and the average growth of pigs in pen j of section i,
respectively, i.e. w;; = (l;j,0ij,&ij). The values of these variables can be obtained from
repeated measurements of weight and feed intake data in the farm using state space models

based on Bayesian updating (see Pourmoayed et al. (2016)).

In general state s takes the form

where

?:(tla"7li7"7t|l|)7
ZI :(qlla“,Qija"7q\1HJ|>7
=

(W11, Wiy s Wig)1]) -

Hence the set of states becomes

S={s=0{qw)|icl, jeJ, t;e{l,... "},
qu E {O'I{ti>tmin} +qmaXI{ti§tmin}, e 7qmaX}7Wl'j E W},

where I{.} denotes the indicator function.
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4.2.2 Action space

Consider state s and assume that the pigs in pen j of section i are sorted in ascending order based
on their live weight such that index k denotes the kth heaviest pig in this pen. We consider the

following decision variables for defining action a:

x;jk a binary variable equal 1 if the kth pig in pen j of section iis culled, Viel, je€J, &k €
{1,2, e ,ql‘j};

y; abinary variable equal 1 if section i is terminated, Vi € I.

Using decision variables x;jx and y;, action a is defined as
a=(X,),

where

X=(X1115 %0 j ks "7XVW|‘1|IHJ\)’

y:(ylv'wyja")ym)'

Possible actions for state s must satisfy the following constraints:

x,-jkgxiij, ViEI,jEJ,&k€{1,2,...,qij—l}, 4.1)
qij
Y aii— Y, ) xipu<M(1-y), Viel, (4.2)
jes jeJk=1
dij
Yoai— Y Y xip>(-y), Viel, (4.3)
jes jeJk=1
qdij
Y Y ) xip < kTR, 4.4)
icl jeJ k=1
xp=0, if 1<y <M Viel jeJ, &ke{l,2,...,q;}, (4.5)
yi=1, if ;,=1™*, Viel, (4.6)
Xijky Vis binary, Viel, jeJ, &ke{l,2,...,q;;}, zinteger. 4.7)

Based on the order of the sorted pigs in the pen, constraint (4.1) enforces that a lighter pig cannot
be marketed earlier than the heavier pigs. When a termination happens in section i (y; = 1),
constraint (4.2) implies that all the remaining pigs in the pens of this section must be marketed. In

this constraint, M is a predefined large number. Moreover, when all pigs are marketed from section
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i, constraint (4.3) ensures that this section must be terminated. Constraint (4.4) expresses that the
total number of marketed pigs in the herd must be less than the capacity of the trucks called from
the abattoir. In this constraint, kK**"¥ is the capacity of one truck and z is a supplementary integer
variable denoting the number of trucks needed to transport the marketed pigs to the abattoir. In
constraint (4.5), marketing is not allowed when 1 <#; < ™" in a production cycle at section i.
Constraint (4.6) ensures that termination in section i occurs in the latest week of a production
cycle (#; = ™). Finally, constraint (4.7) defines the type of decision variables x; i, y; and z.

If X and Y are the set of decision variables x;; and y; satisfying the above constraints, then

the set of possible actions A (s) for the given state s is defined as

A(S):{ (_)7—’)‘x€XSa)_;€YS}‘

4.2.3 Rewards

The reward of action a € A(s) is calculated as the revenue of selling the marketed pigs to the
abattoir minus the cost of feeding the pigs that we decide to keep in the pens until the next
decision epoch, the cost of transferring the marketed pigs to the abattoir by trucks, and the cost of
buying a new batch of piglets when a section has been terminated. Hence, the reward associated

with state s and action a is formulated as

Z Z Z Ck Wl] Xijk — Z Z Z Cfeed le 1 xljk) truckz_ Zcpiglet|J|qmaxyi7

i€l jeJ k= i€l jeJ k= iel
4.8)
cull

where ¢f***(w;;) is the unit reward of selling the kth pig in pen j of section i to the abattoir given

weight information wy;. Similarly, cf°%9(

w;;j) denotes the feeding cost of the kth pig in pen j of
section i kept in the herd until the next decision epoch. Note that when marketing decisions are
made, culled pigs are sent to the abattoir after few days and therefore the additional feeding
cost and reward, resulting from the weight gain of culled pigs in this period, are considered in

the calculation of c{**(w;;). We use a simulation method to calculate functions c¢f*** (w;;) and

cte®d(wj;) given weight information w;; (see Appendix 4.B). The coefficient ¢**"* is the fixed
cost of a truck to transfer the culled pigs to the abattoir, and cP8'°* is the cost of buying a new

piglet in the beginning of a production cycle.
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4.2.4 Transition function

Given state s = (7,¢,w) and action a, the transition function ¢(s,a, ®) describes how the system

evolves from state s to state A

Sp = ¢(s,a,0) = (?+76+’W+)v 4.9)

such that foreveryi €/ and j € J:

ti, = (1—=yi)(ti+1)+yi,
qij

qij, = (L=yi)(qij— Y xije) +yigd™,
=1

wij, = (1 =yi)T(wij, ®) +yiwo,

where wy is the weight information at the start of a production cycle in the section and I'(w;j, ®)
describes a stochastic transition between w;; and w;; . given random information ®. In order to
describe this stochastic transition, we define a stochastic process relying on two state space models
with Bayesian updating suggested in Pourmoayed et al. (2016), i.e. given weight information
wij = (Mij, 0ij,&ij), the transition probabilities for the state variables y;;, 0;;, and g;; are obtained
using state space models based on Bayesian updating. For more details about this stochastic

process see Appendix 4.A.

4.2.5 Optimality criterion

A policy mis a decision rule or function that assigns for each state s € S an action a = 7(s) € A(s),
i.e. a policy prescribes which action to take whenever the system is observed in state s. Under the
optimality criterion maximization of total expected discounted reward, the objective of the model
is to find the best policy that maximizes the total expected discounted reward over an infinite

time horizon:

max E < n; Y r(sn, ﬂ(sﬁ)) : (4.10)
where 7 is the discount factor used to calculate the present value of a future cash flow, subscript n
indicates stage number, and I1 is the set of all deterministic stationary policies. In order to find the
optimal actions a* = 7*(s), the following optimality equations should be satisfied for all states

s € S (Puterman, 2005, Section 6.2)

v(s)= m&x)( r(s,a)+7vE(v(s,))), VseS, 4.11)
ac N
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where s = ¢(s,a, ), and the value function v(s) denotes the maximum expected discounted
reward of being in state s to the end of the time horizon. Notice that when 0 < y < 1, S and A (s)
are finite and r(s,a) is bounded, a unique solution to the optimality equations (4.11) will exist
and the resulting policy is a deterministic stationary optimal policy (Puterman, 2005, Theorems
6.2.5-6.2.10).

