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Changes in World Markets

Strengthening Import
Regulations Segments

World Markets
Kenneth W. Forsythe, Jr., and Maury E. Bredahl

(202) 219-0689

111 ncreasing international trade inagricultural products often
must be accompanied by

strengthening import regulations
designed to prevent the introduc-
tion of exotic livestock diseases or
plant pests, which could devastate
agricultural production in the im-
porting country. Stricter regula-
tions may separate world markets
into so-called "free" and "affected"
markets or may redefine their
boundaries.

Foot-and-mouth disease (FMD)
and regulations regarding it are a
prime example. FMD is a serious,
contagious viral disease that pri-
marily affects cattle, swine, and
other cloven-hoofed animals. Be-
cause of the nature and severity of
the disease (see box), FMD is a ma-
jor determinant of world beef trade
patterns.

Forsythe is an agricultural economist in the Agri-

culture and Trade Analysis Division, Economic Re-

search Service, USDA. Bredahl is a professor in the

Department of Agricultural Economics and the Di-

rector of the Center for International Trade Expan-

sion, Missouri University.

FMD Is a Serious Livestock Disease
Foot-and-mouth disease

(FMD) is a serious livestock vi-
rus that can cause death, low
market weights, and abortions.
Swollen vesicles, or blisters,
form on stricken animals mainly
around the foot (or hoof) and
mouth. The animals eat less be-
cause of the painful vesicles and
become feverish and dehy-
drated. Eradicating FMD re-
quires slaughtering infected
animals and disinfecting or de-
stroying any infected materials.

FMD is very difficult to con-
trol by vaccination—the scheme
used in most countries. There
are at least seven different types
of FMD virus, and immunity to
one does not give immunity to
another. An animal that recov-
ers from FMD may still carry the
virus for nearly a year with no
evidence of infection. During
this period, the animal may be
temporarily immune to the vi-
rus, only to fall victim to the dis-
ease afterward.

FMD is one of the most devas-
tating diseases afflicting live-
stock. In 1989, an EC Commis-
sion study estimated that the av-
erage cost of controlling a single
occurrence of FMD on one farm
for an average size herd at risk
was about 158,000 ECU (Euro-
pean Currency Units).

The viral disease is highly
contagious and spreads quickly.
FMD can be carried on packing
materials, vehicles, various ani-
mals (including birds), and even
humans, although it is not a dis-
ease of humans. One outbreak
in Mexico in 1946 spread at the
alarming rate of 500-square
miles per day. Even with sub-
stantial U.S. assistance, it took 8
years to eradicate FMD in Mex-
ico. The United States and Mex-
ico subsequently formed a Joint
Commission for the Prevention
of FMD. No outbreaks in North
America have occurred since,
but the Commission still main-
tains a role in preventing out-
breaks.
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The World Beef Market
Is Divided
The regulations of major FMD-

free beef importers may have been
partially responsible for the emer-
gence of the two beef markets. The
United States and many other
FMD-free countries guard against
the accidental reintroduction of
FMD through strict import regula-
tions—restricting imports of live
cattle and swine from infected
countries, and even from those us-
ing vaccination to control the dis-
ease (unless the animals are
subjected to a very lengthy, expen-
sive, and rigorously controlled
quarantine). Countries that rely on
vaccination are treated as if the dis-
ease were present, because the vac-
cination produces antibodies that
interfere with serological testing
and may mask the clinical symp-
toms of FMD. FMD-free countries
also restrict any fresh, chilled, or
frozen meat from these animals
(but may import cooked and cured
deboned meat from FMD-affected
markets because these processes
kill the FMD virus).

Therefore, the FMD-affected
beef market consists of countries
with FMD outbreaks and those vac-
cinating to control it. Many beef
trading countries—including most
European Community (EC) mem-
bers, eastern Europe, and some
non-EC western European coun-
tries—have used vaccination to pre-
vent outbreaks.

Because of FMD, most South
American countries are excluded
from the North American fresh,
chilled, and frozen beef import
market. Although the Enterprise
for the Americas Initiative encour-
ages free trade throughout the
Western Hemisphere, major South
American beef exporting countries
will have to eradicate FMD and
forego vaccination-control pro-
grams (a difficult and expensive
task) to reach the North American
fresh, chilled, and frozen beef mar-
ket. Ongoing vaccination programs

are expensive, because cattle must
be treated annually and hogs must
be treated several times a year.

