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1. Introduction, the antecedents of research

Beef production has always been a very important part of cattle
keeping in Hungary. It catered partly for the needs of the domestic and
partly for the international market. Hungarian beef cattle have
generally been of good quality, and this ensured considerable foreign
exchange revenue for the national economy. It fitted well to the rural
way of life and the production structure. Keeping and feeding the
stock was simple since it was based on natural pasture keeping,

moreover, it was profitable.

Unfortunately since 1990 the previously advantageous positions and
possibilities have gradually been lost due to the changes in the society
and the economy. The cattle stock, and within it the beef cattle stock
has decreased significantly. Beef production, which has also

diminished, is provided by dairy cattle stocks.

The possibilities of developing beef production are complicated
because of the BSE disease, the reduction of subsidies and the
saturation of the markets of the EU countries. However, it also has to
be mentioned that the amount of beef consumed is increasing all over
the world, which could lead to the increase of BSE-free beef cattle

production in Hungary.

In my dissertation I carried out research of beef cattle producing and
processing farms at the level of enterprise (entrepreneurs) chosen
representatively in the West-Transdanubian region. I tried to survey

the weak and strong points of the branch, and find a possibility how



the situation, and the profitability of the branch currently undergoing a

crisis could be improved, and also how the regulations of the CAP of

the European Union could be applied for Hungarian beef production.

2. Matter and method

The aim of research was to enhance the development of the beef cattle

branch by economic analysis of the beef cattle production and

processing of the West-Transdanubian region. During the economic

analysis the following factors were closely studied:

the development of the economic environment of the branch

and its future possibilities;

the elements of beef cattle production, and the return, costs

and income of processing, and their evolution;

based on the indices of profitability the break-out points,
through which the efficiency of production could be

increased;
the beef cattle regulations of the EU, and the possibilities of
adaptation in Hungary;

the development of a computer based economic analysing
program and simulation model, which could be applied in

practice later.

To achieve the aim set, two methods of data collection were applied;

one based on primary sources: individually collected materials, and



another based on secondary sources: the already available
information, and classification of the numerical, objective data

according to new aspects.

During the research I analysed the relationships and connections
between the factors influencing the profit of beef cattle production and
processing. I explored the data of the body weight determining the
return, the average sale price (live weight, quality, extra costs, etc.). |
paid attention to the slaughter material, which influences the
production cost, and the cost development of the fattened mass
(subsistent, beef producing). During processing I observed the
changes of purchase price according to quality, and the amount of the
cover sum deriving from processing main parts of the cattle and the
products. For a further analysis of the data gained I worked out a
simulation analysis program, which can forecast the progress of

profitability of beef cattle fattening and processing.

3. Research results

Based on representative research carried out in the West-
Transdanubian region it can be stated that the agriculture of the
territory shows a more favourable picture than the country average.
The favoured position and role of agriculture can well be observed
through the profitability indices important for the research. Based on

the enterprisal, regional, and national data gained from the personal



interviews, and on the information from the national data the

following conclusions can be made:

3.1. Beef cattle production and fattening

The efficiency of beef cattle production and fattening is mainly
determined by the progeny and the reproduction performance. The
value of the unborn and the deceased calf is irreplaceable. If the
reproduction decreases (as in the co-operative where the research took
place, and also in the region) with the same cost the number of
marketable, weaned calf or slaughter cattle will be lower, less young
heifers will be available to substitute the culled cows, and for sale.
Unadvantageous progeny can worsen the already weak profitability

indices of suckler cow keeping and fattening.

Analysing the data of beef cattle production and sale it can be stated
from the research that in the examined co-operatives beef cattle
production and sale shows a decreasing tendency between 1993 and
2000. Instead of the 720 (323 tons) in 1993 the co-operative sold 320
(177 tons) beef cattle in 2000. The decrease in number was 56% (in
body weight —44%), which means that the co-operative gradually cuts
back its beef cattle branch.

The reasons for these are as follows: since 1996 the branch outgrowth
has shown a decreasing tendency, live animal marketing became

difficult and complicated in the region and the production of meet



type breeds has resulted in deficit.

The live animal demand of the domestic market and its purchase
prices are not advantageous to continue production. Comparing the
national and the regional production costs with the co-operative costs
it can be stated that beef cattle production costs remain a few

Forints/kg below_the national average.

Analysing the cattle-fattening of the co-operatives it can be stated, that
they divert from the national average, however, to a small extent: the
costs are higher at feeding by 8%, at the wage costs by 3%, and at the
direct costs by 13% than the national average. In comparison to this
the branch costs remain 10.4% lower, and the economic general costs
by 3% below the national average. The reasons for this are as follows:
the fattening cattle are fed with self produced, good quality, however,
unfortunately expensive fodder and maize for silage, moreover the

wages are above the national average.