4.3 Approximate dynamic programming

In the calculation of the value function v(s) for all states s € S using the optimality equations
in (4.11), we face some computational obstacles. First, the size of the state and action spaces
in the model are ™ g™ax|W IV and 2™ W/I+11 respectively, which means that reasonable
values of 1™ g™ |W|, |I|, and |J| (e.g. 15, 18, 1134, 3, and 20, respectively) make computation
of v(s) for every possible state unmanageable. Second, due to the large number of states and
possible outcomes for random information @, an exact computation of expected value £ (v(s +))
is prohibitive. Finally, due to the expected value operator, the maximization problem in (4.11)
is not deterministic and hence it may be difficult to solve it and find the optimal actions. These
computational challenges are known as three curses of dimensionality (Powell, 2007, Section
4.1) that prevent us from applying the regular solution procedures of MDPs (e.g. policy and value
iteration methods) to solve the discounted infinite-horizon MDP model.

Approximate dynamic programming is an efficient way to deal with these computational
problems and to find an approximate solution for the high-dimensional MDPs. The main idea is
to approximate the value function v(s) and find the best actions for the states that are most likely
observed in the system. The approximation architecture of the value function is often described
by a parametric function and there are well-known algorithms exploiting simulation and linear
programming techniques to estimate the parameters of the approximated value function (see e.g.
Powell (2010), Topaloglu and Powell (2006), Toriello et al. (2010), de Farias and Van Roy (2003),
and Patrick et al. (2008)). For more details about ADP algorithms, the interested reader may
refer to Powell (2007). Examples of approximation methods in optimizing livestock systems are
Kristensen (1992) and Ben-Ari and Gal (1986) that use the parameter iteration method suggested
by Gal (1989).

In this section, we apply the ADP approach and use post-decision states to give an approximate
solution to the discounted infinite-horizon MDP model. First, in Section 4.3.1, we design a

parametric approximation architecture for the value function v(s) . Second, in Section 4.3.2,
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the optimality equations are reformulated in terms of post-decision states to find a deterministic
version of the maximization problem in (4.11), and finally in order to estimate the parameters
of the approximated value function, an approximate value iteration algorithm is employed and

presented in Section 4.3.3.

4.3.1 Approximation architecture of the value function

When the sizes of the state and action spaces are too large, it is often not possible to update
the value function for every possible state. An alternative option is to find an approximation
architecture for the value function v(s). When choosing the approximation architecture, we
should consider a balance between the computational efficiency and the performance of the
resulting policy. For instance, a second or third polynomial approximation for the value function
v(s) may change the maximization problem in (4.11) to a very difficult non-linear model. In this
study, we use the properties of the value function of the marketing decisions at pen level to find
an approximation architecture for the value function at herd level.

Based on the hierarchy structure of the marketing decisions at herd level, we will assume
that the value function at herd level is additive over the value functions at pen level and hence an
approximation of the value function v(s) is given as:

vis) = Y Y viiti,gijowig), (4.12)

i€l jeJ

where V;;(ti,qij,wij) is the value function related to pen j of section i with weight information w;;
including g;; pigs in week number #;. According to the form of the value function of marketing
decisions at pen level in Pourmoayed et al. (2016), we found that a good functional form of
vij(ti,gij, wij) is

vij (ti,gij, wij) = qijb(ti, wij), (4.13)
where b(t;,w;;) is a parameter describing the effect of weight information w;; and week number
t; on the marketing decisions at pen level. In other words, b(z;, w;;) is the value of having one pig
more in pen j of section i with weight information w;; at week number #;. We may infer that this
parameter is the gradient of the value function with respect to the number of remaining pigs, g;j,
and hence we name it a slope parameter in the approximation architecture.

By substituting (4.13) in (4.12), the final form of the approximation architecture for the value

function at herd level is as

vis) = Y Y qijb(ti, wij). (4.14)

icl jeJ
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Figure 4.1: Relation between pre- and post-decision states in three decision epochs. ¢(.) indicates
a deterministic transition from pre-decision to post-decision states, and y(.) shows a stochastic
transition from post-decision to pre-decision states. Subscripts ’-> and ’+’ clarify a state in the
previous and the next decision epochs, respectively.

Now instead of updating the value function for every possible state, we only need to find a very

good estimation for the slope parameters b(z;, w;;) (#; € {1,...,t™**} and w;; € W ). Note that the

number of slope parameters, ™#*|W|, needed to be estimated is much lower than the number of
possible states, 1™ g™2X|W |I/I/l and therefore the computational effort of the solution procedure
is noticeably reduced. In section 4.3.3, we apply an approximate value iteration algorithm to

estimate the slope parameters.

4.3.2 Post-decision state

In the transition function ¢(s,a, ®) defined in (4.9), we can separate the effect of action a and
the random information @. Therefore, for a given state s = (7,¢,w) and action a, transition to

s, = ¢(s,a,w) is divided into two steps:

s9=@(s,a) = (19, q%, w) (4.15)

where forevery i€l and j € J:

i =1 —-y)ti+1)+yi,
qdij

afy = (1 =yi)(qij — Y xiju) +yig™,
=1

W?j = (1 —yi)wij+yiw0.
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Here, s is known as the post-decision state, and s, as the pre-decision state (Powell, 2007).
¢(s,a) is a deterministic transition that only considers the effect of action a on the pre-decision
state s while y(s*, ) is a stochastic transition taking into account the effect of random informa-
tion @ on the post-decision state s“. We may infer that the post-decision state s¢ is the state of
the system immediately after making a decision while the pre-decision state s refers to the state
of the system just before we make a decision. Figure 4.1 shows the relation between pre- and
post-decision states in three successive decision epochs.