Many major beef importers—
particularly the EC—do not cur-
rently restrict these products. For
example, Germany imports fresh
and chilled beef from Argentina
(an FMD-affected country); the
United Kingdom imports deboned
frozen beef from Argentina; and It-
aly imports live cattle from eastern
Europe, where vaccination is used
to control FMD.

The United States allows fresh,
chilled, or frozen beef to be im-
ported from only those countries
recognized as FMD-free. FMD-free
countries that allow imports of un
cooked beef or pork from FMD-af-
fected countries must comply with
additional restrictions to have ac-
cess to the U.S. market.

Most beef trade in the FMD-free
market is from the United States
and Australia to Japan, and from
Australia and New Zealand to the
United States (as well as live cattle
from Mexico and Canada to the
United States). In the FMD-affected

market, most trade is beef from
South America to the EC (and
cooked beef to the United States)
and live cattle from eastern Europe
and some non-EC western Euro-
pean countries to the EC.

Strengthening EC Import
Regulations Would
Rearrange Trade Flows
The EC has targeted FMD for

eradication, but faces some obsta-
cles due to concessionary agree-
ments to import fresh, chilled, and
frozen beef from countries infected
with FMD. It is unclear whether
the EC would be willing to rescind,
these agreements to assist its eradi-
cation effort.

Eliminating these concessions
and introducing more stringent im-
port regulations similar to those of
FMD-free countries would par-
tially isolate the EC beef industry
from competition with FMD-af-
fected third (non-EC) countries.
This would increase internal EC
beef trade and depress beef prices
in FMD-affected third countries.

Cattle ranching in Argentina, a major FMD-affected beef market.
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Changes in World Markets

The EC has dismantled vaccina-
tion programs for FMD in member
nations as a first step toward FMD
eradication. The last vaccination
took place in August 1991. The
EC's FMD goals, as well as other re-
gional trade liberalization efforts,
may provide some new incentive
for FMD-affected countries to
eradicate the disease.

Argentina, Brazil, and Uruguay
are infected with FMD and are ma-
jor sources for EC beef imports. If
the EC moves into the FMD-free
market, these South American
countries face reduced access to
the EC fresh, chilled, or frozen beef
import market. However, conces-
sionary agreements between them
waive the EC's variable import
levy for specified quantities of beef
imports in order to permit a mini-
mum level of access.

The EC's change from vaccina-
tion to eradication is a move to-
ward creating a single FMD control
program in the EC. Previously,
only three EC members (the United
Kingdom, Denmark, and Ireland)
prohibited vaccination and fol-
lowed national eradication policies.
Two members (Italy and Germany)
had persistent outbreaks of FMD
prior to 1989.

The three FMD-free EC member
nations use additional measures to
control beef trade with FMD-af-

fected countries. The nature of
these measures varies between the
FMD-free members. Although the
United Kingdom allows imports of
beef from FMD-affected countries
(provided that it is deboned and
the lymph glands are removed),
other members, such as Ireland,
maintain stricter regulations simi-
lar to those of the United States.

If the EC harmonizes and up-
grades Community animal health

regulations to the highest existing
national level, the remaining EC
members might adopt more strin-
gent FMD import regulations simi-

lar to those of Ireland to further the
eradication process.

If the EC adopts such regula-
tions, substantial third-country ex-
ports of fresh, chilled, and frozen
beef and live cattle will be diverted
or even eliminated, because most
of the EC's beef imports are from
FMD-affected countries (fig. 1). Po-
tential recipients of the diverted im-
ports include the Commonwealth
of Independent States (the former
Soviet Union), Middle East, or
north Africa. These regions are ma-
jor importers of beef and live cattle
from FMD-affected countries
(some beef was from EC govern-
ment stocks).

Some beef, however, would
likely continue flowing from FMD-
affected countries to the EC. Over
50 percent of EC beef imports from
South America in 1987 were
cooked, while only about 16 per-
cent from eastern Europe were
cooked and none from Austria r
Switzerland were cooked. How-
ever, exporters will not likely re-

-

place the lost trade with cooked
beef because it may be a poor sub-
stitute for fresh, chilled, or frozen
beef.

