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International meat markets in late 2000 were thrown into turmoil as BSE outbreaks in previously disease-free European countries led to countries around the global restricting access to EU livestock and bovine meat product exports. Market uncertainties were compounded by consumer responses to BSE concerns; beef consumption in Europe initially dropped 40 percent in late 2000, forcing prices downward and heightening awareness among EU policy makers regarding market, budget and policy implications. This presentation attempts to evaluate the impact of the recent escalation in BSE cases on world trade in meat products and prices. Three scenarios, incorporating different assumptions about consumer responses and EU trade shocks, are compared to baseline projections which do not include the impact of recent animal disease outbreaks. 

The growth in world meat trade, expanding at a annual rate of 7 percent over the past decade, has surpassed that of nearly all other agricultural commodities. After meat exports registered a value of $41 billion in 1999 (approximately 10 percent of the $417 billion worth of total agricultural products exported in the same year),  meat trade stumbled in 2000. In particular, growth in the global beef industry, besieged over the past decade by increasing competition from other meats, has been stopped in its tracks by BSE and FMD problems. Animal disease outbreaks coincided with herd rebuilding in many exporting countries, leading to higher beef prices and limited trade prospects. 
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Measuring the Impacts

FAO’s World Food Model 
was employed to assess the impact of the recent animal disease outbreaks, specifically BSE, on world trade in meat products and prices. The use of an economic model to isolate the impact of specific shocks to a commodity sector, keeping all the other economic factors constant, is important. Many factors, such as rising incomes/urbanisation, changing consumer preferences for types of meat, vertical integration/concentration of output units, and WTO provisions on market access and export subsidies, influence markets.  As the baseline projections to 2010 were completed at the beginning of 2001 ( Medium Term Projections to 2010, FAO, Rome, April 2001), the current exercise entailed determining the policy actions taken to control the epidemic and consumer responses. The resulting shocks to world production, consumption, trade and prices are presented in percentage changes as compared to the baseline projections which do not include the effects of the BSE crisis.

Considerable uncertainties remain with regards to exact EU policy measure to be adopted to influence the supply of bovine meat and related products in the individual countries as well as consumer responses to the crisis. Consequently, production, consumption, and trade impacts of BSE are simulated using scenarios that assume supply and demand side shocks (both in the EC and the world) to the baseline. The scenarios presented below together with the results are for illustrative purposes rather than a “most” likely scenario for the future.  In each scenario, the assumptions become progressively more extreme. It is expected that “reality” may fall somewhere between the scenarios.

The specific assumptions are as follows:


Scenario 1: 

· Production in the EU declines by 2 million head of cattle (approximately 600,000 tons of beef), disposed of through the Purchase for Destruction scheme.

· Consumption: EU beef consumption declines by 10 percent in 2001, gradually recovering to baseline levels by 2006. This is offset by an almost compensatory increase in intake of other meats.  No change in rest of world consumption is assumed, consistent with the earlier BSE crisis in 1996 when consumption was only affected in specific markets in the EU.

· Trade: more than 30 countries ban beef imports from the EU, thus reducing exports by 30 percent in 2001, recovering by 2003.

Scenario 2:

· Same as in 1, except consumption effects in the EU are higher (-15%) as are trade impacts (-50%).

Scenario 3:

· Same as in 2, except consumption effects are assumed to spread to the rest of the world with global consumption dropping by 3 percent in 2001, gradually recovering to baseline by 2003.

Market Implications

While Americans are the largest consumers of beef, absorbing one-fifth of global availabilities on average, Europeans annually consume approximately 7.7 million tons of beef, accounting for approximately 13 percent of global intake. Meanwhile, shipments from the EU, the world’s second largest beef exporter through the mid-1990’s, accounted for 16 percent of world trade in 1999, an estimated 10 percent in 2000 and a forecast 8 percent in 2001 (which may be optimistic given that more than 40 countries have restricted access to EC livestock and bovine meat products due to BSE and more recently FMD). It is clear from the above that changes to European consumption and trade patterns have major implications for global meat markets.

History Revisited....
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Evaluating the market impact of BSE, in this case, necessitates looking at scenario results in the backdrop of lessons learned from history. The 1996 crisis in the UK resulted in an initial 6 percent drop in EU consumption with consumption returning to normal levels over a four year period. Global consumption, however, actually expanded in 1996 and 1997 due to growing demand in developing countries; consequently the crisis in 1996 only had a marginal impact of world beef trade and prices.  Recent BSE outbreaks, however, imply a more severe consumption response, both in the EU and potentially in third countries.  EU per/caput beef consumption dropped 1 kilo in 1996 compared to an estimated 2.5 drop in the 2000-2001 period (graph).


Kg/Caput

A Look at the Model Results....

Scenario 1:

· The expected decline in bovine exports from the EU implies that there will be fewer supplies of bovine meat available to world consumers.  A less than immediate producer response will place an upward pressure on prices – accordingly the world price of beef is projected to increase in 2001 but the rate of increase is projected to fall thereafter.