Now suppose s € S is the pre-decision state of the system at the current decision epoch.
Moreover, assume that s € S and s* € S are two post-decision states in the current and the
previous decision epochs, receptively. According to the transition function y(s%, ®), the pre-
decision state s is the result of a stochastic transition from post-decision state s* (see Figure 4.1)
and hence we can conclude that

v(s®) =E (v(s)|s%). (4.16)
Furthermore, by reformulating the optimality equations in (4.11), the value of being in pre-
decision state s can be obtained using v(s¢):

v(s) = max (r(s,a)+yv(s?) ), 4.17)
acA(s)

where s* = ¢(s,a). Now by substituting (4.17) in (4.16), the new optimality equation for the
value function in post-decision state s* will be

v(st)=E (aglAaé)( r(s,a)+ yv(s”))|s‘i) : (4.18)
Note that in (4.18), the expectation is now outside the max operator and the main benefit of using
this new form of optimality equation, compared to Equation (4.11), is that the optimization prob-
lem inside the expectation is deterministic and hence it can be solved by well-known optimization
techniques. However, to calculate v(s% ), the expectation in equation (4.18) must be computed.
Calculation of this expected value is often computationally intractable and is usually approxi-

mated using simulation techniques. For more details about post-decision states see (Powell, 2007,
Chapter 4).

4.3.3 Approximate value iteration algorithm

In this section, we present an approximate value iteration (AVI) algorithm, the purpose of

which is to estimate the value of the slope parameters in the approximation architecture of
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Algorithm 1 AVI

Initialization:
Estimate initial values of slope parameters lA)(tl-“, wi;) forevery i € {1,.... 1"} & wi, € W.
Set h=1 (iteration counter).
while /1 < 7 or ||b, —bj,_1|| < A do
Initialize sq for iteration 4 and set s := sg and b_:=b
forn=1,2,...,.4/ do
Solve maximization problem:
a" = arg maxyc ) (r(s,0) + 79 (),
if n>1 then
Run Algorithm 2 given pre- and post-decision states s and s? and action a* = (¥*, g
to update the slope parameters.

end if
Set @ = a* and find the post-decision state:
s = @(s,a).
Generate sample ® and find the next pre-decision state:
s, = y(s%, d).
Setn:=n+1ands:=sy
end for
h=h+1
end while

Return l;(rl“,wf]) forevery 1 € {1,....1""} & wi; € W.

the value function defined in (4.14). In this algorithm, the parametric approximation archi-
tecture \77)(.) : s — R represents the value function in terms of post-decision states where
vector b shows the set of estimated slope parameters in the approximate value function, b=
(b(14, wi,), ..,E(tf‘, wii)s o lAy(t“}| , w|“1|| J|)). Algorithm 1 illustrates the pseudo code of the algorithm.
In this algorithm, first the slope parameters are initialized to known values, and then several state
trajectories are simulated in two loops (outer and interior loops) and the slope parameters are

updated. The main parts of the algorithm are described below.

Initialization. The algorithm is started by estimating the initial values for the slope parameters
b(te, wi;) (1 € {1,...,t"*} and w{; € W ). The initial values are estimated according to
the behavior of the value function of marketing decisions at pen level in Pourmoayed et al.
(2016).

Maximization problem. In each iteration of the algorithm, a maximization problem should be
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Algorithm 2 Updating of slope parameters

In state s = (7,4, W), for every i € I and j € J such that ; >= ™" do:
if g;; < g™ then

ql]—qu+1 — s =({,¢',w

TV = maxyen ) (r(s'a) +w57 (5)) = maxyen o) (r(5,) + 79 ()
else

g =qij—1 —s '=(,q,w)

@V = maxaeA(s)( (Saa) + ng (Sa)) T MAXgcA(s) (r(slaa) + ng (S/a)>’
end if

b(tf,wih) = (1— 04)b(tf,wh)_ + a4, V.

In state s = (7,¢,w), for every i € I if y;* = 1 do:
V=Y e qiib(ti,wij) — (Ljes Lpy cf (wij) — cPigtetgmax|j)),

E(tla7wlj) = b(l,W()) = (1 - a/’l)g(lzav ) +ah maxUW

solved. This maximization problem in a given pre-decision state s = (7,,w) is defined as

max,en ) (r(s,a) + 7% (s)), (4.19)

where the reward function r(s,a) was given in (4.8) and the value function v (s*) can
be obtained using the approximation architecture of the value function in (4.14) and the
deterministic transition of post-decision states defined in (4.15). Vector b_ in the value
function includes the last estimates of the slope parameters obtained in the previous iteration
of the algorithm. Moreover, the set of possible actions A(s) is defined using constraints

“4.1),4.2),(4.3),(4.6), (4.5), (4.4), and (4.7). Therefore the final form of the maximization

problem is defined as follows:

qij
Z Z Z Ck Wz] Xijk — Z Z Z Cfeed Wl] Xijk) - ctruCkZ_ (4'20)
ng i€l jeJ k= icl jeJ k=
. qdij
Zcplgletl‘]’qmaxyi_i_ yz Z( (qu Z xz]k - +yiq maxb(l wo)- ),

icl i€l jeJ

s.t. (4.1) — 4.7).

This integer programming model is solved to find the best action a* = (X*,g*) for the
pre-decision state s that is used in the next steps of the algorithm for generating the post-

decision state of the system and for updating the slope parameters of the value function.



Approximate dynamic programming 113

Simulating the state trajectories. In the outer loop of the algorithm, in each iteration 4, first an
initial state s¢ is randomly selected and then from this state, a state trajectory is simulated
for decision epochs 1,2,...,.4" using an interior loop. Note that since we cannot simulate
an infinite trajectory, parameter .4 is chosen so as to be large enough to have a good
estimation of the average discounted reward of the model defined in (4.10). That is, .4 is
estimated such that the error criterion 7" 17 /(y—1) gets sufficiently small. This criterion
shows the difference between the average discounted reward of the model with an infinite
time horizon and with a long time horizon .4", where 7 is a pre-estimation of the average
reward per time unit in the model (for more details see (Powell, 2007, page 340)). Moreover,
in order to improve the performance of the algorithm the discount factor 7y is set to a smaller
value than would be needed to capture the time value of money (Powell, 2007, pages 343,
597).

Next, in iteration n of the interior loop (related to decision epoch n), when pre-decision
state s = (7,g,w) is observed, the maximization problem (4.19) is solved and the value of
a = (¥, g) that solves this problem is stored in a (after slope parameters have been updated).
Given d, the post-decision state s7 is found using the transition function @(s,a). Finally,
a sample of random information @ is generated (denoted by @) and the next pre-decision
state of the system is found using the transition function y(s%, @). Note that using sample
@, the transition function y(s%, @) results in a deterministic transition from s? to the next

pre-decision state s, .