Much of the beef imports di-
verted or eliminated by the EC un-
der this scenario are likely to be

Figure 1

Most EC Beef and Cattle Imports From Outside the EC
Are From FMD-affected Countries

Billion ECU

1.5 —
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Source: NIMEXE. Analytical Tables of External Trade, 1987.
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replaced through internal EC
trade. Although the EC is self-suffi-
cient in beef production, it imports
and exports beef. The imports are
largely due to international obliga-
tions incurred through the General
Agreement on Tariffs and Trade
and concessionary bilateral agree-
ments. The imports are also due to
inherent differences between the
beef that is imported and exported
(such as fresh and chilled imports
versus frozen exports). The EC sub-
sidizes beef exports through re-
funds provided to exporters to
help them compete in world mar-
kets and to help reduce large inter-
nal beef supplies.

Other possible sources of FMD-
free replacement beef for the EC in-
clude the United States, Australia,
and New Zealand. However, the
EC's Third Country Red Meat Di-
rective drastically reduced the
number of slaughterhouses, includ-
ing many in the United States, ap-
proved for export to the EC. The
use of naturally occurring hor-
mones to enhance beef production,
viewed as safe by international sci-
entific agencies but prohibited in
EC beef imports, limit the ability of
U.S. producers to tap into the EC
market. The EC's ad valorem tariffs
and variable import levies further
add to the hurdles faced by U.S.
and other FMD-free beef exporters.

FMD-free Countries
Have Access to
More Markets

FMD-affected countries are in a
more vulnerable trade position
than FMD-free countries. FMD-free
countries have access to both the
free and affected markets, while af-
fected countries are largely ex-
cluded from the free market. Beef
imports of FMD-free countries
have risen since 1981 (fig. 2),
largely due to increases in Japan's
beef import quota.

In comparison, beef imports in
the FMD-affected market have fluc-
tuated considerably due to various

policy events. In 1986, for example,
Brazil contracted for about 430,000
metric tons of beef—mainly from
the EC, United States, and Uru-
guay—because domestic produc-
ers held supplies off the market in
retaliation for a government price
freeze. These imports followed im-
portant events in the EC and U.S.
dairy sectors. The EC limited dairy
production, which increased dairy
cattle slaughter and, therefore, beef
supplies. Export subsidies helped
offset these effects. In the United
States, the Dairy Termination Pro-
gram paid producers to slaughter
their herds, which resulted in large
supplies of low-cost beef available
for export.
Figure 2

FMD-affected Countries Have Limited Access to
Important Beef Markets

Of course, an FMD-free country
does not automatically have access
to another FMD-free country's im-
port market. Other trade measures
may restrict access. But these re-
strictions may ease in the future, as
attempts are made globally and re-
gionally to free agricultural trade.

There are advantages to eradicat-
ing FMD other than increased ac-
cess to import markets. For ex-
ample, the EC Commission (the ad-
ministrative body responsible for
implementing EC policy) estimated
the costs of an FMD eradication
program to be about 35 million
ECU (in 1987 European Currency
Units) over a 10-year period, corn-
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1Selected Importers. FMD-free regions include North America and Japan. FMD-affected regions
include the former Soviet Union, Middle East, North Africa, Brazil, and Venezuela. (EC imports are
not included.) Source: USDA, Foreign Agricultural Service.
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pared with 1.1 billion ECU for a

vaccination program during the

same period.

It will be easier for some coun-
tries than for others to eradicate
FMD, eliminate vaccination pro-
grams, and move into the FMD-
free market. Eastern Europe and
some non-EC western European

countries, such as Austria and Swit-

zerland, have not reported any out-

breaks of FMD in recent years. For

them, the cost of switching from

vaccinations to eradication pro-

grams may be lower than in South

America, which vaccinates and ex-

periences FMD outbreaks.
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Livestock and Poultry
Update
Get the latest facts with this deadline-tight newsletter from ERS:

• Livestock production

• Commercial slaughter

• Commercial live weight

• Cold storage stocks

• Livestock prices

• Wholesale meat & poultry prices

• Retail prices

• Price spreads

• Costs & returns

• Imports & exports

It's fast...
When the monthly livestock slaughter report goes out at 3pm Friday, the

update lands on your desk Monday with key data and fresh analysis.

Timely...
Published each month, the update gives you 6 pages of data, analyses,

and often charts.

Easy to obtain...
Call toll-free to subscribe: 1-800-999-6779

And even available by FAX... 410,

Call the AG News FAX 202-690-3944 on a touchtone phone connected

to a FAX machine. Select news release 6320.
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