· Given that consumers in the EU are expected to increase consumption of other meats at the expense of beef, and with a similar inability of producers to meet this demand, supplies of other meat destined for the export market are projected to fall sharply. These factors again exert an upward pressure on prices with world prices of other meats projected to increase.

Scenario 2: 

· With a more pronounced negative shock on EU beef consumption and exports, the pressures outlined in Scenario 1 are expected to exert a greater influence on world prices. Exports of meat from the EU are projected to fall significantly and with fewer supplies available to satisfy world consumption of meat, world prices are expected to increase more markedly.

Scenario 3: 

· With the BSE  “scare” propagating beyond the EU, world consumers are expected to cut back on bovine meat consumption, while at the same time increasing consumption of pig and poultry meat. A 15 percent reduction in European beef consumption, combined with a 2 percent reduction in the rest of world, implies a nearly 2 million tonnes, or a 2.8 percent, reduction in global demand. 

· This BSE-induced drop in world consumption, combined with only sluggish production responses, due to the biological cycle for beef,  leads to an estimated 12 percent drop in world beef trade, slowing to a 5 percent decline in 2002.  

· Meanwhile, excess supplies of beef in international markets puts downward pressure on prices. Beef prices are expected to drop 3.3  percent in 2001. With the shock to world bovine consumption appearing more “permanent” than that in 1996; prices continue to be lower than baseline levels through 2006. The assumption that producers cannot meet the increased demand for other meats (pig and poultry) in the immediate period implies that excess demand will prevail in these markets, placing upward pressure on prices -- pig meat and poultry prices are projected to increase sharply in 2001 and 2002.  By 2006, however, these prices are projected to be only marginally higher than baseline levels as consumption returns to baseline levels and production responds to changing prices of these meats, both of which have a much shorter biological cycle compared to cattle.
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Disease Impact on Other Sectors

The repercussions of the BSE crisis, while being felt in international meat markets, also has implications for other sectors, such as the feed sector as the ban of use of meat and bone meal leads to a corresponding shift in demand for alternative feeds, both grains and protein meals. Prior to the ban, MBM use in the EU was estimated to account for:

· 3-7 percent in pig feed,

· 2-3 percent in poultry feed

· 5-6 percent in feed for laying hens

· 1-6 percent in feed rations for cattle

Main alternatives to MBM, which has a protein content of 53%,  include:

· rape/sunflowerseed meal (30-40 % protein),  
· soybean meal (50%) 
· fishmeal (60-70%) 
· feed grains (wheat, maize)

· feed pulses  (beans, peas) 
· synthetic lysine

It is estimated that if the MBM ban is maintained, EU consumption of oilseeds (domestic plus imported) could increase by about 1.3 million tonnes in protein equivalent or about 3 percent compared to the previous season. However, these requirements represent less than 2 percent of world supplies of major oilmeals and 3 percent of global trade.  Consequently, while MBM prices have declined over the past six months, prices for other protein meals are unlikely to rise significantly.  This is particularly true given the reduced animal inventories in the EU as a result of FMD-induced stamping out policy and the estimated culling of 4.5 million head of livestock.

Conclusion: 

The results of the above analyses indicate that the effects of the alternative scenarios on the global meat markets do not appear to be as large over the longer period as what is being observed on the markets now. The impacts, however, will certainly be larger and more prolonged than in 1996 with markets likely to recover to baseline levels only by 2006. Meanwhile, the broader implications of the outbreak cannot be measured by an econometric model. Policy makers in Brussels are grappling with the policy implications of having a massive build-up in EU intervention stocks while, in other countries, costs are being incurred as countries impose surveillance measures and targeted testing. Certainly for developing countries 
 recent outbreaks of animal diseases, the costs of surveillance schemes, traceabilitity and changing import requirements, raise questions about export competitiveness, import costs as meat prices change, and certainly, but not least, the unknow spector of potential human health costs.   

To compound the uncertainty generated by escalating cases of BSE, the recent surfacing and spreading of FMD in Europe and meat exporting countries in South America, have led to importing countries scrambling to procure FMD-free product, pushing meat prices higher.  While model results and history imply that the market impact of the present disease outbreaks will certainly dissipate over the next few years, the policy repercussions and questions on what needs to be done to avoid damaging animal disease outbreaks will remain. 







� FAO’s WFM is a dynamic, price equilibrium multi-commodity trade model that simultaneously solves for world market equilibrium levels of supply, demand, trade, stock and prices for a variety of major agricultural commodities. The model contains 13 commodity markets and covers 146 countries. Specifically, commodity prices in the model are determined at the level where world supply is equal to world demand and the model is then solved for these equilibrium prices by equating the sum of gross imports and the sum of gross exports.  Given relevant exogenous data, the model can project 10 years into the future.





� Developing countries in 2000 are estimated to account for nearly 1.9 million tons (35%) of world beef imports and 1.4 million tons (26%) of exports.