Updating the slope parameters. The updating procedure of the slope parameters is given in
Algorithm 2. Note that according to equations (4.16) and (4.18), an estimation of the value
function v(s) in pre-decision state s gives an estimation of the value function v(s ) in the
previous post-decision state s . In Algorithm 2, we use the same logic to update the value
of slope parameter b(z{, wf.‘j) (when #; >= ™M) More precisely, in a given decision epoch
n (n > 1), we first estimate the gradients of the approximate value function with respect
to the number of remaining pigs and we then use them to update the slope parameters of
the value function in post-decision state s% observed in decision epoch n — 1. Note that the
gradients of the value function are estimated according to the weight information observed
in all the pens. In order to calculate the gradient Vvina pen with information w;; and

pigs in

the pen, one average weighted pig is removed from this pen) and then we calculate the

t;, first we add one average weighted resource into this pen (when there are g™**

change in the objective function value of the maximization problem (4.20) in which, the
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coefficients ¢{* (w;;) and ¢f°®4(w;;) are replaced by the reward and cost of an average

weighted pig.
Now using the estimated gradient Vv, the value of the slope parameter b(tl-“,w?j) is
updated as follows
b(ef wh) = (1 — ap)b(tf . wl)— + Vv,
obtained in the previous decision epoch. The step size o, specifies how much weight

where lg(ti&,w )_ is an estimated slope of the value function in post-decision state s?
we should consider for the estimated gradient Vv to update slope b(ti“,w?j) at iteration
h. The step size o, has an important effect on the convergence rate of the algorithm. We
use the generalized harmonic step size rule to determine the value of ¢, in each iteration
of the algorithm (Powell, 2007, page 430). That is, o, = @/(&x +h— 1) where @ is a
parameter specifying the reduction rate of the step size to zero while the iteration counter A
is increasing in the algorithm.

Finally, when a termination occurs in the section (y; = 1), the value of the slope
parameter b(t{',w{;) = b(1,wo) is updated in the algorithm. More precisely, using the
structure of equation (4.17) and the value of the value function at termination time, we
first estimate a sample of the value function at section level at the beginning time of the
production cycle (#; = 1) and next we use it to update the value of the slope parameter

b(1,wp) in the current iteration of the algorithm.

Stopping criteria. The algorithm is stopped when the norm (||.||) of difference between two
consecutive sets of parameter values (in an iteration of the outer loop) is less than or equal
to a predefined error criterion A, ||b, — by || < A, or when we reach a maximum number

of iterations J7.

The final values of the slope parameters, estimated at the end of the algorithm, can be used to
find the best actions in the system, i.e. given the slope vector b including the final estimates of
the slope parameters, the following maximization problem is solved to find the best action a* for
an arbitrary observed state s:

a* =arg maxaeA(S)(r(s,a)—}—f/z)(s“)). (4.21)

where s* = @, (s,a). That is, in contrast to the usual solution procedures of MDPs, we do not
generate a policy containing the optimal actions for every possible state. Instead, we solve the

above maximization problem to find the best actions for the observed states in the system.
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Table 4.1: Parameter values used in the discounted infinite-horizon MDP.

Parameter Value Description
qm 18 Maximum number of pigs in a pen.?
pmax 15 Maximum number of weeks in a growing period (week).*
¢min First possible week of marketing decisions.”
7] 3 Number of sections.”
|7 20 Number of pens in a section.”
ftruck 205 Capacity of truck transferring the culled pigs to the abattoir (pig).?
ctruck 400 Fixed cost of the truck (DKK).?
cpiglet 375 Cost of buying a piglet (DKK).¢
Y 0.95 Discount factor.
wo (26.4,3,6.2) Initial weight information, wy = (o, G0, go), at the start of a production cycle (kg).?

 Value based on discussions with experts in Danish pig production. ? Value taken from information in DAN-
ISH CROWN (http://www.danishcrown.dk/Ejer/Svineleverandoer/DC-Afregning/DC-Logistik-svin.aspx ).
¢ Value taken from Kristensen et al. (2012). ¢ Estimated based on time series generated using simulation.

Table 4.2: Range of centre points for continuous state variables L;;, 0;;, and g;;. Given centre
points, the continuous state variables L;;, 0;;, and g;; are discretized into 21, 9, and 6 intervals,
respectively. The unit of values in the table is kg.

Week (1) 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

ul 6.4-464 13.4-534 20.4-60.4 27.4-67.4 34.4-744 41.4-81.4 48.4-874 554-954 62.4-102.4 69.4-1094 76.4-1154 83.4-123.4 90.4-130.4 97.4-137.4 104.4-144.4
uf 2-10 2.5-10.5 3-11 3.5-11.5 4-12 4.5-12.5 5-13 5.5-13.5 6-14 6.5-14.5 7-15 7.5-15.5 8-16 8.5-16.9 9-17

uf 44-82 44-82 4.4-82 4.4-82 4.4-82 4.4-82 4.2-8.2 4.2-8.2 4.2-8.2 4.2-8.2 4.2-82 4.2-8.2 4.2-8.2 4.2-8.2 4.2-82

4.4 Computational results

In order to show the functionality of the proposed model, we use it in three numerical experiments.
In Experiment 1, we apply the AVI algorithm at pen level and investigate the accuracy of this
algorithm. Since the size of the model is small at pen level, we first solve it by the value iteration
algorithm and compare the results with the AVI algorithm. Next, in Experiment 2, we give an
example at herd level and show how the ADP can find the best marketing decisions when there
are different conditions in the average growth of pigs in sections. Finally, in Experiment 3, the
marketing policy obtained by the ADP is compared with other marketing policies that may be

applied in the production unit.

4.4.1 Parameters

In order to initialize the ADP and use it for the marketing decisions, we need to specify the

parameter values of the discounted infinite-horizon MDP model and the AVI algorithm.
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The values of the parameters used in the discounted infinite-horizon MDP model are given
in Table 4.1. These values have been obtained from information in finisher pig production
units (Danish conditions) and related literature. In the MDP model, we also need to calculate
functions/coefficients ¢{**(w;;) and cf°*%(w;;) used in the reward function of the model in
(4.8). These functions depend on the carcass weight, leanness, feeding cost, and the settlement
pork price of individual pigs in pens. The method of acquiring this information and the related
parameter values are given in Appendix 4.B.