3.2. Beef cattle processing

The breeds within the purchased and processed beef cattle were as
follows: 80-85% Holstein-Friesian and its crossings, 5-10%
Hungarian spotted and its crossings, and 5% other breeds. The annual
number of the processed beef cattle decreased from 22000 in 1993 to
15000 in 1997, and stabilised at this level, in other words it means the

processing of 50-60 beef cattle (or calf for slaughter) per day. The



decline of production could be explained by the following reasons: on
the one hand meat consumption habits changed in Hungary, putting
the stress on poultry, on the other hand consumer beef prices have

increased rapidly.

If the sale prices per kilogram are compared to the purchased live
weight price per kilogram, it can be stated, that during the observed
period it was much higher every year. The domestic sale price
exceeded the purchase prices by 78 Ft/kg in the first year, by 385
Ft/kg in the last year, the export prices by 166 Ft/kg in the first, and by
475 Ft/kg in the last year. The increase in the observed period was
quite dynamic. Further examining the data of sales, however, no far
reaching conclusions can be drawn, because using these data there
was no possibility to have a look and an objective picture of the
prices, extent and details of processing. For further analysis it is
necessary to analyse the covering sum of the processed beef. About
calf for slaughter processing it can be stated, that its cost related
profitability per kilogram changes between 15-20%. The values of

beef cattle processing are weaker, ranging between 8-12%.

3.3. New scientific results

From the research it can be concluded, that providing the producer and
the processing firms take their requirements concerning the purchase

price mutually into consideration, then both the producer and the



processing firm can bring in profit in the beef cattle branch.

The dissertation contains the following new scientific observations

and results:

- Multi dimensional economic analysis based on enterprise
database of the market participants of beef cattle production

and processing in the West-Transdanubian region.

- Processing and systematizing of the economic data and
parameters of beef cattle production and processing in the
West-Transdanubian region. Exploration and comparative
analysis of the profitability indices mainly influencing

production and processing.

- Computer simulation economic and profitability analysis of

beef cattle production and processing.

- Examining the problems and hardships of the beef cattle
branch, their possible solution, and exploring the future

options taking the EU regulations into consideration.

4. Conclusions and suggestions

Until 1990 beef cattle production, and beef processing was an export
oriented branch of agriculture within cattle breeding for decades. The
Hungarian beef cattle — Hungarian spotted, and other beef cattle from

its crossings — were of excellent quality, and resulted in considerable



foreign exchange revenue for Hungary. From the end of the 1980s,
and especially after the political and social changes in Hungary beef
cattle production became a loosing branch, the reasons for which

could be explained by the followings:

The primary reason is the high scale increase of the prices of input
materials of live animal production (mainly the fodder, energy,
maintenance, branch, etc. costs), which could not be charged on the
output (live animal delivery) prices. The negative changes in
production have resulted in a decrease of the -cattle stock.
Unfortunately due to the negative tendencies to process good quality
beef, and provide for the needs of the consumer it became necessary
to import considerable amount of beef, while the amount of
abandoned resources (pasture and field area, workforce) is growing

steadily.

The decrease in production besides the ones mentioned above, was

caused by the following reasons:
- the steady decrease of state subsidy since 1990;
- new economic regulations, laws, and orders;
- the collapse of the CMEA markets;
- the decrease and changes in consumer demand;
- the narrowing down of the former EU markets.

Another important factor of the beef branch is that the Hungarian beef
industry does not require the lower quality (so called hamburger)

Holstein-Friesian beef cattle, but cannot pay for the Hungarian



10

spotted, and strictly single purpose cattle (pure beef). For the beef
industry it ensures a larger income to import the cheaper EU beef than

to pay for the costs of domestic cattle fattening.

The EU market strongly influences Hungarian live cattle and beef
export possibilities. The EU countries have reached a self supporting
level of 105-110%, however, beef consumption shows a mild decline,
which has been strongly influenced by the occurrence of Bovine
Spongiferous Encephalitis (BSE). After BSE became public (England)
in the EU it resulted in a very severe loss of confidence by the
consumers. It can be assumed, that in the forthcoming years beef
consumption will be stagnant or will even decline. This stagnation and
decline could lead to the revival of Hungary’s currently BSE free beef

cattle stock.

The research and analyses carried out on regional enterprisal (co-
operative) level clearly revealed the current problems of beef cattle
production. The cost of a 500 kg live weight animal increased from a
yearly 76 Ft/kg in 1993 to 224 Ft/kg in 2001. This surpassed by an
average 10-15% the live weight sale price (purchase price) and its
increase. The loss was considerably great in the Kisalfold region in

1997 and 1998., when it reached or surpassed 20 Ft/kg.