Moreover, since the framework of the model is based on a discrete Markov process, the
possible values of the continuous state variables (;;, 0;;, and g;; related to weight information
w;j (defined in Section 4.2.1) must be split up into the discrete intervals. We use a simple method
to discretize state variables U;;, 0;;, and g;; such that in every week of the growing period they
are divided into 21, 9, and 6 intervals of equal length, respectively. That is, the size of set W
including the weight information in the model is |[W| =21 x 9 x 6 = 1, 134. This discretization
of the state space splits the domain of each continuous state variable into intervals of sufficiently
small length, e.g. by splitting the possible range of state variable L;; into 21 intervals per week,
the length of each weight interval will be 2 kg. In a given week number ¢, the centre points of
these intervals are denoted by u!', u°, and u® and their ranges are specified in a way such that they
represent possible values of weight and growth information in the system. That is, the range of the
centre points for the average and standard deviation of weight, u! and u?, increases linearly since
it is not possible to have, for instance, large values of ;; and o;; (e.g. 100 and 15, respectively)
in the first weeks of production. Table 4.2 shows the possible values of these centre points during
the growing period in pens.

The AVI algorithm was coded in C++ (MS VS2010 compiler), and CPLEX 12.6.2 (C++ API
by Concert Tecnology) was used as the optimization solver to solve the maximization problem
of the algorithm. In the algorithm, parameters .4, 77, A, & are set to 120, 300, 5, and 100,
respectively. The best setting has been obtained by testing the algorithm with different values of
these parameters. Note that under these parameter values, 36,000 decision epochs are simulated
in the algorithm and in each simulation, slope parameters are updated according to the weight
information in 60 pens, i.e. the maximization problem of the algorithm is solved 2,160,000 times
to update the value of slope parameters in the model (at herd level). When the slope parameters
have been estimated, they are used in the maximization problem in (4.21) to find the best actions
for the observed states in the test instances.

The test instances used in the computational experiments are randomly generated from
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the stochastic process of weight information (w;; = (Wi}, 0ij,8ij), j € J & i € I ) described in
Appendix 4.A. More precisely, we simulate sample paths for state variables L;;, 0;;, and g;; during
the growing period in the pens. These samples are obtained using the conditional probability
distributions of variables (u;;,g;j) and o;; acquired by the state space models formulated in
Pourmoayed et al. (2016).

4.4.2 Experiment 1: Accuracy of the AVI algorithm

In this section, we investigate the accuracy of the AVI algorithm and compare it with the value
iteration (V1) algorithm. For the purpose of comparison, we consider the sequential marketing
decisions at pen level and first we use the VI algorithm to solve the discounted infinite-horizon
MDP model described in Section 4.2. After solving the model, the value function is estimated
for every possible state in the model. Figure 4.2 shows the behavior of the value function with
respect to the number of remaining pigs in the pen (denoted by ¢g). Each black line in this figure
corresponds to different conditions in the pen that may happen according to week number ¢
and weight information w. As we mentioned in Section 4.3.1, a good functional form for the
value function at pen level, in state s = (¢,q,w), is V(s) ~ gb(t,w) where the parameter b(¢,w)
is approximately equal to the slope of the line related to week number ¢z € {1,...,™*} and
weight information w € W in Figure 4.2. In order to compare the performance of the AVI and VI
algorithms, we compare these slopes (resulting from the VI algorithm) with the estimated slopes
obtained by the AVI algorithm. The AVI algorithm is implemented in a single section with one
pen such that all slope parameters in the algorithm are initialized to one fixed number (e.g. 450).
Based on the values of parameters .4, 7, A, @ in the algorithm, the final values of the slope
parameters are estimated after approx. 45 minutes.

Figure 4.3 illustrates how the slope parameters of the approximate value function (obtained by
the AVI algorithm) converge to the constant values. Since the algorithm is based on simulating the
states, some of the states are observed more often and hence the related slope parameters converge
earlier. Figure 4.4 shows how the estimation of slope parameters by AVI is close to the related
values of slope parameters obtained by the VI algorithm. In this figure, each point corresponds to
a specific pair (¢,w) such that the x-coordinate value of a point is the estimated value of slope
b(t,w) obtained by the AVI algorithm and the y-coordinate is the slope value estimated by the VI
algorithm. The dashed line is a 45-degree line considered as a marker in the plot when the values

of x and y coordinates are equal. As seen in the figure, the data points are close to the marker
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Figure 4.2: Behaviour of the value function with respect to the number of remaining pigs in the
pen (q) resulting from solving the discounted infinite-horizon MDP model using the VI algorithm.
Horizontal axis shows the number of remaining pigs in the pen and the vertical axis the value of
value function v(s) in state s = (¢,q,w). Each black line shows different conditions in the pen
that may happen according to week number ¢ and weight information w.

line indicating that there is a little difference between the slope values acquired by the AVI and
VI algorithms. Over-estimation and under-estimation of slope parameters, estimated by the AVI
algorithm, happens in the first and last weeks of the growing period when the pen is almost
full and empty, respectively. The root mean square error (RSME) between the slopes obtained
by the AVI and V1 is 22.7 which is an acceptable error according to the range of the estimated
values for the slope parameters (between 500 and 900). This shows that the AVI algorithm gives
a reasonable estimation for the slope parameters of the approximate value function. Note that
if the values of parameters .#” and J¢ are increased in the algorithm, the estimation error will
be lower. However, the parameters of the algorithm should be adjusted in such a way to give a
good balance between the computational efficiency of the algorithm and the quality of the results.

Notice that, when the algorithm is run at herd level, the quality of the results will be much better
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Figure 4.3: Converging trends of slope parameters in the AVI algorithm. The horizontal axis
shows the number of updates of an observed slope and vertical axis indicates the estimated
value of observed slope parameters. Black lines show the converging trend of observed slope
parameters in the algorithm.

since the slope parameters are estimated using the simulated weight information in 60 pens at
the herd instead of one pen, i.e. each loop of the algorithm for updating the slope parameters will

contain 60 interior loops, each for one pen (see Algorithm 2).
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Figure 4.4: Comparison between the estimated slope values obtained by the AVI and VI algo-
rithms. Each point corresponds to a specific pair (¢,w). The x-coordinate value of each point is
the estimated value of slope b(f,w) obtained by the AVI algorithm, and the y-coordinate value is
the slope value estimated by the VI algorithm. The dashed line is a 45-degree line considered as
a marker in the plot when the values of the x and y coordinates are equal.

4.4.3 Experiment 2: Marketing decisions at herd level

In this section, we use the ADP to find the best marketing decisions in a herd with 3 sections. In
order to show how the marketing decisions change according to the conditions of the herd, we
assume that there are different environmental effects (e.g. temperature, housing conditions, and
humidity) for each section resulting in different average growth rates of pigs in the three sections.
We therefore set the average growth rate of pigs in Section 2 as normal (6 kg per week) while in
Sections 1 and 3 pigs grow 10 percent faster and slower than Section 2, respectively.

To find the best marketing decisions, we first run the AVI algorithm under the parameters given
in Table 4.1 and Section 4.4.1 to estimate the slope parameters in the approximation architecture
of the value function at herd level. After running the algorithm, the slope parameters are converged
after approximately 21 hours. These slope values are then used in the maximization problem
(4.21) to find the best marketing decisions in the simulated states of the herd. The simulated
states are dependent on the weight information of the pens which is randomly generated using
the stochastic process of weight information described in Appendix 4.A.

Figure 4.5 shows the range of the simulated weight data during ™ = 15 weeks of the
growing period in the three sections. The distribution of weight values in each week is shown by
a box plot where the horizontal line inside the box indicates the median of the simulated data. As

seen in the figure, in each week (e.g. week 10), the weight values of pigs in Section 3 are higher
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Figure 4.5: The range of the simulated weight data in the three sections during ™** = 15 weeks
of growing period in the production cycles. Each box-plot contains 360 weight values split into 4
quartiles. The body of the box includes 50 % of the data (second and third quartiles) and within
the box the horizontal line shows the median of the simulated data. The up and down whisker
lines show the range of the data in the first and last quartiles. If a data point diverges considerably
from the overall pattern, it is plotted as a point.

than Sections 1 and 2 and the pigs in Section 2 grow faster compared to Section 1. Moreover,
when the pigs become older, the inhomogeneity of weight distribution increases between the pigs
with the same age in all sections (see the length of the box plots from week numbers 1 to 15).
Figure 4.6 illustrates the best marketing decisions during 52 weeks of production in the herd
(from week 46 to 94). We have randomly selected this period to have a plot of marketing decisions
in each section. That is, weeks 1 to 45 can be considered as the warm-up period of the simulation
for reaching steady state. In this figure, the bar lines show the number of remaining pigs before
a decision is made, the numbers below the bars denote the number of heaviest pigs culled from
the section, the letter “T”” indicates the termination of a production cycle in the section, and the
letter “C” corresponds to continuing the production process without marketing. Note that when
termination occurs in a section (letter “T”’), a new production cycle is started in this section.

Moreover, the time period between two successive terminations shows the length of a production
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Figure 4.6: Results of marketing decisions in a herd with three sections during 52 weeks of
production (from week 46 to 94). Bar lines show the number of remaining pigs in the sections
before a decision is made. Numbers below the bars denote the number of heaviest pigs culled
from the section, the letter “T” indicates the termination of a production cycle in the section, and
the letter “C” corresponds to continuing the production process without marketing.

cycle in the section.

As seen in Figure 4.6, the length of the production cycles in Section 3 is shorter than other
sections since according to Figure 4.5 the average weight of pigs in this section is higher than
Sections 1 and 2 and hence the pigs obtain their optimal slaughter weight earlier. It is therefore
beneficial that after a few weeks of individual marketing in Section 3, an early termination occurs
in this section resulting in a higher number of production cycles in this section compared to other
sections. In Sections 1 and 2, the pigs grow slower than Section 3 and hence it is better to keep
them in the pens for a longer period compared to Section 3, i.e. the length of the production cycles
in Sections 1 and 2 is longer than Section 3. However, after starting the marketing decisions
in Sections 1 and 2, we observe that in each production cycle the fraction of pigs remaining in
Section 1 is more than Section 2 (see the height of the bar lines for Sections 1 and 2 in Figure 4.6).
This happens since the average growth of pigs in Section 2 is better than Section 1 and hence
more pigs are culled from Section 2 compared to Section 1 resulting in a lower number of pigs in

Section 2.
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Figure 4.7: The total number of culled pigs from the herd in weeks 46 to 94. The numbers
below the bars show the number of trucks needed to transfer the culled pigs to the abattoir. The
horizontal dashed line shows the full capacity of a truck.
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Figure 4.8: The effect of the transportation cost on the marketing policy of the herd. Black and
gray bars show the number of pigs culled from the herd when the fixed costs of transportation
are 400 DKK and 2000 DKK, respectively. The horizontal dashed line shows the full capacity of
a truck (205 pigs).

Figure 4.7 illustrates the total number of culled pigs in the herd from weeks 46 to 94. The
numbers below the bars show the number of trucks needed to transport the culled pigs to the
abattoir and the horizontal dashed line shows the full capacity of a truck . As can be seen, the full
capacity of the trucks is not used in most cases and only the pigs with appropriate live weight are

sent to the abattoir (the capacity of a full truck is k**%°k = 205). This happens since the fixed cost



124 Paper 111

Table 4.3: Comparison between the performance of different marketing polices. Since each
policy is applied in 100 sample paths, the results are reported as 95% confidence interval m +
1.96s/ v/100, where m and s are the mean and standard deviation of the values of comparison
criteria in 100 sample paths.

Policy ADP M FTC All-Tn All-Out

9 10 11 12 13 14 15
Av. discounted reward per week ~ 20724+45.5 1078+ 11.1 1830+£103 470+11.9 1398+10.3 1831+7.6 1881+6.7 1679+4.6 1365+4 1014+3.9
Av. length of production cycle 11.8+0.01 10+0 11.6£0.06 9+0 10£0 11£0 12+0 13+£0 14+0 15+£0
Number of production cycles 30.5+0.14 360 31.3+£0.28 39+0 360 33+0 30+0 27+0 27+0 24+0
% of truckload capacity utilized 761 75+£0 880 87+0 87+0 87+0 87+0 87+0 87+0 87+0
Number of trucks sent to abattoir 73.7+1 84+0 63.6+0.5 84+0 72+0 66+0 60+0 54+0 54+0 48+0

of calling a truck (see Table 4.1) is lower than the profit obtained by culling a specific number of
pigs that are ready for slaughter. For instance, when 40 pigs are ready for slaughter, it is beneficial
to call a truck and transport them to the abattoir. However, this happens in few cases and there
are not many deliveries with a small number of culled pigs. Moreover, note that in some cases
a compulsory termination at the latest week of the growing period (week t™* = 15) leads to
a small number of pigs being culled and sent to the abattoir by one truck (e.g. see week 84 in
Figure 4.6).