At the smaller enterprises and the private entrepreneurs the prime
costs of fattening cattle were more favourable. During the examined
period from 1993 to 2001 the prime costs grew from 70 to 181 Ft/kg
per 1 kg live weight, which stayed below the purchase price every

year. Observing the profit without taxation per 1 kg live weight it can
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be determined that the prime costs do not include a certain part of the
small enterprises costs (wages, insurances, taxes, etc.) which if added
to the prime costs — the same way as by the larger enterprises — would

show that producing the prime material of beef cattle is not lucrative.

Purchasing and processing of beef cattle was examined at a meat
processing firm. Analysing the purchase data it can well be seen, that
from 1994 beef cattle processing — similarly to the prime material
production — decreased by 25-30%. The reasons for this can be
explained by the difficulties of purchasing the prime material, and the
decline in the sales of products both on the domestic and the export
market. When processing veal the covering price (indirect
costs+profit) was 7.6% and 41.6% respectively between 1994-2001. If
the rate of profit is analysed in the covering price, a profit of 10-15%
can be realized without taxation selling 1 kg of veal. Similarly to the
volume of sale the profit without taxation also shows a downward
tendency. The covering price for marketing processed beef is 10.3%
and 23.57% for domestic and export sale respectively, this, however,
is more balanced for veal. For beef processing the profit without
taxation is between 5-10% for selling 1 kg of beef. It can also be
stated, that the enterprise processes 15000 beef cattle and 5 tons of
calf for slaughter annually, which compared to former beef cattle

processing, makes up only 45-50% of the previous activity.

Summing up the research it can be stated that the fattening phase
(production) of the beef cattle branch is generally a non lucrative

process, which is gradually put to and end and built down by the
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enterprises, except for the small enterprises and farmers, who perform

farming as a supplementary activity. Beef cattle processing currently

produces profit, despite the fact, that it struggles severely with the

purchase and sale of good quality prime materials.

Joining the European Union considerable changes should be made

within the regulation of the Hungarian beef cattle branch. Suggestions

for these are as follows:

a comprehensive legal and economic regulation
system compatible with that of the European Union’s
and a strategic plan should be worked out which
could ensure EU-marketability and profitability of
the Hungarian beef cattle branch in the fattening,

processing and marketing sector;

within it it would be essential to elaborate or adapt
efficient, EU compatible market, price, subsidy and
trade regulations complying with Hungarian
circumstances, which define the competitiveness of

the beef cattle branch at its bases;

moreover the biological bases of good quality beef
cattle should also be ensured more efficiently, together

with its enterprise level state subsidy;

it is important that the declaration of the purchase
(guaranteed) price should also be established at a
higher level, and it should be subsidized by the state
which would ensure the profitability of production of
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an average beef cattle enterprise (at least with a cost

related income of 15-20%);

new integration connections, agreements between the
prime material producing and processing firms

should be made, in which the state takes part.
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Kovacs Tamas:

Eszaknyugat-Magyarorszdg mezoégazdasagi erdforrasainak
vizsgalata 1985-1994. évek kozott (Analysing the agricultural
resources of Northwest Hungary)

Ovari Tudomanyos Napok (Scientific Days in Ovar),
Mosonmagyardvar, 1996.

Dr. Salamon Lajos, Kovacs Tamas:

Az integracio szerepe észak-nyugat Dunéntul
agrartermelésében (The role of integration in agricultural
production in the North-West Transdanubian area)

Agrarokondmiai Napok (Agro-economic Days), Keszthely,
1996.

Kovacs Tamas, Bednarik Robert, Braun Zsolt:

Az EU harmonizacio hatdsa a magyar mezdgazdasagra (The
effect of EU harmonization on Hungarian agriculture)

Nemzetkozi Agrar6konomiai Tudomanyos Napok
(International Agro-economic Scientific Days), Gyongyos
1998.

Kovacs Tamas:

Egy mezdgazdasidgi vallalkozds beruhdzéasi dontéseinek
optimalizalasa az  id6tényezd  figyelembe  vételével
(Optimisation of the investment decisions of an agricultural
enterprise taking the time factor into consideration)
Georgikon Napok (Georgikon Days), Keszthely, 1998.
Kovacs Tamas, Simonyi Ildiko:

Egy mezOgazdasagi vallalkozds pénziigyi helyzetének
elemzése az éves beszamolobol (Analysing the financial
situation of an agricultural enterprise based on the annual
report)

Ovari Tudomanyos Napok (Scientific Days in Ovar),
Mosonmagyardvar, 1998.
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