Transportation costs can affect the marketing policy of the farm. Figure 4.8 shows the change
in the number of marketed pigs in the herd when the fixed costs of transportation (c***°¥) are 400
and 2,000 DKK. As we see in this figure, a high transportation cost leads to a better utilization
of trucks and fewer deliveries to the abattoir. More precisely, with the fixed transportation cost
ctTuck — 400, the number of deliveries to the abattoir is 39 while with ¢***°¥ = 2000 this number
is decreased to 18 that may result in culling some pigs that are not ready for slaughter yet. Note
that the variable cost of transportation per pig (e.g. cost of loading a pig into the truck) is not
considered in the model since this variable cost is much smaller than the value of a pig in the
abattoir and hence it would not have a noticeable impact on the marketing policy and can be

ignored.

4.4.4 Experiment 3: ADP compared to other marketing policies

In order to evaluate the performance of the marketing policy obtained by the ADP, we compare it
with other well-known marketing polices often applied at herd level. In order to have a valid com-
parison, we use same test instances for all the policies in which the simulated weight information
in the pens shows normal conditions at the herd. Since we cannot simulate an infinite trajectory,

marketing decisions are considered over a long time horizon (.4~ = 120 weeks approximately
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equal to 2.5 years) and 100 sample paths are generated in this horizon for comparing the policies.
The average discounted reward of the production unit per week is chosen as the main criterion
to compare the policies. This criterion is defined as ¥':*" | ¥*~r, (s, w(s)) /.4 for a given policy
7. Moreover, the average length of the production cycle, the number of production cycles, the
percentage of truckload capacity utilized, and the number of trucks sent to the abattoir during
this horizon are reported for each policy. We compare the marketing policy resulting from ADP

with the following policies:

Myopic policy (M). This policy does not consider the impact of the present decisions on the
future conditions of the system, i.e. only the immediate reward of the decisions is taken
into account in the model. To find the best marketing decisions under this policy, in each
decision epoch, we solve the following maximization problem without considering the

future reward of decisions:

a" = arg maz,cp (s (r(s,)).

This policy was chosen for comparison in order to stress the importance of using dynamic

programming that considers the future value of decisions.

All-In All-Out policy. When the length of the growing period in the section equals a specified
value, all pigs are marketed from the section in one delivery, i.e. individual marketing
decisions are not considered in the model. We evaluate this policy under the assumptions
that the section must be terminated at weeks 9, 10, 11, 12, 13, 14, and 15. This policy is

commonly used in the industry as the main delivery strategy to the abattoir.

Full truck capacity policy (FTC). When a delivery to the abattoir takes place, the farmer prefers
to use the maximum capacity of the trucks. In order to evaluate this policy, we change the
inequality transportation constraint (4.4) in the model to an equality constraint, and assume
that a compulsory termination at herd level occurs when the number of pigs at the herd is
less than the full capacity of one truck (k**<¥). This policy is usually followed by farmers

who want to use the maximum capacity of the truck when sending the pigs to the abattoir.

Table 4.3 shows the results for the ADP, M, FTC, and All-In All-Out policies. Since each pol-
icy is used in 100 sample paths, results are reported as 95% confidence interval m+ 1.96s/+/100,
where m and s are the mean and standard deviation of the values of comparison criteria in 100

sample paths.
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As we see in the table, the ADP policy outperforms other policies in terms of average
discounted reward per week, and the All-In All-Out policy with a length of 9 weeks results in
the lowest reward. The difference between the ADP and FTC policies is noticeable. Using the
maximum capacity of trucks in the FTC policy results in marketing some pigs that are not ready
for slaughter yet and hence the farmer loses the possible profit that could be earned by keeping
these pigs for a longer time in the herd. Moreover in this policy, as expected, the utilization of
truckload capacity is better than other policies (see the percentage of truckload capacity utilized).
It seems that All-In All-Out policies with lengths 11 and 12 weeks perform well in the test
instances. This is because of the lengths of the growing period in these policies that are close to
the average length of the production cycle in the ADP policy resulting in the best marketing time.

In the All-In All-Out policies, as expected, when the length of the growing period is increasing
(from 9 to 15 weeks), the number of production cycles decreases during 120 weeks of production
and hence we need to have fewer trucks to transfer the culled pigs to the abattoir. Furthermore
in these policies utilization of truckload capacity is high and close to the FTC policy, since in
one delivery all the pigs are sent to the abattoir and hence the full capacity of most trucks are
utilized. Finally note that when the length of the production cycle is high (e.g. 14 or 15 weeks),
the average discounted reward per week is reduced noticeably. This happens since the feeding
cost of the pigs increases considerably during a longer growing period and the revenue that can
be obtained by selling the heavy pigs in this period cannot compensate well the feeding cost of
the system and therefore the average reward of the production unit will be reduced. This shows

the importance of the feeding costs in the herd.

4.5 Conclusions

In the production of growing/finishing pigs, cross-level constraints (e.g. termination at section
level or transportation at herd level) resulting from marketing decisions at different levels (e.g.
animal, pen, section, and herd level) have an effect on the marketing policy of the farm.

In this paper, we considered marketing decisions of growing/finishing at herd level modeled
by a discounted infinite-horizon MDP model. The state of the system was based on weight
information in the pens described by a stochastic process relying on state space models. Due to
the curse of dimensionality problem, an ADP approach with post-decision states was used to find
the best marketing policy.

We suggested a parametric function to approximate the value function of the MDP model
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and estimated the slope parameters of the approximation architecture using the AVI algorithm. A
numerical experiment at pen level demonstrated the accuracy of the AVI algorithm in estimating
the slope parameters of the approximated value function.

Numerical experiments at herd level showed that the ADP can find the best marketing deci-
sions under different conditions in the average growth rate of pigs in the herd. Moreover, the effect
of the fixed transportation cost was noticeable on the marketing decisions. Finally, the marketing
policy obtained by the ADP outperformed other marketing polices in terms of average discounted
reward per week and the effect of feeding cost on the discounted reward of the production unit

was important.
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4.A Modeling stochastic process of weight information in the
pen

Suppose (U, g) and o denote the average weight and growth, and the standard deviation of the
weight of pigs, respectively, in the pen. In order to describe the stochastic nature of the weight
information in the pen, we apply a discrete time stochastic process modeling the dynamics of
independent random variables (i, g) and o during the growing period (r™** weeks).

Suppose €, oy and Q¢ are the sets of all possible outcomes for the random variables (u,g)
and 6. Moreover, assume that X = ((u,g), o) is a supplementary random variable denoting the
random information of weight in the pen. A realization (sample) of this random variable is
denoted by X € Q.6) X Qo

A discrete time stochastic process modeling weight information in the pen is defined as a

collection of random variables X indexed by week number ¢:
{Xp,t =1,2,.., 6"},

In this process, in a given week number ¢, the random variable X; depends on the earlier values
observed in the process, Xt_1 ,X,_z, ..,Xl. Therefore, in order to analyze the process, we need to

find the probability distribution of the conditional random variables in the form of

Pr(X,|X—1,X—2,.. X1).

In order to calculate this probability, we use the properties of two state space models (SSMs)
formulated in Pourmoayed et al. (2016) for modeling the dynamics of the state variables (L, g)
and o; in a finisher pen.

First, according to the Markovian property of these SSMs, we have
Pr(Xt|Xt—1;Xt—27 --7)21) = Pr<Xt |Xt—1)

and based on the properties of the independent random variables (i, g;) and o; in X; we can

conclude
Pr(X;|Xi—1) = Pr( (1, &) | (Bu—1.8-1) ). Pr(07]6,—1)-
Now we only need to find the probability distributions of the conditional random variables

( (Mr,8:) | (fy—1,8:—1) ) and (0;|6;—1). The probability distributions of these random variables

can be found in Theorems 2 and 4 in Pourmoayed et al. (2016).
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Therefore, in the discounted infinite-horizon MDP model, the random information @ in the
stochastic transition function I'(.) (defined in Section 4.2.4) is described using the probability
distributions of the conditional random variables ( (t,g/) | (f;—1,8:—1) ) and (0;|6;—1). More-
over, in order to generate sample @ in the AVI algorithm (see Algorithm 1), we need to draw a

sample from the probability distributions of these random variables.

4.B Calculation of c{***(w;;) and ci**%(w;;)

Before calculating c{™*(w;;) and c£%°%(w;;), we need to describe the methods of obtaining the

carcass weight, leanness, feeding cost, and the settlement pork price function.

Carcass weight, leanness, feeding cost, and settlement pork price

Consider the kth ordered pig with live weight w' and daily growth g in the pen. The carcass

weight w can be approximated as (Andersen et al., 1999)
W =0.84w' —5.89 +ec, (4.22)

where e. ~ N(0,1.96) is a normal distributed term. The relation between growth rate, leanness
(lean meat percentage), and feed conversion ratio varies widely between herds. Hence, these

formulas must be herd specific. The leanness w can be found as (Kristensen et al., 2012)

—30(g—6)

61. 4.23
4 + (4.23)

W=

The feed intake (energy intake) is modeled as the sum of feed for maintenance and feed for
growth. The basic relation between daily feed intake f (FEsv'), live weight and daily gain is
(Jgrgensen, 2003)

f=kig+kow® ", (4.24)

where k; = 1.549 and k, = 0.044 are constants describing the use of feed per kg gain and per kg
metabolic weight, respectively. As a result the expected feed intake of the kth pig over the next d

'FEsv is the energy unit used for feeding the pigs in Denmark. One FEsv is equivalent to 7.72 MJ.
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days equals

f( (Zi: ) (zd: (kig+ka (! + (d — 1)g)°'75>> =

d=1
d
E (Jklg tha Y (W (d - 1>g>‘”5> :
d=1
where f; denotes the feed intake at day d calculated recursively using (4.24). The feeding cost
for the kth pig during d days can be calculated by multiplying f feed( ) to the unit feed cost per
FEsv (1.8 DKK?):

pii(d) = 18f(fe;d(ci) (4.25)

Consider the kth ordered pig with carcass weight W and leanness w at delivery. Under the
Danish system, the settlement pork price is the sum of two linear piecewise functions related to

the price of the carcass and a bonus of the leanness:

PREERW) = pOF) + BOV). (4.26)

Functions p(w) and p(w) correspond to the unit price of carcass and the bonus of leanness for
1 kg meat, respectively. We define p(w) and j(w) based on the meat prices used in (Kristensen
etal., 2012) 3 as

4

0 w < 50
02w —2.7 50 <w <60
0.1w+3.3 60 <w <70

p(w)=<10.3 70 < < 86
—0.1%+18.9 86 <Ww <95
9.3 95 < W < 100
91 W > 100.

BPO%) =0.100 —61).

2Current feed price can be found at http://www.notering.dk/WebFrontend/.
3For the current prices see http://www.danishcrown.dk/Ejer/Noteringer/
Aktuel-svinenotering.aspx
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Note that when marketing decisions are made, the culled pigs are sent to the abattoir after
b = 3 days. The additional feeding cost and reward, resulting from keeping the culled pigs in this
period (b = 3 days), can be calculated using equations (4.25) and (4.26), respectively.

Calculation of reward and feed cost

The calculations of ¢{™*(w;;) and c¢f°®%(w;;) are rather complex due to the ordered random

variables and the non-continuous function p(w). However, these values can be calculated using

simulation with a simple sorting procedure as described below.

In pen j of section i given the weight information w;; = (u;}, 6ij,8ij), do the following steps:
Step 0 Use the value of state variables u;; and o;; to find the probability distribution of live
weight in the pen. i.e. wfj ~ N(fi;j, 6ij).
Step 1 Draw g™ random weights v/ from the probability distribution w +~ N(fij,8ij)- More-

over, find the daily growth of the pen using the value of state variable g;;, i.e. g = §;;/7

Step 2 For each week ¢ and each random weight Wi, use (4.22) and (4.23) to find the carcass
weight and leanness (b days ahead), respectively. Moreover, use (4.25) to find the feeding
cost for the next d =7 and b = 3 days.

Step 3 For each week ¢ and each random weight 1/, calculate the settlement pork price (4.26)
and deduct the feeding cost for b days from it, i.e. the reward of selling a pig with weight

w! to the abattoir is calculated.

Step 4 For each week ¢, sort the obtained values of feed cost and reward of selling in non-

decreasing order of weights w'.

We run the simulation 1,000 times and calculate the average values for the feed cost and the reward

of selling to the abattoir for the sorted weights, i.e. ¢{**(w;;) and c¢f°%(w;;) are calculated.
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